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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

Unless we indicate otherwise, the financial information contained in this annud report is
prepared in accordance with Italian GAAP, which are the accounting principles prescribed by Italian
law and supplemented by the accounting principles issued by the National Boards of Dottori
Commerciaisti and of Ragioneri (National Board of Chartered Accountants) and, to the extent such
requirements or principles are silent on particular issues and not at variance, by those standards laid
down by the International Accounting Standards Committee (I.A.S.C.). These principles are
described in note 2 to our consolidated financia statements included in this annual report. These
principles differ in certain respects from generally accepted accounting principles in the United States
or U.S. GAAP. We describe these differences in note 24 to our consolidated financial statements.
Unless indicated otherwise, any reference in this annual report to our consolidated financia
statements is to the consolidated financia statements (including the notes to the consolidated financial
statements) included in this annual report.

We publish our consolidated financia statementsin Italian lire. In this annua report, unless
we specify otherwise or the context otherwise requires:

Referencesto “dollars,” “$’ and “U.S. dollars’ are to United States dollars;

Referencesto “lire,” “lira’ or “Lit.” areto Italian lire, and

References to “€* or “Euro” are to the Euro, the single currency established for participantsin the
third stage of the European Economic and Monetary Union, or EMU, commencing January 1,
1999. The Republic of Italy isa participant in EMU. The Euro replaced the Italian lira as the
official currency of Italy on that date and until the implementation of the next stage of the EMU,
which is expected to occur in 2002, the lirawill continue to exist solely as a subdivision of the
Euro. The lirawill cease to exist at the implementation of the next stage of EMU.

For convenience only and except where we specify otherwise, we have trandated certain lire
figuresinto dollars at the rate of Lit. 2,062.49= $1.00 and into Euro at the fixed exchange rate
between the liraand the Euro of Lit. 1,936.27 = €1.00 as established by the European Council of
Ministers on December 31, 1998. Therate of exchange between lire and dollars represents the lire
equivalent (at the fixed lira/Euro rate) of $0.9388 = €1.00, the noon buying rate in The City of New
York for cable transfersin foreign currencies as announced by the Federal Reserve Bank of New Y ork
for customs purposes (the “noon buying rate’) on December 29, 2000, the last business day
immediately preceding December 31, 2000, the date of the most recent balance sheet included in this
annual report. To obtain a current formulation of the value of Italian lire anounts in dollars, you must
first convert lire into Euro at the fixed lira/lEuro conversion rate of Lit. 1,936.27 = €1.00, and then
convert the resulting Euro amount into dollars at the prevailing rate of exchange. By including
convenience currency trandations in this annual report, we are not representing that the lira amounts
actualy represent the dollar amounts shown or could be converted into dollars at the rates indicated.
On June 27, 2001, the noon buying rate for Euro was $0.8621= €1.00 and the effective noon buying
rate for lire was Lit. 2,246.07 = $1.00. For information about the rate of exchange between the lira
and dollar for periods from 1995 through June 15, 2001 and between the dollar and the Euro since
January 1, 1999, you should read “Item 3. Key Information—Exchange Rates.”

In this annual report, “Enel” and the “ Company” refer to ENEL S.p.A. and the terms “Enel
Group,” “Group,” “we,” “us’ and “our” refer to ENEL S.p.A., together with its consolidated
subsidiaries. All referencesto “Italy” or the “ State” are to the Republic of Italy. All referencesto the
“Treasury Ministry” or the “ Treasury” are to the Ministry of Economy and Finance and its
predecessor, the Ministry of the Treasury, Budget and Economic Planning of the Republic of Italy.
All references to the “Industry Ministry” are to the Ministry of Productive Activities and its
predecessor, the Ministry of Industry, Commerce and Handcrafts of the Republic of Itdy, all



references to the “Environment Ministry” are to the Ministry of the Environment of the Republic of
Italy, al references to the “Energy Authority” are to the Authority for Electric Energy and Gas of the
Republic of Itay, al references to the “Communications Authority” are to the Authority for the
Guarantee of Communications of the Republic of Italy, and all references to the “ Antitrust Authority”
areto the Antitrust Authority of the Republic of Italy.

We use a number of terms related to the electricity industry in this annua report. We have
explained some of these termsin the following “ Glossary of Selected Electricity Terms’ included in
this annual report. This glossary may assist you in understanding these terms.

Glossary of Selected Electricity Terms

The following explanations are not technica definitions, but they should assist you in
understanding some of the terms used in this document.

Average thermal efficiency.........cccccouevrcunne. A measure of the efficiency of athermal generating plant in converting
sources of energy such asfuel oil into electricity. Average thermal
efficiency is expressed as the amount of electricity actually produced in
kWh as a percentage of the kWh equivalent of the energy source
consumed.

Combined Cycle Gas Turbine.........ccccocouuu... A type of generating plant that produces electricity through both gas
turbines and steam turbines. Conventional boilers or other generators
recover and use the heat exiting from gas turbines.

CO-gENENatiON.......cveeereerereerererreeereeeeneeensneens The simultaneous generation of steam and electricity, typically where
the need arises for industrial purposes.

GeNErating UNit.......cccveveeecvenensereseeeesenseenns An electric generator together with the turbine or other device which
drivesit.

Gigawatt (GW).....ccoeerreeeirreseeeeseeeeesenens 1,000,000,000 watts (1,000 megawatts).

Gigawatt hour (GWh) .......ccovevvennereeirirennens One gigawatt of power supplied or demanded for one hour.

Installed CapaCity .....ccccovverveeerereeerereseeenenens The maximum power which could be produced continuously

throughout a prolonged period of operation. All equipment is assumed
to be fully operational.

KIlOVOIt (KV) ot 1,000 volts.

Kilovolt ampere (KVA).....cccoenrneerenceneenn. 1,000 volts ampere.

KIIOWaLE (KW)...eooereveeeeveenenneeneeeessssssssss 1,000 watts.

Kilowatt hour (KWh)........ccceevveennnininnnnns One kilowatt of power supplied or demanded for one hour.
Megawatt (MW) .....cccveevveeeereeee e 1,000,000 waitts (1,000 kilowatts).

Megawatt hour (MWHh).........ccoeevvverevenecrennen. One megawatt of power supplied or demanded for one hour.
Megavolt ampere (MVA).....ccoovveevervcrenen. 1,000,000 volts ampere.

N[ 2SS Oxides of nitrogen.

OFMUISION...cceeerrrieeee oo Abbreviation of “Orinoco emulsion”, which is afossil fuel from the

Orinoco river basin in Venezuela consisting of very fine bitumen
dispersed in water. Orimulsion emits the same amount of CO, asfuel

\Y



oil of equivalent energy value.
S O T Sulfur dioxide.

SUDSEALION <. Equipment which switches and/or changes or regul ates the voltage of
electricity in atransmission and distribution system.

Terawatt (TW)..cooceereereerseerseerseeeneenne 1,000,000,000,000 watts (1,000 gigawatts).
Terawatthour (TWh) ......ccccvvervncrvncrnicneenn. One terawatt of power supplied or demanded for one hour.
Thermal UNit ..o A generating unit which uses combustible fuel as the source of energy

to drive an electric generator.

VOl et The basic unit of electric force analogous to water pressure in pounds
per square inch.

VOIt@MPEr€.....cceeeevecceresese s The basic unit of apparent electrical power.

J T« S The basic unit of active electrical power.

vi



PART I
Item 1. I dentity of Directors, Senior Management and Advisors
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not applicable.
Item 3. Key Information

THE ENEL GROUP

We are the principal electricity company in Italy, with the leading position in the generation,
transmission, distribution and supply of dectricity. Our net dectricity production in 2000 was 182.5
Terawatts (TWh), having increased by 2.1% from 1999. Based on data provided by the Gestoredella
Rete, the governmental entity that manages the national transmission grid, we estimate that this
production represented 69.6% of Italian production during 2000. According to Bloomberg, in the year
2000, measured by the amount of electricity sold, we were the third-largest electric utility in the 29
member states of the Organization for Economic Co-operation and Development and, based on market
capitalization, we were the largest publicly traded electric utility in Europe. Based on revenues, we are
one of the largest industrial companiesin Italy, with operating revenues of Lit. 48,618 hillion, or
approximately $24 billion, in 2000. We earned net income of Lit. 4,236 billion, or $2.1 billion, in 2000.

The Republic of Italy, through the Treasury Ministry, currently owns approximately 68% of our
shares, having sold approximately 32% of our sharesin our initial public offering in 1999 as part of the
privatization and liberalization of the Italian electricity market. Our current senior management team has
focused on preparing us for aliberalized market by restructuring our operations, improving efficiency,
diversifying operations, creating a more customer-oriented organization and seeking to maximize
shareholder value. We have aso established our rapidly growing telecommunications operations as one
of our core businesses. Our strategy to diversify our operations further is based on cross-selling to our
base of aimost 30 million Italian electricity customers and exploiting the value of our existing assets and
experience in order to establish ourselves as a multi-utility provider.

SELECTED CONSOLIDATED FINANCIAL DATA

Y ou should read the following selected consolidated financia data together with “ltem 5.
Operating and Financial Review and Prospects’ and our consolidated financial statements and notes
thereto included elsewhere in this annual report.

Our consolidated financial statements and the notes thereto included herein have been prepared in
accordance with Italian GAAP, which standards differ in certain important respects from U.S. GAAP.
For an explanation and quantification of such differences, see notes 24 and 25 to our consolidated
financia statements included herein.

Our telecommunications operations consist of WIND, our joint venture with France Telecom, and
Infostrada S.p.A. (“Infostrada’), which we acquired in March, 2001. 1n 2000, we did not consolidate
WIND'’ s results of operations under Italian GAAP, as we accounted for WIND on the equity method. For
U.S. GAAP purposes only, we have consolidated WIND’ s results beginning in August 2000. Moreover,



aswe acquired Infostradain March 2001, the financial and other information presented below does not
include any data relating to Infostrada.

1996 1997 1998 1999 2000 2000(1)  2000(2)
(dallars
(Euroin in

millions, millions,
except except

per per
share share
(lirein billions, except per shareamounts) amounts  amounts

Consolidated Statement of
Income Data
Amountsin accordance with

Italian GAAP:
Operating reVeNUES ..........cevvereeeseenes Lit. 38,664 Lit. 39,617 Lit. 39,788 Lit. 40,584 Lit. 48,618 € 25109 $23,572
Operating expenses:
Depreciation and amortization............ 5,604 5,695 6,036 6,201 6,697 3,459 3,247
Other 24,825 25,233 24,148 23,957 32,717 16,897 15,863
Total operating expenses. 30,429 30,928 30,184 30,158 39,414 20,356 19,110
Operatingincome...... 8,235 8,689 9,604 10,426 9,204 4,753 4,462
Financial income (expense) (2,516) (2,197) (1,480) (1,131) (1,256) (648) (609)
Equity 10SSES(3) ..coovvevenneennns — — — (439) (887) (458) (430)
Extraordinary income (expense)(4) ... 35 (1,107) (907) (1,057) 368 190 179
Income before taxes. ... 5,754 5,385 7,217 7,799 7,429 3,837 3,602
INCOMETBXES .o vosvvrsssrsssrssssssnsnns 3528 2,058 2,931 3,258 3193 1,649 1,548
Neti Lit. 2,226  Lit. 3,327 Lit. 4,286  Lit. 4541 Lit.4,236 € 2188 $ 2,054

etincome

Earningsper share(5).....ccooooovven. Lit. 184 Lit. 274 Lit. 353 Lit. 375  Lit. 349 € 018 g 017
Number of sharesoutstanding (in

o1 Lol ) O 121 121 121 121 121 121 121
Amountsin accordancewith U.S,

GAAP(6):

Operating revenues.....

Lit. 38,623 Lit. 39,603 Lit. 39,770 Lit. 40,765 Lit. 51,179 €26432 $ 24814

Degpreciation and amortization 4,868 5,166 5,724 5,933 6,747 3,485 3,271
Operatingincome(7)....... 9,040 8,312 8,687 9,879 7,870 4,064 3,816
Income before taxes (7) 6,898 6,435 7,253 8,187 6,051 3,125 2,934
Netincome........cccccenee. 2,858 3,177 3,531 4,446 3,565 1,841 1,728
Earningsper share(5).........cceenee Lit. 236 Lit. 262 Lit. 291 Lit. 367 Lit. 294 €015 $ 0.14

See notes on next page.



Asof December 31,

1996 1997 1998 1999 2000 2000(1) 2000(2)
(Euroin (dollarsin
(lirein billions) millions) millions)
Consolidated Balance Sheet Data
Amountsin accordance with
Italian GAAP:
Fixed assets, net Lit. 75,596 Lit. 76,151 Lit. 75,687 Lit. 73,411 Lit. 69,209 € 35743 $ 33,556
Current assets. 14,518 13,570 12,633 11,992 18,311 9,457 8,878
Total assets. 93,626 92,658 90,579 87,165 96,104 49,634 46,596
Current liabilities 15,598 15,645 21,832 20,904 30,248 15,622 14,666
Short-term debt(8) 3,817 5,089 10,480 6,741 12,404 6,406 6,014
Long-term debt(9) 31,294 28,479 17,000 16,961 15,459 7,984 7,495
Shareholders’ equity 30,380 32,515 35,880 34,034 35,457 18,312 17,191
Amountsin accordancewith U.S GAAP(6):
Fixed assets, net Lit. 73,176 Lit. 74,996 Lit. 74,961 Lit. 73,014 Lit. 72,422 € 37403 $35,114
Total assets. 92,018 92,355 90,659 87,793 105,594 57,535 51,197
Short-term debt(8) 3,817 5,089 10,480 6,741 12,404 6,406 6,014
Long-term debt(9) 31,294 28,479 17,000 16,961 15,459 7,984 7,495
Shareholders' equity 30,401 32,228 34,785 32,895 33,767 17,439 16,372
Asof December 31,
1996 1997 1998 1999 2000 2000(1) 2000(2)
(Euroin (dollarsin
(lirein billions) millions) millions)
Consolidated Cash Flow Data
Amountsin accordance with Italian GAAP:
Net cash provided by operating activities .. Lit. 8,022 Lit. 7,993 Lit. 15,248 Lit. 13,512 Lit. 9,484 € 4898 $ 4,598
Net cash used in investing activities .. (5,670) (5,044) (5,760) (4,553) (6,639) (3.429) (3,219)
Net cash used in financing activities.. (2,376) (2,748) (7,021) (10,786) (2,921) (1,509) (1,416)
Amountsin accordancewith U.S GAAP(6):
Net cash provided by operating activities .. 8,396 8,301 15,365 13,573 9,559 4,937 4,635
Net cash used in investing activities .. (6,044) (5,352) (5,877) (4,614) (6,714) (3,468) (3,256)
Net cash used in financing activities.. (2,376) (2,748) (7,021) (10,786) (2,921) (1,509) (1,416)
As of December 31,
1996 1997 1998 1999 2000
Operating Data (unaudited)
Gross installed capacity (MW)..............o..... 57,072 58,223 58,906 59,418 58,967
Generation (TWh)(10)............. 179.9 177.2 179.5 178.8 182.5
Sales to final customers (TWh). 213.7 219.3 226.2 230.5 222.9
Customers (millions).......... 28.7 29.0 29.3 29.7 29.9
EMPIOYEES ..o 95,464 88,957 84,938 78,511 72,647
@ We have trandlated lira amounts into Euro amounts at the fixed rate of Lit. 1,936.27 = €1.00.
(%) We have trandated lira amounts into dollar amounts at a rate of exchange of Lit. 2,062.49= $1.00, the lira equivalent (calculated at the fixed
liralEuro rate of Lit. 1,936.27 = €1.00) of the noon buying rate for Euro on December 29, 2000 of €1.00 = $ 0.9388.
(©)] For the year ended December 31, 1999, we began accounting for our investment in WIND under the equity method of accounting. We used the
cost method of accounting in previous periods. You should read note 2 to our consolidated financia statements for a discussion of our consolidation
principles.
4 Y ou should read note 24 to our consolidated financial statements for a discussion of the different criteria used under Italian GAAP and U.S.

GAAP for determining what constitutes an extraordinary item.

(5) We calculate earnings per share by dividing our consolidated net income by the number of ordinary shares outstanding during each period.
There were 12,126,150,379 ordinary shares outstanding during each period. Prior to our initial public offering in November 1999, all of our ordinary
shares were owned by the Treasury Ministry. Following the offering, and at December 31, 2000, the Treasury Ministry owned approximately 68% of our
ordinary shares.

6) For information concerning differences between Italian GAAP and U.S. GAAP that are relevant to our consolidated financial statements, you
should read notes 24 and 25 to our consolidated financial statements.
(@) Operating income under U.S. GAAP in 2000 is affected by the different treatment under U.S. GAAP of extraordinary contributions to the

national pension system (Lit. 1,118 billion) and the operating loss incurred by WIND during the 5 months that it has been consolidated under U.S. GAAP
(Lit. 619 billion). See notes 24 and 25 to our consolidated financial statements.

8 Includes current portion of long-term debt.
9) Excludes current portion of long-term debt.
(10 For the period beginning on January 1 of each year and ending as of such date.



Exchange Rates

The following table shows, for the periods indicated, information concerning the exchange rate
between (i) the U.S. dollar and the liraand (ii) the U.S. dollar and the Euro. These rates are provided
solely for your convenience. We do not represent that lire could have been, or that the Euro could be,
converted into U S. dollars at these rates or at any other rate.

The column of averages in the table below shows the averages of the relevant exchange rates on
the last business day of each month during the relevant period. The high and low columns show the
highest and lowest exchange rates on any business day during the relevant period.

End of

period Average High L ow
Lireper U.S. dollar(1)
Y ear ended December 31,
TO9B.....ecieeeeiieir s 1,519 1,538 1,602 1,496
JO07 .. ne s 1,769 1,712 1,841 1,516
1998......er e 1,654 1,737 1,828 1,592
1999....c s 1,923 1,828 1,933 1,639
2000....... e 2,062 2,097 2,339 1,873
2001 (through June 15) 2,244 2,158 2,290 2,034
Month ended
December 31, 2000.........ccccvverrernrrenseeereeneeresserssssesenns 2,062 2,155 2,208 2,062
January 30, 2001........ccccummmnnrnnnnenrssesnienens 2,080 2,065 2,109 2,034
February 28, 2001 2,102 2,103 2,138 2,061
March 30, 2001........cccoveeverrerenene 2,202 2,132 2,202 2,073
April 30, 2001.......cccooverrerrerereeenne 2,182 2,169 2,196 2,144
May 31, 2001.......ccorrrririririririrerie s 2,290 2,212 2,290 2,167
U.S. dollars per Euro(2)
T990..... e 1.0070 1.0588 1.1812 1.0016

.9388 .9232 1.0335 .8278
2001 (through JUN€ 15)......cccceveriririrereririreerereseeseseenens .8628 .8974 .9520 .8455
Month ended
December 31, 2000.........ccccvverrererrerreeereessesessesssssesenns .9388 .8983 .9388 8771
January 30, 2001........cccceevrreninnnnns .9308 .9376 .9520 .9181
February 28, 2001 9212 .9205 .9395 .9057
March 30, 2001........cccoveevrerrerenene. .8794 .9082 .9340 .8794
April 30, 2001.......cccooverrerrerereeenne .8874 .8925 .9032 .8816
May 31, 2001.......ccorrrririririririresrseres s .8455 .8753 .8937 .8455
Q) Based on the noon buying rate for the lira for 1996, 1997 and 1998. For 1999, 2000 and 2001, based on the noon buying rate for Euro and then
converted in lire at the fixed lira/Euro conversion rate of Lit. 1,936.27 = €1.00.
(%) Based on the noon buying rate for the Euro for the periods indicated.

Our ordinary shares are quoted in Euro on Telematico, the Italian automated screen-based trading
system managed by Borsa Italiana. Our American Deposity Shares, or ADSs are quoted in U.S. dollars
and traded on the New Y ork Stock Exchange.

The fixed conversion rate between the Euro and the lira established on December 31, 1998 was
Lit.1,936.27 = €1.00.

On June 27, 2001, the noon buying rate for the Euro was $0.8621 = € 1.00 and the effective noon
buying rate for lire was Lit. 2,246.07 = $1.00.



RISK FACTORS

You should carefully consider the risks described below and all of the other information in this document.
If any of the risks described below actually occurs, our business, financial condition or results of
operations could be materially adversely affected and the trading price of our ordinary sharesor ADSs
could decline.

Risks Relating to our Diversification Strategy

We are diversifying our operations, in part through acquisitions and, as a consequence, we face the
risks and uncertaintiestypical of acquisitions.

