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The AEM Group at December 31, 2005

s rs&_.éerleu Spa.
e

“Serenissima .- | " Serenissim
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35.76%

Socleta Servi

{*) AEM S.pA. holds 79.4% of Serenissima Gas S.p.A., net of treasury shares.

(™) Another 10% of Serenissima Energia S.r.l. is held indirectly through Serenissima Gas S.p.A.
(™) The percentage shown here assumes that all of the option rights have been exercised.
(****) The portion of share capital held is 69.39%. Note that Edison S.p.A. holds 50% of the
interest in Edipower S.p.A., on the assumption that all of the option rights have been exercised.







Key figures of the AEM Group

12.31.2005 12.31.2004
Income statement (millions of euro)
Revenues 3,155 1,885
Operating costs (2,197) (1,175)
Labour costs (191) (154)
Gross operating income 767 556
Depreciation and amortisation, provisions and writedowns ~ (373) (202)
Profit from operations 394 354
Financial costs (38) (62)
Share of results of companies carried at equity 1 0
Gains (losses) on disposal of property, plant and equipment (5) 8
Other non-operating profits 10 0
Other non-operating costs (35) 0
Profit before tax 327 300
Income tax expense (75) (89)
Minority interests (10) 1)
Net profit for the year pertaining to the Group 242 210
CGross profit from operations/Net revenues 24.3% 29.5%
Financial position (millions of euro) 12.31.2005 12.31.2004
Operating cash flow 1,384 254
Net capital expenditure on tangible, intangible and long-term financial assef (7,177) (221)
Free cash flow (5,793) 33
Balance sheet (millions of euro) 12.31.2005 12.31.2004
Capital employed, net 9,418 3367
Equity pertaining to the Group and minority interests 3,673 1,385
Consolidated net financial position {5,745) {1,982)
Consolidated net financial position/Equity pertaining to the Group and minoi 1.56 1.43
Consolidated net financial position/Shareholders' equity AEM S.p.A. 2.70 0.97
Consolidated net financial position/Market cap 1.87 0.71
Key figures of AEM S.p.A. 12.31.2005 12.31.2004
Share capital (euro) 936,024,648 936,024,648
Number of ordinary shares (par value 0.52 euro) 1,800,047,400 1,800,047 400
Number of treasury shares (par value 0.52 euro) 14,841,850 22,751,455
Key rates and prices 12.31.2005 12.31.2004
Average 6-month Euribor 2.235% 2.149%
Average price of Brent crude (usd/bbl) 54.463 38.242
Average exchange rate €/8 (*) 1.24 1.24

(*) Source: italian Foreign Exchange Office




Shareholders,

2005 was a very important year for the Company, as we were able to take advantage of the
opportunities for growth and development offered by the radical changes currently taking place in
the national and international energy industry.

Last May, after lengthy negotiations, AEM acquired joint control of the Edison Group, Italy's
second largest operator in electricity and gas. The strategic importance of this deal is reinforced by
the network of alliances that AEM has managed to create for this purpose: energy operators in the
province of Trento (Dolomiti Energia S.p.A), in the province of Bolzano (SEL S.p.A.) and of
Emilia (Enia S.p.A), together with some important financial institutions have in fact become
shareholders of Delmi, the legal entity controlled by AEM which has control of Edison - 50/50 with
EdF - through its subsidiary Transalpina di Energia.

Even if of a different size from the point of view of the financial commitment, another acquisition
during the year that is important for the prospects of the AEM Group was the purchase of 30% of
Ecodeco S.r.l., the industrial holding company of the group of the same name which is active in
Italy, UK and Spain in the production of electricity from waste incineration and from biogas
(“waste to energy”), as well as in the treatment and disposal of refuse. The contractual agreement
gives AEM the right to acquire the entire share capital.

The results for the year, which saw the introduction of international accounting standards
(IAS/IFRS) for the consolidated financial statements, include proportional consolidation at 50% of
the results of the Edison Group, though only for the last quarter of 2005. The Ecodeco Group has
been consolidated at equity from the second half of 2005.

Taking these factors into account, 2005 closed with revenues of 3,155 million euro and a gross
profit from operations of 767 million euro, up by 67% and 38% respectively compared with the
previous year. The net financial position has grown compared with the end of the previous year
because of having to finance the Edison deal and because of the consequent proportional
consolidation of the Edison Group's debt, all of which raised AEM's net borrowings by some 4
billion euro. At the end of the year, the debt/equity ratio was 1.56, slightly higher than at the end of
December 2004 (1.43).

Based on the same scope of consolidation as the previous year, revenues are up by 10.8% while
profit from operations is up by 10.0%. Without the acquisitions during in 2005, the Group's net
financial position would have improved by 270 million euro compared with the previous year,
thanks to the increase in profitability and greater efficiency in the management of assets and
liabilities. \

This positive trend was achieved despite the reduced level of electricity output due to the planned
stoppage of the 380 MW combined-cycle group at the Cassano d'Adda plant for repowering and
breakdowns at certain thermoelectric power plants owned by Edipower; low rainfall also led to a
significant reduction in hydroelectric output.

Of the other important events in 2005 affecting the scope of the AEM Group prior to the acquisition
of Edison and Ecodeco, also worth remembering is the sale of the "national area" of AEM Calore e
Services, which operates in the field of heat and facility management services. It was sold on 1
April 2005 to Cofathec Servizi S.p.A. Following this sale, AEM Calore & Services can now
concentrate all of its efforts on expanding the district heating business. Investments have already
commenced on the construction of a new electricity and heat cogeneration plant using innovative




technologies (cogeneration plant combined with a heat pump) which makes it possible to recover
the energy content of underground water.

It was also of great satisfaction that the Premadio/Fraele hydroelectric plant was awarded the
qualification as a Plant Fed by Renewable Energy Sources, which enhances the value of the
considerable investments we have made in Valtellina in recent years, Indeed, green certificates were
allocated to a significant part of the energy produced.

Risk Management, which was.commenced in 2004 by adopting the risk control procedures
approved by the Board of Directors, demonstrated its effectiveness in 2005 as well, enabling us to
minimise the negative effects of the trend in raw material prices on international markets and the
high volatility of energy prices.

Outlook

The liberalisation of energy markets is posing considerable challenges in the short term: only a
certain number of large players will be able to survive and grow in this increasingly dynamic and
competitive context.

Taking control of Edison and creating a series of alliances with other operators in this sector has put
AEM in a position to develop industrial projects that make it possible to acquire critical mass in
order to play a primary role on the Italian and European stage. The coming year will be fundamental
to lay the bases for this development, exploiting to the full the synergies deriving from the
aggregation processes begun in 2005, both in the electricity sector and in gas.

Through the Ecodeco Group, AEM will be able to take advantage of the growth opportunities
offered by the waste to energy market, reinforcing its position in the field of renewable sources.

From an economic point of view, our expectations for 2006 are positive, even if in a context of
rising competition and strong tariff pressure in regulated sectors.

The Chairman
Giuliano Zuccoli
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Corporate bodies

Board of Directors

Chairman and Managing Director
Giuliano Zuccoli

Deputy Chairman
Alberto Sciumé

Directors

Dario Cassinelli
Luigi Galassi

Mario Mauri

Paolo Oberti
Francesco Randazzo
Aldo Scarselli
Antonio Taormina

Board of Statutory Auditors

Chairman
Alfredo Fossati

Acting Statutory Auditors
Salvatore Rino Messina
Luigi Carlo Spadacini

Substitute Statutory Auditors
Renato Ravasio
Giovanni Nicola Rocca

Independent Auditors
Reconta Ernst & Young S.p.A.
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AEM S.p.A.
Registered office in Milan, Corso di Porta Vittoria 4
Share capital € 936,024,648.00 fully paid-in
Tax code, VAT code and
registration number in the Milan Company Register
11957540153
NOTICE OF CALLING TO AN ORDINARY SHAREHOLDERS'
MEETING
Shareholders are called to an ordinary general meeting in Milan, at "Casa
dell’Energia AEM", Piazza Po 3, on April 28, 2006, at 11 a.m., at first
calling and, if required, at second calling on May 5, 2006, at the same time
and place, to discuss and resolve on the following
AGENDA
1. Financial statements at December 31, 2005, Directors’ Report on
Operations and Report of the Statutory Auditors: related resolutions.

Pursuant to art. 14 of the articles of association, shareholders can attend the
meeting providing the Company has received their broker's certification in
accordance with art. 2370.2, of the Italian Civil Code at least two days prior
to the date of the meeting. In accordance with the provisions of art. 34bis of
CONSOB Regulation 11768/1998 and subsequent amendments and
integrations, a copy of this certification is available to shareholders from
their respective brokers.

From March 31, 2006 the draft statutory and consolidated financial
statements at December 31, 2005 will be available to shareholders and to the

general public at the registered office, at Borsa Italiana S.p.A., and on the
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website (www.aem.it). The Independent Auditors' Report and the Report of
the Statutory Auditors will also be made available to the general public in

the same way for the two weeks prior to the meeting.

The Board of Directors
The Chairman

Giuliano Zuccoli

(The notice of calling has been published in the Gazzetta Ufficiale della
Repubblica Italiana no. 73 of March 28, 2006)




Important events during the year

Adoption of international accounting standards (IAS/IFRS)

The AEM Group adopted International Financial Reporting Standards in 2004, the date of the
transition to IAS/IFRS being January 1, 2004, with the exception of IAS 32 and 39 which were
adopted in 2005 (transition date: January 1, 2005). The last consolidated financial statements
prepared in accordance with talian generally accepted accounting principles (GAAP) were those at
December 31, 2004.

As required by IFRS 1 and art. 81 of Issuers' Regulation 11981/1999, adopted by CONSOB
Resolution 14990 of April 14, 2005, this document, which is published as a supplement to the 2005
half-yearly report, provides reconciliations between the figures shown previously according to
Italian GAAP and those restated according to IFRS, accompanied by notes commenting on the
adjustments.

Renegotiation of the Edipower S.p.A. syndicated loan.

On February 22, 2005 Edipower S.p.A. renegotiated with the same pool of banks the conditions of
the 2,300 million euro loan stipulated in August 2003.

This renegotiation entails a reduction in the interest spread on Euribor applied and a reduction of the
system of guarantees originally granted by the industrial shareholders (AEM Milano S.p.A., AEM
Torino S.p.A., Aare Tessing AG fiir Elektrizitdt, Edison S.p.A.) on behalf of Edipower S.p.A. In
particular, the guarantee on the Junior Loan, which backed a portion of the loan, has been cancelled
(AEM's quota amounted to 120 million euro), the Repowering Equity Guarantee issued by AEM
S.p.A. has been reduced from 100 to 10 million euro, while the Completion Guarantee, which
covered cost overruns, defects and liability , has been reduced from 100 to 40 million euro.

Sale of the investment in Zincar S.r.L

On March 9, 2005, AEM S.p.A. sold 51% of Zincar S.r.l. to the Municipality of Milan. On June 16,
2005, AEM S.p.A. sold a further 12% of the share capital to Unione del Commercio del Turismo
dei Servizi e delle Professioni of the Province of Milan. As a result, at December 31, 2005, AEM
S.p.A. held 37% of Zincar S.r.l.

Sale of a business by AEM Calore & Servizi S.p.A.

On April 1, 2005 AEM Calore & Servizi S.p.A. sold to Cofathec S.p.A, a business involved in heat
and facility management in areas other than metropolitan Milan. The business consisted of a
portfolio of 93 active contracts worth a total of 106 million euro.

Purchase of an investment in Ecodeco S.r.l.

On April 22, 2005, AEM S.p.A. completed the acquisition of 30% of Ecodeco S.r.l., an industrial
holding company belonging to the Ecodeco Group which operates in Italy, Great Britain and Spain
in the production of electricity from waste incineration and biogas, as well as in the treatment and
disposal of waste.

The value of the acquisition, 69 million euro, will be paid by AEM S.p.A. partly by ceding
7,909,605 treasury shares and, for the rest, by subscribing a reserved increase in capital and a
stockholder's loan for a total of 55 million euro.

The agreement gives AEM S.p.A. a call option to buy the entire share capital of Ecodeco S.r.l.,
which can be exercised on predetermined dates during the three-year period 2006-2008.

Delmi S.p.A.'s increase in capital
On March 23, 2005 AEM Delmi S.r.l. became a joint-stock company with the name of Delmi
S.p.A., increasing its share capital from 10 thousand euro to 120 thousand euro. On April 1, 2005
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AEM S.p.A. sold to Hydroelectric Altoatesina S.p.A., a company controlled by the Province of
Bolzano, 6,000 shares in Delmi S.p.A., equal to 5% of the share capital.

Agreem'ent with Electricit¢ de France (EdF) to buy joint control of Edison S.p.A.

On May 12, 2005 AEM S.p.A. and EdF reached agreement to buy joint control of Edison S.p.A.,
through the subsidiaries Delmi S.p.A. and WGRM Holding 4 S.p.A..

The acquisition will take place through a company set up specifically for this purpose called
Transalpina di Energia S.r.1. (TdE).

Subsequently, TdE will launch an obligatory takeover bid for Edison's ordinary shares as required
by law. At the same time, a voluntary takeover bid will also be launched for the warrants issued by
Edison and convertible into Edison ordinary shares.

AEM S.p.A. will finance its share of the acquisition by means of bank borrowings.

Sale of Fastweb S.p.A.
In 2005, AEM S.p.A. sold its Fastweb ordinary shares equal to 8.5% of the share capital.

Increase in Delmi S.p.A.'s capital and stipulation of agreements for the participation of
industrial and financial partners in the capital of Delmi S.p.A.

On July 13, 2005, the extraordinary shareholders' meeting of Delmi S.p.A. approved an increase in
share capital of 1,470,000 thousand euro, of which a total par value of 1,176,000 thousand euro and
a share premium of 294,000 thousand euro. These financial resources will be used to subscribe the
increase in capital of Transalpina di Energia S.r.1.

On July 18, 2005, AEM S.p.A., Enia S.p.A., Societa Elettrica Altoatesina-SEL S.p.A. (“SEL”),
Dolomiti Energia (“DE”), Mediobanca-Banca di Credito Finanziario S.p.A. (“Mediobanca”), Banca
Popolare di Milano S.c.arl. (“‘BPM”) and Fondazione Cassa di Risparmio di Torino (“CRT”)
stipulated an investment agreement and a shareholders' agreement relating to Delmi S.p.A.

On July 19, 2005, the shareholders paid all of their portions of the capital they subscribed, which is
therefore held as follows: ‘

AEM S.p.A., 51%;

Enia S.p.A., 15%,;

Societa Elettrica Altoatesina — SEL S.p.A., 10%;

Dolomiti Energia, 10%;

Mediobanca-Banca di Credito Finanziario S.p.A., 6%;

Fondazione Cassa di Risparmio di Torino. 5%; |

Banca Popolare di Milano S.c.ar.l., 3%.

The European Commission authorises the acquisition of joint control over Edison S.p.A.

On August 12, 2005 the European Commission gave its approval, in accordance with EU
regulations on the supervision of business combinations, for EDF S.A. and AEM S.p.A. to acquire
joint control of Edison S.p.A. through Transalpina di Energia S.r.l., a company that is owned 50/50
by the EDF Group and Delmi S.p.A.