In response to the regulatory changes described bel ow, we have made a strategic choice to invest
in businesses outside of our core electricity business, including telecommunications, gas and water. In
entering these businesses and expanding our non-electricity operations, we will face commercia and
other risks, as well as regulatory regimes relating to the acquired businesses, that are different from the
ones we faced in the past. As part of this process of diversification, we recently acquired Infostrada, one
of Italy’ s leading providers of fixed-line telecommunications and Internet services. You should read “—
Risks Related to our Telecommunications Business.”

We are a so seeking to expand our water operations, principaly by participating in competitive
tenders for water distribution services. We are seeking to acquire Acquedotto Pugliese, amajor Italian
provider of integrated water distribution services that manages water services in the Regions of Puglia
and Basilicata, from the Treasury Ministry. We are also engaged in negotiations for the acquisition of
Southern Water PLC, a UK water and wastewater utility. We cannot anticipate the outcome of these
negotiations. Please refer to “Item 4. Information on the Company—Business—Other Businesses—
Water” for more information on our initiatives in the water sector. Expanding our water operations
increases our exposure to the regulation of the water distribution business.

During the course of 2000, we have also acquired a number of smaller and medium-sized
distributors of natural gas. See “ltem 4. Information on the Company—Business—Other Businesses—
Gas’. Our entry into the gas sector exposes us to risks relating to the gas sector regulatory regime, which
is also being liberalized.

Our ability to continue to diversify through acquisitions will depend upon our ability to
consummate acquisitions on terms acceptable to us. We face challenges in integrating any acquisition
into our businesses and may need to invest significant capital and resources in the acquired businesses.
Acquisitions of businessesin new areas will also require us to hire and retain qualified personnel and
expose us to uncertainties that are new to us. Because of the uncertainty associated with acquisitions, our
new ventures may not achieve a profitability similar to our electricity business, or at al. In addition,
because we may incur additiona debt to finance new acquisitions, our financial expense would increase
aswe pay interest on that debt.

Recent acquisitions, including our purchase of Infostrada, has caused usto increase our level of
indebtedness and otherwise affected our financial condition.

Our acquisition of Infostrada will have a significant effect on our results of operations and
financia condition, primarily as aresult of the amortization of goodwill arising from the transaction and
the debt incurred in order to finance the acquisition. The purchase gave rise to Lit. 14,050 billion of
goodwill. In addition, in connection with the acquisition, we incurred and will incur during the six-month
period following the acquisition, certain ancillary costs amounting to a maximum of Lit. 727 billion,
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which will also give rise to an equivalent amount of additional goodwill. We will have to amortize this
goodwill over aperiod of 15 years. Until the closing of the transaction in late March 2001, we did not
exercise any control over Infostrada. Therefore, we are unable to estimate what, if any, changesto the
book value of Infostrada s assets we may be required to make in the future in order to reflect the fair
vaue of such assets. Any change in the book value of these assets will result in a change in the amount of
goodwill we are required to amortize. Y ou should read “Item 4. Information on the Company—
Business—Telecommunications—Infostrada—The Acquisition” for amore detailed discussion of the
Infostrada transaction.

Risks Relating to our Electricity Business

Recent regulatory changes may have a significant adver se effect on our electricity businessand its
profitability.

The laws, regulations and policies of the European Union and the Italian government significantly
affect our revenues and profits and the way we conduct our business. The regulatory framework for the
Italian electricity market changed significantly in 1999 and 2000 because of the implementation of the
Bersani Decree, which was designed to liberalize and create more competition in the Italian electricity
market. The restructuring and other changes in our business that the new regulatory framework requires,
together with increased competition in the business of eectricity generation and supply, may have a
materia adverse effect on our results of operations and financia condition. Y ou should read “Item 4.
Information on the Company—Regulatory Matters—Electricity Regulation” for a detailed discussion of
these regulatory changes.

The Bersani Decree will also require us to dispose of our distribution operations in certain
municipalities that currently account for approximately 5% of our distribution customers. The decree also
imposes other changes that will affect our business, including the creation of a pool market for eectricity
that had been scheduled to begin operations on January 1, 2000, but which we currently expect not to be
operationa until 2002. Prices on the pool market are to be determined by competitive bidding. Please
refer to “Item 4. Information on the Company—Regulatory Matters—Electricity Regulation” for more
information on the pool market.

Because the Bersani Decreeis gill in the process of being implemented, we cannot predict its full
effect on our business and the Italian electricity market. The liberalization of the market provided for by
the Bersani Decree is highly complex. Certain of the actions required of parties other than us have not
occurred within the time periods for implementation set forth therein and it is likely that a number of the
deadlines yet to occur may not be met in the future. Any failure to comply with the deadlines set forth in
the Bersani Decree may subject the electricity market and its participants to a greater risk of lega or
administrative challenge or uncertainty. We cannot predict the impact on us of future delaysin the
implementation of the Bersani Decree. Future changes in European Union or Italian government policy
may a so influence regulation and affect our businessin ways that we cannot predict.

The new tariff regime that took effect on January 1, 2000 will significantly reduce our tariff
revenues and may materially adver sely affect our results of operations.

Prices paid for electricity by Non-Eligible Customers, i.e, those who must buy eectricity in the
regulated market, are subject to a new tariff regime that took effect on January 1, 2000. The new tariff
regime has resulted in, and will continue to result in, significant reductions in our tariff revenues. Lower
fixed tariff rates apply in 2000 for the generation, transmission and distribution of electricity. For the
period 2001-2003, a price cap will apply to fixed tariffs for transmission and distribution. Due to the
delay in the introduction of the pool market and competitive bidding, the Energy Authority implemented a
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20% reduction in the fixed component of generation price in 2001. Asaresult of the introduction of the
new tariff framework, average tariffs (not including the fuel cost component) for sales of electricity to
Non-Eligible Customers declined by approximately 11% in 2000. We expect average tariff levelsto
decline further in 2001 as aresult of the implementation of mandated price caps built into the tariff
system in accordance with the Bersani Decree. The actual impact of these tariff reductions on our
revenues depends on a number of factors, including the volume of electricity we sall in the regulated
market and the mix of types of eectricity we sell and customers we serve.

At the time the Bersani Decree was enacted in 1999, the Energy Authority estimated that our
tariff revenuesin 2003, including fuel cost reimbursements, would be 17% lower than our then-expected
tariff revenues for 1999, assuming that the cost of fuel remained unchanged. Our actua tariff revenues
for 2000 were in line with the estimates used by the Energy Authority. However, al these figures are
estimates only and may change if regulatory tariff policies change or as aresult of changesin electricity
consumption or other factors (including the level of fuel prices on which the variable component of
generation tariff is based). The level of electricity tariffs in years after 2003, which is not under our
control and which we cannot predict, may change in ways that would materially adversely affect our
future profitability.

If we are unable to increase electricity sales or reduce operating and other costs to offset the
impact of the new tariff regime or otherwise implement our expansion and diversification strategies, the
new tariffs may have a material adverse effect on our results of operations and financia condition. You
should read “Item 4. Information on the Company—Regulatory Matters—Electricity Regulation—The
new regulatory regime—The new tariff structure” for amore detailed description of the new tariffs.

Our generating capacity in Italy will decrease due to regulatory constraints; our operating profits
may decr ease as a conseguence.

The Bersani Decree provides that after January 1, 2003 no single company or group may generate
and import in aggregate more than 50% of the total amount of eectricity generated and imported in Italy.

The Decree requires us to dispose of not less than 15,000 MW of our generating capacity by
January 1, 2003 in order to reduce our market share. In October 2000, in compliance with the applicable
regulations, we started the procedure for the sale of Elettrogen, the first of the three generating companies
to which we transferred the generating capacity we selected for disposal, which we call the Gencos. We
expect to complete the sale of Elettrogen within the second half of 2001. Following completion of our
disposal of the three Gencos, we expect that we will generate approximately 39% of the total amount of
electricity generated and imported in Italy in 2003. In 2000, approximately 13% of our total revenues and
approximately 11% of our earnings before interest, taxes, depreciation and amortization were related to
the three Gencos. In addition, the Antitrust Authority authorized our purchase of Infostrada subject to our
disposal of an additional 5,500 MW of generating capacity within 90 days of the sale of the last Genco
(see“Item 4. Information on the Company—Business—T e ecommunications—Infostrada—The
Acquisition”). We have appealed the decision of the Antitrust Authority before the Administrative Court
of Lazio. Should our appeal not be successful, we will be required to dispose of this additional capacity.
As a consequence of our disposal of the three Gencos and such additional capacity, our operating profits
will decline unless we are able to offset the decrease in volumes of our generation business through
improved efficiency, diversification of our operations or international expansion. Please refer to “Item 4.
Information on the Company—Business—The Enel Group—Disposal of the Gencos’ for a more detailed
discussion of this process.



Our disposal of the Gencos may occur on unfavor able terms

The Bersani Decree says that our disposal of the Gencos must occur at market prices. However,
our sale of these companies must be completed by January 1, 2003. The Italian government has also
imposed certain limits on the bidding process and the ways in which potential acquirors must operate the
Gencos. In addition, no single acquiror, acting either jointly or independently, may acquire control of
more than one of the three companies. The applicable rules also establish limitations on the ownership by
public entities of the Gencos share capital. Please refer to “Item 4. Information on the Company—
Business—The Enel Group—Disposal of the Gencos’ for a discussion of these constraints. Asaresult,
we may have to sdll the Gencos at prices and terms less favorabl e than those we would obtain in the
absence of these constraints.

The Bersani Decreerequiresusto sell aportion of our distribution networks and our operating
profits may decr ease as a consequence.

In a number of municipalities, both we and a utility owned in whole or in part by the local
municipality currently distribute electricity. The Bersani Decree requires that only one license be granted
for each municipality and provides that only distribution companies that are owned or partly owned by a
municipaity and serve at least 20% of the customersin that municipality may have requested that we sell
our distribution network in that municipality to them by March 31, 2001, unless we had first reached an
agreement for the consolidation of our respective networks in that municipality as of an earlier date.

We sold or have entered into agreements to sell our distribution networks in certain
municipalities, including Rome, to three qualifying distribution companies, and received requests for the
sale of our distribution networks from an additional 63 qualifying distribution companies, including those
activein Milan, Turin and Verona. We estimate that, as of December 31, 2000, the networks in question
accounted for approximately 5% of our distribution customers, 5% of our total annua distribution of
electricity to final customers, 6% of our annual revenues and approximately 8% of our annual earnings
before interest, taxes, depreciation and amortization.

The Bersani Decree provides that if we did not reach an agreement by September 30, 2000, with
any of the qualifying parties who have made a timely request to purchase a distribution network, the price
will be determined by an arbitration panel using accepted valuation methodol ogies that take into account
market prices. As of June 2001, 16 of the qualifying companies have issued a forma demand for price
arbitration, including those active in Milan, Turin and Verona. Although the Bersani Decree does not
expressly limit our ability to negotiate with these parties beyond September 30, 2000, we face certain
risks with regard to any agreement for the sale of our assets that is concluded after the deadlines set by the
Bersani Decree. In addition, any sale price that could be decided through an arbitral process may not
reflect what we believe is the actual value of our distribution assets or may be below the price that we
could obtain in a negotiated sae.

Several of the co-existing distribution networks are located in major metropolitan aress.
Historically, these areas have been where the electricity distribution business is more profitable and where
our highest value customers are concentrated. In addition, the loss of customersin those municipalities,
combined with the possible lowering of the consumption thresholds for qualification as an Eligible
Customer and thus as a participant in the free market, could reduce our ability to expand into other utility
businesses by limiting the customer base to which new utility services could be marketed.



We may have to increase our investments and incur additional costs to comply with newly
implemented regulations on the quality of electricity service.

The Energy Authority has adopted new regulations on quality of service standards for electricity
companies, particularly with regard to the frequency and duration of interruptions. In order to comply
with these new regulations, we may need to increase the amount of investment above past levels or
otherwise incur additional costsin providing our electricity services. In anticipation of the new
regulations, we have planned investments of approximately Lit. 6,300 billion in the period 2001-2005 to
enhance the quality of our service. We cannot yet predict whether the new regulations will require
investments and costs above those which we have aready planned or if our results of operations will be
harmed by the system of customer service-related bonuses and pendlties.

Our coreédectricity business and other businesses ar e subject to numer ous environmental
regulationsthat could significantly affect our results of operationsand financial condition.

Our core eectricity business and other businesses, such as power-related engineering and
construction, telecommunications and water distribution, are subject to extensive environmental
regulation under Italian law, including laws adopted to implement European Union regulations and
directives and international agreements on the environment. Environmental regulations affecting our
business primarily relate to air emissions, water pollution, waste disposal and €l ectromagnetic fields. The
principal air emissions deriving from fossil-fueled electricity generation are sulfur dioxide (SO,), nitrogen
oxides (NOy), carbon dioxide (CO,) and particulate matters such as dust and ash. A primary focus of
environmental regulation applicable to our businessis to reduce these emissions.

We incur significant costs to comply with environmental regulations requiring us to implement
preventive or remediation measures, although in some cases we may benefit from a reimbursement
mechanism provided by law. In addition, expressions of public concern about environmental problems
may result in even more stringent regulation in the future. Environmental regulatory measures:

May take such forms as emission limits, taxes or required remediation measures; and

May influence our policiesin ways that affect our business decisions and strategy, such as by
discouraging our use of certain fuels.

We spent atota of Lit. 1,500 billion (including environmenta taxes) in 2000 on measures to
minimize the impact of our operations on the environment, including measures to comply with applicable
law. Magjor expenditures include capital expendituresto limit SO, and NO, emissions in generation and
to install underground cables in our distribution network. In addition, we aso incurred approximately Lit.
2,000 billion in 2000 in additional fuel costs to comply with environmental regulations.

We are parties to a significant number of legal proceedings relating to environmental matters.
The aggregate amounts of damages that we may be required to pay and the aggregate costs of remediation
or preventive measures we may be required to implement following final adjudications in these
proceedings may be significant.

Y ou should read “Item 4. Information on the Company—Regulatory Matters—Environmental
matters’ and “Item 8. Financia Information—Other Financia Information—Legal Proceedings’ for a
more complete discussion of environmental matters.



We may incur significant capital expendituresto comply with new legislation on eectromagnetic
fields, we may not be fully reimbursed for these capital expenditures.

The Italian parliament recently passed a new law on electromagnetic field exposure. The law is
intended to protect the genera public and workers against aleged potentia long-term health effects of
exposure to el ectromagnetic fields generated by both low frequency infrastructures, including electricity
transmission and distribution lines and substations, and high-frequency infrastructures, including the
transmission stations that WIND uses to provide mobile telephone services. The new law may make it
more difficult for usto install new electricity transmission and distribution lines and substations in the
future and may limit WIND’s ability to expand the coverage for its mobile operations. The new law aso
provides for the adoption and implementation of programs to bring existing eectricity transmission and
distribution lines, substations and high frequency infrastructures into compliance with electromagnetic
exposure requirements to be set by the Italian government. Current limits for high-frequency
infrastructures were set in 1998 and are expected to continue unchanged. If the Italian government were
to set limits that are stricter than those currently in effect, in order to comply with the requirements of the
new law, we would be required to upgrade, move or make other changes to some of our existing
electricity lines and transmission and distribution facilities and /or our mobile telephony infrastructure.
This process would involve significant costs. Although with respect to eectricity transmission and
distribution lines and substations, the new law requires the Energy Authority to set criteria, terms and
conditions for the recovery of the costs that the owners would bear in implementing the required
restructuring, any actua reimbursements we receive may be lower than our actual costs. Our results and
financia condition may be adversely affected as a consequence. Y ou should read “Item 4. Information on
the Company—Regulatory Matters—Environmental matters’ for a more detailed description of the new
law.

The competition we facein the electricity market will increase.

For many years we had virtually no competition in the markets for the generation, transmission
and distribution of eectricity in Italy. The increase in competition under the new electricity market
structure called for by the Bersani Decree may materially adversely affect our results of operations and
financia condition. In particular, eectricity prices in competitive markets may be lower than existing
tariffs and our results of operations may be adversely affected as a consequence.

We currently face limited competition from independent power producers and municipal utilities
in our generation business. We also face competition from suppliers and wholesalers for sales to so-
called Eligible Customers, that are intensive users of electricity and may freely purchase electricity from
different producers. Competition will increase as the industry is liberalized. The government recently
mandated transfer to the free market of approximately 45 TWh hours of “CIP 6” electricity produced
from renewabl e resources and lowered consumption thresholds for qualification as an Eligible Customer,
thus increasing the number of customers able to participate in the free market. We expect that
competition will increase further:

after the introduction of the pool market, on which prices will be determined by competitive
bidding; and

after we dispose of each of the Gencos to parties that will become our primary competitorsin the
Italian generation market.

Increased competition could reduce our market share, revenues and margins. In addition,

athough we do not expect that the amount of imported electricity sold in Italy will increase significantly
because of capacity constraints on transmission interconnections with other countries, the ability of other
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suppliers to purchase imported electricity, which is generaly less expensive than that produced in Italy,
and resdll that electricity in the Italian market will tend to reduce eectricity prices. For a more complete
description of the new regulation of the industry and the way we expect it to affect the market, you should
read “Item 4. Information on the Company—Regulatory Matters—Electricity Regulation”.

Significant increasesin fuel priceswill have a negative effect on our operating results

Our thermal generating plants use fud oil, natural gas and coal to generate electricity. Increases
in energy prices therefore have a direct effect on our operating costs. 1n 2000, our fuel costs increased by
approximately 73% compared to 1999, reflecting significantly higher market prices for energy,
particularly fuel oil. Both the cost and availability of fuel are subject to many economic and political
factors and events occurring throughout the world that we can neither control nor accurately predict.
Substantial price increases or the unavailability of adequate supplies could have a material adverse effect
on our results of operations and financia condition.

Interruptionsin the availability of natural gaswould adver sely affect our operations.

In 2000, approximately 36% of the electricity we produced was generated by plants using natural
gas. Our use of natural gas hasincreased in recent years, and can be expected to continue to increase in
the near future, particularly as we convert plants to combined cycle technology. A significant portion of
the natural gas we currently use depends on supplies from Algeriaand Nigeria. Security concerns
associated with this imported supply make our natural gas-powered operations especially sensitive to the
availability of natural gas.

Risks Related to our Telecommunications Business

WIND’sand Infostrada’s ability to offer competitive services depends on the use of rapidly
changing technologies, which are unproven and can requir e the expenditur e of significant amounts.

The telecommunications industry is subject to rapid technologica change, which puts pressure on
existing participants and new entrants to develop new or advanced fixed-line, mobile or Internet
technologies that are unproven and may not provide the expected advantages over existing technologies.
We cannot predict the effect of these technological changes on WIND or Infostrada or their ability to
provide competitive services.

In late 2000, WIND made an initia payment of Lit. 4,000 billion in order to acquireaUMTS
license from the Italian government for the provision of third generation mobile telephony services.
WIND will be required to make substantial investments during the next several yearsin order to build out
its UMTS network and develop related services and products, as well as paying an additional Lit. 700
billion in respect of its license over the next ten years. UMTS technology and UMTS-related services,
however, are unproven. If UMTS technology is not developed on atimely basis, or if it does not deliver
the anticipated advantages over current services or gain widespread acceptance, WIND’s results of
operations could be materially and adversdly affected.

In connection with WIND’ s purchase of the UMTS license, we and France Telecom together
made available to WIND atotd of Lit. 1,600 billion, of which we were responsible for approximately Lit.
906 hillion, the amount proportiona to our shareholding in WIND. WIND raised the additiona fundsto
make the Lit. 4,000 billion initial payment for the license through a finance agreement with a syndicate of
international banks. The bank that had previously granted project finance to WIND granted WIND a
specific waiver, currently valid until November 2001, to expand the origina purposes for which the funds
they had provided could be used and to allow WIND to incur the additional debt represented by this new
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loan. The finance agreement requires that WIND comply with certain financial and other conditions.
WIND is likely to face higher financing costs and we may be required to make repayments if WIND fails
to comply with these conditions. WIND currently expects to refinance its existing debt during the second
half of 2001 and may face increased financing costs at that time.

We and France Telecom have also delivered a counter-guarantee in connection with WIND’s
financing of the remaining Lit. 700 billion due for the license, which WIND can pay over a period of ten
years.

WIND and Infostrada expect that competition for resources and infrastructure needed to develop
new telecommunications technologies will intensify. As new technologies develop, WIND and Infostrada
may be placed at a competitive disadvantage and competitive pressures may force them to implement
these new technologies at a substantial cost. If WIND and/or Infostrada are unable to implement these
new technologies on atimely basis, penetrate new markets in atimely manner in response to changing
market conditions or customer requirements, or if new or enhanced services offered by either of them do
not achieve a significant degree of market acceptance, WIND and/or Infostrada could experience a
materia adverse effect on respective operating results.

WIND and Infostrada face increasing competition.

The Italian and EU telecommunications sector is highly competitive and we expect competition
to increase.

In fixed-line telephony, WIND and Infostrada compete primarily with Telecom Itdia, the
incumbent operator that historically held a monopoly for fixed-line servicesin Italy and continues to hold
asignificant majority of the overal market for fixed-line services. WIND and Infostrada also face
competition from arapidly growing number of other fixed-line operators that, like WIND and Infostrada,
seek to offer customers an aternative to Telecom Italia

WIND & so faces strong competition in its mobile telephone business, particularly from Telecom
Italia Mobile and Omnitel Pronto Italia, the two leading wireless operatorsin Italy. Competition
increased further with the arrival in 2000 of Blu, a fourth mobile telephone service provider. WIND
expects further competition from two new mobile operators which, along with Telecom Italia Mobile,
Omnitel and WIND, successfully bid for UMTS licenses for third generation mobile telephony servicesin
2000.

WIND and Infostrada also face significant competition from existing operators in the Internet and
data service areas, and we expect that new competitors will emerge as these markets continue to evolve
and grow.

Telecom Italia, WIND’ s and Infostrada’ s principal competitor, has greater financia resources,
more developed infrastructure and largest market share than WIND and Infostrada do, either individually
or as acombined entity. In order to compete effectively with existing competitors and any new entrants,
WIND and/or Infostrada may be required to reduce their respective tariffs further and make additional
capital expenditures to develop their respective services; subsequent reductions in revenues or increases
in costs could have a material adverse impact on WIND’s and/or Infostrada’ s operating resullts.

We may not be able to successfully integrate the businesses of WIND and Infostrada.

We need to integrate the operations, infrastructure, personnel and services of Infostrada and
WIND. The difficulties of integration may be increased by the necessity of coordinating the operation
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and buildout of two networks which overlap in some locations, of combining sales and marketing efforts
for similar fixed-line telephony products and of efficiently integrating the management of the two
companies while retaining key personnel of both companies. Failure to successfully integrate Infostrada
with WIND could place an excessive strain on WIND’ s or Infostrada s management, cause customer
dissatisfaction, lead to inefficient operations and increase our capital expenditures related to our
investment in WIND.

WIND and Infostrada rely on their agreementswith other fixed-line and mobiletelephone carriers
to provide telephone services.

WIND and Infostrada depend on their interconnection agreement with Telecom Italia s network
to provide indirect access for their fixed-line telephone services and on their ability to lease lines from
Telecom Italiato provide direct access for certain of WIND’s and Infostrada’ s largest corporate clients.
WIND and Infostrada also rely on interconnection and roaming agreements with other telephone
operators, including international carriers, to expand the scope and range of their telephony services.
WIND’s and Infostrada’ s ability to operate their and offer services to their customers may be adversely
affected if Telecom Italiaor any of the other carriers with which WIND or Infostrada have such an
agreement fails to provide WIND’ s and/or Infostrada s customers with access to their network or is
willing to do so only on terms and conditions that are unacceptable to WIND and/or Infostrada. WIND’s
and/or Infostrada’ s ability to offer telephone services at competitive prices may also be adversely affected
if the interconnection fees resulting from these agreements increase.

WIND and Infostrada may not be able to expand their fixed-line business as planned if the Italian
Communications Authority failsto open up the Italian fixed-line network to competition through
“unbundling the local loop”.

WIND and Infostrada plan to offer direct access to their fixed-line customers following the
unbundling of the local loop, a process whereby Telecom Italiais required to give aternative carriers
such as WIND and Infostrada access to the “local loop”, Telecom Itaiad s “last-mile” connections that
include the wires leading to a customer’s home or office. European regulations require that unbundling of
the local loop be completed by January 1, 2001. In December 2000, the Communications Authority set
forth a stringent timeframe for unbundling the local loop. However, due to the highly complex technical
process required to achieve this objective, the unbundling has been delayed, and the Communications
Authority has granted Telecom Italia an extension of certain deadlines beyond January 1, 2001.

Any delay in the unbundling of the local loop islikely to adversely affect WIND’ s and
Infostrada s strategy to offer direct accessto their customers. WIND or Infostrada may also be adversely
affected if access to the local loop is offered only on economic terms that do not make it financially
attractive for WIND or Infostrada to offer direct access to their customers.

WIND’s and Infostrada’s ability to build out their network is dependent on their receipt of licenses
and government authorizations.

WIND and Infostrada require government licenses and authorizations for rights of way to build
out their network. We cannot assure you that WIND and/or Infostrada will be able to obtain new licenses
or authorizations or renew those that expire, in which case WIND or Infostrada will have to ater their
plans for the development of their network. WIND and/or Infostrada may be also adversely affected if
other telecommunications operators obtain licenses and authorizations on more favorable terms.

We have made significant capital investments in developing our telecommunications business
and expect that we will continue to be required to do so. Recently, we incurred a substantial amount of
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debt and made significant expenditures in connection with WIND’ s purchase of athird generation UMTS
mobile license and our acquisition of Infostrada. Y ou should read “ltem 4. Information on the
Company—Business—Telecommunications—WIND—TFinancia Results”

The success of our telecommunications business will be affected by our ability to retain key
personnel.

We believe that WIND’s and Infostrada’ s growth and future success will depend in large part on
their continued ability to attract and retain highly skilled and qualified personnel. The competition for
qualified personnd in the telecommunications and Internet industries is intense. The loss of senior
management or the failure to recruit and train additional qualified personnd in the future could
significantly impede our plans to build telecommunications as a core business.

Although we have a majority interest in WIND, major business decisions require the agreement of
our partner.

Although we own 56.6% of WIND’s shares, WIND’ s by-laws and our shareholder agreement
with France Telecom effectively require that we and France Telecom agree on maor business and
strategy decisions. We can give you no assurance that we and France Telecom will agree on such matters
in the future. Our failure to reach an agreement with France Telecom at any such time may also prevent
us from implementing strategies that we then believe would be beneficial to WIND. Our shareholder
agreements provide that if we fail to agree with France Telecom on certain of these matters, we may be
required to buy France Telecom’s sharesin WIND, and in some cases, to pay a premium to France
Telecom above the shares market value. Our agreements also provide for a put option in the event of a
deadlock between France Telecom and us that entitles one party to sell its shares to the other at the price
set forth in the agreement after certain dispute resolution mechanisms are exhausted. Y ou should read
“Item 4. Information on the Company—Busi ness—Tel ecommuni cations—WIND—A greements with
France Telecom” for a more detailed discussion about our shareholder agreements.

Other Risks Relating to our Businesses

If the Italian government reduces early retirement pensions, it will be more expensive for usto
continue our plan of voluntary workfor ce reduction.

Our ability to improve labor productivity and reduce the aggregate number of our employees may
be affected by changes in government regulation. Beginning in 1996, we have reduced our headcount
substantially, primarily by providing incentives for early retirement and through attrition. In recent years,
anumber of Italian politica figures have proposed plans for significant reform of the nationa pension
system. Any substantial reform of the current system may reduce the availability of early retirement
pension benefits. If this occurs, it may be more expensive for us to continue our plan of voluntary
headcount reduction.

The difference between the treatment under Italian GAAP and U.S. GAAP of cash payments we
arerequired to maketo the Italian national pension system in the year s 2000-2002 has had and will
have a significant negative effect on our U.S. GAAP resultsin each of thosethreeyears.

The Italian state budget for 2000 provided for the termination of the electricity pension fund and
the enrollment of electricity workersin the genera pension fund for Italian employees. We expect that
the net impact of this change on our cash flow over the three year period from 2000 to 2002 will be
approximately Lit. 3,500 hillion. This estimate includes the effect of lower payments we will make to the
nationa pension system in respect of the family benefits program following the January 2000 reduction of

14



3.72 percentage points in the rate on which our payments are based. Under Italian GAAP, we are
expensing the amounts paid in the years 2000-2002 proportionately over the twenty-year period between
2000 and 2019. However, for U.S. GAAP purposes, we are required to expense these amounts in 2000-
2002, during the year that the contributions are due. The difference between the treatment of these
payments under Italian GAAP and U.S. GAAP has had and will have a significant negative effect on our
U.S. GAAP results in each of the three years in which we are expensing the payments. 'Y ou should read
“Item 5. Operating and Financial Review and Prospects’ and our consolidated financia statementsfor a
more detailed description of the reform of the electricity pension fund.

The phasing in of the Euro by January 1, 2002 may pose operational problemsand require
additional expenditures.

We are modifying our computer systems and programs in the ordinary course of business to
accommodate transactions in Euro. Although we believe that we will not incur any further expenditures
related to the conversion to the Euro apart from these ordinary course modifications, there can be no
assurance that the conversion to the Euro will not have an adverse effect on our business, operations or
financia condition. Whether or not the Euro conversion will have an adverse effect on us is dependent
on, among other things, our ability to execute successfully plans to mitigate the risks associated with the
conversion, as well as the execution of transition plans by the many firms and financial ingtitutions with
which we do business.

Risksrelating to our Ordinary Sharesand ADSs

The Treasury Ministry isour majority shareholder and will continue to control important actions
of our company.

The Treasury Ministry holds approximately 68% of our outstanding share capital and therefore
controls us.

So long as the Treasury Ministry holds a mgjority of our ordinary shares, it will have the right to:

Control a number of important actions that we take, including the power to block capital increases
and other amendments to our by-laws;

Elect the chairman of the board of directors and al but one-fifth of the other directors; and
Appoint amember and an aternate member to our board of statutory auditors.

The special powers of the Italian government may limit our shareholders ability to benefit from a
premium in connection with a change of control transaction.

The Italian privatization law and our by-laws confer upon the Italian government, acting through
the Treasury Ministry (which will act after consultations with and in agreement with the Industry
Ministry), certain specia powers with respect to our business and actions by our shareholders. These
powers will permit the government to influence our business regardless of the level of its shareholding.
The Government may review the scope and duration of the Treasury Ministry’s specia powers starting
from September 2004.

The Treasury Ministry directly appoints one member of our board of directors and the chairman
of our board of statutory auditors, in addition to the directors and statutory auditors elected by the
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Treasury Ministry in its capacity as a shareholder. In addition, the Treasury Ministry has veto power
over:

Whether any investor acquiring 3% or more of our share capital has the right to vote at our
shareholders' meetings. Should the Treasury Ministry exercise this veto power, investors must
sell their shareholding in us within one year;

Whether shares that are subject to shareholders' agreements covering 5% or more of our share
capita may be voted at our shareholders mestings; and

Major corporate actions involving us such as a merger or a demerger.

As aresult, independent of the Treasury Ministry’sinterest in our share capital, we may not enter
into change of control transactions without the approval of the Treasury Ministry, in agreement with the
Industry Ministry. This may limit our shareholders ability to benefit from a premium in connection with
achange of control transaction.

Thevalue of the ordinary sharesor ADSs may be adver sely affected by sales of substantial amounts
of ordinary shares by the Treasury Ministry or the perception that such sales could occur.

The Treasury Ministry may sell additional portions of its shareholding in us at any time and has
announced that it intends to do so in the future. There are no minimum ownership or similar requirements
under Italian law that would limit sales of additional shares by the Treasury Ministry. Sales of substantial
amounts of our ordinary shares in the public market by the Treasury Ministry, or the perception that such
sales could occur, could adversely affect the market price of the ordinary shares and ADSs and our ability
to raise capital through equity offerings.

Thedollar value of dividendswe pay in respect of our ordinary sharesand ADSswill be affected by
the Euro/dollar exchangerate.

We pay cash dividends in lire and will start paying cash dividends in Euro on July 9, 2001; asa
result, exchange rate movements may affect the U.S. dollar amounts that investors receive from the
depositary if they hold ADSs. The price of our ordinary sharesis quoted in Euro. Exchange rate
movements may also affect the U.S. dollar price of the ADSs and the U.S. dollar equivaent of our
ordinary share price.

If you hold ADSsrather than ordinary sharesit may be difficult for you to exer cise some of the
rights of a shareholder.

It may be more difficult for you to exercise the rights of a shareholder if you hold ADSs than it
would be if you directly held ordinary shares. For example, if we offer new shares and you have the right
to subscribe for a portion of them, the depositary is alowed, in its own discretion, to sell for your benefit
that right to subscribe for new shares instead of making it available to you. Also, in some cases you may
not be able to vote by giving ingtructions to the depositary on how to vote for you.

FORWARD-LOOKING STATEMENTS
This annua report includes forward-looking statements. We have based these forward-looking

statements on our current expectations and projections about future events. These forward-looking
statements include among other things:
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Our intention to develop our telecommunications business and to integrate WIND and
Infostrada;

Anticipated trends in our business, including trends in demand for electricity;
Our ability to implement successfully our cost reduction program;

Changesin our regulatory environment and expectations on how the new regulations will be
implemented,;

The impact of the change in tariffs that took effect on January 1, 2000;

The disposal by January 1, 2003 of 15,057 MW of our net installed capacity (equivalent to
approximately 16,000 MW of grossinstalled capacity), through our disposition of the three
Gencos we created in 1999,

The disposal, within 90 days following our disposal of the last Genco, of 5,500 MW of
additional generation capacity as ordered by the Antitrust Authority in connection with its
decision on our acquisition of Infostrada, that we have appealed;

The consolidation of distribution networks in many municipalities, including the possible sale
of portions of our distribution network to municipal utilities;

The remuneration of our generation activities based on competitive electricity prices rather
than tariffs following the introduction of the pool market, which we currently expect to occur
sometime in 2002,

Our intention to develop new businesses or expand our non-core businesses; and
Future capital expenditures and investments.

The forward-looking statements included in this annual report are subject to risks, uncertainties
and assumptions about our company. Our actual results of operations may differ materially from the
forward-looking statements as a result of, among other things, the risk factors described under “Risk
Factors.” We undertake no obligation to publicly update or revise any forward-looking statements,
whether as aresult of new information, future events or otherwise occurring after the date of this annual
report. In light of these risks, uncertainties and assumptions, the forward-looking events discussed in this
annual report might not occur.
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Item 4. Information on the Company
HISTORY AND DEVELOPMENT OF THE COMPANY

We were established in December 1962 as a state-owned entity (Ente Nazionale per I'Energia
Elettrica) through the nationalization of approximately 1,250 private power companiesin Itay. Our
principal objective following the nationalization was to provide low cost electricity to support the
development of the country. We believe that we have accomplished the purpose for which we were
established. 1n 1962, of atota population of 51 million, about 2 million Italians did not have electricity,
and the country had only approximately 300,000 kilometers of high, medium and low tension eectricity
lines. Electricity now reaches virtualy the entire Italian population, and at September, 2000, the country
had about 1,095,700 kilometers of transmission and distribution lines.

In 1992, we ceased to operate as a public entity and were transformed into a joint stock company,
End Sp.A. In 1997, we formed WIND Telecomunicazioni S.p.A., which is now our joint venture with
France Telecom, for telecommunication services. During 1998, we organized our operations to establish
strategic divisions, with separate management structures, for each of our main businesses. Beginning in
October 1999, as required by the Bersani Decree, we formed separate companies to which we assigned
the responsibility (and related assets, liabilities and personnel) of each of our significant businesses. In
addition to WIND, which is active in the telecommunications sector, our key subsidiaries include the
following: Enel Produzione S.p.A., for energy generation; E.R.G.A. Sp.A., for generation of energy from
renewable sources; Enel F.T.L. Sp.A., which purchases fuel for all of our generating operations and is
active in the fuel trading and logistics sector; Terna S.p.A., which owns and operates Italy’ s national
electricity grid; Enel Distribuzione S.p.A., which distributes electricity to so-called Non-Eligible
Customers (who must purchase eectricity from alocal distributor); Enel Trade S.p.A., which sells
electricity to so-called Eligible Customers (who may purchase electricity on the free market); SEI Sp.A.,
which provides commercial real estate management services, Enel.it, our group-wide information
technology unit; So.l.e. S.p.A., which operates our public lighting servicesin Italy and abroad; and Enel.s
S.p.A. which offers electricity systems-related services and “beyond the meter” products and services,
such as consulting and sale of dectricity equipment. Each of the entities named in this paragraph is an
Italian corporation.

In November 1999, we completed an initial public offering of 3,848,802,000 shares, representing
asae of 31.74% of the company. The gross proceeds of the initial public offering were Lit. 32,045
billion. Asaresult of theinitia public offering, our ADSs were listed on the New Y ork Stock Exchange
and our shares were listed on Mercato Telematico Azionario or Telematico, the Italian screen-based
dealer market managed by Borsa Italiana S.p.A.

Since 1999, we have continued to diversify our businessin order to provide a variety of utilities
and services. Our new business sectors include power-related engineering and construction servicesin
developing countries (through Enelpower S.p.A.), water distribution (through Enel.Hydro S.p.A.), and
gas distribution (through several independent gas distributors we have acquired). Complementing our
existing telecommunications business (WIND), in March 2001, we acquired from a subsidiary of
Vodafone Group plc al of the outstanding shares of Infostrada, one of Italy’ s leading alternative
providers of fixed-line telecommunications services, the owner and operator of one of Italy’s leading
Internet portals and its leading Internet services provider.

Enel S.p.A. isasocieta per azioni, i.e. ajoint stock company whose capital is represented by
shares, incorporated under the law of Italy. Our statuto, or bylaws, provide that the duration of our
company is until December 31, 2100. Our registered officeis at Viade Regina Margherita 137, Rome
Italy. Our telephone number is +39.06.8509.1. Our agent in the United States is The Honorable
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Ferdinando Salleo, Italian Ambassador to the United States, with an address at 1601 Fuller Street, N.W.,
Washington, D.C. 20009.

BUSINESS
Overview

We are the principal eectricity company in Italy, with the leading position in the generation,
transmission, distribution and supply of eectricity. Our net electricity production in 2000 was 182.5
TWh, having increased by 2.1% from 1999. Based on data provided by the Gestore della Rete, we
estimate that such production represented 69.6% of Italian production during 2000. According to
Bloomberg, in the year 2000, measured by the amount of electricity sold, we were the third-largest
dectric utility in the 29 member states of the Organization for Economic Co-operation and Devel opment
and, based on market capitalization, we were the largest publicly traded electric utility in Europe. Based
on revenues, we are one of the largest industrial companiesin Italy, with operating revenues of Lit.
48,618 hillion, or approximately $24 billion, in 2000. We earned net income of Lit. 4,236 billion, or $2.1
billion, in 2000.

We produce a mgority of al eectricity generated in Italy through our generation segment, which
consists of Enel Produzione S.p.A., our primary generating company, ERGA S.p.A., which speciadizesin
producing electricity from renewable resources, and Eurogen S.p.A., Elettrogen S.p.A. and Interpower
S.p.A., the three newly formed companies we call the Gencos, which own generating plants having a net
installed capacity totaling approximately 15,000 MW. As of December 31, 2000, we have 746 generating
plants, consisting of thermal, hydroelectric, geothermal and other renewabl e resources facilities, which,
based on data provided by the Gestore della Rete, we estimate represented approximately 76% of the total
gross installed capacity in Italy as of December 31, 2000. In 2000, 77.5% of our production was from
thermal plants, 20.1% was from hydroel ectric plants and the remaining 2.4% was from geothermal and
other renewable resources plants. We no longer own or operate any nuclear plants. Asexplained in more
detail below, recent Itaian legidation designed to liberalize the el ectricity market requires us to dispose
of approximately 27% of our generating capacity by 2003. We will dispose of the Gencos to meet this
requirement.

Through Terna S.p.A., we continue to own amost al the transmission assets of Italy’s national
dectricity grid and we are the sole owner of Italy’s network of high voltage 380 kV lines. However, asa
part of the liberdization of the Italian electricity sector, we were required to transfer responsibility for the
management and control of the national transmission grid and responsibility for electricity dispatching to
Gestore della Rete di Transmissione Nazionale S.p.A., commonly referred to as the Gestore della Rete, a
company now wholly owned by the Treasury Ministry following our transfer of al of its sharesto the
Treasury Ministry free of charge on April 1, 2000. The transmission system that we own and that the
Gestore della Rete operates carries dmost al the dectricity transmitted to distribution networks for sale
in Italy. At December 31, 2000, that transmission system consisted of atotal of 37,216 km of lines and
261 primary transformer stations.