Acquisition of joint control of Edison S.p.A.

On September 16, 2005 Transalpina di Energia S.r.]. acquired from Italenergia Bis S.p.A.
2,631,976,000 ordinary shares of Edison S.p.A., representing as of that date 63.34% of the ordinary
share capital, and 240,000 Edison warrants convertible into Edison ordinary shares, at a price of
1.55 euro per share and 0.59 euro per warrant for a total outlay of some 4,080 million euro. This
amount was financed for 2,880 million euro by means of an increase in capital subscribed and paid
in by the shareholders of TdE, and for the rest by means of a 7-year bank loan. As a result of this




acquisition, TdE will launch an obligatory takeover bid for the ordinary shares of Edison. At the
same time, a voluntary takeover bid will also be launched for the warrants issued by Edison and
convertible into Edison ordinary shares.

Obligatory takeover bid for the ordinary shares Edison S.p.A. and voluntary takeover bid for
the “Warrants on Edison ordinary shares 2007”

On October 6, 2005 Transalpina di Energia S.r.1. made an obligatory takeover bid for 1,303,010,879
Edison S.p.A. ordinary shares as well as for 7,327,455 ordinary shares potentially deriving from
exercise of the options involved in the stock option plan and 14,850 shares deriving from the
conversion of an equivalent number of “ Warrants on Edison ordinary shares 2007 in the period
between September 1 and 30, 2005, at a price of 1.86 euro per ordinary share.

On the same date, a voluntary takeover bid was launched for 923,217,142 “ Warrants on Edison
ordinary shares 2007 at a price of 0.87 euro per warrant.
These bids closed on October 26, 2005 with settlement on November 4, 2005.

The bids were taken up by 1,218,816,750 Edison S.p.A. ordinary shares equal to 93.01% of the
shares involved in the obligatory bid and 371,389,001 warrants equal to 40.23% of the warrants
involved in the voluntary takeover bid.

Because of the allocation mechanism contained in art.12.1 of the Structure Agreement stipulated on
May 12, 2005 between AEM S.p.A., Delmi S.p.A., Electricit¢ de France (E.d.F.) and WGRM
Holding 4 S.p.A., the take-up shares were split as follows:

Allocation number of sharesinumber of warrants
to Transalpina di Energia 333,065,428 209,772,399
to WGRM Holding 4 501,312,210 161,616,602
to Mediobanca and JP Morgan* 384,439,112 ,

Total 1,218,816,750 371,389,001

*Mediobanca and JP Morgan were appointed by Delmi S.p.A.

At the end of the takeover bid, Transalpina di Energia S.r.l. holds 71.23 % of the ordinary share
capital, subscribed and paid-in, and 69.39% of the share capital of Edison S.p.A..

Delmi S.p.A.'s increase in capital

On October 28, 2005, an extraordinary shareholders’ meeting of Delmi S.p.A. approved a cash
increase in capital from Euro 1,176,120 thousand to Euro 1,466,868 thousand with a total share
premium of Euro 72,687 thousand. The shareholders will therefore inject financial resources of
Euro 363,436 thousand so as to make a non-interest bearing shareholders' loan of the same amount
to Transalpina di Energia S.r.l. (TdE). It is expected that this shareholders' loan will be converted
into an increase in TdE's capital with a share premium.

AEM S.p.A. subscribed its entire portion of Delmi S.p.A. amounting to around 185,352 thousand
euro by using committed bank lines of credit. .

A non-interest bearing shareholders' loan of the same amount has been made to TdE by WGRM
Holding 4 S.p.A.

These shareholders’ loans were envisaged by the Structure Agreement so as to partially finance the
cost of the shares and of the warrants allocated to TdE.
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On October 31, 20035, at the end of the takeover bid for the Edison shares and warrants ,b"St'arildard
and Poors' reduced the credit rating of AEM's medium and long-term debt from A and A-1 to BBB
and A-2, respectively. . .

AEM ordinary stock included in the S&P/MIB Index
Since October 31, AEM has been included in the utilities sector of the S&P/MIB, the Italian Stock
Exchange's principal index. Simultaneously, the company left the MIDEX index. :

Equity Swap Transactions

On November 4, 2005, Delmi S.p.A. stipulated two equity swap transactions for equal amounts
with JP Morgan Chase Bank N.A. and Mediobanca Banca di Credito Fman21ar10 S.p.A. on a total -
of 384,439,112 Edison S.p.A. ordinary shares.

These are non-hedging contracts designed to take advantage of any rise in the value of Edison
S.p.A.'s shares, which are listed on the Milan Stock Exchange, in the eight months after the date of
the contract.

Note that under the structure agreement stipulated by AEM S. P A. and Delmi S.p.A. with Electrlclte
de France S.A. and WGRM Holding 4 S.p.A., Delmi S.p.A. is obliged to reconstitute the float of
ordinary shares of Edison S.p.A. as foreseen by CONSOB within 120 days of the end of the
takeover bid for the ordinary shares of Edison S.p.A.; it is therefore probable that part of the equity
swaps will be extinguished in advance.

If Delmi does not comply this its obligation to reconstitute the Edison ordinary share ﬂoat under
the structure agreement, it will have to launch a residual takeover bid. If Delmi fails to do this,
WGRM Holding 4 will have to launch a residual takeover bid itself.




Directors' report on operations
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Summary of results, assets and liabilities and financial position

AEM Group

Results

The results of the AEM Group for the year ended December 31, 2005 also include the results of

Transalpina di Energia (TdE)/ Edison (Delmi Group) for the period October 1 — December 31, 2005,
which have been 50% consolidated under the proportional method.

Millions of euro 2005 % of revenues 2004 % of revenues  Change
Revenues 3,155  100.0% 1,885  100.0% 1,270
of which:
- Revenues 3,107 1,885 1,222
- Other operating profits 48 ‘ 0 48
Operating costs (2,197) -69.6% (1,175)  -62.3% (1,022)
Labour costs (191) -6.1% (154) -8.2% (37)
Gross operating income 767 24.3% 556  29.5% 211
Amortisation and depreciation (242) -7.7% (139) -7.4% (103)
Provisions and writedowns (131) -4.2% (63) -3.3% (68)
Profit from operations 394 12.5% 354 18.8% 40
Net charges from financial (38) -1.2% (62) -3.3% 24
management
Share of results of companies carried 1 0.0% - 0.0% 1
at equity
Non operating income/charges (30) -1.0% 8 0.4% (38)
Income before taxes 327 10.4% 300 15.9% 27
Taxes for the year (75) -2.4% (89) -4.7% 14
Net result 252 8.0% 211 11.2% 41
Net profit pertaining to minority (10) -0.3% ¢)) 0.0% 9)
interests
Net profit (loss) for the period 242 7.7% 210 1L1% 32

In 2005, consolidated revenues of the AEM Group reached 3,155 million euro, of which 1,067 million is
attributable to the proportional consolidation of the Edison Group for the fourth quarter of the year.
Based on the same scope of consolidation as in 2004, revenues amount to 2,088 million euro, an
increase of 10.8%. This growth is attributable mainly to increases in selling prices of electricity and gas
as a result of the trends on international fuel markets, to the valuation of the surplus green certificates
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produces by the AEM Group's renewable source installations, and higher sales of heat for district
heating.

These revenues were affected by the reduced electricity output of 7,908 million GWh (-15.6%) due to
breakdowns at certain thermoelectric power plants owned by Edipower and the stoppage of the 380 MW
combined-cycle group at the Cassano d’Adda plant for repowering. Low rainfall also contributed to this
trend as it led to a significant reduction in hydroelectric output. The hydroelectric output for the period
is the lowest of the past 40 years.

Operating costs amount to 2,197 million euro. Net of the effects of consolidating the Delmi Group
(Transalpina di Energia/Edison), amounting to 842 million euro, operating costs come to 1,355 million
euro, 15.3% more than in 2004. The reason for this increase was partly the rising trend in raw material
prices on international markets and partly the higher quantity of electricity purchased. Higher purchases
of electricity from Acquirente Unico S.p.A. were required as a result of the obligation after April 1,
2004 to buy all of the power needed to meet demand from captive customers from this company,
combined with a significant drop in output.

Gross profit from operations came to 767 million euro, an increase of 38% compared with last year. 194
million euro came from the consolidation of the Delmi Group/TdE/Edison. Based on the same scope of
consolidation, gross profit from operations comes to 573 million euro compared with 556 million euro
the previous year, given that it also included 35 million euro of extraordinary income. Without
considering the latter, the increase based on the same scope of consolidation comes to 52 million euro,
essentially related to a good performance on the part of the electricity sector, thanks to a better sales and
procurement mix, the contribution made by the green certificates awarded in 2005 to the hydroelectric
plant at Premadio/Fraele in Valtellina and equalisation of the tax on hydroelectric yield for 2001.

After charging depreciation and amortisation, provisions and writedowns of 373 million euro, the profit
from operations came to 394 million euro (354 million euro in 2004).

The consolidated result for the year came to 242 million euro, after negative net financial income and
expense of 38 million euro (including the gains from the sale of the investment in Fastweb S.p.A. of 50
million euro), net charges relating to the consolidation of Edison not directly connected to the industrial
and financial management of 25 million euro, losses resulting from the disposal of property, plant and
equipment of 5 million euro, taxes for the year of 75 million euro and net profit pertaining to minority
interests of Edison S.p.A. and of Delmi S.p.A., of 10 million euro.

The various sectors of activity of the Group made the following contributions to these results:'

2005 2004
Millions of euro Revenues Gross profit Revenues Gross profit
from - from
operations operations
Electricity 1,654 443 822 260
Gas and Heat 1,180 115 592 59
Networks and organised markets 793 216 758 217
Services 107 _ Q7 115 4)
Other activities and eliminations (627) 20 (402) 24
Total 3,107 767 1,885 556

(1) Excluding other operating income

' These sectors are used for the first time from 2005, in order to provide better information and to bring disclosures into line
with those of the Edison Group.




For a more detailed analysis of the results, see the section on the results for each sector of activity.
Capital and financial position

At December 31, 2005 the consolidated net capital employed totalled 9,418 million euro, covered by
shareholders' equity, 3,673 million euro (of which 2,024 million pertaining to minority interests) and net
financial indebtedness, 5,745 million euro (1,982 million euro at December 31, 2004).

The increase in net capital employed compared with the end of the previous year amounts to 6,051
million euro.

The increase in the net financial position compared with the end of the previous year is essentially
connected with the acquisition of joint control over the Edison Group and the financing of this
transaction, which led to an increase in the Group's net financial indebtedness of about 4 billion euro.

Without this acquisition, the Group's net financial position would have improved by 270 million euro
compared with the previous year.

(in millions of euro) 12.31.2005 %o 12.31.2004 % Changes

Capital emploved

Net fixed capital employed 9,243 98.1 3,330] 989 5,913
Working capital 175 1.9 37 1.1 138
Assets/liabilities held for sale 0 0.0 0 0.0 0
Total capital employed 9,418| 100.0 3,367| 100.0 6,051

Sources of funds

Equity pertaining to the group 3,673] 39.0 1,385| 41.1 2,288
Total financial position
beyond one year 5,001 53.1 1,730] 514 3,271
Total financial position
within one year 744 7.9 252 7.5 492
Total net financial position

5,745] 61.0 1,982 58.9 3,763
Total sources of funds 9,418! 100.0 3,367 100.0 6,051
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(in millions of euro) 12.31.2005  12.31.2004
OPENING NET FINANCIAL POSITION (1,982) (1,926)
Net profit for the year 242 210
Amortisation and depreciation 242 139
Changes in assets and liabilities 900 (95)
Cash flow generated by current operatiohs 1,384 254
Net capital expenditure on tangible, intangible and long-term (7,177) (221)
financial assets

Change in minority interests 2,021 -
Change in equity 104 -
Earnings distributed (95) (89)
Cash flow generated (used) by changes in shareholders' equity 2,030 (89)
CLOSING NET FINANCIAL POSITION (5,745) (1,982)




SIgNRHICAN SUDSeqUucenl Cvenis

Reconstitution of the float of Edison S.p.A.'s ordinary shares

On March 3, 2006, AEM S.p.A. and Delmi S.p.A. announced that, as a result of sales made in
recent weeks, the market now held around 11.4% of Edison S.p.A.'s ordinary shares. This means
that the float of Edison's ordinary shares, which was reduced as a result of the takeover bid
launched by Transalpina di Energia S.r.l. on November 4, 2005, has been reconstituted as required
by law.

As a result of this transaction, the amount of the Edison S.p.A. shares involved in the equity swap
with various counterparties has been reduced to around 3.9% of the ordinary share capital.

Agreement between ACSM S.p.A. and AEM S.p.A.

On March 6, 2006, ACSM S.p.A and AEM S.p.A. signed a letter of intent on the basis of which
they will negotiate the definitive contracts for the completion of the transaction which, subject to
approval by the competent bodies of the Municipality of Como, foresees the transfer to ACSM of
the investments held by AEM in Serenissima Gas S.p.A., Serenissima Energia S.r.l. and Mestni
Plinovodi d.o.0., all of which operate in the sale or distribution of gas (the ”Transaction”).

Under this letter of intent, AEM will transfer to ACSM:

o 742,961 of the 936,000 voting shares of Serenissima Gas, equal to 79.38% of the voting shares
and 71.44% of the share capital;

e A portion of the value of euro 71,400.00 representing 71.44% of the share capital of
Serenissima Energia S.r.l (a further 10% of the company is held by Serenissima Gas);

e An investment representing 41.11% of the share capital di Mestni Plinovodi.

In exchange for the transfer of the shareholding in Serenissima Gas, ACSM will resolve an increase
in capital reserved for AEM, assigning to it 9,374,125 newly issued ACSM ordinary shares of par
value 1 euro each, representing 20% of ACSM's post-increase share capital.

As a result of this transaction, the quota held by ACSM's current shareholder of reference, the
Municipality of Como, will come to around 40.5%.

ACSM and AEM will also stipulate a purchase/sale contract for the transfer of the investments held
in Serenissima Energia S.r.1. and Mestni Plinovodi for7.095 million euro in cash.

To take account of the changes in ACSM's shareholder structure caused by the Transaction. certain
amendments will be made to ACSM's corporate governance rules: for example, a blocked list
voting system will be introduced for the appointment of the Board of Directors. This gives the list
that obtains a majority of the votes the right to appoint 8 directors and the most voted minority list
the right to appoint the other 2 directors.

In this regard, the Municipality of Como and AEM will sign a shareholder agreement that will
envisage, among other things, the presentation of a joint list for the election of the Board of
Directors, with the first 6 candidates being nominated by the Municipality of Como and the next 2
by AEM. AEM will also have the right to nominate the 2 directors on the list to be consulted to
complete ACSM's Board of Directors in the event that no minority list is presented. Lastly, in
accordance with the current Articles of Association, there is foreseen as part of the Board of
Directors a Strategy Committee that will act in a consultative/propositive role. It will be made up of
3 members with one being chosen from the directors nominated by AEM.
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above, the future governance structure ot ACSM will continue to 1impose a 4% himit on the voting
rights of all shareholders other than the Municipality of Como, as laid down in the Articles of

Association.