Through Enel Digtribuzione S.p.A., we are the largest electricity distributor in Italy. In 2000, we
provided electricity to approximately 92% of the residential customersin Italy. Of the 192.4 TWh of
electricity we sold to the final customersin the regulated market in 2000, approximately 40% went to
industrial customers, 29% to customers in the commercial and other services sector, 29% to residentia
customers and 2% to the agricultural sector. We aso distributed atotal of 43.5 TWh of electricity to
Eligible Customers participating in the free market and sold to other distributors or exported an aggregate
of 8.7 TWh of eectricity during the year. At December 31, 2000, our distribution network consisted of a
total of 1,062,879 km of lines, mostly medium and low voltage, and 409,722 primary and secondary
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transformer substations, with atotal transformer capacity of 155,009 MVA. As described in more detail
below, recent Italian legidation requires us to dispose of our distribution networks in certain
municipalities.

The following table shows selected operating data for our electricity operations for each of the
past five years. Net production equals gross production of electricity less consumption by units
generating electricity and mechanical and electrical losses in production.

1996 1997 1998 1999 2000

Grossinstalled capacity at period end (GW)....... 57.1 58.2 58.9 59.4 58.9

Net production (TWHh) ... 179.9 177.2 179.5 178.8 182.5
Electricity sold to final customers and to

municipal distributors (TWh)........ccooeeeenene 2138 219.3 226.2 230.5 222.9

Customers at year end (millions)........c.cccceceveeuneee 28.7 29.0 29.3 29.7 29.8

Our most significant business outside of our core electricity operationsis WIND, our
telecommunications joint venture with France Telecom. As of March 31, 2001, WIND provided
integrated fixed-line and mobile telephony services to approximately 5.1 million customersin Italy and
had approximately 1 million registered users for itsinternet access services. On March 29, 2001, we
acquired from a subsidiary of VVodafone Group plc al of the outstanding shares of Infostrada, one of
Italy’ s leading aternative providers of fixed-line telecommunications services, the owner and operator of
one of Italy’s leading Internet portals and its leading Internet services provider. Y ou should refer to “—
Telecommunications—Infostrada—The Acquisition” for a more detailed discussion of the Infostrada
transaction.

In accordance with our multi-utility, multi-service strategy, we are also diversifying into other
businesses that include gas and water distribution, as well as developing our engineering and construction
and real estate services and our public lighting, electricity systems-related services and information
technology and fuel trading and logistics resources.

The following chart sets forth our principal business units and the companies through which some
of these businesses are conducted.
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Name

Enel Sp.A.

Enel Produzione S.p.A.
Eurogen S.p.A.
Elettrogen S.p.A.
Interpower S.p.A.
ErgaS.p.A.

Elettroambiente S.p.A.

Terna S.p.A.

Enel Distribuzione Sp.A.

Enel Trade Sp.A.
End F.T.L. SpA.

Enel . Hydro Sp.A.

Sel SpA.

Dalmazia Trieste Sp.A.

Conphoebus Sp.A.

Enelpower Sp.A.

Enel.it Sp.A.

So.l.e. SpA.
Enel.re.Ltd

Enel.s Sp.A.

Enel .factor Sp.A.
Agas Sp.A.
Colombo Gas S.p.A.
So.ge.gas S.p.A.
CESI SpA.

Enel Capita S.p.A.
Wind Sp.A.
IT.Net SpA.
Mondowind Srr.l.

Infostrada S.p.A.

Principal Business

Holding Company

Electricity power generation
Electricity power generation
Electricity power generation
Electricity power generation

Electricity power generation from renewable
geothermal and alternative sources

Electricity power generation waste
Transmission of electric power

Electric power distribution and salesto Non-
Eligible Customers

Sales of electric power to Eligible Customers
Fuel trading and logistics

Design, construction and management of
water distribution networks

Commercial real estate management and
general services

Residential real estate management
Renewable energy related services

Engineering and development of generation
and transmission systems

Information technology and infrastructure
related to transmission services

Public lighting

Reinsurance

Electricity systems-related services
Factoring

Natural gas distribution

Natural gas distribution

Natural gas distribution

Services and research for the electricity sector
Venture capital
Telecommunications

Internet provider
Telecommunications product sales

Telecommunications
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Country of
Incor poration

Italy
Italy
Italy
Italy
Italy

Italy

Italy
Italy

Italy

Italy
Italy
Italy

Italy

Italy
Italy

Italy

Italy

Italy
Ireland
Italy
Italy
Italy
Italy
Italy
Italy
Italy
Italy
Italy
Italy

Italy

Group Percentage Owner ship

100%
100%
100%
100%

100%

100%
100%

100%

100%
100%

100%

100%

100%
100%

100%

100%

100%

99.99%

100%

80.00%

100%

100%

100%

57.92%

100%

56.63%

100% owned by Wind S.p.A.
100% owned by Wind Sp.A.

100%



Strategy

Consistent with the objectives announced during the first phase of our privatization and

capitalizing on the achievements of our new management since its appointment in 1996, during the next
few years we intend to

Continue to reduce costs and optimize efficiency and invested capital in our electricity
businesses;

Capitalize on our broad customer and asset base in order to be a leading multi-utility player;
Further develop our rapidly growing telecommunications activities, and
Selectively implement an international expansion.

Continue to reduce costs, and to optimize efficiency and invested capital in our eectricity
businesses. Since the approva of the Bersani Decree, which set the framework for liberalizing the Itaian
electricity market, competition has increased in our core electricity generation and distribution businesses,
both from existing market participants and new entrants. In addition, significant reductionsin
government-set eectricity tariffs that came into effect in 2000 have reduced and will continue to reduce
our revenues from sales of dectricity. In order to respond to these challenges, we intend to continue
implementing rationalization and cost-cutting programs in each of our electricity businesses.

In so doing, we intend to build on our achievements to date, including the following:

we have decreased our total number of personnel from 95,464 at December 31, 1996 to
72,647 a December 31, 2000, excluding those employed by WIND. In 2000, we reduced our
headcount by approximately 7.5% of the total at the beginning of the year. As aresult of
these cuts, we reduced our personnel costs by atotal of approximately 27% between 1996
and 2000;

we have reduced our annual costs associated with general services, materials and supplies as
a percentage of our revenues from approximately 13% in 1996 to approximately 10% in
2000;

we have initiated focused cost reduction and management rationalization programs in each of
our electricity businesses to improve our efficiency and competitiveness, which we intend to
complete in the next few years, and

we have established Enel Trade as the leading supplier of electricity to the free market,
offering Eligible Customers tailored electricity services, value-added services and the supply
of natural gas, which we plan to expand in the near future.

As part of our regular analysis and updating of our business plan, we have reviewed our internal
targets and established new and more ambitious objectives. We intend to continue our cost reduction
efforts while investing in each of our electricity businesses, with our principal objectives being:

improving the efficiency of our generating facilities to better compete in the liberalized
market;
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enhancing the cost position and service quality of our electricity transmission and distribution
operations in an effort to maximize our profitability from price-regulated activities, and

leveraging our distribution assets so asto create, in the medium term, a platform for an
integrated offering of multi-utility services to our broad customer base.

Generation. In order to alow our generation business to compete effectively in the liberalized
market, we plan to:

convert to combined cycle gas turbine, or combined cycle, technology therma plants that
represent at least 4,500 MW of the net installed capacity we will retain after disposing of the
Gencos. We currently expect to invest approximately Lit. 2,500 billion in this project
through its anticipated completion in the year 2005. We expect these investments to increase
the thermal efficiency and productive flexibility of our generating assets significantly;

continue to improve the fuel mix we use for electricity generation so asto allow usto burn
less expensive fuel, as well as reduce fluctuations in our overall fuel costs. We aim to reduce
the amount of eectricity we produce from high cost, low sulfur fud oil by increasing the
amount generated from natural gas and low cost fuels such as orimulsion and coal, while
continuing to comply with applicable environmental requirements, and we also plan to install
new desulphurization and denitrogenation units in selected thermal plants;

decrease total headcount in our generation business by approximately 6,500 from January 1,
2001 through the end of 2005, with approximately 4,500 of the decrease attributable to our
disposal of the three Gencos;

reduce maintenance expenses through increased use of “when needed” maintenance instead
of planned maintenance programs; and

enhance the efficiency of our capital expenditures through improved planning and
implementation and through centralized engineering and procurement.

In implementing these initiatives, we aim to reduce our overal operating costs per kwWh by
approximately 10%-12% in the period from 2001 to 2005 and to otherwise improve our productivity in
order to meet the competitive challenge posed by the introduction of the pool market.

Transmission. In our transmission business, we intend to continue implementing our restructuring
program to reduce costs and capita expenditures, while increasing the revenues we now earn by
providing transmission services. Our major initiatives in this areainclude:

the development of a new remote management and control system designed to improve the
operating efficiency of our high voltage transmission network;

the implementation of a new organizational model based on centralized management and
decentralized control of operations supported by a SAP management information system that
has been operational since mid-2000; and

the expansion of our activities to include the sale of operation, maintenance and engineering
services to third parties who own or use high voltage power systems, including other electric
companies, municipal utilities and large industria plants.
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As aresult of these initiatives, by 2005, we expect to reduce annual operating costs per TWhin
our transmission segment by approximately 11% to 12%, while seeking to avoid or limit declinesin
revenues, notwithstanding scheduled tariff reductions mandated by the Energy Authority.

Distribution. 1n our distribution business, we plan to continue focusing on our cost reduction
program while investing in key infrastructure in order to build a platform for the supply of multi-utility
services to our current base of amost 30 million electricity customers.

Our cost-cutting program has been supported by an intensive benchmarking program, which
has identified a number of opportunities for cost reductions, particularly with regard to
personnel costs. Between January 1, 2001 and the end of 2005 we plan to reduce our
distribution costs per kWh (excluding amortization and depreciation) by approximately 16%,
primarily through a reduction in headcount of approximately 24% of our distribution
workforce at the beginning of this period. This target includes approximately 2,000 personnel
at the municipal distribution networks we will have to sell pursuant to the consolidation
process mandated by the Bersani Decree.

We intend to reduce investment and maintenance costs associated with management of our
network, principaly by centralizing and optimizing procurement processes through extensive
use of e-business platforms. These initiatives have aready enabled us to reduce procurement
costs by approximately 20% since 1999, and we expect further savings of approximately 5%
to 7% in the next few years.

We plan to focus a significant portion of our overall investments between 2001 and 2005 on
our distribution business, with planned expenditures relating to our distribution network
totaling approximately Lit. 16,400 billion during this period. In particular, we intend:

to invest approximately Lit. 6,300 billion in improving service quality with the goal
of exceeding targets established by the Energy Authority and thereby qualifying to
earn performance bonuses established as part of the new regulatory framework. We
also believe that these investments can be instrumental in improving customer loyalty
and satisfaction, building the basis for cross-selling multi-utility servicesin the
medium term. To improve service quality while reducing costs, we also intend to
invest approximately Lit. 330 billion through 2002 in order to establish a national call
center system composed by 25 centersintegrated in 8 clusters; and

to establish system-wide remote metering, in which we plan to invest approximately
Lit. 3,600 hbillion. This project, which is scheduled to start in the second half of 2001
and be completed in 2004, will involve the replacement of approximately 30 million
traditional mechanical eectricity meters with digital meters incorporating
sophisticated technology. We believe that this project will provide us with operating
advantages, including greater flexibility in tailoring charges for final customers and
lower costs deriving from both the reduced need for physical measurement of actual
electricity consumption by our personnel and faster, more precise measurement of
actual consumption.

Capitalize on our customer base and assets. We consider our distribution business to be the
platform for our multi-utility, multi-service strategy, and we plan to capitalize on our broad electricity
customer base, infrastructure, brand name and customer care capabilities to offer Italian consumers a
range of utility services, including natural gas and water.
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Gas digtribution and supply. Inthe natural gas sector, we plan to offer distribution servicesto
retail customers by acquiring local gas distributors, mainly in urban areas. The sector is highly
fragmented, and we expect it to undergo significant consolidation, in which we intend to play a major
role. During 2001, we continued our policy of acquiring additional local gas companies with operationsin
severa Italian regions. Together, these acquisitions have provided us with access to an aggregate of
approximately 500,000 customers. We intend to continue to grow in gas distribution so asto create a
customer base of approximately 2,000,000 customers by 2003.

We expect that our acquisition of other gas companies will be concentrated between 2001 and
2003. The liberaization of the gas market, which is currently expected to occur in 2003, should allow us
to continue to build our market share by attracting customers from other suppliersin afree market while
reducing the pace of our acquisitions.

The customer base of the companies we seek to acquire overlaps significantly with our eectricity
customer base. Should we be successful in making further acquisitions, we plan to build on this overlap
to take advantage of synergies in network infrastructure deployment and maintenance, as well asin
customer care. We also expect to be able to capitalize on economies of scale arising from the terms of
our existing agreements to acquire natural gas for our electricity generating activities in order to create
value by procuring gas for our newly acquired gas distribution companies at a cost that is significantly
lower than the terms previoudly available to them on a stand-alone basis.

In addition, we offer natural gasto industrial customers through the sales force of Enel Trade.

Water. Inthe water sector, we plan to offer distribution services mainly to retail customers by
acquiring local distributors, participating in local tenders for managing water-related activities and setting
up partnerships with local municipalities and distributors. Our pending acquisition of Acquedotto
Pugliese, which we hope to complete in 2001, would allow us to reach 850,000 customers representing a
total population of approximately 4.5 million, who for the most part are also part of our eectricity
distribution customer base. A pool of advisors has recently set the price for the acquisition of Acquedotto
Pugliese at Lit. 936 billion. The Treasury Ministry has announced its intention to challenge the advisors
determination. In May 2001, we a so submitted an offer to acquire Southern Water PLC, a UK water and
wastewater utility, which provides water services to 2.2 million of customers and waste water services to
4.4 million customers. We cannot anticipate the outcome of such negotiation.

Value-added services. In the context of our advanced digital metering project, we plan to deploy
new networking technology in order to create a complete end-to-end home and office networking
infrastructure that will alow us to deliver awide range of value-added services to both our residential and
business customers. These services may include, but are not limited to, monitoring and security of
customer homes or offices, as well as the remote control of appliances or equipment. To this end, we
signed a research and development agreement in June 2000 with Echelon Corporation, aleader in the
development of indoor communications technology and related services, providing for the use of
Echelon’s network control technology in our digital meter project. We are also working to develop
aternative methods of providing value-added services, including our Power Line project for supplying
data through electricity lines, and direct cabling in selected urban aress.

Further develop our rapidly growing telecommunications activities. We intend to continue to
diversify our revenue base by strengthening our position in the rapidly growing Itaian
telecommunications sector. WIND, our joint venture with France Telecom, has experienced very rapid
growth. Since the beginning of its commercial activitiesin early 1999, WIND’s customer base has grown
to approximately 5.1 million customers using approximately 9.2 million lines as of March 31, 2001,
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comprising approximately 5.7 million maobile telephone lines, 2.5 million fixed telephone linesand 1
million Internet registered users.

We believe that the support we have provided as one of WIND’s shareholders has significantly
enhanced the historical and future growth potentia of our telecommunication operations. We provided
sgnificant financia support to WIND in its start-up phase, and supported WIND’ s winning bid for one of
five UMTS licenses awarded by the Italian government in the last quarter of 2000. In addition, we have
leased to WIND its extensive fiber optic backbone and provided assistance in the build-out of its GSM
mobile telephone network.

On March 29, 2001, we acquired Infostrada, one of Italy’s leading fixed-line telecommunications
provider and largest Internet service provider, or ISP. Infostradd s Internet service had approximately 5
million access registered users as of March 31, 2001, while its wholly owned subsidiary Itaia Online
owns and manages an Internet portal of the same name that led the market in Italy in terms of page views
at the same date, according to Nielsen NetRatings. Infostradais also aleading alternative to Telecom
Italia, the incumbent operator, in fixed telephony services, with approximately 3.8 million customers, as
of March 31, 2001. WIND and Infostrada currently use different criteriato determine their number of
customers. We believe that Infostrada s strengths in the fixed-line and Internet businesses complement
WIND’s strengths in mobile communications and convergent offerings.

We intend to integrate the operations of WIND and Infostrada with the aim of:

preserving the growth drivers that have alowed both companies to be successful as start-ups
in the Italian telecommunications market;

integrating and rationalizing their respective sales forces and customer care operations in an
effort to achieve cost savings and enhance opportunities for cross-selling a full range of
products and services to the combined customer base;
consolidating Italia Online' s leadership position through the development of additional value-
added services and content, as well as alternative means of Internet access, including through
mobile phones; and
developing a plan to integrate their respective networks and information technology in order
to optimize the use and deployment of infrastructures with the aim of rationalizing overall
capital and operating expenditures and accelerating network roll-out.

Selectively implement an international expansion. We believe that:
the experience of our management in the eectricity business;
our technical expertise; and
our size and financia strength

congtitute a strong platform from which to pursue afocused international expansion.
We are currently focusing our internationa strategy on the acquisition of stakes in integrated

electric utilities or power generating companies in the Mediterranean region and Central Europe. We are
also developing a presence in the Middle East and North and South America, through:
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Enelpower S.p.A., our engineering and construction subsidiary, which has entered contracts
for the construction or expansion of generation plants with a total capacity of more than 3,000
MW in Greece, Great Britain, Saudi Arabia, Argenting, Brazil, Dubai, Qatar and Oman; and

E.R.G.A., our subsidiary specializing in energy produced from renewable resources, which
recently acquired CHI Energy and Energia Global International, Ltd. (EGI), two power
producers specializing in the development of renewable energy resources. CHI Energy has
300 MW of generating capacity in operation in North America. EGI operates plantsin
Central and South America with a gross installed capacity of 142 MW, which is expected to
increase to 246 MW when current construction and devel opment projects are completed.

Enel F.T.L., our fuel and trading subsidiary, which recently acquired Masefield Coal AG, one
of the most active cod trading companies in the international market, with central officesin
London and regiona branches in Jakarta, Moscow, Madras and Hong Kong.

The End Group
Italian Electricity Demand
Demand for dectricity in Italy has grown at an average annual rate of approximately 2.7% during

the past five years. The following table shows the annual rate of growth in Italy’s GDP in real terms and
the annual rate of growth in eectricity demand for the years indicated.

Compound
Annual
Growth
Rate
1996 1997 1998 1999 2000 1996- 2000
Growth in real GDP(1).....ccccvueuveerenee. 1.1% 2.0% 1.8% 1.6% 2.9 1.9%
Growth in electricity
AEMANA(2).crreeeeeeeeerereeneen 0.7% 3.2% 2.9% 2.3% 4.2% 2.7%
Sources:
1) Istat Reports for 1996, 1997, 1998, 1999, 2000 incl uding revisions to certain historical data made in 2001.
(%) Enel, Statistical Data about Energy in Italy, for data through 1998 and data from the Gestore della Retefor 1999 and 2000.

Electricity demand grew by 4.2% in 2000, after having grown by 2.3% in 1999. The rate of
growth in 1999 was less than the annual rate of growth in 1998 due in part to a owing of the Italian
economy during the early part of 1999. However, the rate of growth in electricity demand during the
second half of 1999 was higher than the rate during the first half of the year, and this trend accelerated in
2000, when dectricity demand increased by 4.2%. On the basis of available forecasts of expected growth
in Italian GDP and the increase in eectricity demand recorded in 2000, we currently estimate that demand
for electricity will grow at an annual rate of 2.9% in each of 2001 and 2002. In the event that actual GDP
growth in Italy is lower than the current forecasts, eectricity demand is likely to grow more sowly than
our current estimates.

Per capita electricity consumption is lower in Italy than in a number of other leading
industrialized countries. According to the Gestore della Rete, in 1999, eectricity consumption in Italy
was 4,638 kWh per capita, compared to an average of 6,010 kWh per capita for the European Union as a
whole. Asdifferencesin the industrial or commercia and service sectors among countries not related to
individual electricity use can distort comparisons of overall per capita production, we prefer to use per
capitaresidential electricity use as our basic comparative measure. The following table compares per
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capitaresidential electricity consumption in Italy with that of other countries in the European Union for
1999, the most recent year for which complete data is available.

Per Capita
Residential Residential
Inhabitants Consumption Consumption
(in millions) (TWh) (kWh/inhabitants)
FranCe......ooorneneenresesie s 59.1 127.1 2,151
United Kingdom..........ccccennenrnnnencsneneeeas 59.1 110.4 1,868
GEIMANY ...t senes 82.0 1311 1,598
European UnioN.........ccceevveeeeneneceenenennns 375.4 635.5 1,693
TEAIY e 57.6 60.7 1,053
SPAIN et 394 453 1,150

Source: Enerdata-World Energy database, except for Italy, for which the source is Gestore della Rete Statistical Data about Energy in Italy, 2000.

The penetration of electricity use, or total electricity demand as a percentage of total energy
requirements from primary sources, is also lower in Italy than the average for the European Union. The
following table compares penetration of electricity usein Italy with that of other countriesin the
European Union for the years indicated:

1973 1980 1990 1998
(per centages)
FranCe.......cuereeeee e 220 291 385 416
GEIMEANY ...ttt 29.8 34.2 39.0 39.3
European Union average..........ccocveveeeeeerereerernenens 26.6 31.6 36.9 36.8
TEAIY et 230 285 332 34.8
SPAIN .ttt 279 3338 36.5 345
UK et 320 344 35.2 325

Source: Enel. Energy Demand in the World, 1973-1998.

We believe that the current levels of per capita electricity consumption and penetration of
electricity usein Italy indicate that demand for electricity is likely to continue to grow, and that for the
next two or three years the rate of growth is likely to be greater than that of the European Union on
average. We believe that a principal reason per capita electricity consumption and penetration of
electricity use are not as high in Italy as the average for the European Union is that in the past the tariff
structure established by government regulation discouraged high-volume residentia use. Y ou should
read “—Regulatory Matters—Electricity Regulation—The new tariff structure” for a more detailed
discussion of tariffs.

We expect that any increases in eectricity demand that may occur are not likely to result in a
need for significant additional installed capacity in Italy in the near term because currently thereis
sufficient capacity in the Italian electricity system to cover expected growth in demand. The table below
shows peak capacity demand, net available capacity at the winter peak load (net of plantsin conservation
or unavailable due to environmental retrofitting), guaranteed capacity under contract between us and
foreign or domestic producers and our reserve margin in the period indicated. The Gestore della Rete has
not published data relating to 2000. Reserve margin represents the total of net available capacity and
guaranteed capacity under contract less peak capacity demand.
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1996 1997 1998 1999
(Gigawatts (“GW?"), except percentages)

Peak capacity demand...........cccoovvvrenvrerennsinenenes 39.2 41.7 42.6 2.7
Net available capacity ........ccoveeecnveveenerecseenns 437 47.1 48.2 485
Guaranteed capacity under contract ..................... 6.7 8.0 8.3 9.0
RESEIVE MAIGIN ..ottt 111 134 139 14.8
As apercentage of peak capacity
eMaNG ..o 28.4% 32.2% 32.6% 34.7%
Source: Enel.
Generation

At December 31, 2000, Enel Produzione and our four other generating companies (the three
Gencos and ERGA, which specializes in energy produced from renewable resources), operated a total of
746 generating plants. Our generating facilities include thermal plants, which burn fossil fuels,
hydroel ectric plants, geothermal plants and other facilities that generate electricity from renewable
resources. At December 31, 2000, these plants had atotal grossinstalled capacity of 58.9 GW,
representing approximately 76% of the total gross installed capacity in Italy. Our net electricity
production in 2000 was 182.5 TWh, having increased by 2.1% from 1999 and representing 69.6% of
Italian production during the year.

The following table shows the gross installed capacity at December 31, 2000 and the net
production in 2000 for the Italian electricity sector as awhole. Independent power producersinclude
industrial companies that produce electricity for their own use and for sale to third parties. Imports
include eectricity purchased from foreign producers on the spot market or under annua or long-term
contracts. Pumped storage consumption refers to the use of electricity by pumped storage hydroelectric
plants to pump water to elevated areas for use at alater time to generate el ectricity.

At December 31,

2000 2000
Per centage of
GrossInstalled Italian
Capacity Net Production Production
(GW) (TWh)
BNl 58.9 182.5 69.6%
Independent pOWEr ProdUCESS........ccccueuveeecieinenesieerereee e 15.9 69.4 26.4
MuUNiCipal ULHITIES.......cceevereccereee e 2.9 105 4.0
Total grossinstalled capacity and net productionin
TEAIY e L1 262.4 100.0%
Total net imPOortSinto Haly ......cccveveeeerrecee e 4.3
Total pumped storage consumption in [taly ........ccccoceevvenees 9.0
Total demand in Italy ... 2977

Source: ENEL’s estimates, based on data provided by Gestore della Rete

Y ou should read “—Competition in the Electricity Markets’ for a more detailed discussion of the
electricity marketsin Italy.

The following table shows certain statistics about our generating facilities, broken down by type
of plant at December 31, 2000 and for the year 2000. The weighted average age of the plants does not
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take into account refurbishments or upgrades after initial construction. The forced outage factor
represents the amount of electricity that was not produced during the period because of unplanned
outages, expressed as a percentage of the maximum theoretical anount of e ectricity that could been have
produced during the period.

At December 31, 2000 2000
Gross Weighted Per centage Forced
Installed Average Age Net of our Net Outage
Capacity of Plant Production Production Factor
GwW) (years) (GWh) (percent)
Thermal.......ecceecce s 413 20 141,391 77.5% 3.8%
Hydroelectric ......cvveeeeeerreccnreeeresens 16.9 39 36,692 20.1 3.0
Geothermal and other renewable............ 0.7 10 4,444 2.4 5.6
TOtal..oeceecre e 589 182,527 100.0%

Disposal of the Gencos

In order to increase competition in the Italian electricity generation market, the Bersani Decree
provides that after January 1, 2003 no single company or group may generate or import in aggregate more
than 50% of the total amount of electricity generated and imported in Italy. Accordingly, we must
dispose of not less than 15,000 MW of our net generating capacity by that date in order to reduce our
market share to an allowable level. In August 1999, the Italian government approved our plan to dispose
of plants representing approximately 27% of our generating capacity (15,057 MW of our net installed
capacity, which is equivalent to 16,067 MW of our gross installed capacity).

As part of this plan, in October 1999 we transferred to the Gencos the generating plants we
selected for disposal, together with the management teams and employees needed to operate these plants.
In October 2000, the process of the sale of Elettrogen, the first of the three Gencos, began. We have
chosen to structure the sale of Elettrogen as a multi-step auction, with the final buyer being selected on
the basis of price, aswell as certain other factors, including a business plan. It is expected that the sdle
will be completed during the second half of 2001.

In an effort to optimize the disposal process, attract the maximum number of potentia investors
and maximize our proceeds, we intend to sell the three Gencos sequentially.

The governmental decree approving the disposal plan and the implementing regulations issued by
the Treasury Ministry and the Industry Ministry require us to dispose of Elettrogen and I nterpower
through direct negotiations with potential acquirors. We may dispose of Eurogen through a combination
of direct negotiations and a public offering of its shares. No single acquiror, acting either jointly or
independently, may acquire control of more than one of the three companies.

The decree and implementing regulations aso require that the new owners of the companies
agree:

to convert plants that are subject to our approved plan to combined cycle technology;
not to transfer their interests in any Gencos or its assets for a specified period of time; and

not to implement collective dismissals of the Gencos employees.



In addition, certain limitations have been placed on the ownership by public entities of the
Gencos' share capital. Please refer to “—Regulatory Matters—Electricity Regulation” for amore
detailed description of this process.

The following table provides certain selected operating and financial data for each of the Gencos
at December 31, 2000 and for the year then ended. The financial dataincluded in the table has been
prepared on the basis of Italian GAAP and has not been audited.

Eurogen Elettrogen | nter power Total Gencos
Operating Data®
Gross installed capacity of all plants (MW)...........ccc.c...... 7,386 5,720 2,961 16,067
Gross installed capacity of thermal plants (MW) ......... 6,620 4,706 2,898 14,224
Gross installed capacity of hydroelectric plants (MW).. 766 1,014 63 1,843
Net in production 2000 (GWh) .........ccocerereneienieieene 22,470 19,636 7,576 49,682
Number of employees..........cccoveveriiiiiiiseeeen 2,013 1,633 1,039 4,685
Total number of PlantS.......ccccevevereve v 9 8 4 21
Number of thermal plants...........ccceveiveiienieneeseeenn 6 5 3 14
Number of hydroelectric plants..........ccccoeereercrieenne 46 24 17 87
Financial Data?
(in billions)
OPErating FEVENUES..........veuvereiereerearereseereeteseereseeseeveenenas Lit. 2,905 Lit. 2451 Lit. 991 Lit. 6,347
Operating iNCOME. ........oiueriireeieienese st e Lit. 333 Lit. 400 Lit. 233 Lit. 966
NEL INCOME .....cviviieiiticreee et Lit. 74 Lit. 95 Lit. 90 Lit. 259
Total net assets at December 31, 2000.........c.covevevevennnns Lit. 2,467 Lit. 2,725 Lit. 934 Lit. 6,126

(1) At December 31, 2000 unless otherwise indicated.
(2) For the year ended December 31, 2000 unless otherwise indicated.

The generation assets we transferred to the Gencos broadly reflect the technologica features, mix
of fuels consumed and geographica distribution of the generation assets that we will retain. We
transferred plants representing 9,460 MW of the 14,200 MW of thermal production capacity covered by
our approved plan to convert fuel burning plants to combined cycle technology. In total, we transferred to
the three companies an aggregate of approximately 5,100 employees, Lit. 8,200 billion of assets and Lit.
6,400 billion of ligbilities.

We plan to dispose of relatively more base load plants, which tend to operate on a continuous
basis, than mid-merit plants, which we use principally to cover increases in demand for eectricity during
higher demand periods. As aresult, our share of the total amount of electricity generated in Italy will
decline by more than the percentage decline in our total gross installed capacity resulting from the
disposals. Following the completion of our disposal of the three Gencos, we expect our gross installed
capacity will decrease to approximately 52% of total Italian gross installed capacity from its current level
of approximately 76% and that we will generate approximately 39% of the total amount of eectricity
generated and imported in Italy in 2003.

In addition to our required disposal of the Gencos, the Antitrust Authority conditioned its
approval of our acquisition of Infostrada on our disposal of an additional 5,500 MW of generating
capacity within 90 days of the sale of the last Genco. We have appealed the decision of the Antitrust
Authority before the Administrative Court of Lazio. Were we to have to dispose of additional generating
capacity as required by the Antitrust Authority, our gross installed capacity and our share of overall
Italian electricity production would decrease further.
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In addition to the disposal of the generating capacity discussed above, in June 2001, we sold to
the Regional Authority of Vale d Aostaall of our hydroelectric power plants in that region, having an
aggregate gross capacity of 781 MW. See“—Hydroelectric production” for further information. We are
also evaluating the possible sale of some of our hydroelectric plants in the province of Bolzano to the
provincial authorities.

Outlook and capital investments

The Bersani Decree contains provisions designed to promote the generation and consumption of
electricity from renewable resources by requiring electricity producers to supply specified volumes of this
type of eectricity to the market. See “—Regulatory Matters—Electricity Regulation—The new
regulatory framework—Promotion of renewable resources’ for a description of these rules. To comply
with these regulatory requirements, we can either produce eectricity from quaifying renewable resources
ourselves, or we can purchase “green certificates’ from other qualified producers or the Gestore della
Rete. Based on our production for 2000, the Bersani Decree would have required us to provide
approximately 2.7 TWh of electricity from renewable resources. Our current capital investment plan
provides for an aggregate increase in our gross installed capacity for production from renewable resources
by January 1, 2002 of approximately 600 MW (220 MW from geothermal and other renewable resources
and 380 MW from hydroelectric resources). As aresult, we currently expect to produce 1.3 TWh of
electricity from qualifying renewable resource capacity in 2002, the first year the requirements apply. We
expect to purchase “green certificates’ from the Gestore della Rete or other qualifying producers in order
to meet the production thresholds established by these regulatory requirements.

We have no plans to construct new plants or add significant amounts of generating capacity, other
than from renewable resources, in the near term. Instead, we have focused our investment plans on our
existing generating plants. Specifically, we intend:

to convert our thermal plants to combined cycle technology where practicable; and
to upgrade the environmental performance of our thermal plants.
Y ou should read “—Thermal production” for a more detailed discussion of these plans.

In 1997, we began to implement a strategic plan designed to improve operating efficiency in our
generation activities with the goal of reducing costs to the levels of the most efficient European and
American generators of eectricity. In implementing the plan, we have rationalized our alocation of
capital expenditures by, among other things, switching to “when needed” maintenance from planned
maintenance programs. We have aso focused on reducing our fuel costs by improving sourcing, logistics
and the mix of fuels we consume.

Thermal production

At December 31, 2000, we owned 58 thermal plants with an aggregate gross installed capacity of
41,3 GW, or 70.0% of our gross ingtaled capacity at that date. These plants generated net production of
141,391 GWh in 2000, or 77.5% of our net production for the year.

All our thermal plants consist of two or more generating units and most have a standardized
design, with the generating units being of one of three types. steam-condensing units, gas turbine units
and internal combustion units. Steam-condensing units consist of closed-cycle plantsin which water is
transformed into steam and used in aturbine to generate electricity. Steam is turned back into water
through a cooling process using sea or river water. Gas-turbine units burn natura gas to drive aturbine
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and generate electricity. Internal combustion units use diesel engines to generate electricity. At
December 31, 2000, approximately 88% of the gross installed capacity of our thermal plants consisted of
steam-condensing units and approximately 12% of that capacity was represented by gas-turbine units.
Internal combustion units represented less than 1% of the gross installed capacity of our thermal plants.

Each of our therma generating unitsis designed to operate using one or more kinds of fuel.
Single fuel units use either petroleum products or coa but not both, dual fuel units can use petroleum
products and either natural gas or coa, while triple fuel units can use petroleum products, coal and either
natural gas, orimulsion or lignite. In both 1999 and 2000, single fuel units, the vast majority of which are
petroleum powered, generated approximately 50% of our net production from thermal plants and
represented approximately 35% of the gross installed capacity of these plants at year end. Dud fuel units
accounted for approximately 40% of our net production from thermal plants and approximately 55% of
our gross installed capacity of these plants at December 31, 2000. Triple fuel plants accounted for the
remaining approximately 10% of our net production and gross installed capacity of thermal plants.

The average thermal efficiency, or the ratio of useful energy produced to the energy consumed to
produce it, of our thermal plants improved by more than two percentage points in the period from 1996
through December 31, 2000. Currently, our average thermal efficiency is approximately 38% overal.

In 1997, we began converting a number of our conventional thermal plants into combined cycle
plants, generaly by installing one or more gas turbines and replacing conventional boilers with heat
recovery steam boilers used to drive existing steam turbines. Converting plants to combined cycle
generation increases efficiency and reduces emissions. We plan for our combined cycle plants to have an
expected average thermal efficiency of 56%.

Our origina plan for combined cycle conversions covered atotal of 14,200 MW of grossinstalled
capacity, of which approximately 7,000 MW isto be converted by 2003 and the remaining 7,200 MW is
to be converted by 2008. Under our plan to dispose of the three Gencos in order to comply with the
Bersani Decree, we will dispose of 9,460 MW of the 14,200 MW of gross installed capacity scheduled to
be converted to combined cycle technology. We currently estimate the average costs of conversion over
the course of the project to be approximately Lit. 550 million per MW of gross installed capacity, or a
total through 2005 of approximately Lit. 3,000 billion. At December 31, 2001, we had spent
approximately Lit. 500 billion of thistotal, not including the plants now owned by the Gencos.

In addition to our combined cycle conversion program, we are planning to upgrade an additiona
2,800 MW of gross installed capacity by:

Converting afud oil plant to orimulsion technology; and
Changing the coal-burning technology of an existing coa plant.

We have an ongoing program of refurbishment and maintenance of our plants. We invested an
average of Lit. 80 billion during each of the last three years in this program and we plan to invest a similar
amount in each of the next five years.

We have made significant investments since 1990 to improve the environmental standards of our
thermal plants and to comply with the emission thresholds established by applicable environmenta laws
and regulations. These measures have included installing desulfurization and denitrogenation units and
upgrading burners and units for the treatment of waste water and ash resulting from the electricity
generation process. Installation of desulfurization and denitrogenation units increases our flexibility to
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use different types of fuel, including lower-cost fuels such as high sulfur fuel oil and orimulsion, while
maintaining compliance with emission restrictions.

Our environmental capital expenditures for conventional thermal generation, including those
relating to plants now owned by the Gencos, have amounted to approximately Lit. 800 billion in each of
the last five years. These amounts have represented an increasing percentage of our total capital
investments related to generation. 'Y ou should read “—Regulatory Matters—Environmental Matters’ for
adiscussion of the environmental laws and regulations affecting our generation operations.

We operate a number of thermal plants located in state-owned coastal or fluvia areas pursuant to
concessions from the Italian government. These concessions, for which we pay an annual fee of
approximately Lit. 8 billion, expire at various times through 2020, depending on their individua terms.
Should any of these concessions expire without being renewed, we would be required to transfer to the
government the real estate assets and permanent fixtures that are located in the areas under concession,
which have an aggregate net value of Lit. 138 billion.

Hydroelectric production

At December 31, 2000, we had 648 hydroelectric plants with an aggregate gross installed
capacity of 16.9 GW, or 28.7% of our gross installed capacity at that date. These plants generated net
production of 36,692 GWh in 2000, or 20.1% of our net production for the year.

We classify our hydroelectric plants with reservoirs by fill-in rate, which represents the time
required for aplant’s reservoir to fill from empty based on normal water flow. Pondage plants have fill-in
rates ranging from two to 400 hours and reservoir plants have fill-in rates exceeding 400 hours. We aso
have run-of-river and pumped storage hydroelectric plants.

In 2000, pondage plants generated approximately 37% of our net hydroelectric production and
represented approximately 25% of our gross installed hydroelectric generation capacity at year end, while
run-of-river plants accounted for approximately 25% of our net production from hydroelectric plants and
approximately 15% of our gross installed hydroelectric generating capacity. Pumped storage plants
generated approximately 18% of our net hydroelectric production in 2000, and represented approximately
40% of our gross installed hydroelectric generating capacity, with reservoir plants accounting for the
remaining approximately 20% of both our net hydroelectric production and our gross installed
hydroelectric capacity in the same periods.

We invested an average of Lit. 100 billion per year during each of the last three yearsto refurbish
our hydroelectric plants and we plan to invest similar amounts in the next five years.

Our hydroelectric plants generate electricity from water streams in the public domain under
licenses from the Italian government. These licenses expire in 2029 and are subject to renewal. Under
the Bersani Decree, the Regiona Authority of Vale d’ Aostaand the Provincial Authorities of Trento and
Bolzano, which enjoy special autonomous status under Italian law, may impose earlier license termination
dates for hydroelectric plantsin these areas, and, if any of these licenses expire without being renewed,
we will have to transfer the affected hydroelectric plants to the governmental authority granting the
license. The Provincial Authorities of Trento and Bolzano have set atermination date for the licenses
they have granted of 2010. Our hydroelectric plants in these provinces have an aggregate gross installed
capacity of 1,990 MW. In June 2001, we sold to the Regiona Authority of Valle d’ Aosta our
hydrodlectric plantsin that region, having an aggregate gross installed capacity of 781 MW, together with
a49% interest in electricity distributor Deval S.p.A., for atotal consideration of Lit. 1, 650 billion.



Production from geothermal and other renewable resources

Through our ERGA S.p.A. subsidiary, we are one of the world's leading producers of renewable
energy, and one of the few companies that combines significant experience in multiple technologies,
including geothermal, wind and solar energy, with its own engineering and project devel opment
capabilities. ERGA also operates substantially all of our smaller hydroelectric plants. At December 31,
2000, we had 33 geotherma power plants consisting of atotal of 41 generating units with an aggregate
installed capacity of 641 MW. In 2000, we increased our gross installed geothermal capacity by 20 MW
and our geothermal net production to 4,415 GWh, or 2.4% of our net production for the year.

We aso generate electricity from other forms of renewable resources, including solar
photovoltaic systems and wind energy. At December 31, 2000, we operated four wind farms with an
aggregate gross installed capacity of 24 MW and three photovoltaic solar grid connected power plants
with an aggregate gross installed capacity of 3.5 MW. Together, these plants accounted for 29 GWh of
our net production in 2000.

At December 31, 2000, ERGA had 16 projects under construction, 71 projects under development
and evaluations in process on more than 175 additional potentia sites. In addition to its generating
facilities, ERGA operates geothermal drilling units, service shops and afully equipped laboratory, al of
which provide services to the renewable energy industry, including several of ERGA’s competitors.