The effectiveness of the letter of intent is subject, on the one hand, to approval on the part of the
competent bodies of the Municipality of Como of all of the executive stages of the Transaction
(including the proposed amendments to the Articles of Association and stipulation of the
shareholder agreement) and, on the other, confirmation from CONSOB that completion of the
Transaction and stipulation of the shareholder agreement will not oblige the Municipality of Como
and AEM to launch an obligatory takeover bid for all of the shares of ACSM. Execution of the
Transaction is also subject to the consent of the other main shareholders of Mestni Plinovodi d.o.0.,
namely Azienda Mediterranea Gas e Acqua S.p.A and SIMEST S.p.A, for the investment to be sold
to ACSM and for it to take over all of the rights and obligations currently held by AEM under the

current arrangements.

It is also foreseen that this entire process should be completed by the end of May 2006.




Outlook for operations

The 2006 results will be favourably influenced by the start-up of the new combined-cycle group at
the Cassano d’Adda plant and of certain groups owned by Edipower and Edison and full availability
of the plants that suffered interruptions during 2005; higher hydroelectric output is also expected.

As regards the gas sector, despite the strong tariff pressures in regulated areas, the Group expects
the results to be in line with previous years.
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Analysis of the main sectors of activity
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RESULTS BY BUSINESS SEGMENT

In order to provide better disclosure on the business segments in which the AEM Group
operates and to bring this information into line with that prepared by the TdE/Edison Group
(Delmi Group), which entered the scope of consolidation this year, starting from the financial
statements at December 31, 2005, the Group's sectors of activity are represented according to
the "chain" to which they belong.

The following business segments have been identified:

Electricity

This includes the production and sale of electricity on the free market, as well as the activities
involved in the wholesale trading of power.

Gas and Heat

This refers to the production and purchase of gas and those related to its subsequent sale on
the market or its use in the Group's thermoelectric power stations. The sector also includes the
production and sale of heat in the form of district heating and heat management services.

Networks and organised markets

This includes the transmission and distribution of electricity, the sale of electricity to the
captive market, and the storage and distribution of gas. Lastly, it also includes the operations
of the telecommunications network owned by Metroweb.

Services

In addition to these areas of business, there is also the Corporate sector which involves the
strategy, governance and control of the industrial operations and the centralised services
provided to the operating units, both for AEM and for TdE/Edison (Delmi Group).

Lastly, the Other Activities area includes the Water Distribution and Treatment activity
carried on by the Edison Group through its joint venture IWH.

The following table summarises the 2005 results achieved by the business segments identified
in this way, with comparative figures for the previous year.
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Millions of euro
Electricity
Revenues

Gross profit from operations

% of revenues

Profit from operations

% of revenues
Capital expenditure
Total Assets

Gas and Heat
Revenues

Gross profit from operations

% of revenues

Profit from operations

% of revenues
Capital expenditure

Total Assets

Networks and  Organised

Markets
Revenues

Gross profit from operations

% of révenues

Profit from operations

% of revenues
Capital expenditure
Total Assets

Services
Revenues

Gross profit from operations
Profit from operations
Capital expenditure

Total Assets

2005

1,654

443
26.8%

256
15.5%

211
8,304

1,180

115
9.7%

82
6.9%

38
2,019

793

216
27.2%

112
14.1%

67

2,672

107
27
(80)

13

5,739

2004 Change

822
260

31.6%

159
19.3%

142
1,966

592

39
10.0%

47
7.9%

11

405

758

217
28.6%

132
17.4%

62
2,442

115
)
(25)
31
3,044

832
183

97

69
6,338

588
56

35

27

1,614

35
(M

(20)

230

®)
(23)
(35)
(18)
2,695




Other activities
Revenues

Gross profit from operations
Profit from operations
Capital expenditure

Total Assets

Eliminations
Revenues

Gross profit from operations
Profit from operations
Capital expenditure

Total Assets

TOTAL AEM GROUP

Revenues

Gross profit from operations

% of revenues

Profit from operations

% of revenues

Capital expenditure

Total Assets

2
20

(627)
16
20

(5,433)

3,107

767
24.7%

394
12.7%

331

13,321

(402)
24
41

(1)
(3,118)

1,885

556
29.5%

354
18.8%

245

4,739

2
20

(225)
(8)
(1)

1
(2,315)

1,222

211

40

86

8,582
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NATIONAL ENERGY SCENARIO

Electricity

The demand for electricity in Italy in 2005 marked an increase of 1.3% compared with the
same period in 2004, and amounts to 329 TWh. Load coverage was guaranteed 90.5% by
national production with the remaining 9.5% being covered by imports. L

The trend in demand has shown positive rates of growth for every month of the year. This
growth was particularly significant during the months of December (+3.8%), June (+3.4%),
May (+2.9%), July (+2.0%), April and January (+1.5%), whereas it was lower in February
(0.5%), March (+0.4%) and August (+0.1%), and zero in September (+0%).

Domestic power generation came 83.5% from thermoelectric sources, 14.1% from
hydroelectric sources and 2.4% from geothermal and wind power sources. Compared with last
year, hydroelectric production has fallen (-14.9%), while thermoelectric production has
increased (+2.6%). Overall national output declined (-0.3%) compared with a 7.7% increase
in the foreign balance. o

Gas

Natural g‘as, consumption in 2005 came to 85.2 billion cubic metres, an increase of 7%
compared with 2004. Demand in the civil sector rose by 6.5%, while the thermoelectric sector
grew by 12.2%. On the other hand there was a decline of 1.7% in sales to the industrial sector.

The Ministry of Productive Activities has pointed out that the strong increase in consumption
is due to three factors: colder temperatures compared with 2004; growth in consumption for
electricity generation due to the fact that many thermoelectric generation plants switched to
gas; Italy managed to export part of its electricity as the prices achieved by the Italian Power
Exchange finally became competitive with those of other European exchanges.




FELECTRICITY

The Electricity sector includes the production and sale of electricity on the free market and
marketing activities in the wholesale electricity market.

In addition to the activities carried on in this sector by the AEM S.p.A. and by its subsidiaries
AEM Trading S.r.l. and AEM Energia S.p.A., it also includes the AEM Group's portion of the
activities carried on by Edipower S.p.A. and the Electricity sector of the TdE/Edison Group
(Delmi Group).

In particular, the companies or activities represented by this segment concern:

AEM S.n.A. and its subsidiaries

The Production Division of AEM S.p.A. This is the division of the Parent Company that
looks after the technical side of the thermoelectric and hydroelectric plants owned by
AEM S.p.A. The dispatching of the energy produced by these power plants has been
delegated to the subsidiary AEM Trading S.r.l. on the basis of specific contracts which
govern their respective roles and responsibilities from an economic and legal point of
view. Under these agreements, the Production Division of AEM S.p.A. took on
responsibility for managing the generation facilities from a technical point of view,
guaranteeing the production of electricity on the basis of the dispatching plans drawn up
by AEM Trading S.r.l. AEM Trading S.r.l., on the other hand, has been delegated
responsibility for buying the fuel needed for thermoelectric production and for selling the
electricity produced on the market.

The Electricity Division of AEM Trading S.r.l. AEM Trading S.r.l. is involved in
energy portfolio management for the entire AEM Group, operating on the wholesale
electricity markets. The company has contracts for use of the production capacity installed
at the power plants of AEM S.p.A. and Edipower S.p.A. It operates directly on the
markets organised by Gestore del Market S.p.A. (IPEX) and trades in electricity through
bilateral contracts with other operators, in addition to purchases and sales on foreign
markets As part of its portfolio management activity, AEM Trading S.r.l. is also
responsible for meeting AEM Energia S.p.A.'s electricity and natural gas requirements.

Electricity division of AEM Energia S.p.A. This company sales electricity to eligible
customers.

Companies consolidated on a proportional basis

Edipower S.p.A. This company, which is consolidated 20% on a proportional basis
directly by AEM S.p.A., owns thermoelectric and hydroelectric plants for electricity
generation. Edipower S.p.A. has signed agreements with the operating partners for the
dispatching of the electricity produced by its own plants. Under these contracts, the
company exclusively looks after the technical side of the plants, guaranteeing production
on the basis of dispatching plans agreed with the operating partners. For AEM, these
agreements were signed by AEM Trading S.r.I.

Electricity sector TdE Group/Edison (Delmi Group). The results of the TdE/Edison
Group's Electricity sector have been proportionally consolidated at 50% (just for the last
quarter of the year) and include the electricity production and sale activities carried on by
Edison S.p.A. and its subsidiaries. They also include the results of Edipower S.p.A.,
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proportionally consolidated at 50% by Edison S.p.A. Compared with the figures of the
Electricity segment shown in the consolidated financial statements of the TdE/Edison
Group, the electricity transmission activity performed by Edison Rete S.p.A. has been
spun off and included in the Networks and Organised Markets segment.

Regulatory and tariff framework

PRODUCTION DIVISION

Tax on hydroelectric yield

With Law 83 of April 17, 2003, entitled "Urgent Provisions regarding general charges of the
power system" the tax on the hydroelectric yield was eliminated from January 1, 2002.
Following the abolition of the thermal charge account at the Electricity Sector Equalisation
Fund, the Authority for electricity and gas (hereafter Authority) established the methods for
calculating the surcharge for access and use of the national grid for the power generated by
hydroelectric and geothermal plants for the year 2000 and for the period 2001-2006 (with
resolutions nos. 231/00 and 232/00, the latter abrogated and at the same time included in
resolution 228/01).

As regards the tax paid in 2001, AEM S.p.A. and other hydroelectric producers impugned
these provisions (nos. 231/00 and 232/00) firstly before the Lombardy Regional
Administrative Tribunal, which rejected the application for annulment for formal reasons, and
then before the Council of State, which in turn rejected the appeal.

In any case, thanks to issuance of the Authority's resolution 73/50 (which defined the price of
wholesale electricity on the free market in 2001) the Electricity Sector Equalisation Fund
could refund to producers an equahsatlon amount for the Tax on hydroelectric yield as an
advance for 2001.

Hydroelectric plants

The 2006 Budget Law approved on December 22, 2005 foresaw certain amendments to the
regulations on the hydroelectric concessions defined in Decree 79 of March 16, 1999 (“DL
79/99”):

- "all of the major hydroelectric concessions have been extended for ten years compared with
the expiry dates contained in Decree 79/99; the extension is. subject to carrying out
"suitable plant modernisation”. The concession holders that intend to take advantage of the
extension have to pay for four years from 2006 an additional annual fee of 3,600 euro per
MW of nominal installed power;

- the concessions have to be assigned after a public tender. Paragraph 12.3 of Decree 79/99,
which provided for a preferential right when the concession is granted in favour of the
previous concession holder, has been abrogated.

A decree by the Environment Ministry determined the increase for the two-year period 2006-
2007 of the annual surcharge due by the concession holders of water offtakes for the
production of power with an average nominal power of more than 220 kW.

Compliance with the obligations contained in art. 11 of Decree 79/99 (electricity from
renewable sources)

With resolution 101/05, the Authority sanctioned the right to reimbursement of the costs
incurred by electricity producers that complied with the obligations contained in art. 11 of




Legislative Decree 79/99, restricted to the electricity produced from renewable sources and
sold to captive market customers in 2002. This article obliges companies that in any one year
import or produce energy from non-renewable sources to inject into the national system, the
following year, a certain amount of energy produced by plants using renewable sources or to
buy green certificates to cover this amount from other producers.

Gas transport tariff rules: important regulations for production plant

Resolution 144/04, integrated with resolution 5/05, intervened to modify the tariff rules that

govern the transport of gas - resolution 120/01 as regards the fees due by thermoelectric

plants - ordering a reduction in capacity fees in the case of:

- start-up of new redelivery points;

- strengthening of the capacity of existing redelivery points which feed -electricity
generation plants directly connected to the transport network.

Remuneration of production capacity

In accordance with Decree 379 of December 19, 2003, which contains instructions regarding
the remuneration of electricity production capacities, the Authority has defined a transitional
regime, which commenced on March 1, 2004, for the remuneration of the availability of
production capacity to ensure that it is adequate. This regime will be terminated when the
definitive regime developed by GRTN (Terna S.p.A. starting from November 1 2005) on the
basis of criteria and policy guidelines laid down by the Authority will be introduced.

This system envisages payment of a specific incentive fee to those who make available the

resources of their production capacity according to the methods defined by GRTN, made up

as follows:

- a first part consisting of a fixed monthly remuneration paid to producers on condition that
they effectively comply with the commitment to make resources available on days when
consumption exceeds a certain critical level,

- asecond part consisting of supplementary remuneration to integrate the revenues made by
the individual producer on power exchanges (excluding the dispatching service market) if
these revenues, on an annual basis, turn out to be lower than a reference level
conventionally set at the amount that the same producer would have made under the
administered regime with the same level of output.

At the end of March 2005, the Authority opened a period of consultation, which is still in
progress, regarding the criteria and conditions to be reported to the Network Manager with a
view to replacing the transitional measures of capacity payment currently in place.

The proposed criteria envisage a variation on the ways of remunerating the availability of
production capacity commonly known as capacity obligation (contractualisation, by means of
competitive mechanisms, of plants that undertake to make available a level of production
capacity needed to cover the peak load, plus an adequate margin of reserve); they also provide
for:

39



40

- a single entity (GRTN - Terna S.p.A. from November 1, 2005) that contractualises the
availability of production capacity for the system, interfacing with the sellers, who may be
owners of production plant or users of withdrawal dispatching (sellers).

- the remuneration of production capacity availability depends on the value of the energy on
the wholesale market.

With resolution 140/05 the Authority extended to the whole of 2005 the validity of the

transitional system for the remuneration of available production capacity.

Withdrawal of the electricity in accordance with art. 13, paras. 3 and 4, of Decree 387/03,
and para. 41 of Law 239/04

Decree 387/2003 was promulgated on December 29, 2003 (Implementation of Directive
2001/77/CE on the promotion of power produced from renewable sources on the domestic
electricity market), which provides for an annual increase of 0.35%, from 2004 to 2006, in the
quota of renewable power (Green Certificates) that importers or producers from conventional
sources have to inject into the national power system during the following year.

This decree also provides for: (i) simplification of the authorisation procedures to build plants
that will generate power from renewable sources; (i) the inability for the same producer to
accumulate the right to obtain Green Certificates as well as the right to energy efficiency
certificates; (iii) the possibility for those who import energy from EU Member States to apply
for exemption from the obligation to buy green certificates for the imported quota produced
from renewable sources;(iv) withdrawal of the energy produced by renewable plants with
installed power of less than 10 MVA and that produced by plants of any size that use non-
programmable renewable sources, by the manager of the network to which the plant is
connected and on the producer's request, except for that sold to GRTN (Manager of the Power
System from November 1, 2005) under "dedicated sale" agreements.

After expiry of the sales agreements, the electricity produced by non-renewable sources will
also be destined to the market, with the exception of electricity produced by plants with
installed power of less than 10 MV A and of the surpluses produced by similar sources.

With reference to this last aspect, para. 41 of Law 239/04 (the "Marzano Law") also provides
for the Authority to establish methods for the withdrawal of the energy produced by plants
with installed power of less than 10 MV A and of surpluses produced by similar sources.

On October 20, 2004 the Authority started a consultation process to establish the methods of

withdrawing electricity, as per Decree 387/03 and para. 41 of Law 239/04, on the “Reform of

the Energy Sector”. This process ended with the promulgation of resolution 34/05, which:

- described the methods by which producers had to apply to the manager of the network to
which their plant is connected to withdraw the power produced, thereby obliging the
manager to go ahead with the withdrawal,
laid down that if the manager of the network to which the plant is connected is a
distributor, the value of the energy withdrawn is to be kept separate from the electricity
purchased by the distributor from the Sole Buyer ;
quantifies the fees to be paid by the producer to the network manager subject to the
withdrawal obligation for the administrative and management costs incurred.

Certain operators noticed that for large volumes of energy the element that is proportional to

the energy withdrawn involves excessive charges compared with the administrative costs of

the network managers. The Authority therefore issued resolution 49/05 which established an
upper limit of 3,500 euro on the variable element of the annual fee.




With the Ministry of Productive Activities Decree of April 20, 2005, and solely for the
purposes of Decree 387/03, the electricity market went fully on-line on June 30. the
instructions contained in resolution 34/05 were therefore applicable as from that date.

With resolution 300/05, the Authority abrogated, from 2006, the Ct parameter, because the
introduction of the bidding system and the existence of market mechanisms for valuing
electricity make this parameter obsolete. The resolution provides for a new parameter to take
the place of the Ct parameter, represented by the monthly average of the hourly prices as per
art. 19.3.c) of resolution 168/03 (the PUN, single national price) solely at offpeak times of
day (which include public holidays, Saturday, Sunday and the hours between midnight and
8.00 a.m. and between 8.00 p.m. and midnight Monday to Friday) to be used as a reference
for the energy withdrawal price for plants that sell their energy to the manager of the national
grid based on art. 4.3 of resolution 34/05.

Other ways of disposing of electricity produced by plants using energy from renewable
sources

The withdrawal of electricity produced by plants that comply with art. 13, 3 and 4, of Decree
387/03, and para. 41 of Law 239/04, and its sale on the energy market are two alternative
ways of disposing of the power produced by plants using renewable sources.

Another method is an on-the-spot exchange between the electricity injected into the
distribution network to which the plant is connected and the electricity withdrawn from it.
The Authority had regulated this type of disposal with resolution 224/00, but only for
photovoltaic installations of up to 20 kW.

In accordance with art. 7 of Decree 387/05, in July it then initiated a period of consultation
with a view to adopting measures to extend the regulations governing on-the-spot exchange to
installations using other renewable sources, again up to 20 kW.

Tariff incentive on energy account for photovoltaic installations

The decree of the Ministry of Productive Activities of July 28, 2005 (Incentives for the
production of electricity by photovoltaic conversion of solar energy) introduced a form of
recognition on energy account of the electricity produced by photovoltaic plants of between 1
and 1000 kW, to encourage their installation.

With resolution 188/05, implementing the provisions of art. 6 of the decree, the Authority
identified GRTN (from November 1, 2005 Manager of the Electricity System) as the
organisation responsible for issuing the tariffs and laid down how the resources for paying the
tariffs would be funded (through the A3 tariff component).

Dispatching rules

Resolution 168/03, which regulates the merit-order dispatching service for the production
plants, lays down that GRTN (Terna S.p.A. from November 1, 2005) has to submit a set of
dispatching rules to the Authority for its approval.

With resolution 253/04, the Authority approved this set of rules at the end of last year
(thereby taking effect from January 1, 2005), reserving the right to examine the text in greater
detail later on.

As a result of these examinations, the Authority made certain changes to the rules which the
Manager was asked to adopt with resolution 36/05.

At the same time, this resolution approved an amendment to attachment DS.3 of the
dispatching rules, introducing another market zone ("Southern Frontier"), as proposed by
GRTN for the purpose of applying the instructions laid down in resolution 223/04 (which
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adopted instructions for 2005 on the management of congestion on the interconnection
network).

With resolution 137/05 the Authority approved the standard contract formats for the
electricity dispatching service for injection and withdrawal points, as proposed by GRTN
(Terna S.p.A. from November 1, 2005) as part of the dispatching rules. '

With resolution 138/05 the Authority initiated a process designed to develop a series of
measures relating to the conditions for the management of the dispatching priority of
renewable source production plants when the national power system risks going into
overload.

The purpose is to study and resolve the problems involved in operating such plants, as
reported to the Authority by various operators during 2005 and attributable to the dispatching
service granted to them, as pointed out by GRTN. :

During 2005, the Authority amended and integrated resolution 168/03:
- with resolution 97/05, with reference to the regulation of balancing fees in relation to the
case of re-entry into service of production plant after stoppages for maintenance purposes.

- - with resolution 175/05, in order to introduce the resource known as "system security

energy storage" among the types of resources defined in accordance with art. 8.2, letter a)
for the procurement of GRTN (Terna S.p.A.) for the dispatching service, for the resolution
of problems inherent to power dispatching on the network and to guarantee adequate
minimum levels of output during low load times of day. This resource can be provided by
all of the large production and pumping units identified by GRTN (Terna S.p.A.);

- with resolution 293/05, after long discussions on the methods of registering electricity
purchase and sale contracts for the purpose of the execution of such contracts as part of the
dispatching service, on the effective out-of-balance charges and on the definition of
transition dispositions for 2006.

Emissions trading

In accordance with EU Directive 2003/87/CE, the Member States have to take steps to ensure
that no plant that involves CO; emissions is still in operation from January 1, 2005 onwards,
unless the manager has an authorisation from the competent authority that contains an
obligation to return rights or quotas for issuing a metric ton of CO; to the extent that such
emissions are effectively released into the atmosphere during each calendar year.

The EU Law of 2004 delegated the Government to adopt a Decree to incorporate the
Directive into Italian law, in compliance with a series of principles and directive criteria.

In the meantime, the Government has issued Decree Law 273/04 containing urgent measures
for application of the system, and two Ministerial Decrees for its implementation.

Pursuant to these provisions, thermoelectric producers (as well as operators in other industrial
sectors interested in the application of the directive) have been able to present a request for
authorisation to emit greenhouse gases.

Implementation of the system in each country is formally subject to approval of the National
Allocation Plan of emissions and the preparation of emission registers.

On May 25, 2005 the EU approved Italy's National Plan for the assignment of CO, emission
quotas to industry for the period 2005/2007. Under this agreement, which was reached after
long negotiations, the Commission requests a reduction in the quotas foreseen to 232.5




million tonnes for the period 2005-2007, versus initial quotas of 255.5 million, waiving the
mechanism adjusting the quotas after the event.

The Allocation Plan of CO; quotas for the period 2005-2007 was published on November 25,
2005 for consultation with the parties involved. At the end of December, the National
Allocation Plan was approved by the Chamber of Deputies and the Senate, and in the first few
days of January 2006 it was unofficially approved by the EU, from which an official
pronouncement is still awaited.

At the beginning of October, Gestore del Mercato Elettrico S.p.A. published on its website,
for operators to consult, its proposed rules for how the CO, emission quotas (so-called “Black
Certificates™) ought to function The IT platform for trading in these quotas still has to be
launched.

Other measures

With resolution 281/05, following the process of consultation begun in the Spring, the

Authority issued a document defining the conditions for providing the connection to

electricity networks, with an obligation to connect third parties, with a nominal tension of

more than 1 kV:

- power plants for electricity generation

- power plants corresponding to end-customers who inject or withdraw electricity from the
same networks.

Terna S.p.A. and the other network managers with a third-party connection obligation are
required to provide a connection service, following a request on the part of the applicant and
payment of the fees laid down in the provision; to this end, they have to publish and transmit
to the Authority the methods and contractual conditions for the provision of the service with
reference to the electricity networks for which they are responsible.

With reference to the plants that use renewable energy sources, in agreement with the
provisions contained in Decree 387/03, the Authority has established specific instructions in
favour of connection fees.

The connection request has to be presented:

- to Terna for a connection relating to users that are end-customers who withdraw electricity
from the networks and to power generation plants with a connection power equal to or
more than 10 MVA;

- to the distribution firm for the particular area for a connection relating to users that
correspond to end-customers who withdraw electricity from the networks and to power
generation plants with a connection power of less than 10 MVA.

Following the request, the entities providing the connection service choose the connection
solution and, generally speaking, install the equipment needed to make the connection.

With resolutions 259/05 and 265/05, the Authority closed - exclusively from a sanctions point
of view - the formal enquiry into Edipower S.p.A. and the other producers that began with
resolution 152/04 regarding the blackout that took place on September 28, 2003. These
producers had in fact exercised their right to oblation with regard to these proceedings, which
have therefore been closed from a sanctions point of view. The enquiry remains open for the
purpose of any prescriptive measures.
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SALES DIVISION

With resolution 141/05 the Authority launched an enquiry into the service that sells electricity
to eligible customers and the level of competition between operators in this sector, to evaluate
the extent to which they compete in terms of the economic conditions applied to end-
customers and in terms of the contractual conditions underlying the legal relationship between
the end-customer and the operator providing the sale service.

In December 2005, the Authority launched a procedure for the definition of a commercial
code of conduct for the sale of electricity to eligible end-customers, as it believes that
attribution of the qualification of eligible customer to all non-residential end-customers from
July 1, 2004 and to any end-customer from July 1, 2007 makes it necessary to ensure the
maximum transparency to protect customers with a lower negotiating power, enabling them to
make informed and conscious decisions

With resolution 248/05, the Authority defined urgent measures on the transition to the free
market, with reference to certain requirements that were imposed on users of withdrawal
dispatching and those providing power distribution services by the load profiling rules
(resolution 118/03 as subsequently amended), so as subsequently to prolong to November 30,
2005 the sales and marketing efforts to conclude power supply contracts starting from January
1, 2006.

With resolution 212/05 the Authority also changed the rules regarding recession in bilateral
contracts, with particular regard to the notice periods laid down in resolution 78/99: under this
amendment, these terms only apply if the parties expressly agree to them, also in the case
where the buyer is an eligible end-customer. It therefore becomes possible to sign a long-term
contract also with end-customers and not just between wholesalers.

Lastly, in November, the Authority launched a consultation on regulating the quality of

telephone services in the electricity and gas sectors. The Authority's proposals in this

document concern in particular:

- an integration of the current rules regarding the momtormg of the telephone services by
introducing a series of indicators for waiting times;

- the launch of a regulatory intervention on aspects such as the technical and organisational
characteristics of call centres and the level of customer satisfaction.

TRADING DIVISION

Provisions concerning imports

With resolution 223/04 and 224/04 the Authority laid down the rules for the allocation of
power import capacity and for the resolution of congestion on the interconnection networks
with neighbouring countries for the year 2005, taking into account the decree issued by the
Minister of Productive Activities on December 17, 2004.

The allocation of import capacity for 2005 took place by means of the implicit auction
method. However, because of the Italian Power Exchange's zonal mechanism, the price
differentials between the various zones in Italy and abroad would have given rise to a split in
the market, leading to the application of bilateral contracts of the so-called "transport capacity
fee" (thereby annulling the advantage of importing less expensive energy). The Authority has
therefore introduced ways of hedging this fee, the so-called CCCls, which are allocated free




of charge on a pro-quota basis to those (users of withdrawal dispatching) who apply for
import capacity.

As regards the French border, RTE has resolved the problems of congestion with Italy by
means of a separate explicit auction which is held monthly for the allocation of export
capacity from France to Italy. This makes it possible for the French network manager to
extract revenue, given the price differential between France and Italy.

With resolution 251/04, the Authority approved the general model for the calculation of the
total transport capacity on the northern interconnection network as prepared by GRTN in
accordance with art. 5.2 of EC Regulation 1228/2003. GRTN's document also envisages draft
set of rules on safety, operations and functional programming of the northern interconnection
network.

During the month of March 2005, the Authority initiated another consultation regarding the
application of EC Regulation 1228/2003 for the year 2005 and subsequent years, in order to
provide an overall picture of current developments in cross-border electricity trading in light
of the Regulation's instructions, and to gather comments, observations and suggestions that
might help the process of integration of the domestic electricity market.

Another consultation on these topics was launched in August 2005, with the publication of a

document (Transport allocation procedures for cross-border exchanges of electricity -

implementation of art. 6 of EEC Regulation 1228/2003 of the European Parliament and

Council of June 26 2003) with which the Authority sets out to:

- to lay down certain guidelines, based on past experience, regarding the various possible
solutions for the implementation of this Regulation's provisions from 2006;

- to gather observations and proposals from the parties involved, taking them into
consideration in the task forces set up with the neighbouring regulatory authorities.

With resolution 269/05, in implementation of the decree issue by the Ministry of Productive
Activities on December 13, 2005 - Determination of the methods and conditions for
electricity imports in 2006 - the Authority approved the rules for 2006 concerning the
management of import and export congestion on the interconnection network with other
countries and for the assignment of hedges against the risk associated with price differentials
between areas of the Italian Electricity Market and adjacent areas abroad. The measure
concerns 50% of the import capacity available to the manager of the Italian national grid
(excluding the capacity reserved for the execution of long-term contracts with ENEL S.p.A.
relating to supplies to the captive market, equal to 2,000 MW) on the electricity borders with
France, Switzerland, Austria, Slovenia and Greece, while the other 50% is assigned according
to other rules established by the individual neighbouring States.

Note that the Ministerial decree has given the Sole Buyer hedges against the price risk for
26% of the assignable capacity (for a total of 2,550 MW), while the rest is assigned to the free
market.

The Authority has continued the progress undertaken last year in implementing regulation
1228/2003 of the European Commission. Therefore, market mechanisms have been foreseen
for 2006 both for the congestion manager (having recourse to the Power Exchange's Day-
Ahead Market), and for the assignment of hedges on the differential between the foreign price
and the domestic price for the zone of importation (to guarantee Italian consumers against the
risk of volatility in congestion costs on the interconnection networks). The measure adopted
by the Authority for 2006 makes it possible to achieve a number of objectives, including:

45




46

- full implementation of market mechanisms by simultaneously adopting two competitive
auctions (one implicit, the other explicit) in line with what emerges from the
recommendations of the European Commission for implementation of this regulation;

- more efficient allocation, which translates into economic signals that can enhance the
transport capacity for supplies from abroad;

- the use of auction proceeds for the benefit of Italian end-customers, in line with the
instructions contained in the regulation, already during the year to which the assignments
refer(2006).

It is also worth mentioning that with a Decree of December 23, 2005 the Ministry of
Productive Activities issued directives for the Sole Buyer regarding long-term import
contracts for the year 2006, setting at 66 euro/MWh the maximum price at which it can be
sold electricity imported by ENEL S.p.A. unless long-term contracts.

At December, RTE, the manager of the French national grid, auctioned off the import
capacity towards Italy, including the quota of long-term contracts stipulated by ENEL, which
contested this decision. The results of the allocations on the part of Terna S.p.A. at the border
with France will in fact be provisional up until a solution can be found for this dispute.