In December 2000, ERGA expanded its geographic reach and scope by acquiring CHI Energy, an
independent power producer speciaizing in renewable energy sources with 79 plantsin North America,
including biomass, hydroelectric and wind-powered facilities, as well as experience in the trading of
environmental credits, for total consideration of Lit. 385 billion. CHI Energy’s net installed capacity was
261 MW at the end of 2000, of which 256 MW consisted of hydroelectric plants and 5 MW consisted of
wind plants. An additional 53 MW in wind plants are currently under development.

In May 2001, ERGA acquired Energia Global Internationa, Ltd. (EGI), a power producer
specializing in renewable energy sources for total consideration of approximately Lit. 200 billion. EGI
operates plants in Central and South America with a gross installed capacity of 142 MW, which is
expected to increase to 246 MW when current construction and devel opment projects are compl eted.

Most of ERGA’s revenues come from long-term sale agreements under the CIP 6 regime and
from sales at regulated tariffs of energy produced by its small hydrodectric plants. ERGA has aso begun
to sall eectricity on the free market through Enel Trade. We expect that the demand for energy produced
from renewabl e resources will increase as a result of the provisions in the Bersani Decree requiring
producers to supply a specified amount of electricity generated from new renewable resources, as well as
the introduction of aregime of tradeable “green certificates’ to be issued by the Gestore della Rete, for
which a number of ERGA’s projects are expected to qualify.

Discontinued nuclear operations

We have not generated electricity from nuclear power since 1988, following a 1987 national
referendum in which the Italian electorate expressed support for ending the use of nuclear power. We
have no plans to recommence generating electricity using nuclear power. As required by the Bersani
Decree, on November 1, 1999, we transferred our discontinued nuclear operations to a wholly owned
specia purpose subsidiary, So.g.i.n. Sp.A. The assets and liabilities transferred to So.g.i.n. consisted
primarily of Lit. 896 hillion in receivables for Equalization Fund contributions, Lit. 717 billion in liquid
assetsand Lit. 1,543 billion of provisions for risks and charges, with the total of net assets transferred
amounting to Lit. 30 billion. We transferred to the Treasury Ministry all the shares of So.g.i.n. free of
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charge on November 3, 2000, as provided by the Bersani Decree. The transfer of our discontinued
nuclear operations and related arrangements are described in more detail in “—Regulatory Matters—
Environmental Matters—Discontinued nuclear operations’.

Fuel

We use fudl oil, natural gas, coal, orimulsion and other fuelsin operating our thermal generation
plants, we do not use significant amounts of fuel in operating our hydroelectric, geotherma or other
renewable resource plants. Italy has small reserves of fossil fuels. As a consequence, we depend on
imported ail, natural gas and coal for alarge proportion of our energy needs. We attempt to maintain
secure and flexible fuel supplies by diversifying our geographic sources of fuel and the types of fuel we
purchase.

In 2000, our fud costs, including fuel transport, were Lit.10,929 billion and constituted 27.7% of
our total operating expenses. We spent 47% of this amount on fuel oil and diesel fuel, 44% on natural
gas, 7% on cod and 2% on orimulsion.

Prior to July 1997, the electricity tariff structure did not directly affect our choice of fuels, asit
included a thermal reimbursement element through which our actua fuel costs were effectively passed on
to eectricity customers. However, since July 1997, the tariff structure has contained an energy
reimbursement component that is calculated with reference to an index of weighted average fuel prices
and a consumption index based on the efficiencies expected to be obtained from the fuels comprising the
fuel price index. Accordingly, we have sought to use a mix of fuels less expensive in the aggregate than
the fudls comprising the weighted index and to generate energy more efficiently than the efficiency levels
represented by the heat rate used in the Energy Authority’s consumption index. This new tariff structure
also includes incentives to reduce production from thermal plants and to increase the use of renewable
resources.

Once the pool market is introduced, the tariff and fuel cost reimbursement structure will be
replaced by amarket price for electricity generation, and we will have an incentive to reduce al costs,
including fuel costs, to compete on the market. Y ou should read “—Regulatory Matters—Electricity
Regulation” for a discussion of the new and former tariff structures.

The following table provides a breakdown of our net éectricity production for the periods

indicated by primary energy source utilized. “Other” thermal energy sources include lignite, light
distillate and derived gases.
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Year ended December 31,

1997 1998 1999 2000
Net Net Net
electricity Per centage Net electricity Per centage electricity Per centage electricity Per centage
produced of total produced of total produced of total produced of total
(GWh) (GWh) (GWh) (GWh)
Ol oo 92,159 52.0% 84,413 47.0% 66,995 37.5% 58,960 32.3%
Natural gas ......covveveeeereennnns 28,964 16.3 33,710 18.8 43,922 24.6 52,148 28.6
Coal and orimulsion............ 18,618 10.5 22,836 12.8 26,006 14.5 29,919 16.4
Other......ovveiiiiiieiiieeee 178 0.1 60 0.0 23 0.0 364- 0.2
Totd thermd ................. 139,919 78.9 141,019 78.6 136,946 76.6 141,391 775
Hydroelectric..................... 33,595 19.0 34,486 19.2 37,714 21.6 36,692 20.1
Geothermd ............cceeeeennns 3,672 2.1 3,958 2.2 4,128 2.3 4,415 2.4
Wind and photovoltaic......... 15 0.0 21 0.0 25 0.0 29 0.0
Total .o 177200 100.0% 170.484 100.% 178813 1000%  1g82.527 100.0%

In 2000, the approximate percentages of our electricity produced by the thermal generation
represented by each of the following fuels was approximately:

37 % natural gas;
42% fud oil; and
21% coal, orimulsion and other fuels.
We estimate that by 2005, these percentages will be approximately:
52% natural gas;
6% fud oil; and
42% cod, orimulsion and other fuels.

Our policy isto diversify our sources of fuel supplies and to increase our use of less expensive
fuels, such as high sulfur fuel oil or orimulsion, as well as fuels that have less impact on the environment
when consumed, such as natural gas. However, generation using high sulfur fuel oil and orimulsion
generdly resultsin higher emissions levels compared to those other fuels. Our ability to increase use of
these fuels is dependent on our ability to comply with restrictions on emissions established by national

and European Union authorities.

In January 1999, the Italian government introduced a carbon tax based on fossil fuel consumption
in accordance with applicable European Union directives. Under the current Italian implementing
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legidation, the amount of the tax was initially scheduled to increase on an annual basis from 1999 through
2005, but has been frozen for the years 2000 and 2001 at the level for 1999. The legidation also
establishes the possibility of review or cancellation of the tax if other EU member states have not adopted
similar measures by 2001. On the basis of current forecasts of future fuel prices, we believe that
application of the carbon tax as currently formulated could have a significant impact on the economic
viability of our oil-fired plants by the year 2005, should the tax rates then reach their maximum levels.
As part of an initiative to address the impact of the carbon tax, we have proposed that the Italian
government adopt a different method for calculating the tax which would apply an equal amount of tax
per unit of CO, output, without regard for the type of fuel used to produce the energy in question. We
believe that such a policy would produce the targeted reductions in CO, emissions without creating
unequal burdens on certain types of generating facilities, particularly oil fired and baseload plants.

We manage our fudl supply by entering into long-term and medium-term contracts for base
quantities and supplementing these contracts with purchases of fuel on spot markets both in Italy and
abroad. Our long-term fuel contracts, primarily for the purchase of fuel oil and natural gas, require usto
pay an aggregate of approximately Lit. 4,329 billion per year in each of the next four years, based on
current prices.

Since June 2000, our subsidiary Enel Fuel Trade and Logistics (Endl F.T.L.) S.p.A. has been
responsible for the purchase, sale, exchange and trading of fuel for all of our generating operations,
including the Gencos. Enel F.T.L. also engages in alimited amount of fuel trading, as well as the supply
and development of related logistical services. We expect that synergies provided by bringing together
active market trading and the supply function will further benefit both activities, leading to new business
opportunities both in Italy and abroad.

Fuel ail

We are among the world' s largest purchasers of fuel oil. The following table shows the amount
of fud oil we purchased from domestic and foreign suppliers in each of the periods indicated. Domestic
suppliers include suppliers whose headquarters are in Italy, including Agip, adivision of the Italian state-
controlled energy group Eni S.p.A., while foreign suppliers include suppliers and refiners outside of Italy
and traders of primarily non-Italian sources of oil.

Year ended December 31,

1997 1998 1999 2000
(in millions of tons)
Domestic suppliers......ccccvune. 5.6 6.6 6.1 4.1
Foreign suppliers.......cccoceeveuenee 14.6 12.6 9.2 9.5
Total fuel oil purchased....... 20.2 192 153 136

As of December 31, 2000, we purchased approximately 44% of our fud oil on the spot market,
approximately 30% under contracts ranging in term from one to twelve months and approximately 26%
under multi-year contracts. All purchases made on the basis of term contracts are indexed to market
prices.

Historically, we have aso been one of the world’ s largest purchasers of low sulfur fuel oil, which
produces lower emissions when burned, but is more expensive than most other fuels. Aswe have
upgraded the environmental performance of our plants, we have been able to increase the proportion of
less expensive high sulfur fuel oil that we burn, while at the same time complying with more stringent
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emission limits. The following table shows the amounts of fuel oil with low, mid and high sulfur content
that we purchased in each of the periods indicated.

Year ended December 31,

1997 1998 1999 2000
Fuel oil purchased (in millions of tons)
Low SUlfUr ..o 4.8 5.4 3.9 3.7
Mid SUITU......crererirecicinienee 14.7 115 8.3 9.1
High sulfur......ccoevveveviveene. 0.7 2.3 3.1 0.8
Lo 202 192 153 136

Natural gas

We purchase most of our natural gas under long-term, take-or-pay contracts. The price of natural
gas under these contracts is generaly tied to market prices of fuel oil. 1n 2000, we purchased 13.2 hillion
cubic meters of natural gas. Snam S.p.A., the main Italian gas supplier and transporter and a subsidiary of
Eni S.p.A., supplied approximately 54% of this natural gas.

In accordance with our strategy of producing more electricity from natural gas, the share of our
total fuel requirements represented by natural gas increased from 20.7% in 1997 to 33.5% in 2000. To
meet our increased need for gas, we purchased larger volumes under our supply contract with Sonatrach,
the Algerian gas producer, and made larger purchases from Snam. We obtained approximately 29% of
the natural gas we purchased in 2000 pursuant to our Algerian gas contract.

In 1992, we entered into a 20-year take-or-pay contract with NLNG, a Nigerian joint venture, for
the supply of 3.5 billion cubic meters of liquified natural gas per year, commencing in October 1999.
However, due to environmental concerns, a once-planned Italian regasification facility has never been
constructed. As aresult, we are unable to import liquified natura gas, and instead, in 1997, entered into a
swap agreement with Gaz de France and related transportation arrangements with Snam whereby Gaz de
France takes the liquified natural gas supplied by NLNG under the contract and provides us with
equivaent volume of non-liquified gas. Y ou should read “—Regulatory Matters—Electricity
Regulation—The new tariff structure—Stranded costs’ for a discussion of current regulations providing
for the reimbursement to us of part of the cost of the NLNG contract.

In 2000, approximately 37% of the electricity we produced by thermal generation was generated
using natural gas. We plan to increase this percentage to approximately 52% by 2005, as the result of,
among other factors, our combined cycle conversion program and the greater environmental acceptance
of natural gas.

Coal and orimulsion
In 2000, our net production of eectricity from coa and orimulsion was approximately 31.4 TWh,

compared to atotal of 26.0 TWh in 1999. We purchased 10.4 million tons of coa in 2000, with virtually
all of it being imported, principally from South Africa, South America, the Far East and Eastern Europe.
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We have increased our use of coal and orimulsion over the past severa years because price trends made
them an attractive aternative to fuel oil.

Purchased power

We purchase power from domestic and foreign producers to fulfill our legal and regulatory
obligations, to diversify our sources of electricity and to reduce our costs.

Since 1992, Regulation 6/92 of the Comitato Interministeriale Prezz, an Italian governmental
committee, required us to purchase al of the production of domestic producers of electricity that use
renewable resources, or CIP 6 Producers, provided that the related production capacity had been
constructed with our prior approva. We have made our purchases from CIP 6 Producers under a standard
15-year contract established by a 1992 ministerial decree. This contract has required us to purchase al of
this capacity at a price equa to our avoided cost, including the avoided cost of production (plant
operations and maintenance) and fuel, plus certain incentives for the first eight years of this contract.

In order to increase the volume of electricity available on the free market, the Ministry of
Industry issued a decree in November 2000 that transferred all energy produced from renewable sources
under the CIP 6 regime to the Gestore della Rete as of January 1, 2001. The Gestore della Reteisin turn
making this energy available for sale to Eligible Customers in the free market.

We purchase power from outside Italy through annual and long-term electricity supply contracts
and on the spot market. Our long-term purchase contracts include contracts entered into to secure
electricity supplies after we stopped generating eectricity from nuclear power in 1988.

The table below sets forth the amount of electricity imported in Italy under long-term and annual
contracts and by spot purchases during each of the years in the period indicated.

1996 1997 1998 1999

(TWh)
LONG-tErM CONMIACLS........coveuereeeriereecree e 30.5 30.2 30.9 295
ANNUEL CONEFACES.....c.eiuieiirieiec e 4.0 6.6 6.6 9.5
SPOL PUICNESES ...ttt e 27 19 31 27
Net imports (exports) from electricity exchanges............c.c....... 0.2 0.1 0.1 0.3
TOtal IMPOIS ...t eees 374 38.8 407 42.0

Source: Enel.

For the year 2000, the Gestore della Rete has only published the figure for the total volume of imports of
electricity during the year, which equaled 44.3. TWh.

The Italian electricity grid is interconnected to foreign networks through 15 international
transmission lines. We believe these lines are currently operating at full capacity. In 2000, we used
approximately 50% of this interconnection capacity to import electricity under long-term import contracts
that we entered into prior to February 19, 1997. The remaining 50% of the interconnection capacity was
made available for salesto Eligible Customers.

In order to increase competition in the market for imported energy, the Energy Authority has
established that for 2001 no single importer may use more than 5% of the total interconnection capacity
of the Italian network or, if demand for imports from any given country exceeds the interconnection
capacity with that country, 10% of that interconnection capacity, in both cases excluding from the
calculation capacity covered by long-term contracts in force at February 19, 1997. Y ou should read “—
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Regulatory Matters—Electricity Regulation—The new tariff structure” for a discussion of these rules and
their effect on us.

Under the new electricity market framework, after the Single Buyer becomes operationa, we may
continue to purchase power from third parties inside and outside Italy through Enel Trade, which acts as
our supplier to Eligible Customers.

Transmission

Through Terna, we continue to own substantially al of the Italian national transmission grid. We
use the term “transmission” to refer to the transportation of electricity on high and very high voltage
interconnected networks from the plants where it is generated (or, in the case of imported energy, from
the points of acquisition) to distribution systems.

The transmission system in Italy is undergoing significant changes as a result of the Bersani
Decree. You should read “—Regulatory Matters—Electricity Regulation” for a more detailed discussion
of these changes. As contemplated by the Bersani Decree:

In June 1999, the Industry Ministry issued a decree formally defining the Italian national
transmission grid. The decree determined al of our 380 kV and 220 kV transmission lines
and approximately 50% of our 150 kV and 132 kV transmission lines to be part of the
national transmission grid.

In August 1999, we transferred dispatching and national grid management and related assets
and liabilitiesto awholly owned subsidiary called the Gestore della Rete.

In April 2000, we transferred the shares of the Gestore della Rete to the Treasury free of
charge.

Under the Bersani Decree, owners of the various assets that comprise the nationa transmission
grid, including Terna, operate and maintain those assets pursuant to guidelines issued by the Gestore della
Rete. We expect Terna and the Gestore della Rete to enter into a service contract relating to the operation
of the transmission grid and the compensation to be paid Terna in the second half of 2001. The general
framework of the contract has been established by governmental decree on December 22, 2000, and will
provide for the following arrangements:

41



Gestore della Rete Terna

Isresponsible for safety, reliability and . Owns and operates the transmission network
efficiency of transmission network under the terms of the service contract
Manages power flows . Operates through aremotely controlled system
Approves network maintenance . Executes maintenance instructions
Determines network upgrades : Executes network upgrades

Evaluates third-party connection requirements

Terna earns revenue from a fee per kWh transported that distributors and suppliers pay to us
through the Gestore della Rete. The Energy Authority determines that fee, which is designed to cover our
operating expenses, depreciation and a specified rate of return on our assets.

The following table provides certain data about our transmission network as of December 31,
2000.

Type of facility Number L ength
(km)
Primary transformer Stations...........cccvvveevvessvnesssesesessenenens 261 —
TrANSTOIMELS ..o s 548 —
BUSDAr CONNECLIONS.......cocueieeecesee et 3,588 —
BBOKY [INES...cveiicecteeetse ettt sne e 206 9,768
220KV TINES...ovceieicecteietse ettt sne e 346 10,344
150KV and 135KV TINES .....cevvereeiiciceeeeeeceeesee e 1,203 17,104
QL0 L= N L= 1,755 37,216

In 2000, we put 114 km of new transmission lines into service, together with 13 new or
repowered 380 kV and 150 kV transformer stations, representing an aggregate increase in transformer
capacity of 810 MVA.

Our transmission network is connected to the distribution network through 261 primary
transformer stations, typically transforming eectricity from 380/220 kV to 150/132 kV.

Our transmission lines make use of rights of way granted by loca authorities in areas where the
facilities are located. In addition, we have rights of eminent domain over private property. We are
required to compensate landowners for any exercise of these rights.

Our transmission network also connects the Italian electricity grid to the grids of neighboring
countries through six 380 kV internationa lines and nine 220 kV international lines. We are currently
constructing a 400 kV direct current transmission line with 500 MW capecity to Greece. Thisline, which
we expect to be operational in November 2001, will be 207 km long, with 163 km of submarine cable.
We expect the aggregate capital expenditure for the project to be approximately Lit. 653 billion, of which
our shareis Lit. 500 billion and Athens Public Power Corporation, the Greek state-owned e ectricity
utility, is providing the balance. We have spent approximately Lit. 424 billion of the total as of December
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31, 2000. The European Union has committed structura adjustment funds to reimburse the parties for
40% of the aggregate capital expenditures relating to the project.

The regulated distribution fees that Terna earns are also based on the “availability” of its
transmission network. The following table shows the “availability” reported for each of the periods
indicated.

Year ended December 31,
1997 1998 1999 2000
Network availability................. 97.7% 98.1% 98.0% 97.8%

Source: Enel.

In 1998, we began to implement a program aimed at reducing the operating costs of and capital
expenditures on our electricity transmission system. This program is focused on rationalizing the
operations and maintenance of our transmission lines and transformer stations, simplifying technical
specifications, reducing our personnel costs and the purchasing costs of maor components, and reviewing
our project planning and capital expenditure programs. In part as aresult of this program, operating costs
in our transmission segment declined by 5.0% with regard to third party supplies and services and 16.0%
with regard to personnel in 2000 as compared to 1999, while capital expenditures, excluding those related
to the construction of the international line with Greece, declined to Lit. 257 billion in 2000 from Lit. 327
billion in 1999. The headcount of our transmission segment decreased from 4,003 at December 31, 1997
to 3,001 at December 31, 2000.

We intend to continue to reduce operating costs through the ongoing implementation of this
program, the development of a new remotely managed and controlled system, the full deployment of a
new organizational structure based on centralized management, and of a SAP management information
system.

To diversify the revenue base of our transmission segment, we have begun to sell maintenance,
long-distance metering and monitoring and related engineering and operating services to third parties
which own or utilize high voltage power systems, including other electric companies, municipal utilities
and large industria plants. We also intend to offer these services to customers outside of Italy.

Terna recently entered into along-term contract with Enel Distribuzione pursuant to which it
assumed responsibility for the operation and maintenance beginning in June 2001, of approximately
21,000 km of high voltage linesthat are part of Enel Distribuzione's network. We are aso developing
plans for the installation of relay stations owned by WIND (and possibly other telecommunications
providers) on certain of our high voltage transmission pylons.

Distribution and Sales to Regulated Mar ket

We own and operate the principal electricity distribution network in Italy. We use the term
“distribution” to refer to the transport of electricity from the transmission network to the customer using
the electricity. Asrequired by the Bersani Decree, we transferred our distribution assets and operations to
Enel Distribuzione, our wholly owned subsidiary, in October 1999. Enel Distribuzion€e's principal
responsibilities are operating and maintaining our distribution network and supplying electricity to the
regulated market.