On December 29, the Sole Buyer announced the auctions for the purchase of imported
electricity for 2006.

Following an initial document dated September‘20 2005 regarding the transfer of CCCls
between the free market and the captive market, on December 28, 2005 the Authority
launched a second consultation on this matter.

Provisions concerning CIP 6 energy

The allocation of CIP 6 energy for 2005 was regulated by the Decree issued by the Minister
of Productive Activities on December 24, 2004. Talking of which, it is worth mentioning that
40% of this energy was assigned to the Sole Buyer for supplies to captive customers, while
the other 60% was assigned to eligible free market customers. As in 2004, the method of
allocation used in 2005 was pro-quota based on the participants' requests (users of withdrawal
dispatching), taking account of their average power level: the same allocation price was
applied to everyone, namely 50 euro/MWh. Given that under article 3, para. 13, of Decree
79/99, from the start-up of the Power Exchange, the Manager has to sell CIP 50 energy to the
market, assignees have signed with the Manager a financial contract that regulates the
differences between the strike price (50 Euro/MWh) and the reference price, i.e. the purchase
price on the Power Exchange (the PUN or single nationwide price). The assignees of CIP 6
energy are at the same time obliged to procure this energy physically on the Day-Ahead
Market.

As regards the allocation of CIP 6 electricity for 2006, with a decree on December 5, the
Ministry of Productive Activities established an allocation price of 55.5 euro/MWh. The
assignable capacity therefore comes to a total of 5,600 MW and is reserved 40% for the Sole
Buyer, with the rest being allocated to free market customers.

Provisions concerning the functioning of the Power Exchange and control of market
leverage

The functioning of the Power Exchange




On April 1, 2004 the Italian Power Exchange became definitively operative, pursuant to
article 5 of Decree 79/99. For the period up until December 31 2004, active participation is
only expected on the part of producers with units of more than 10 MVA (so-called
"significant production units"), given that the only entity authorised to operate on the demand
side is GRTN, which makes purchase offers on behalf of Acquirente Unico S.p.A. (the "Sole
Buyer"), the entity that guarantees supplies to captive-market customers.

On December 24, 2004, the Minister of Productive Activities signed a document sent to
GRTN, GME and the Sole Buyer, with guidelines regarding active demand-side participation
in Sistema Italia 2004, foreseeing a transition period of three months.

By March 31, GRTN, GME and the Authority were meant to have developed a system of
integrated management of financial guarantees for operators (currently resolved on a

transitional basis by asking the operators to present bank guarantees in favour of GME and
GRTN).

A letter from the Ministry of Productive Activities dated April 1, 2005, addressed to GRTN,
AU, GME and the Authority, postponed to June 30 the date for the start-up of normal demand
on the Power Exchange. The Ministry's letter also delegated to the Authority definition of the
out-of-balance charges to be borne by operators actively taking part in Sistema Italia 2004 on
the demand side also for the period April 1 - June 30, 2005, laying down that such charges
should in any case not be less than the amount already decided for the month of March 2005.

With resolution 64/05, the Authority again amended and integrated the rules governing the
merit-order dispatching system (resolution 168/03). These amendments also take account of
the dispatching of electricity injected into the network by the so-called "incentivated"
production units that benefit from the obligation to withdraw for the network managers to
which they are connected, pursuant to art. 13.3-4 of Decree 387/2003 and art. 1.41 of Law
239/04.

The Power Exchange, which is organised and run by Gestore del Mercato Elettrico S.p.A.
(“GME”), is a non-obligatory market: taking part in market sessions (the "day-ahead market"
and the "adjustment market") is voluntary, as producers can sell power through physical
bilateral contract stipulated outside the Exchange.

The only constraint on participation, which affects all plants (both those that direct their
output to the Power Exchange and those that have stipulated bilateral contracts), concerns the
market for dispatching services; participation in this market is obligatory for production units
that are authorised to provide dispatching services (whether planned or in real time, i.e. when
executing balancing orders on the request of GRTN).

From an operating point of view, by 9.00 a.m., the head of a significant production unit that
has decided to sell its energy through the Power Exchange takes part in the market sessions,
which involve sending hourly bids via internet to GME with an indication of the price and
quantities that the operator intends to produce the following day. Nonetheless, if a production
unit has signed a physical bilateral contract, it still has to send GRTN its injection programme
for the following day (through GRTN's specific "bilaterals platform" set up specifically for
this purpose).

After the closing of the day-ahead market, GME analyses the hourly quantity/price bids
received and decides the merit order of the plants called upon to produce energy to satisfy
demand for the following day, net of the part already covered by bilateral contracts, which are
treated as "transit or priority dispatching”.
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At the end of each day - or rather, once the sessions of the adjustment and dispatching service
markets have closed - a so-called "cumulative market programme” for the next day is
prepared and sent to GRTN. Non-compliance with this programme in "real time" (on delivery
day) on the part of the plant head entails having to pay so-called "out-of-balance charges" to
GRTN. '

With the market entry of demand, the expected energy requirement for each hour of the
following day is expressed directly by the consumers (or by their suppliers) through hourly
purchase bids on the Power Exchange.

In this context, the hourly consumption programmes (like those of productlon) are also
determined by selecting the bids according to their merit order (i.e. in decreasing order of
price) so as to guarantee that the demand expressed by consumers is satisfied even at the
minimum cost, while also respecting the network transport restrictions established by GRTN.
The price that is generated is unique for each hour throughout the 24 hours of the following
day. In the event of congestion, the market can be split into zones with different selling prices.
Producers that sell electricity to GME get paid the price for the market zone where its
production unit is located; consumers, on the other hand, pay a single nationwide price, which
is equal to the average of all of the zone prices, weighted on the basis of consumption.

With resolution 282/05, the Authority approved the subdivision into zones of the relevant
network from January 1, 2006 for a period of not less than three years, proposed for approval
by Terna, considering the start-up of new power plants and lines scheduled for 2006.

Control of market leverage

The Authority found out anomalies in the prices posted by the day-before market with a
considerable increase in electricity prices in all zones and, as a result, in the single nationwide
purchase price. According to the Authority, these anomalies could derive from the exercise of
market leverage on the part of operators that produce electricity which enjoy a dominant
position on the supply side at zone or national level.

With resolution 3/05, the Authority opened an enquiry to assess:

- how prices in the day-after and adjustment markets were formed on the days from January
10 to 14 January 2005;

- the impact on these prlces of the various bidding strategies adopted by operators who also
generate electr1c1ty for the offer system. .

Following an examination of the elements that emerged from this enquiry and the two
previous ones, launched with resolution 50/05, the Authority's intention was to bring into line
with the current needs of the market the measures adopted with resolution 21/04 during the
start-up phase of merit-order dispatching in order to monitor the wholesale ¢lectricity market
and the dispatching service market, for the promotion of competition and protection of the
interests of users and consumers. The measure contains new instructions for the exercise by
GME and GRTN of the activity that involves the gathering, organisation, processing and
analytical description of data on the energy market for the calculation of various indices,
which allow the Authority to carry on this activity effectively.

With resolution 176/05, the Authority also laid down certain reporting requirements for
GRTN and the pivotal operators so that it can gain data and information to help it evaluate
from a prospective point of view the market leverage potentially held by ENEL and Endesa,
as well as their interest in exercising it, with reference to the period 2006-2008.




To close this consultation phase, the Authority issued resolution 212/05 which defined
measures for the promotion of competition in the wholesale power market for the year 2006,
aimed at the pivotal operators (ENEL and Endesa). The mechanism introduced lays down that
if the pivotal operators do not conclude by November 15, 2005 "contracts with option-less
coverage" with selected counterparties by means of non-discriminatory procedures for the
amount of hourly production capacity for which they are able to determine the market price,
hour by hour, which regulates the transfer of virtual production capacity (Virtual Power
Plant).

ENEL has appealed against this measure. The injunction passed by the Lombardy Regional
Administrative Tribunal (TAR)was in turn suspended by the Council of State.

ENEL then initiated procedures for auctioning off virtual capacity in accordance with the
resolution.
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Provisions concerning dispatching

With resolution 283/04, the Authority approved Version 3.0 of the Rules for Merit-Order
Dispatching which took effect on January 1, 2005, amended after consultation with operators
in view of the start-up of Phase 3 of Sistema Italia 2004.

With resolution 137/05 the Authority approved the standard contract formats for the
electricity dispatching service for injection and withdrawal points, as proposed by GRTN as
part of the rules.

With resolution 228/05, the Authority approved the update of document "Rules for Merit-
Order Dispatching V. 3.1", as amended by GRTN, to ensure that the programmes that result
from the planning phase of the market for dispatching services takes into consideration the
restrictions of the production plants, during the upload and download stages.

With resolution 226/05 the Authority established the contents of electricity transmission and
dispatching services on the national grid for the purpose of regulating the activities relating to
this service from November 1, 2005.

From this date, implementing the decree of the President of the Council of Ministers of May
11, 2004, GRTN S.p.A. transferred to Terna S.p.A. the activities and all assets and liabilities
relating to the running of the national grid. GRTN only retains the rights and obligations
relating to the buying and selling of electricity as per art. 3.12 of Decree 79/99, management
of the incentive mechanisms for renewable sources as per art. 11 of the same decree, as well
as the mechanisms mentioned in Decree 387/03 for the part that concems it.

This resolution also provides for application, from the same date, of the Transmission and
Dispatching Code proposed by GRTN and approved by the Authority with resolution 79/05.

During 2005, the Authority amended and integrated the provisions of resolution 168/03 of

interest to users of injection and withdrawal dispatching:

- with resolution 97/05, with reference to the regulation of balancing fees in relation to the
case of re-entry into service of production plant after stoppages for maintenance purposes;

- in order to introduce the resource known as "system security energy storage” among the
types of resources defined in accordance with art. 8.2, letter a) for the procurement of
GRTN for the dispatching service, for the resolution of problems inherent to power
dispatching on the network and to guarantee adequate minimum levels of output during
low load times of day. All particularly large production and pumping units identified by
GRTN (resolution 175/05) are authorised to supply this resource;

- after a long consultation process regarding the modification of the effective out-of-balance
fees and the definition of transitional provisions for 2006 (resolution 293/05) The
Authority did in fact decide that following the outcome of the application of the
transitional rules for out-of-balance fees in 2005 to non-relevant consumption units, it was
opportune that the same structure of out-of-balance fees should be applied to both non-
relevant consumption units and non-relevant production units. As regards the methods of
registering electricity purchase and sale contracts for the purpose of their execution as part
of the dispatching service, the subject of this consultation, the Authority instead decided to
postpone to a later measure the introduction in resolution 168/03 of the amendments
relating to the system of registering forward purchases and sales.

The Authority initiated a process designed to develop a series of measures relating to the
conditions for the management of the dispatching priority of renewable source production
plants when the national power system risks going into overload, for the resolution of the



problems encountered by these plants, as reported to the Authority by various operators
during 2005 and attributable to the dispatching service granted to them (resolution 138/05).
GRTN highlighted the need to cope with these problems, at least until such time that the
power grid is reinforced in certain places, defining maximum limits per zone for the amount
of electricity injected by renewable source production units and transitional measures to
control the overall level of energy produced from renewable sources. ”

Such measures would be useful for the protection of network security and to minimise
operating costs.

Lastly, with resolution 213/05, the Authority defined conditions for the procurement of
further interruptibility resources for the security of the national grid with a total
interruptibility capacity "without notice" up to 210 MW, needed because of the recent
introduction of a new interconnection line with Switzerland (San Fiorano - Robbia), which
has led to a considerable increase in imports into the country.

Provisions concerning sales to the Sole Buyer of energy destined for the captive market

On November 25, 2004 the Sole Buyer launched an initial selection of counterparties for the
stipulation of differential contracts (i.e. price hedging contracts) for 2005. This ended without
any assignment being made as the bids did not permit the hedge cover required After making
some changes to the contractual variables and to the assignment procedures, the Sole Buyer
then launched two more auctions. Note that the differential contracts for 2005 are exclusively
financial, being a type of insurance against the Sole Buyer's risk of having to buy energy at
high prices on the Power Exchange. In fact, with these contracts, in exchange for the payment
of an insurance premium, the Sole Buyer obtains from the producers guaranteed receipt of the
difference between the market price (PUN or reference price) and differentiated strike prices
depending on the type of contract chosen (coal, oil, gas) when the PUN is higher than the
strike price.

As regards procurement for 2006, the Sole Buyer has announced a first auction for so-called
"two-way" differential contracts (similar to swaps: a fixed price is exchanged for a variable
price) on October 28, 2005 (a base load-type product) and a second auction (peak-type
product) on November 14, having as a point of reference the hedge for prices in the
macrozone made up of the "Centre North, Centre South, South, Calabria, Sicily and Sardinia".

Lastly, we would point out that Terna has published the results of the CCC allocations
(hedging against the risk of volatility of the fee for allocation of transport capacity), base
load-type and peak load-type with an annual validity relating to 2006.

Other measures

On June 25, 2004 the Ministry of Productive Activities issued a decree that approved an
emergency procedure to cope with the lack of coverage of the natural gas requirement in the
event of bad weather conditions. It establishes dispatching rules to be followed when there is
limited availability of natural gas due to some climatic emergency, identifying those
responsible for implementing them.

The Technical Committee activated this procedure following the exceptional cold spell that
hit the country at the end of February 2005, which led to an increase in consumption,
especially in the civil sector, estimated at around 10-12% compared with the yearly average.
On Monday, February 28, the system went into the "Alfa alarm" stage and it was only fifteen
days later that, thanks to an improvement in the weather conditions, the Ministry of
Productive Activities, with the consent of the Technical Committee, declared the emergency
over.
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With decree of December 12, 2005, the Ministry of Productive Activities approved the
updating of the procedure to adapt it to the experience gained during the thermal cycle in the
winter of 2004-2005. .
Phases 2 and 3 foreseen by the emergency procedure indicated in this new decree were
activated in January 2006, considering the potentially critical situation in the supply of gas for
cover the national requirement (because of the increase in gas consumption in the
thermoelectric area due to high demand for civil uses caused by cold weather and an increase
in electricity exports): it was therefore decided to suspend gas consumption by interruptible
customers and to activate the thermoelectric and industrial plants that can use fuel oil
compatible with environmental regulations.

On February 9, 2005, the Competition and Market (or "Anti-Trust") Authority and the
Authority for Electricity and Gas closed their joint enquiry into the state of the process of
deregulation of the electricity sector. The results of the enquiry indicated that, as far as the
national supply of electricity is concerned, the selling off of the Gencos had still not gone far
enough to create operators that could genuinely compete with the dominant operator. There
are therefore pressures limiting the growth in competition both in the wholesale electricity
market (which could be subdivided into four zones) and in the market for dispatching
services. However, the introduction of market mechanisms such as the Power Exchange
should foster a more competitive structure and a reduction in prices in the medium term. The
two Authorities also suggest implementing certain measures to encourage more competition
in the market, both as regards the structure of the energy supply, and as regards the
functioning of the market and the structure of demand.




Luantitative ddla

2004 Change % 05/04

(million kWh) 2005
| SOURCES
AEM
Net production 7,908 9,370 (1,462 -15.6%
. Thermoelectric 2,135 2,687 (552) -20.5%
. Hydroelectric 1,317 1,645 (328) -19.9%
. From Edipower plants 4,456 5,038 (582) -11.6%
Purchases from others producers (1) 1,781 1,336 445 33.3%
Total sources of funds - AEM 9,689 10,706 (1,017) -9.5%
Edison (2)
Net production 6,232
. Thermoelectric 4,288
. Hydroelectric 286
. Wind power 61
. From Edipower plants 1,597
Purchases and exchanges from others
producers 804
Total sources of funds - Edison 7,036
TOTAL SOURCES 16,725 10,706 6,019 ns
Applications
AEM
Sales to eligible customers and
wholesalers 5,966 6,147 (181) -2.9%
Sales on the Power Exchange 3,652 2,428 1,224 50.4%
Sales to captive customers The purpose is
to study and resolve the problems
involved in operating such plants, as
reported to the Authority by various
operators during 2005 and attributable to
the dispatching service granted to them, as
pointed out by GRTN 0 2,131 (2,131) -100.0%
Export 71 0 71
Total applications - AEM 9,689 10,706 (1,018) -9.5%
Edison (2)
Sales to  eligible customers and
wholesalers 3,529
Sales on the Power Exchange 618
CIP-6 dedicated production 2,814
Export 75
Total applications - Edison 7,036
TOTAL APPLICATIONS 16,725 10,706 6,019 ns
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(1) Excludes purchases by the Sole Buyer for the captive market
(2) 50% of the figures for the period 10.01.05 - 12.31.05.
(3) Relating to the period 01.01.04 - 03.31.04 prior to the appearance of the Sole Buyer

In 2005, the Group's total electricity output came to 14.140 GWh, to which has to be added
purchases of 2.585 GWh, for a total availability of 16,725 GWh. These figures include AEM's
share (50%) of the plants and purchases of Edison for the last quarter of the year, the period
when TdE/Edison (Delmi Group) was included in the scope of consolidation of the AEM
Group. ‘

The availability of electricity was allocated as follows: 9,495 GWh for sale to eligible end-

customers, wholesalers and traders, 4,270 GWh for sale on the Power Exchange, 2.814 GWh
for sale to GRTN relating to Edison CIP-6 production plant and 146 GWh for sales abroad.

Given the lack of consistency with the previous year caused by the inclusion of 50% of the
TdE/Edison Group (Delmi Group) in the scope of consolidation, the comments on the
variances compared with 2004 will be limited exclusively to the activity of AEM S.p.A. and
its direct subsidiaries. ‘

The reduction in the thermoelectric output from AEM's power stations was 20.5% due mainly
to stoppages for maintenance and the unplanned lack of availability of the Cassano d'Adda
plant. Hydroelectric power generation declined by 19%, due to lower rainfall during the
period. The output from Edipower's plants contractualised by AEM Trading went down by
11.5% due to maintenance stoppages and the suspension of production at the Brindisi plant
for environmental problems on the part of the coal bunker that serves the power station. The
plant was reactivated in October 2005.

The lower output levels were partly offset by higher purchases (+33.3%). The main
procurement source was the Power Exchange with 946 GWh, followed by purchases from
other national operators with 272 GWh (including withdrawals for negative imbalances) and
imports for 190 GWh. The figure also includes 354 GWh (237 GWh in 2004) for purchases of
electricity on foreign markets for sale on those same markets.

With reference to the destinations, from April 1, 2004 this sector no longer provides
electricity for the captive customers supplied by AEM Elettricita. This item therefore has a
zero balance in 2005, whereas in 2004 there was a balance of 2,131 GWh for supplies in the
first quarter of the year. Sales on the Power Exchange has increased by more than 50% to
3,652 GWh, while direct sales to eligible end-customers have fallen by around 3% to 5,966
GWh. Sales on foreign markets were also made during the year for 71 GWh.



Relevant events

The main events during the year concerning the Electricity segment were as follows:

- In November, the new unit at AEM SpA's Cassano d'Adda power station was run in
parallel for the first time with a power of 380 MW, while most of the testing work was
done in December. This unit should enter production in the first quarter of 2006.

- Following the partial refurbishment of the hydroelectric plant at Premadio/Fraele in
Valtellina (235 MW) owned by AEM S.p.A., it was awarded the qualification as a Plant
Fed by Renewable Energy Sources, with the attribution of green certificates for a
significant part of the energy produced.

- Edison's thermoelectric plant at Candela in the province of Foggia was inaugurated on
October 24, 2005. This new 380 MW plant is the most efficient and eco-compatible in
Italy. The first in the whole of Italy, the Candela plant uses as one of its fuels a mixture of
"lean" gas, with a low calorific power, extracted from methane deposits in the area, which
are also owned by Edison, making it possible to exploit a local energy resource that could
not otherwise by used. The Candela plant uses a natural gas-fed cogenerative combined
cycle which makes it possible to achieve a yield of more than 56% (compared with 37%
for a traditional power station) with a minimal impact on the environment. Edison has
signed an agreement to supply power and heat to the Ciccolella Group, the European
leader in the field of floriculture, which will build around 150 acres of greenhouses beside
the power station. This agreement, which is the first of its kind in Europe, plans to use the
energy and heat produced by the plant to heat the greenhouses, reducing energy
consumption practically to zero for the same amount of fuel. The yield of the power
plant/greenhouse system will be as high as 80%, resulting in significant energy savings in
line with the principles of the Kyoto Protocol.

- In December 2005, testing was successfully completed for the new CCGT (788 MW + 49
MW of post-combustion) at Edipower's Piacenza plant, which will enter production at the
beginning of 2006. In the same month, Edipower obtained authorisation to build an 840
MW combined-cycle plant at Turbigo, with construction work starting on schedule.
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Income statement

Millions of euro

Revenues

Gross profit from operations
% of revenues

Amortisation, depreciation and
provisions

Profit from operations
% of revenues

Capital expenditure

2005
1,654

443
26.8%

(187)

256
15.5%

211

2004  Change
822 832
260 183

31.6%
(101)  (86)
159 97

19.3%
142 69

In 2005, considering AEM's portion of the TdE/Edison Group (Delmi Group) only for the last
quarter of the year, the revenues of the Electricity segment came to 1,654 million euro, with a
gross profit from operations of 44 million euro, which after amortisation, depreciation and
provisions of 187 million euro, came to a profit from operations of 256 million euro.

Considering the fact that the scope of consolidation in 2005 is not comparable with that of the
previous year, the following table shows the contribution made to this segment by AEM
S.p.A. and its subsidiaries and by the proportionally consolidated companies, represented by
the TdE/Edison Group (Delmi Group), which is the new entry compared with 2004.

Millions of euro

Revenues

Gross  profit  from

operations

% of revenues

Amortisation,
provisions

depreciation

Profit from operations

% of revenues

Capital expenditure

(1) Includes the Production Division of AEM S.p.A. and the Electricity Divisions of AEM Trading S

AEM Energia S.p.A.

ELECTRICITY

AEM (1) EDIPOWER (2)  EDISON (3) Eliminations
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
868 788 215 197 789 (218) (163) 1,654 822
233 170 78 90 132 443 260
26.8% 216% 36.3% 45.7% 16.7% 26.8% 31.6%
and

(34) (40) (52) 61 (1o (187) (101)
199 130 26 29 31 256 159
229% 165% 121% 147% 3.9% 15.5% 19.3%
70 83 37 59 104 211 142

(2) Relating only to the 20% consolidated directly by AEM S.p.A.
(3) Electricity Division of the TdE/Edison Group excluding the transmission activity. Consolidated 50% for the period 10.01.05 - 12.31.05.

1.l and



AEM

Despite a 10% reduction in quantities sold compared with the previous year, net revenues
have gone from 788 million euro to 868 million euro, with an increase of 10%. This is mainly
thanks to the rise in average prices for the electricity sold, as it was possible to pass on higher
fuel costs.

Revenues include, among other things, 18.6 million euro of excess green certificates with
validity 2005, available for sale during the course of first quarter 2006 and 18.6 million euro
received from the Electricity Sector Equalisation Fund to offset the tax on hydroelectric yield
paid on account for 2001.

The gross profit from operations amounted to 233 million euro, more than 37% up on 170
million euro the previous year. Gross profit from operations has also improved as a
percentage of sales compared with 2004, rising from 21.6% to 26.8%.

The increase in gross profit from operations is due to:

- better margins on the electricity sold for 21 million euro, thanks to a more favourable
sales/procurement mix;

- areduction in tolling costs from Edipower for 5 million euro;
- the contribution made by green certificates of 21.5 million euro;

- the booking as additional revenues, as required by IFRS, of the fair value of the one-way
differential contracts stipulated with the Sole Buyer for 4 million euro, and which despite
being an economic hedge, are not considered IAS compliant;

- higher net out-of-period income of 12 million euro, mainly to do with the reimbursement
for equalisation of the tax on hydroelectric yield paid in 2001.

Amortisation, depreciation and provisions have gone from 40 to 34 million euro, for the joint
effect of higher depreciation of 6 million euro due to the coming into service of new
investments (including the New Viola Canal) and lower provisions for 12 million euro,

mainly due to the presence in previous years of provisions for litigation relating to resolution
20/04.

The profit from operations has therefore gone from 130 million euro to 199 million euro, with
an increase of 53.1%, which is 22.9% of total revenues (16.5% in 2004).

Capital expenditure amounted to 70 million euro and concerned:

- for 33 million euro, the hydroelectric plants, mainly those at Braulio, Stazzona, Grosio and
Grosotto, continuing the works to boost the Premadio plant, installation of new control
panels at the San Giacomo dam and in the Conca Fallata district of Milan, consolidation
work on the San Giacomo dam and on the forced conduit at Grosotto, as well as the
completion of expenditure on the new Viola Canal;

- for 37 million euro, the thermoelectric plants, which mainly involved the construction of
the new 380 MW no. 6 Group at the Cassano d'Adda plant and the purchase of new low
NOX emission burners for the two 380 MW groups at the same plant.
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Edipower

The total volume of electricity produced by Edipower in 2005 amounted to 22,800 GWh, with
a reduction of 10.4% compared with the previous year, mainly due to stoppages for
extraordinary maintenance, the forced stoppage of the Brindisi plant and low rainfall in the
case of certain hydroelectric plants.

The reduction in gross profit from operations was also affected by the fact that there was a
certain amount of non-recurring income in the previous year and higher out-of-period income.

The writedowns of certain portions of the plants involved in repowering were also charged in
2004.

The project of transformation and repowering of plants continued during the year and this
involved an investment of 193 million euro. In particular, work on the new combined cycle at
the Piacenza plant was terminated with the completion of testing and the start of the trial run
in December; changes were made to the coal logistics at the Brindisi plant so that the
production could be restarted. In addition, construction work commenced during 2005 on the
new 800 MW combined cycle at the Turbigo plant; on-site work also began on the partial
refurbishment of the no. 1 and 2 generating units at the Mese Power Station (phase 1).

TdE/Edison (Delmi Group)

In the last quarter of the year, the part of the Electricity Division of the TdE/Edison Group
(Delmi Group) pertaining to AEM turned in revenues of 789 million euro, with a gross profit
from operations of 132 million euro.

Profit from operations, after amortisation, depreciation and provisions of 101 million euro,
came to 31 million euro.

During the period under consideration, the portion of capital expenditure pertaining to AEM
was 104 million euro (including Edison's portion of Edipower's investments, equal to 15
million euro), which concerned:

- in the thermoelectric field, ongoing investment in the 800 MW plants at Torviscosa (UD)
and Simeri Crichi (CZ) and for the rest, the completion of the 380 MW plant at Candela
(FG) and the 800 MW plant at Altomonte (CS) which entered production in December;

- in the field of wind power, completion of the “San Bartolomeo Wind Park” (16 MW) in
the Municipality of Ripabottoni (CB) which entered service in December 2005.




The Gas and Heat segment includes the various activities involved in the production and
purchase of gas and its subsequent sale on the market. It also includes the production and sale
of heat in the form of district heating and heat management services.

In addition to the activities carried on in this sector by the subsidiaries of AEM S.p.A. (AEM
Trading S.r.l. and AEM Energia S.p.A., Serenissima Energia S.r.l., AEM Gas S.p.A. and
AEM Calore & Servizi S.p.A.) it also 1nclu(4es the AEM Group's portlon of the activities
carried on in the Hydrocarbons segment of the TdE/Edison Group (Delmi Group) and
Plurigas S.p.A.

In particular, the companies or activities represented by this segment concern:

AFEM S.p.A. and its subsidiaries

e The Gas Division of AEM Trading S.r.l. It handles the purchases of gas needed to cover
the requirements of the thermoelectric plants of AEM S.p.A. and Edipower S.p.A., for
which it handles the dispatching of the electricity produced, as well as the requirements of
AEM Energia S.p.A. for its sale of gas.

e The Gas Division of AEM Energia S.p.A. It sells gas to end-customers.

e Serenissima Energia S.r.l. It is involved in selling gas to end-customers in the Triveneto
area.

e The Heat Division of AEM Gas S.p.A. It is the owner of the cogeneration plants at
Tecnocity and Famagosta (districts of the city of Milan), heating plants and the district
heating networks connected with these plants. The cogeneration plants are under contract
to AEM Trading S.r.l. which has the right to use their production capacity in exchange for
an annual fee. The district heating networks and heating plants are under contract to AEM
Calore & Servizi S.p.A.

e AEM Calore & Servizi S.p.A. It is involved in selling heat through the district heating
networks owned by AEM Gas S.p.A. and in heat management services. It also carries on
an activity in the field of facility management services, which has become marginal
following the sale of the national division to Cofathec on 1 April 2005.

Companies consolidated on a proportional basis

¢ The Hydrocarbons Division of the TdE/Edison Group (Delmi Group).The results of
the Hydrocarbons Division of the TdE/Edison Group (Delmi Group) have been
proportionally consolidated at 50% (just for the last quarter of the year) and include the
gas production, procurement and sale activities carried on by Edison S.p.A. and its
subsidiaries. Compared with the figures for the Hydrocarbons Division shown in the
consolidated financial statements of the TdE/Edison Group (Delmi Group), these figures
exclude the distribution and storage activities carried on by Edison DG S.p.A. and Edison
Storage S.p.A., respectively, which have been included in the Networks and Organised
Markets segment.
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o Plurigas S.p.A. The company, which is proportionally consolidated at 40% by AEM
S.p.A., operates in the wholesale natural gas market, stipulating purchase contracts mainly
to cover the needs of its shareholders (AEM S.p.A., AMGA S.p.A. and ASM Brescia
S.p.A.). The company provides shipping services and also sells gas to wholesalers and
large end-users. '

Regulatory and tariff framework

SALES DIVISION

Tariff regime

The DPCM (Decree of the President of the Council of Ministers) of October 31, 2002
delegates to the Authority the task of "defining, calculating and updating electricity and gas
tariffs, both before and after the opening up of the market to eligible customers, so as to
permit an orderly and gradual transfer to a deregulated market by end-users who find
themselves in the condition of being a captive customer”.