We have focused on reducing operating costs in our distribution and supply operations, using
employees more efficiently and reducing total employee numbers. Between December 31, 1997 and
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December 31, 2000, we reduced the total headcount in our distribution segment by approximately 19%.
The following table shows the number of personnel in our distribution segment at the dates indicated:

At December 31,

1997 1998 1999 2000

Digtribution employees..............cceeueeee 54,298 51,928 47,841 44,072

We are compensated for transporting electricity on our distribution network through afee
determined by the Energy Authority that is part of the tariff we collect from our customers. Y ou should
read “—Regulatory Matters—Electricity Regulation—The new tariff structure” for a discussion of this
fee.

Distribution network

The table below sets forth certain information about our primary and secondary distribution
networks at December 31, 2000.

Insulated Bare
Underground Aerial Aerial Total Number of  Transformer
Type Lines Lines Lines Lines Substations Capacity
(km) (km) (km) (km) (MVA)
Primary:
High voltage lines 466 — 19,937 20,403 — —
(40-150 KV)..oovoveveerreeerenns
Primary substations.......... — — — — 1,924 88,400
Secondary:
Medium voltage lines (1- 115,342 3,716 212,735 331,793 — —
B0 KV) e
Low voltagelines............. 211,962 360,752 137,969 710,683 — —
Secondary substations..... — — — — 407,798 66,609

Losses on our distribution network in 2000 were 5.4% of total eectricity demand and aggregate
losses on our transmission and distribution networks were 6.4% of total electricity demand. We believe
that these losses are in line with those of other leading European electricity companies.

Our replacement and construction of distribution lines and substations are subject to Italian
regulatory limitations on environmental and aesthetic grounds including recently enacted legidation on
electromagnetic fields that may make it more difficult to install new transmission and distribution lines
and substations in the future and may require moving existing transmission and distribution lines and
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substations. You should read “Item 3. Key Information—Risk Factors—We may incur significant
capital expenditures to comply with new legislation on electromagnetic fields;, we may not be fully
reimbursed for such capital expenditures’ and “—Regulatory Matters—Environmental Matters—
Electromagnetic fields’ for a more detailed description of the environmenta laws and regulations
affecting our distribution operations and the risks they pose for our business.

Consolidation of eectricity distribution networks

In some cases, a single municipality is served both by our distribution network and the
distribution network of a municipal utility. The Bersani Decree provides that a single distribution license
will be issued for each municipality in Italy, thereby creating an incentive for the consolidation of such
multiple distribution networks. Specifically, the Bersani Decree provides that any distribution company
that is owned or partly owned by a municipality and serves at least 20% of the customers in that
municipaity may have requested that we sall our distribution network in that municipality to it by March
31, 2001. To date, we have sold two such networks.

In March 2000, we sold our distribution network in Triesteto A.C.E.GA.S. Sp.A., the
municipal utility of Trieste, for Lit. 22 billion. The network sold to A.C.E.GA.S supplies
electricity to 819 customersin the city’s port and industria districts and has an annua sales
volume of 77 GWh.

In December 2000, we sold our network in Parmato A.M.P.S. S.p.A., the municipal utility of
Parma, for Lit. 110 billion. The network serves approximately 40,000 clients and has an
annua sales volume of 465 GWh.

Moreover, in March 2001, we agreed to sell our network in Rome and Formello to ACEA Sp.A.,
the municipa utility of Rome, for Lit. 1,100 billion. The network serves approximately 709,000 clients
and has an annual sales volume of 4,300 GWh. The transaction is expected to close in July 2001.

We have received requests for the sale of our distribution networks from an additional 63
distribution companies entitled to do so, including those active in Milan, Turin and Verona. The Bersani
Decree provides that if we had not reached an agreement with any of these qualifying companies by
September 30, 2000, the terms of our sale of the relevant municipal distribution networks should be
determined by an arbitration panel. Certain of the qualifying companies have issued aforma demand for
price arbitration, including those active in Milan, Turin and Verona. In the case of Milan, the arbitration
panel set the sale price of our network at Lit. 820 billion. We have appealed this decision.

Based on our results for 2000, if we were required to sell al of our relevant networks to
qualifying municipal distributors, we estimate that we would lose approximately:

1.6 million customers, or 5% of our customer base;
10.1 TWh, or 5.2% of our total annual distribution of electricity to final customers,
Lit. 1,300 billion, or 5.3% of our annual revenues relating to our distribution business; and

approximately 8% of our annual earnings before interest, taxes, depreciation and
amortization, or EBITDA.

The distribution networks that we are required to sell are more profitable than our average
distribution network mainly because distribution in metropolitan areas has lower costs. The Energy
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Authority has indicated that it intends to put in place an equalization system that may compensate for
some or all of the comparative disadvantages of distributors serving non-urban areas.

The Bersani Decree also contemplates the consolidation of our distribution networks with those
of distribution companies (owned or partly owned by a municipality) that serve at least 100,000
customers in municipalities adjoining those where our networks are located. Pursuant to these provisions,
certain municipa distribution companies have expressed an interest in purchasing our electricity
distribution networks in adjoining municipalities. We believe that, under the Bersani Decree, any such
sale may occur only upon the agreement of al parties concerned.

We cannot predict the outcome of the consolidation process, but it may materialy adversely
affect the results of our distribution segment. Y ou should read “Item 3. Key Information—Risk
Factors—The Bersani Decree requires us to sell a portion of our distribution networks and our operating
profits may decrease as a consequence” and “—Regulatory Matters—Electricity Regulation—The new
regulatory framework—Distribution—Consolidation of the distribution industry” for a more detailed
discussion of this consolidation process and the risks involved for us.

We are a so pursuing other cooperative arrangementsin the field of eectricity distribution. In
June 2001, we sold to the Regiona Authority of Vale d Aostaa49% interest in Deval Sp.A., a
distribution company which owns and operates approximately 3,900 km of electricity distribution lines
and serves approximately 114,000 customers in that region.

Sales to regulated market
Our regulated market consists of:

Non-Eligible Customers, which are all customers for which we are the sole provider of
electricity and which are not eligible to purchase electricity from other electricity distributors;
and

Eligible Customers that choose not to participate in the free market. Eligible Customers may
choose to remain within the regulated market for a period of four years. See “—Regulatory
Matters—Electricity Regulation—The New Regulatory Framework—Eligible and Non-
Eligible Customers’.

We supply eectricity to four main classes of end users: industrial, commercial, household and
agricultura users. The consumption threshold for qualification as an Eligible Customer is scheduled to
decrease over time, which will tend to reduce the size of our regulated market. As of December 31, 2000,
we serviced approximately 23.3 million households, approximately 92% of al householdsin Italy.

The following table sets forth the amount of electricity that we sold by class of customer and our
total operating revenues from sale of electricity to those customers for the periods indicated. The
revenues shown below are different from the amounts shown as “Operating Revenues’ in our
consolidated financial statements and in other sections of this annual report. These differences arise from
the fact that the revenues shown below do not include certain payments, such as connection fees we
receive, and include “Component B” of the regulated eectricity tariff and other system charges that we
are required to remit to third parties through the Equalization Fund. See “—Regulatory Matters—
Electricity Regulation—The new regulatory framework—Charges payable to the equalization fund”.



1997 1998 1999(1) 2000

(Lit.in (Lit.in (Lit.in (Lit.in
(TWh) billions) (TWh) billions) (TWh) billions) (TWh) billions)

Industrial............. 104.3 15,126 107.1 15,903 107.5 14,983 77.0 13,543
Upto30kW .... 5 1,667 5.1 1,706 5.2 1,792 5.2 2,159
From 30 to
500 kW............. 249 4857 25.8 5,123 26.5 5,035 27.1 5,454
Over 500kW.... 744 8,602 76.2 9,074 75.8 8,156 447 5,930
Commercia
and other
SEIVICES.......... 495 10,321 51.8 10,960 54.1 11,140 55.5 11,496

Household.......... 53.0 12,184 537 12,610 55.0 12,577 55.2 13,058

Agricultural ........ 4.2 911 43 953 45 993 47 1,064
Tota....coveevneee 211.0 38,542 2169 40,426 221.1 39,639 192.4 39,161

Other

distributors
and exports...... 8.3 488 9.3 509 8.4 458 8.7 424
Total................ 219.3 39,030 2262 40935 2295 40,151 201.1 39,585

Distributionto

Eligible

Customers.......... na na n.a na n.a n.a 435 509.3

(1) Excludes approximately 1 TWh sold by Enel Trade in 1999.

We estimate that we supplied approximately 85% of the eectricity sold in Italy in 2000. Growth
in our salesto industrial usersis closdly related to economic growth in Italy. In 1997, the industrial sector
benefited from the introduction of incentives for car buyers. 1n 1998, the decrease in Italian exports due
to the Asian and Latin American financid crisis limited the growth of the Italian economy. In 1999, the
Italian economy recovered from the slow growth of the previous years, especialy in the second half of the
year, and this trend was confirmed by the strong demand experienced in 2000, particularly in the
industrial and service sectors. We believe that the increase in our sales of electricity to commercial users
in the periods shown confirms the growth and the importance of this sector of the Italian economy as a
result of its modernization through, among other factors, the increased use of telecommunications
sarvices and information technology. Growth in our sales of electricity to households has been limited,
principally because the prior tariff structure limited the incentives for household consumption of
eectricity to the benefit of other sources of energy. The latest generation of household appliances, which
tends to consume less energy, and the current tariff structure, which favors residential customers, may
provide incentives to increase the consumption of electricity by households. The consumption of
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dectricity by agricultural users has been generaly stable during the periods shown, with only minor
fluctuations due to weather conditions.

Following the introduction of the new tariff framework in January 2000, average tariffs for sales
of electricity to Non-Eligible Customersin 2000 declined by 10.7%. Y ou should read * Regulatory
Matters—Electricity Regulation—The new tariff structure” for a more detailed discussion of the new
tariffs. In addition, in December 1999, the Energy Authority changed payment terms for electricity bills
and modified the rules on customer deposits and the specified amounts of expenses and interest to be paid
by eectricity customersin case of late payment. These changes were introduced during the course of
2000. We egtimate that, in the aggregate, these changes increased our working capital by approximately
Lit. 300 billion in year 2000. In December 2000, the Energy Authority approved our proposal for a new
tariff structure. We believe that this new tariff structure is more flexible and responsive to consumer
needs. See“—Regulatory Matters—Electricity Regulation—The new tariff structure”.

In general, we are required by law to supply eectricity under the same contractual conditions and
at the same tariffs (or tariffs subject to the same limits) to al customers within an established class.
However, we are required by law to provide certain of our customers with special contractua conditions
and discounted tariffs. These customers include the state-owned Italian railway company, Ferrovie dello
Stato S.p.A., and a steed company, Acciai Speciai Terni S.p.A., both of which transferred electricity
assets to us as part of the nationalization of the Italian electricity industry in 1962. Since January 2000,
both Eligible and Non-Eligible Customers pay a surcharge designed to recover the costs of these specia
arrangements.  See “—Regulatory Matters—Electricity Regulation—The new tariff structure’.

Customer services

Customer service is an important part of our commercial strategy. In 1996, as aresult of ajoint
initiative of al participants in the Italian electricity industry and the public authorities, we signed the
electricity service charter. The charter seeks to provide more information to electricity customers about
the terms on which we provide services and improve e ectricity customers protection and satisfaction.
The Energy Authority has recently issued guidelines defining quality thresholds and maximum times for
the provision of each kind of service and imposing penalties for failure to provide certain services to
customers within specified deadlines. Distributors that exceed certain of these targets are remunerated
through bonuses. See “—Regulatory Matters—Electricity Regulation—The new tariff structure—Quality
of service regulation”. We believe our investments in customer service related initiatives are sufficient to
allow us to comply with these guidelines. However, given the novelty of the bonus and penalty system
which will begin to affect our revenues in 2001, we cannot predict its likely impact on our revenues for
any subsequent period.

The average waiting time for connections not requiring work on our electricity distribution
network in 2000 was 1.4 days, basically unchanged from 1999. In 1988, these connections took over 13
days on average. In 2000, the average duration of service interruptions at nationa level decreased by 8%
as compared to 1999. This average excludes the regions of Campania, Calabriaand Sicily, asto which it
was not possible to gather reliable and accurate information for 1999. The information we provided to the
Energy Authority relating to these regions contained a number of inaccuracies. Promptly after our
discovery of the inaccuracies, we notified the Energy Authority. Following such notification, in May
2001, the Energy Authority fined us Lit. 90 billion for providing inaccurate information on the amount
and duration of service interruptions in the regions of Campania, Calabriaand Sicily in 1998 and 1999.

In certain cases, Italian law permits the fined party to satisfy its obligation by paying the lower of

one third of the amount of the statutory maximum amount and twice the statutory minimum amount for
the fine within 60 days following the finee's receipt of the notice of the alleged violation. We believe that
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this provision applies to our case and that we satisfied our obligation by paying Lit. 200 million. We
intend to ask the Administrative Court of Lombardy to confirm our position.

Currently, we conduct most of our primary customer service activities by telephone. We are
consolidating our telephone customer service system into 25 unified, nationwide call centersintegrated in
8 clusters with asingle cdl-in number. The new call centers will also offer an expanded range of
services, including bill payment by credit card. We expect the new structure to enhance the support
available to our customers because the creation of larger technical expert teams at fewer centers should
allow for greater speciaization and improve our efficiency in responding to cals. We also expect that the
new call center projects will result in significant future savings, primarily through workforce reductions.
We expect to complete the call center project in 2002 and estimate that it will have an aggregate cost of
approximately Lit. 330 billion and employ approximately 2,500 of our employees. The call centers will
be supported by both a national documentation center located in Southern Italy, which will receive,
process and electronicaly file all contractual documentation, and by a national printing center, which will
print and distribute all correspondence with customers. We plan to round out our customer service with
services available through a Self Service area available on our Internet portal, approximately 700
"QUIENd" retail locations, WIND's distribution and sales network, and approximately 150 retail locations
managed directly by Enel Distribuzione.

We are aso introducing a new generation of digital electricity meters that will alow usto
measure the consumption of all of our customers automatically from our own facilities. We currently
expect to ingall the first metersin 2001 and to complete the project by the end of 2004, at which time we
will have installed approximately 30 million meters. We currently estimate that investments for the
project, including installation of the meters, will amount to approximately Lit. 3,600 billion. The new
meters, which are of atype that no other major utility in the world currently uses, will be designed to offer
us arange of new and improved technica operations. We will be able to connect and disconnect
customers and vary contracted capacity electronically from central locations, while we currently need to
gain access to customers' premises for any of these actions. The new meters will permit a high number of
use measurements throughout the day and facilitate the management of multiple tariff and power setting
options by improving our ability to monitor the use of our network. These enhanced capabilities may
alow for our introduction of different tariffs for different times (of day, week or year) of consumption,
among other things. Because of the increase in automated operations that the new meters will alow, we
believe that the new system will produce significant savings. In addition, we believe that the installation
of the new metering technology will alow us to provide new value-added services, such as remote control
of appliances and home security services, to our electricity customers, in addition to electricity.

In June 2000, we signed a research and devel opment agreement with Echelon Corporation that
will alow usto use Echelon’s LonWorks network control technology in our digital meter project. We
also signed an agreement to purchase 3,000,000 newly issued shares of Echelon’s common stock
(representing approximately 8% of Echelon’s outstanding shares, based on the number of Echelon shares
outstanding as of September 30, 2000 and these newly issued shares). Under this agreement, we aso
have the right to nominate one member of Echelon’s board of directors. The transaction closed in
September 2000, with the aggregate purchase price for the newly issued shares totaling $130.9 million.
We have agreed to hold the shares for at least three years, although we are free to sell them if our research
and development agreement is terminated due to a material breach by Echelon.

We have also introduced severd initiatives to improve customer satisfaction, including, in 1998,
the Nuova Bolletta (the new billing format), that introduced simplified language and content. In addition,
since 1997, we have offered Contowatt, a service that seeks to promote our customers' use of direct debits
from bank accounts to pay their bills. In particular, through Contowatt, we seek to provide customers
with improved protection against potentia technica problems that can cause errors in the direct debits
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from bank accounts process. 1n 2001, we expect to introduce additional customer service initiatives,
including the launch of a co-branded credit card to be linked to participation in a premium program. In
addition, in 1999 we reintroduced an improved version of our "Eneltel” service, which provides asingle
national number customers can call to request a direct reading of their electricity meter.

Sales to Free Market

As provided for by the Bersani Decree, we formed Enel Trade in 1999 to focus on marketing and
electricity supply to Eligible Customers, and, once a pool market is established, electricity trading. The
progressive liberalization of the Italian electricity market will require us to provide our larger customers
with increasingly flexible and competitive services that go beyond providing areliable supply of
dectricity.

As part of our marketing efforts, we are implementing a series of customer initiatives including:
specialy tailored contract terms for different types of customers,
specia conditions for medium and high voltage customers depending on hours of use; and

vaue-added services such as energy monitoring and management, which we may offer over
the Internet.

As soon as the pool market is established, which we expect to occur in 2002, we intend to offer
price risk management services and financia services to Eligible Customers. In 2001, as part of our
multi-utility strategy, Enel Trade began offering natural gas to about 150 industrial and business
customers. In March 2001, Enel Trade began to sell electricity and gas over the Internet. Enel Tradeis
also evaluating the possibility of expanding its operations outside of Italy.

The Bersani Decree envisioned that electricity consumed by Eligible Customers, including
electricity produced by them, would account for at least 35% of total Italian electricity consumption in
2000 and 40% of total Italian eectricity consumption in 2002. However, in 2000, due primarily to
limitations on the volume of electricity available on the free market, only a portion of those customers
who qualify as Eligible Customers actually chose to participate in the free market. We estimate that the
actual percentage of the total Italian electricity consumption in 2000 represented by the free market,
including electricity produced by customers for their own consumption, was approximately 25.5%;
excluding self-produced e ectricity reduces the estimated percentage to 16.2%. Enel Trade accounted for
approximately 47% of this market in 2000, serving about 400 individua customers and 100 quaifying
consortia comprising atotal of approximately 1,100 smaller customers throughout Italy. We expect that
the government-mandated transfer of CIP 6 eectricity produced from renewable resources to the free
market in 2001 will increase competition in that market and potentially reduce our market share. Until
the creation of the pool market, the prices of eectricity we sl to Eligible Customers are based on
negotiated bilateral contracts between us and each Eligible Customer we serve. Y ou should read “—
Regulatory Matters—Electricity Regulation—The new regulatory framework—Eligible and Non-Eligible
Customers’ for amore detailed discussion of regulations regarding Eligible Customers.

Capital I nvestment Program

We have summarized in the table below our capital expenditures, excluding those related to our
telecommunications activities during the years 1998 to 2000.



1998 1999 2000
(lirein billions)

Thermal.......eecceeee e 1,327 1,179 733
[ 1[0 107 1= ot [ o 359 254 245
Geothermal.........cocoveeevvveeerseereeeessens 175 138 113
Wind and photovoltaic........c.ccceevverrereenne. _8 7 13

Total Generation.........ceeeeeeveeeerennn. 1,869 1,578 1,104
TranSMiSSION ......cceveeeeeeeeeeeeeeeee e 594 436 367
Distribution (1) ....ccoeeereererererereenereereneenenes 3,007 3,246 2,630
(@17 o (2] IS _401 393 578

B I0) 7= 5,871 5,653 4,679

(1) Includes public lighting from 1998 to 1999.
(2) Excludes telecommunications.

Our capita expenditures have been decreasing in recent years due to reductions in the unit cost of
construction supplies and the standardization of components. The reductions in generation-related
expenditures reflect the fact that our program to bring thermal plantsinto line with current environmental
regulations neared completion during 1998, and benefited from a more efficient investment program that
we implemented in 1997.

We incurred total capital expendituresin our core electricity businesses, including expenditures
related to the Gencos, of approximately Lit. 4,101 billion in 2000 and we expect to incur expenditures of
Lit. 5,250 billion in 2001 and Lit. 7,500 billion in 2002.

We incurred total capital expendituresin al of our other non-telecommunications businesses of
approximately Lit. 578 billion in 2000 and expect to incur total capital expendituresin al those
businesses of approximately Lit. 1,000 billion of 2001 and 2002.

In accordance with Italian GAAP, we did not consolidate WIND in 2000 or for any prior period.
We made capital contributions to WIND of Lit. 587 billion in July 1999 by transferring assets to it and of
Lit. 663 billion in cash in April 2000. We expect to make substantial additional capital contributions to
WIND in the future. We have made significant capita investmentsin developing our
telecommuni cations business and expect that we will continue to be required to do so. Recently, we
incurred a substantial amount of debt and made significant expenditures in connection with WIND’ s
purchase of athird generation UMTS mobile license and our acquisition of Infostrada.