In the conviction that the market is still not mature enough to guarantee competitive
conditions that would permit consumers a sufficiently wide choice of trading offers from
which to choose the most advantageous, the Authority laid down that when quoting their own
economic conditions, companies selling gas will also have to quote the price calculated
according to the criteria set by the Authority with resolution 138/03 (partly amended with
resolution 27/04). The final price offered is made up of the following components:
distribution, transport and stocking, a variable fee for wholesale sales and a variable fee for
retail sales.

There will also be a compensation system to ensure that the effects of applying the new
economic conditions in areas with low average annual consumption will have a gradual
impact over time.

The Authority reserves the right to verify the level of competition within the market, with a
view to revoking or modifying the obligation for sellers to offer the economic conditions
defined in this provision: the procedure relating to this revision was initiated with resolution
48/05.

Resolution 44/04 defined, for the period from April 1, 2004 — March 31, 2005, the value of
the stocking tariff element in the economic conditions for the supply of natural gas foreseen in
no resolution 138/03. As regards the supply conditions as per resolution 138/03 for the period
October 1, 2004 - September 30, 2005, resolution 154/04 defined the average fee for transport
capacity on the national network for allocations at the points of entry to the national gas
pipeline network.

Lastly, after a brief consultation and a request for information from the gas importers with
resolution 188/04 (which the TAR has partially annulled), the Authority issued resolution
248/04 with which it changed method for the quarterly update of the raw material component
of the gas supply conditions, in accordance with resolution 195/02 (with particular reference
to the basket of fuels used as a benchmark and the insertion of a protection clause).

The operators appealed against these changes to the Lombardy TAR, which at first agreed to
their request for the measure to be suspended and then accepted the recourse, cancelling
resolution 248/05. '

The Authority appealed to the Council of State against this cancellation.



Given the fact that the motivations for the TAR's decision question the Authority's regulatory
powers, it also decided to send a report to Parliament and the Government with which it
hoped for an intervention ad adiuvandum on the part of the Government in the appeal
process; it also mentioned that a parallel legislative intervention would be opportune to
reiterate that the recent law reforming the energy system (Law 239/04) did not limit the
Authority's regulatory powers.

Following the Authority appeal, in October the Council of State suspended on a cautionary
basis the TAR's sentence that cancelled resolution 248/05 as requested by Hear Trading.

With resolution 298/05, which updated the economic conditions for natural gas supplies for
the January-March 2006 quarter , the Authority ratified the amendment to the mechanisms for
updating the raw material cost component previously introduced with resolution 248/04 (even
if legal proceedings are still not over), recalculating the reference price index for the whole of
2005.

Until such time that the Council of State passes judgement, the Authority reserves the right to
lay down the methods by which sales operators are to carry out the equalisation calculations
for consumption in 2005 by applying the updating mechanisms established in resolution
248/04 instead of resolution 195/02.

Certain operators and trade associations, including Federutility, have appealed against
resolution 298/05, asking for it to be cancelled; with sentence dated January 31, 2006, the
Lombardy TAR accepted the request that the resolution should be suspended.

The Authority began proceedings against Plurigas, ENI, ENEL, Energia Spa and Dalmine
Energie, which refused to provide any of the information requested in May - in accordance
with the provisions of resolution 188/04 which the Authority does not consider cancelled -

relating to average monthly purchase prices on a FOB basis in the period October 2002 -
September 2004.

Lastly, given the high prices of energy raw materials on international markets and their
incidence above all on the consumer gas market, on July 1 the Ministry of Productive
Activities issued a decree to set up a specific commission of enquiry.

Regulation of the service

The Authority has launched an enquiry into the sale of natural gas to end-customers, with
particular reference to the methods used by those authorised sellers to win new customers or
to win back customers previously transferred to another seller.

As part of this enquiry, the Authority also intends to ascertain the existence of barriers raised
by the distributors to obstruct end-customers wanting to transfer to a company other than the
authorised seller associated with or controlled by the distributor.

In November, the Authority launched a consultation on the regulation of the quality of

telephone services in the electricity and gas sectors. The Authority's proposals contained in

the document in question concern in particular:

- an integration of the current rules regarding the monitoring of the telephone services by
introducing a series of indicators for waiting times;

- launch of a regulatory intervention on aspects such as the technical and organisational
characteristics of call centres and the Ievel of customer satisfaction.

Lastly, the Authority began a process to draw up measures designed to identify a single
obligatory national standard for communications between natural gas distributors and sellers,
to be applied in the provision of the services foreseen in resolution 168/04 regarding the
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technical and commercial quality of the gas services and for replacing the seller in the
procurement of gas.

TRADING DIVISION

Transport and regasification tariffs for the first and second regulatory period

In application of resolution 120/01, with resolution 113/04 and 114/04, the Authority
approved the fee tariff proposals for thermal year 2004-2005 relating to the fees for:

- the transport and dispatching of natural gas;

- the use of LNG terminals.

With resolution 178/05 the Authority defined the criteria for setting natural gas distribution
tariffs in the second regulatory period (which will last for three years). The new regulations
amend and integrate the rules laid down in resolution 120/01 for the first regulatory period,
bearing in mind, among other things, the outcome of the consultation carried out on this topic
from June 20, 2005 (resolution 178/05).

In implementation of this measure, the Authority rejected the tariff proposal presented by
GNL Italy S.p.A. and set the tariffs for the natural gas regasification service, which will have
to be applied for thermal year 2005 — 2006 (resolution 197/05).

With the start of the second regulatory period, the Authority approved the criteria for
determining the tariffs for transporting natural gas on the national and regional gas-pipeline
networks for the period October 1, 2005 — September 30, 2009 (resolution 166/05).

With subsequent resolutions 179/05 and 204/05, the Authority:

- approved the tariff proposals presented by the transport companies Societd Gasdotti Italia
S.p.A., Snam Rete Gas S.p.A., Retragas S.rl.,, Comunitd Montana della Valtellina di
Sondrio, and fixed the tariffs for Netenergy Service S.r.l for the thermal period 2005-
2006;

- approved the proposals conceming the entry and exit points from the national gas pipeline
network presented by the principal transport company.

With resolution 204/05, the Authority also modified the prbposed tariff of Snafn Rete Gas, but
only for the number of days of maximum interruption for the annual interruptible service
(from 60 to 50 days). '

measures regarding gas distribution tariffs, in particular:

- the definition of a measurement fee for each redelivery point;

- the determination of tariffs and capacity transfers in points of injection to the national
network of gas pipelines interconnected with countries abroad for periods of less than one
year; '

- the definition of incentives for the interruptible market in connection with the
interruptibility service provided to the system,;

- verification of the need to define a fee for the pressure service relating to the provision of
an above-standard performance as defined in the Network Code;

- a possible review of the updating mechanism foreseen for the costs incurred by the
transport firm for compression and network losses.

With resolution 297/05, from January 1, 2006, the Authority provided for an increase in the
number of components making up the gas transport tariffs, so as to raise the quantity of




interruptible supplies by increasing the related incentives. The need to increase the
interruptibility of supplies was in fact pointed out by the "Natural Gas Commission" set up by
the Ministry of Productive Activities.

Conditions for access to the regasification service

With resolution 184/04, the Authority approved the rules contained in the "Conditions for
access to the regasification service for thermal year 2004-2005" prepared by GNL Italia
S.p.A. (hereafter GNL Italia), subject to the introduction of some changes of a substantial
nature.

Pursuant to art. 24.5 of Decree 164/00, to complete the series of rules to guarantee access by
third parties to the infrastructures (those for the transport and distribution networks and
storage plants) have in fact already been published, with resolution 167/05 the Authority
defined the system of guarantees for access to the regasification service for liquid natural gas
imported by ship (procedures designed to establish the contractual relationship between the
regasification company and users - identification of the user to which access to the service has
to be conceded - and to determine the regasification capacity for the purposes of the contract)
and for the provision of the related services (the general contractual conditions that the
company is required to stipulate with applicants).

Other measures

With resolution 6/05 the Authority laid down that for delivery points where users take a
commitment to make withdrawals prevalently during periods of lower market demand (the
off-peak period, defined as the period of the year between May 1 and October 31) and the
users maintain this commitment, the transport company has to award them a 30% reduction in
the regional capacity fee.

With resolution 41/05, the Authority modified the rules governing the balancing fees of the
gas system as mentioned in resolution 137/02, with particular reference to the variance fees,
in proportion to the difference between the capacity used and the daily capacity granted, for
each user (of the transport network) and for each delivery or redelivery point. In particular, it
is recognised that there is an exemption from the calculation of variance fees for those who
supply natural gas for the substitute service by means of gas bottle trucks (the users of the
transport network) only in cases of intervention on the transport and distribution networks due
to an emergency and/or requirements of the related systems.

With resolution 68/05 the Authority approved the proposals made by Snam Rete Gas for
updating the “Contract for the use of the system for trading/selling gas at the virtual trading
point” ("Contract") and the document “System for trading/selling gas at the virtual trading
point — module VTP” ("Manual").

The Contract and the Manual constitute the rules of the secondary market for natural gas,
defined by Snam and previously approved in full by the Authority (with certain amendments
and integrations adopted with resolution 180/04).

In this way the Authority managed to arrange for procedures for the sale and trading of
capacity and natural gas through an on-line platform, the first of the interventions identified in
resolution 22/04 (Instructions regarding the regulated capacity and gas market as per art. 13
of resolution 137/02 issued by the Authority for Electricity and Gas on July 17, 2002) with a
view to gradually defining rules to govern the regulated capacity and gas market.

Following the end of the consultation on regulation of the higher calorific value of natural
gas, the Authority for Electricity and Gas issued resolution 185/05 which defines new general
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rules for the quality of gas to reinforce the protection of end-customers. The new instructions
are aimed at transport companies (except for distributors), production companies, import
companies, storage companies and other firms that handle liquid (or liquefied) natural gas
(LNG). ‘ :
Measurement of the GCV guarantees that the consumer will always pay the same energy
potential per cubic metre of gas; nine other gas quality parameters that have to be measured
by the transport firm were also defined. Certain specifications have to be complied with
before the gas can be input into the networks. :

With resolution190/05 and 268/05, the Authority approved the amendments to the Network

Code presented by Snam in accordance with art. 29 of resolution 138/04. This lays down that

gas transport companies have to present to the Authority proposals for changes to the capacity

transfer rules for its own Network Code, so that by the start of thermal year 2005-2006:

- capacity transfers at the redelivery points of the transport system are effective starting
from any day of the month;

- the period of time between the deadline for presentation of the request and the start of the
capacity transfer is reduced to a minimum.

The rules were also updated for the following profiles:

identification of the costs incurred by the user for an alternative transport service, which

should be reimbursed by the transport company; ‘

- the presence of an owner of the measurement equipment interested in having an existing
redelivery point closed;

- the possibility for the ‘transport company to access the new type of regulation and
measurement cabin “at any moment in time”, wherever independent access is impossible;

- updating the methods of determining the connection contribution.

The Authority has initiated a process to amend and integrate resolution 137/02 on transfers of
transport capacity and the adoption and updating of network codes for the transport of natural
gas, as certain norms were found to be incompatible with market needs.

In November, the Authority distributed a consultation document to define the methods of
preparing and updating gas transport codes that envisage the participation of users by setting
up a specific Consultation Committee, in this way bringing the transport rules into line with
those for the adoption and updating of codes for the storage and regasification of liquefied
natural gas (LNG). ‘

With resolution 274/05, the Authority asked transport and storage companies for information
needed to identify those operators that compromised service standards in March 2005 by not
complying with the storage instructions. In fact, in the first few months of thermal year 2004-
20085, the gas importation capacity used was lower than the quantity requested, while at the
same time withdrawals from storage were higher than expected, given the state of the weather
at that time of year. As a result, all of the gas injected by the operators was used up and
recourse had to be made to the country's strategic stores.

*With resolution 37/05, the Authority initiated the process for the creation of measures
concerning the determination of modulation obligations, in accordance with art. 18.2 of
Decree 164/00. This article lays down that those involved in sales activities have to offer
customers who found themselves in the condition of being an ineligible customer at
December 31, 2002 "the availability of a seasonal and seasonal/daily peak-time modulation
service that is adequate for the demand of a year with an extremely cold winter as happens




every 20 years or so" and, at para. 2, that the Authority "determines the modulation
obligations for the seasonal peak period of the subsequent year for each municipality
according to its climate".

In December, the Authority then distributed a consultation document to explain the criteria

and proposals relating to:

- the method for determining the storage capacities needed to service seasonal and peak
modulation;

- the methods by which storage companies have to confer storage capacities.

The proposals are based on the results of a study carried out by CESI, which makes forecasts

regarding seasonal consumption and daily consumption by domestic customers in the event of

an averagely cold winter and a particularly cold winter as takes place every twenty years or

S0.

HEAT DIVISION

With resolution 256/05, the Authority again revised the standard agreement attached to
regulation 34/05 for the withdrawal of electricity between plant owners that have had
recognised the method of selling the energy produced directly to the entities that manage the
networks to which they are attached.

The Authority did in fact consider it opportune to award the price foreseen in art. 4.3.a) to the
owners of cogeneration plants also for the first part of the year, providing the plant satisfies
the definition of cogeneration contained in resolution 42/02 based on actual operating data for
the period in question.

With resolution 296/05, pursuant to art. 3.1 of resolution 42/02 and to take account of the
technological evolution of the sector, the Authority updated the reference parameters for

recognition of the combined production of heat and electricity as cogeneration in effect up to
December 31, 2005.

Art. 1.71, of Law 239/2004 (the "Marzano Law") lays down that "green certificates in
accordance with art. 11 of Decree 79/1999 and subsequent amendments are to be issued" also
"for the electricity produced using hydrogen and the energy produced in static plants with the
use of hydrogen or with fuel cells, as well as electricity produced by cogeneration plants
linked to district heating, only to the extent of the thermal energy effectively used for district
heating.”

With decree of October 24, 2005 "Directives to regulate the issuance of green certificates for
energy produced in accordance with art. 1.71 of Law 239/2004 (published in the Official
Gazette of November 14, 2005, Ordinary Supplement 184)", the Ministry of Productive
Activities issued directives to regulate the issuance of such certificates.

The incentive can only be obtained by those plants that entered production following new
construction after September 28, 2004 (if the plant is cogenerative, also plants that were
reactivated after that date, after total or partial refurbishment or after creating a new network
with an existing plant).

Electricity production has a right to green certificates for a period of eight consecutive years
starting from the date that the plant enters commercial service, net of stoppages caused by
calamitous events declared as such by the competent authorities.

For the certificates to be issued, the owner of the production units has to present to GRTN
(now GSE - Gestore del Sistema Elettrico) a request for recognition of the right to receive
green certificates. GSE issues green certificates once it has verified the information provided
on this occasion.
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With the second decree issued on the same date, the Ministry made certain amendments
updating the previous directives laid down in DM 11/11/1999 (integrated and amended by
DM 3/18/2002) to encourage the production of electricity from renewable sources in
accordance with art. 11.5 of Decree 79/99.




Quantitative data

(millions of m3) 2005 2004 Change % 05/04
SOURCES
AEM

Acquisition *

. From Plurigas 1,040 1,038 2 0.2%
. From third parties 128 38 40 45.5%
Total sources of funds - AEM 1,168 1,126 42 3.7%
Edison (1)

Net production 152

. Ttaly 106

. Abroad 46

Acquisitioﬁ * 1,820

Total sources of funds - Edison 1,972

TOTAL SOURCES 3,140 1,126

* net of losses

APPLICATIONS
AEM
Sales to end-customers 1,115 1,112 3 0.3%
Wholesale 53 14 39 278.6%
Total applications - AEM 1,168 1,126 42 3.7%
Edison (1)

Sales to end-customers 919

Sales to thermoelectric plants 1,053

Total applications - Edison 1,972

TOTAL APPLICATIONS 3,140 1,126

(1) 50% of the figures for the period 10.01.05 - 12.31.05.

In 2005, the total quantity of gas sold came to 3,140 million cubic metres, including 152
million cubic metres from production activity. These figures also include AEM's share (50%)
of the production and purchases of Edison for the last quarter of the year, the period when
TdE/Edison (Delmi Group) was included in the scope of consolidation of the AEM Group.
The available gas was allocated as follows: 2,087 million cubic metres for sales to end-
customers and wholesale deliveries and 1,053 million cubic metres for sale to the TdE/Edison
Group's thermoelectric power plants.
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Given the lack of consistency with the previous year caused by the inclusion of 50% of the
TdE/Edison Group (Delmi Group) in the scope of consolidation, the comments on the
variances compared with 2004 will be limited exclusively to the activity of AEM S.p.A. and
its direct subsidiaries.

The total volumes handled by AEM S.p.A. and its subsidiaries in 2005 amounted to 1,168
million cubic metres, an increase of 37% compared with the previous year. This increase is
due to higher sales in the wholesale sector, for 39 million cubic metres. Sales to end-
customers, on the other hand, are substantially unchanged in 2005 at 1,115 million cubic
metres (+0.3% on 2004). As in the previous year, the main supplier was the associate Plurigas
with 1,040 million cubic metres supplied.

As regards quantitative data, the cogeneration plants owned by AEM Gas produced 100 GWh
of electricity (86 GWh in 2004).

The volumes of heat sold concerned sales of 429 million thermal kWh (350 mllhon thermal
kWh at December 31, 2004) to customers of the district heating service.

Relevant events

The main events during the year concerning the Gas and Heat segment were as follows:

- On April 1, 2005 the "national area" of AEM Calore & Servizi, which operates in the field
of heat and facility management services in areas outside the metropolitan area of Milan
was sold to Cofathec Servizi S.p.A. This transaction generated a gain of 6.6 thousand
euro. ‘

- in the first few months of the year, the cogeneration plant at Novate Milanese was tested
and put into service for the combined production of electricity and heat;

- in Lecce, on November 4, 2005, the Italian Minister of Productive Activities and the
Greek Minister of Development, in the presence of the Turkish Energy Minister, signed an
Intergovernment Agreement between Italy and Greece, which constitutes the fundamental
starting point for the construction of the IGI Italy-Greece Natural Gas Pipeline which
Edison is developing together with DEPA, the Greek state company operating in the gas
sector.

Thanks to the collaboration of Botas, the Turklsh state gas company, the 1GI gas pipeline
will link up with Turkey's gas network, making it possible for Italy to import gas from the
Caspian Sea and the Middle East, where more than 20% of the world's gas reserves are to
be found, effectively connecting the Italian network with the Greek and Turkish networks.
The pipeline, which will come into service in 2010 with a transport capacity of 8 billion
cubic metres per year, will be 800 Km long, of which 600 Km in Greek territory and 200
Km underwater between the Greek coast and Puglia. The pipeline will not have any
impact on the environment, as it will not generate emissions into the atmosphere or
discharges into the sea, and practically no visual impact whatsoever.

The European Union has also declared itself in favour of this project, which will allow
Italy to diversify its sources of natural gas, at the same time raising its level of safety and
competitiveness. Indeed, the EU has included it in one of the five priority development
axes of the trans-European energy system and helped to finance the project's technical and
economic studies.




Mitlions of euro 2000 <04 Cnange

Revenues 1,180 592 588
Gross profit from operations 115 59 56
% of revenues 9.7% 10.0%

Amortisation, depreciation and

provisions (33) (12) 21
Profit from operations 82 47 35
% of revenues 6.9% 7.9%

Capital expenditure 38 11 27

In 2005, considering AEM's portion of the TdE/Edison Group (Delmi Group) only for the last
quarter of the year, the revenues of the Gas and Heat segment came to 1,180 million euro,
with a gross profit from operations of 115 million euro, which after amortisation, depreciation
and provisions of 33 million euro, came to a profit from operations of 82 million euro.

Also for the Gas and Heat segment, considering the fact that the scope of consolidation in
2005 is not comparable with that of the previous year, the following table shows the
contribution made to this segment by AEM S.p.A. and its subsidiaries and by the
proportionally consolidated companies, represented by the TdE/Edison Group (Delmi Group),
which is the new entry compared with 2004.

Millions of euro AEM (1) PLURIGAS (2) _ EDISON (3) Eliminations _GAS AND HEAT
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004

Revenues 561 501 293 264 542 (216) (173) 1,180 592
Gross profit from operations 57 47 16 12 42 115 59
% of revenues 102%  9.4% 55% 4.5% 7.7% 97%  10.0%
Amortisation, depreciation and provisions (10) 9) 1) (3) (22) (33) 12)
Profit from operations 47 38 15 9 20 82 47
% of revenues 84% 7.6% 5.0%  3.4% 3.7% 6.9% 7.9%
Capital expenditure 20 1 0 0 18 38 11

(1) it includes Gas Division of AEM Trading S.r.l. and AEM Energia S.p.A., Heat Division of AEM Ga
S.p.A., Serenissima Energia S.r.1. and AEM Calore & Servizi S.p.A.

(2) Consolidated at 40%
(3) The Hydrocarbons Division of the TdE/Edison Group excluding the distribution and storage activities. Consclidated 50% for the period 10.01.05 - 12.31.0:

AEM

Despite a 7% reduction in quantities sold compared with the previous year, net revenues have
gone from 501 million euro to 561 million euro, with an increase of 12%. This is mainly
thanks to the rise in selling prices caused by the trend in fuel prices on international markets.
Revenues also include 35 million euro for sales of heat for district heating (26 million euro in
2004). Lastly, revenues in this segment were affected by the contraction caused as a result of
the agreement with ASM Brescia which since September 2004 procures its own portion of the
gas for the Cassano plant.
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2004). Lastly, revenues in this segment were affected by the contraction caused as a result of
the agreement with ASM Brescia which since September 2004 procures its own portion of the
gas for the Cassano plant. ‘

The margins on the gas sold fell compared with the previous year by 2 million euro, as it was

impossible to pass on all of the increase in purchase costs to selling prices. Despite this
situation, the gross profit from operations came to 57 million kWh euro, an increase of 21 %
compared with 47 million euro the previous year. This improvement is essentially linked to
the higher margins generated by the heat/district heating division, to equalisations received on
purchases of gas relating to prior years and to the capital gain realised on the sale of the
National Area business of AEM Calore & Servizi S.p.A. to Cofathec, partly offset by the lack
of the margin that this business used to generate.

Amortisation, depreciation and provisions have gone from 9 to 10 million euro, due to higher
provisions for disputes with social security institutions.

Profit from operations has therefore gone from 38 million euro to 47 million euro, an increase
of 24 % compared with 2004.

Capital expenditure amounted to 20 million euro and mainly concerned the further
development of the district heating networks in Sesto San Giovanni, Figino, Famagosta and
Tecnocity, laying 13.5 kilometres of pipeline and connecting 76 new users, as well as
completing the work involved in boosting the cogeneration plant at Tecnocity and the heat
exchanger in Sesto San Giovanni.

Plurigas

The sales made by Plurigas during 2005 came to a total of 3,249 million cubic metres of gas,
a reduction of 9% compared with the previous year.

Gross profit from operations has improved on 2004, also because of the income deriving from
renegotiation of the price contained in a 10-year procurement contract and the release of risk
provisions made in previous years.




TdE/Edison (Delmi Group)

In the last quarter of the year, the portion of the Gas Division of the TdE/Edison Group
(Delmi Group) pertaining to AEM turned in revenues of 542 million euro, with a gross profit
from operations of 42 million euro.

The profit from operations, after depreciation, amortisation and provisions of 22 million kWh
euro, came to 20 million euro.

In the period under consideration, the portion of capital investment pertaining to AEM
amounted to 18 million euro and concerned mainly the continuation of the development of the
"lean" gas deposits at Candela, which is to be used in the Candela power plant, development
of the Cavarzere-Minerbio natural gas pipeline, which is related to the regasification terminal
currently being built, and boosting the Collalto field.
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NETWORKS AND ORGANISED MARKETS

The Networks and Organised Markets segment includes the various activities involved in the
transmission and distribution of electricity, the sale of electricity to the captive market, and
the storage and distribution of gas. It also includes the operations of the telecommumcatlons
network owned by Metroweb S.p. A

In addition to the activities carried on in this sector by the subsidiaries of AEM S.p.A. (AEM

- Trasmissione S.p.A. and AEM Elettricita S.p.A., AEM Gas S.p.A., Serenissima Gas S.p.A.,

and Metroweb S.p.A.) it also includes the AEM Group's portion of the activities involved in
the transmission of electricity and the distribution and storage of gas of the TdE/Edison Group
(Delmi Group).

In particular, the companies or activities represented by this segment concern:

AEM S.p.A. and its subsidiaries

¢ AEM Trasmissione S.p.A. This company owns a high tension grid that links AEM
S.p.A.'s power plants with AEM Elettricitd S.p.A.'s medium and low tension distribution
grid. The high tension lines are part of the national grid run by Gestore della Rete di
Transmission Nazionale S.p.A. (GRTN), which from November 2005 was absorbed by
Terna S.p.A., the company that owns most of the national grid. AEM Trasmissione S.p.A.
guarantees efficient management of its part of the grid in exchange for an annual fee from
GRTN / Terna.

o AEM Elettricita S.p.A. AEM Elettricita S.p.A. - owns the high, medium and low tension
grid in the city of Milan and ih Rozzano, one of its suburbs, through which it distributes
and sells power to captive customers, whereas it only distributes power to all of the
eligible customers that are connected to it. Operations are conducted on the basis of a
concession issued by the Ministry of Productive Activities. The company, through the
Public and Traffic lights division, runs the urban illumination (street lighting and
floodlighting), traffic light and video surveillance networks in the city of Milan and
surrounding areas. Lastly, AEM Elettricitd S.p.A. performs procurement and logistic
activities, as well as excavation and works coordination for all of the companies in the
AEM Group.

e The Networks Division of AEM Gas S.p.A. It owns the natural gas distribution network
in-Milan and adjacent municipalities. The distribution of gas to customers who have
stipulated contracts with trading companies is based on concessions or mandates from the
individual municipalities.

» Serenissima Gas S.p.A. The company handles the distribution of natural gas in San Dona
di Piave and other municipalities in the province of Venice, in Basiliano and other
municipalities in the province of Udine, as well as in Barlassina (province of Milan) on
the basis of concessions or mandates from the individual municipalities.

e Metroweb S.p.A. The company owns an infrastructure consisting of an fibre-optic
network that links up the whole of the Milan metropolitan area and certain nearby
provinces. The company rents out the "dark" or "unlit" fibre-optic network to
telecommunications operators on the basis of contracts that last between 1 and 30 years.




Companies consolidated on a proportional basis

e Edison Rete S.p.A. The company, which is 100% held by Edison S.p.A., is also the
owner of a high tension power network that forms part of the national grid run by
GRTN/Terna. It guarantees the efficient running of this network for which GRTN/Terna
pays it an annual fee. The results of Edison Rete S.p.A. are proportionally consolidated at
50% (only for the last quarter of the year).

o Edison DG S.p.A. Edison DG distributes natural gas principally in north-east (Veneto)
and central Italy (Lazio and Abruzzo), based on specific concessions or mandates from the
individual municipalities.

o Edison Stoccaggio S.p.A. It operates in the storage of natural gas, providing modulation
services through the two storage concessions that it holds; its current potential, which is
being increased, is equal to 360 million cubic metres of working gas. .

Regulatory and tariff framework

ELECTRICITY TRANSMISSION DIVISION

A Decree by the President of the Council of Ministers (DPCM) dated May 11, 2004 laid
down the criteria, methods and conditions for the unification of ownership and management
of the national grid, to be implemented in accordance with Law. 290/03. The decree also lays
down the privatisation of the entity that will result from unification of ownership and
management of the national grid, also with a view to establishing a stable nucleus on the part
of one or more shareholders to ensure that the business's characteristics as a public utility are
maintained. By July 1, 2007, ENEL's investment in the capital of Terna S.p.A. will have to
be reduced to not more than 20%.

On November 1, 2005, all of the activities, functions, assets and liabilities of GRTN S.p.A.

were transferred for a consideration to Terna S.p.A., with the exception of:

- the assets and liabilities relating to the functions mentioned in art. 3. 12 and 13 and art.
11.3 of Decree 79/99, as well as the related activities mentioned in Decree 387/03;

- the investments held in Gestore del Market Elettrico S.p.A. and Acquirente Unico S.p.A. ;

- any charges, as well as any provisions that may have been made for them, in the form of
compensation or fines for the activities carried on by the Network Manager up to the
effective date of the transfer.

As a result of this transfer, Terna S.p.A. will take on the title and functions of Network
Manager in accordance with art. 3, paras 1 and 2, of Decree 79/99.

The Network Manager will retain the rights and obligations relating to the purchase and sale
of electricity as per art. 3.12 of Decree 79/99 and of running the incentive mechanisms to
encourage the use of renewable sources as per art. 11 of the same decree, as well as the
mechanisms mentioned in decree 387/03 for the part for which it is responsible.

With resolution 226/05 the Authority detailed the contents of the electricity transmission and
dispatching services on the national grid with a view to regulating these activities from
November 1, 2005. This resolution also laid down that the Transmission and Dispatching
Code proposed by GRTN and approved by the Authority pursuant to the DPCM with
resolution 79/05 would be applicable from the same date.
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With resolution. 290/05 the Authority also launched a process for the development of
measures designed to quantify the fees for the functioning of Terna S.p.A. once the ownership
and running of the national grid are combined, as well as of the fee for the functioning the
Gestore del sistema elettrico (Power System Manager).

As regards those parts of the national grid that are currently owned by companies other than
Terna S.p.A., at the end of August the Authority distributed a consultation document to
comply with the provisions of the DPCM, which states that the Authority should evaluate and,
if necessary, take steps to adopt mechanisms designed to promote complete unification of the
network, encouraging a pluralistic shareholder structure.

However, we would point out that in August the Competition and Market (or "Anti-Trust")
Authority, which had opened an enquiry into Cassa Depositi e Prestiti's interest in Terna
Sp.A., approved the deal provi