In March 2001, Endl Investment Holding BV, a Dutch company fully owned by us, acquired from
Mannesman Investment BV, awholly owned subsidiary of V odafone Group plc, 100% of the capita
stock of Infostrada, one of Italy’s leading providers of fixed-line telecommunications services and the
owner and operator of one of Italy’ s leading Internet portals. The purchase price for the shares, amounting
to €7,250 million (Lit. 14,038 billion), was paid in full on the same date. As provided for in the
acquisition agreement, Mannesman Investment BV was also repaid by us €132 million (Lit. 256 billion),
representing areceivable it had previously renounced in favor of Infostrada. In addition, on the same
date, Enel Investment Holding BV paid Vodafone €821.2 million (Lit. 1,590 billion) due to Vodafone
from Infostrada and became a creditor of Infostrada for the same amount. Y ou should read “—
Telecommunications—Infostrada—The Acquisition” for further details on the transaction.

We will also make additional investments in connection with our strategy to diversify into other

businesses. The amount and timing of these investments will depend upon the nature of these businesses
and the structure of our investments in them.
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Competition in the Electricity Markets
Generation

Historically, we have not faced competition in our electricity generation business. 1n 2000, we
accounted for approximately 70% of domestic electricity production. We also purchased approximately
56% of the electricity imported into Italy, as well as purchased eectricity produced by independent power
producers and electricity generated by industria producers in excess of their own consumption. In
accordance with the Bersani Decree, we transferred our long-term purchase contracts with independent
power producers to the Gestore della Rete in January 2001.

The following table shows gross installed capacity in Italy by category of producer at the dates
indicated.

At December 31,
1996 1997 1998 1999 2000

(GW)
ENEL...oe e 57.1 58.2 58.9 59.4 58.9
Independent and other power producers.......... 10.7 11.8 13.1 139 16.5
Municipal UtilItieS........ccoceverececrreeeeeceeee e 29 2.8 29 29 2.9
TOtAl o 70.7 72.8 74.9 76.2 78.3

As areault of the limitation on the production and import of electricity imposed by the Bersani
Decree, we must dispose of plants with atotal installed net capacity of at least 15.0 GW by January 1,
2003. In order to comply with the requirement, we have transferred approximately 16.0 GW of gross
installed capacity to the Gencos, and are in the process of disposing of Elettrogen. We expect that we will
complete our disposal of Elettrogen in the second half of 2001.

In addition, the Antitrust Authority conditioned its approva of our acquisition of Infostrada on
our disposal of an additional 5.5 GW of generating capacity within 90 days of the sale of the last Genco.
We have appealed the decision of the Antitrust Authority before the Administrative Court of Lazio.

After we sdll the Gencos and any additional generating capacity, the operators of that generating
capacity will compete with us on the open market. We expect that our competitors will aso include
domestic independent power producers, municipal utility companies and any foreign operators that export
electricity to the Italian market or acquire Italian generation assets. In addition, we believe that other
producers have requested authorizations to build approximately 76 GW of new generating capacity in
Italy. However, we expect that only a small portion of these requested authorizations will be granted.

The three leading electricity independent generators in Italy currently are Edison, Eni and Sondel.
Edison has areported 3.6 GW of generation capacity, Eni has a reported 3.4 GW of generation capacity
and Sonde has a reported generation capacity of 1.6 GW. Edison and Sondel are under common
ownership.

The main municipa electricity companies are AEM Milano, ACEA Romaand AEM Torino.
They are each publicly traded, but remain majority-owned by the relevant municipality. AEM Milano has
approximately 1.0 GW of generation capacity, ACEA Roma has approximately 0.4 GW and AEM Torino
has approximately 0.6 GW of capacity. In addition to their core electricity business, these companies
offer gas and/or water services, and are moving into telecommunications.
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We believe that in 2000 we imported approximately 50% of the electricity imported into Italy
pursuant to long-term contracts. Pursuant to the Bersani Decree, we may be required to transfer al or part
of these contracts, which represent atotal of approximately 20 TWh of electricity, to the Single Buyer.
The remaining electricity that we will be permitted to import will be made available for salesto Eligible
Customers. However, dl of that transmission capacity is currently used and allocated according to the
rules established by the Energy Authority. You should read “—Purchased Power” for a discussion of
these rules.

Electricity sales to Eligible Customers

We expect significant competition to result from the opening of the market to Eligible Customers,
which are free to choose the supplier of their electricity. Enel Trade's competitorsin salesto Eligible
Customers are independent power producers, importers, wholesalers and brokers. Competition in the free
market isincreasing in 2001 as aresult of the government-mandated addition to the free market of
approximately 45 TWh of CIP 6 eectricity produced from renewable resources, which the Gestore della
Rete is selling to operators or directly to Eligible Customers. Competition will aso increase more
sgnificantly after we dispose of the Gencos and any additional generating capacity.

Seasonality of Electricity Consumption

Electricity consumption in Italy is somewhat seasona. Since use of artificia light is highest in
the winter, electricity consumption peaks during winter months. Nevertheless, increased use of air
conditioning has rendered less significant the difference between dectricity demand during winter versus
summer months. Electricity consumption is particularly low in August, the traditional vacation period in
Italy. Electricity demand for commercial and industrial activities and for use of electric appliances tends
to be greater during the daytime.

Telecommunications
The Italian Communications Market

Mobile Services. The Italian mobile telephone market, one of the largest in Europe, continued to
expand in 2000, adding over 12 million new customers at the end of December 2000 to an existing base
of approximately 30 million customers at the end of 1999. The total of approximately 42 million
customers represents approximately 73% of the Italian population. Independent market research has
estimated that penetration levels for mobile telephony in Italy could reach 98% by 2004.

As of December 31, 2000, Telecom Italia Mobile had more than 22 million customers (an
increase of more than 3.4 million customers since December 1999) accounting for approximately 52% of
total mobile customers, a 9% market share loss since December 31, 1999. Omnitel Pronto Italia had
approximately 15 million customers at December 31, 2000 (a5 million person increase since December
31, 1999) or approximately 35% of the total market. In the second quarter of 2000, a fourth mobile
operator, Blu S.p.A., entered the market and had approximately 820,000 customers by December 31,
2000. WIND had approximately 4.9 million customers as of December 31, 2000, which represented
approximately 12% of the total market for Italian mobile telephony, a significant increase from its 4%
market share at the end of 1999. Management believes that WIND also accounted for approximately 30%

! The datarelated to the Italian communications market presented in this section are WIND' s estimates,

except where otherwise indicated.



of net additions to Italian mobile telephony market in 2000. Prepaid cards continued to spur growth in
1999 and 2000, and represent over 95% of WIND’ s new customers.

Fixed telephony services. Since the initial liberalization of the Italian telephone market in 1998,
more than 150 new companies have been awarded licenses to become fixed-line operators. As of
December 31, 2000, the total number of lines operated by aternative fixed-line carriers (i.e., carriers other
than Telecom Italia) exceeded 8 million, with a net increase of 4 million since the beginning of the year.
According to Eurisko, an independent research firm, Infostrada is the market leader among dternative
carriers, followed by WIND, which has over 2.3 million lines. Other mgjor aternative carriers include
Tele2, Tiscai and ePlanet, as well as Albacom, which focuses on the corporate market. Competition in
the fixed-line telephony market is expected to increase with the expanded availability of carrier pre-
selection and the expected unbundling of the loca 1oop.

Internet Services. Since 1999, a mass market for Internet services has rapidly developed in Italy,
although penetration levels continue to be below the average for other EU countries. 1n 2000, the number
of registered Internet users more than doubled, reaching atotal of approximately 15 million as of
December 31, 2000. In addition to the introduction of free Internet services, several Internet portals were
launched in Italy during 1999 and 2000 that targeted both corporate and consumer customers. These
portals compete to attract users mostly by gathering and making available content and/or services,
including e-commerce, financial services, information services and knowledge-based services. Inthe
corporate market, new service providers have focused on the devel opment of web-based applications and
on housing and hosting services.

WIND
Overview

WIND is our most significant business outside of our electricity operations, having quickly
established itself as one of Italy’s principal aternative telecommunications providers. WIND operates
throughout Italy with its own network infrastructure and has rapidly developed its transmission backbone
by leasing fiber optic cables from us. To expand our presence in the telecommunications sector and
complement WIND, we recently acquired Infostrada, one of Italy’s leading aternative providers of fixed-
line telecommuni cations services and the owner and operator of one of Italy’s leading Internet portals.

We formed WIND as ajoint venture in 1997 along with our initial partners, France Telecom and
Deutsche Telekom. Following the exit of Deutsche Telekom in July 2000, we own 56.63% of WIND’s
shares, with France Telecom indirectly holding the remaining 43.37%. As explained more fully below
under “—Agreements with France Telecom,” although we own a magjority interest in WIND, our
agreements with France Telecom give France Telecom certain rights with regard to strategic business
decisions. In July 2000, following Deutsche Telekom’s exit, we signed an amended shareholders
agreement with France Telecom that eliminated a number of the management and control restrictions
previoudly imposed on us. In 2000, we did not consolidate WIND' s results of operations under Italian
GAAP, as we accounted for WIND on the equity method because of the existence of significant control
restrictions for the larger part of the year. Starting in 2001, WIND will be consolidated using the line-by-
line method. For U.S. GAAP purposes only, we have consolidated WIND' s results beginning in August
2000, because of the elimination of certain restrictions on our control as aresult of the July 2000
amendment to the shareholders agreement. See notes 24 and 26 to our consolidated financia statements.

Since launching its operationsin late 1998, WIND has grown rapidly to become, we believe, the

leading provider of fully integrated or “convergent” mobile and fixed-line telephony, Internet and data
transmission servicesin Italy. Italy isone of the largest and, according to the International
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Telecommunications Union, fastest-growing telecommunications markets in Europe, with a population of
approximately 58 million people, 42.1 million mobile telephony subscribers and 35 million fixed lines,
(of which 27 million are provided by Telecom Italia), as of December 31, 2000. In 2000, WIND
increased the number of fixed and mobile telephone lines it operates from approximately 2.1 million to
approximately 7.2 million and the number of its registered Internet users from approximately 60,000 to
approximately 670,000. As of March 31, 2001, WIND further increased its customer base to 8.2 million
fixed and mobile telephone lines and approximately 1.0 million Internet registered users. In 2000, WIND
also more than tripled its revenues from sales and services, which increased from Lit. 795 billion in 1999
to Lit. 2,565 billion.

Srategy and Competitive Srengths

WIND’s primary objective isto build on its expertise as a convergent services provider to
become the leading aternative to Telecom Italia, the incumbent telecommunications operator in Itay.
WIND intends to grow its business by pursuing the following key strategies, which are based on the
principles of convergence, quality, transparence and innovation:

Increase Customer Satisfaction. WIND’s convergent capabilities allow it to offer integrated
fixed, mobile and Internet service solutions to address specific customer needs. WIND is
focusing on building customer loyalty and satisfaction by offering high-quality and reliable
customer care, easy-to-understand pricing plans and integrated billing for its
telecommunication services.

Expand Product Range. WIND intends to broaden its existing portfolio of integrated fixed
and mobile voice and data services with other convergent services to include multi-media
applications for WIND'’ s integrated voice products and multi-access platforms to the Internet.

Enhancethe Network. WIND will continue to expand its network infrastructure and
capacity in Itay, as well as its connections with major European networks using advanced
technology, including higher bandwidth technology to support expanded data transmission
and Internet services.

WIND'’s ability to implement its strategies is built on its specific competitive strengths, including:

Leader in Convergent Services. WIND isltaly’sfirst fully convergent telecommunications
operator, with approximately 30% of its residential and business customers subscribing to at
least two of its services. WIND’s position as a provider of mobile, fixed-line and Internet
services affords it a number of competitive advantages over traditional telecommunications
carriers who specidize in either fixed-line or mobile telephony, including:

the ability to cross-sall voice, Internet and data services through mobile and fixed-
line access to existing customers;

the opportunity to improve customer retention by providing the convenience of a
single source for all telecommunications and Internet services, including billing and
customer care; and

the ability to capitalize on the greater efficiencies inherent in operating integrated
infrastructure.

Extensive and I nnovative Product Portfolio. Management believes that WIND’ s ability to
develop and offer a broad range of products using the latest technologies enables it to meet
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the demands of arapidly changing market. These products include combined fixed and
mobile pre-paid cards, convergent rate plans, fixed and mobile virtual private networks and
specia tariff plans.

Brand Recognition. The “WIND” brand is one of the most recognized in the Italian
telecommunications sector. WIND believes that its strong brand recognition plays a critical
role in customer acquisition and retention across most customer segments. As traditional
telecommunications products become commoditized, WIND believes that the brand will give
it a competitive advantage in differentiating its products.

Highly Developed I nfrastructure. WIND has developed an integrated and advanced national
network for voice, data and Internet services that facilitates the rapid introduction of new and
innovative products. WIND’s extensive network enablesiit to lower its reliance on
competitor’s networks.

Large Customer Base and Broad Distribution. WIND has capitalized on its multi-channel
distribution system to quickly build alarge customer base for a new entrant. As of March 31,
2001, WIND had approximately 5 million residential customers and 90,000 corporate
customers.

Strategic Relationships With Enel and France Telecom. WIND has taken advantage of the
financia support and strategic relationships provided by us and France Telecom to develop
its business, including the rapid deployment of the fiber optic backbone it leases from us and
access to France Telecom’ s international network.

WIND has obtained a number of important licenses and authorizations needed to build its

business, including:

Customer Base

In 1998, licenses to ingtall, develop and resall network capacity on its fixed-line
telephone network as well as authorization to provide packet switched data
transmission and Internet services through its switched network;

In June 1998, the third license to provide mobile telephone services in Italy using
digital GSM-1800 and GSM-900 technology;

In November 2000, one of the five licenses to provide third-generation UMTS
sarvicesin Italy auctioned by the Italian government. WIND’ s winning bid requires
it to pay atotal of Lit. 4,700 billion, of which Lit. 4,000 billion has aready been paid
and the remainder is to be paid over the next ten years. The UMTS license will be
effective as of January 1, 2002 for aterm of 15 years. The process by which the
Italian government sold UMTS licenses is the subject of ongoing investigations by
the public prosecutor for Rome and the Antitrust Authority as well as other pending
legd challenges. Although no assurance can be given as to the outcome of these
proceedings, WIND does not believe that any of these proceedings will have a
material adverse impact on its ability to offer UMTS services.

Since its launch, WIND has been successful in rapidly increasing its customer base. Asof March
31, 2001, WIND had approximately 5 million residential customers and 90,000 corporate customers.
WIND’ s convergent services strategy has resulted in 1.3 million of its residential customers and
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approximately 27,000 of its corporate customers subscribing to at least two of WIND’s mobile, fixed-line
or Internet services as of that date.

As a convergent services operator, WIND uses the number of lines as a measure of its growth, as
many of its customers have more than one line for mobile, fixed or Internet services. Asof March 31,
2001, WIND had approximately:

5.7 million mobile lines, represented by the number of Subscriber Identity Module, or SIM,
cards sold, an increase of approximately 4.4 million new lines, since December 31, 1999; and

2.5 million fixed lines, an increase of approximately 1.9 million new lines, since December
31, 1999.

WIND has aso significantly increased its Internet customer base since launching its servicesin
2000. Asof March 31, 2001, WIND had approximately 1 million registered Internet users, representing
an increase of 940,000 users from December 31, 1999. WIND'’s Internet portal, InWind, recorded more
than 75 million page views in March 2001, a significant increase from the 2 million page views recorded
a January 2001.

Products and Services

WIND offers convergent voice, Internet and other value-added services to both residentia and
corporate customers.

Services for Residential Customers. To itsresidentia customers, WIND offers a number of
integrated fixed-line and mobile telephony products, including:

“NoiWind,” the first convergent rate plan for mobile and fixed-line calls that offers special
rates for calls between a fixed-line and one or more mobile phones;

“Credito Unico,” the only pre-paid card in Italy for both fixed-line and mobile telephone
cdls;

Tariff plans for both fixed and mobile telephone users that offer reduced rates based on the
length of acal and are designed to encourage higher usage per line, known as “WindLight”;
and

“WindFlat”, atariff plan that offers unlimited local and long-distance calls and discounts for
international calls and calls to mobiles for a monthly flat fee.

WIND dso offersto its residential customers other value-added services, such as personalized
information services delivered via SM'S (Short Message Services), and Internet services and products,
such as Wireless Access Protocol, or WARP, services and specia discount plans where customers pay only
for the cost of the call or reduced evening and weekend rates.

Services for Corporate Customers. WIND has developed products geared to the specia needs of
its corporate customers, including:

The “WIND Private Network,” an integrated “virtua private network” that allows usersto

access a company’s fixed and mobile telecom lines by dialing an extension and can be
custom designed to include other value-added services,
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Toll-free numbers that offer Italian corporate customers the possibility to receive calls either
on anation-wide basis, known as “Numero Verde Ovunque,” or from one or more local
caling areasin Italy, known as “Numero Verde Areg;”

The “SMS Gate,” a service alowing companies to connect to WIND’s GSM network and
establish direct access for managing delivery of ahigh volume of SM'S messages to their
customers,

“WIND IP,” “WIND Dati” and “WINDLIink”, services that enable companiesto set up their
own intranet, telephony and data networks using advanced technology, including high speed
digital transmission technology; and

“WIND Race,” aservice alowing companies to offer Internet connectivity to their customers.
WIND dso offersto its corporate customers:

Generd Packet Radio Services, or GPRS, which allows access to the Internet and to a
company intranet and e-mail system via mobile telephones; and

aprepaid service that allows corporate customers to share cost between persona and business
cals.

Following the acquisition of 1T-Net, an Italian Internet provider focused on business customers,
in September 1999, WIND expanded the portfolio of Internet services offered to its corporate clients to
include value-added services such as video-streaming and web housing and hosting services.

In addition to its corporate product offerings, WIND has individua service and supply contracts
with certain of its largest customers. WIND currently provides the Enel group with most of its key
telephony and other telecommunication services under an outsourcing contract entered into following the
Enel group’s contribution of its telecommunications division to WIND in 1999. Pursuant to this contract,
WIND currently manages a number of services for us, including our internal data network, comprising
approximately 40,000 work stations and 1,000 dedicated routers.

In December 1999, WIND obtained an SO 9001 Quality Certification for its design, sde,
implementation and provisioning of telecommunications services and customer service to corporate
customers. This certification is a prerequisite to WIND’ s participation in public tenders. In late 2000,
WIND won the tender to supply approximately 30,000 mobile phones to Consip (Concessionaria Servizi
Informatici Pubblici) S.p.A., an Italian state-owned entity, on an exclusive basisin 2001 and 2002.

Network Access. WIND provides its integrated fixed-line telephony, data transmission and
Internet services to residential and corporate customers using severa access methods:

Indirect Access. For itsresdential and small business customers, WIND offers indirect
access to its fixed voice and Internet services through either “ carrier selection,” where
customers dial “1088,” a predefined access code, to select WIND’s network for local, long
distance and international calls on a per call basis, or “carrier pre-selection,” where WIND
arranges with Telecom Italia for automatic switching to its network without requiring an
access code.

Direct Access: WIND is also ableto offer direct accessto its network for its largest corporate
customers through microwave links, direct fiber optic connections or dedicated lines leased
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from Telecom Italia. With the scheduled unbundling of the loca loop in 2001, when
Telecom Italiawill be required to permit aternative carriers to have access to its local
network, WIND anticipates expanding the availability of direct access to other customers.
See “—Regulatory Matters—Telecommunications’ for a more detailed discussion of this
issue. Asaresult, WIND customers will no longer be required to pay fixed-line access feesto
Telecom Italiaand WIND will also be able to collect interconnection fees for calls
originating on another operator’s network and terminating on WIND’ s network.

WIND offers mobile services through its national dua band GSM-900 and GSM-1800 digital
mobile network and roaming agreements with other Italian mobile operators. In the first quarter of 2001,
WIND began offering its customers GPRS, the new mobile technology that is expected to provide greater
bandwidth for data transmission and Internet access.

Network Infrastructure

Since WIND began its operations, it has focused on developing its technical infrastructure, as
well as entering into agreements with other telecommunications operators in order to expand its reach and
enhance coverage. WIND uses a common system management software, referred to asiits Intelligent
Network, for its fixed-line and mobile networks, alowing it to provide integrated telephony and other
value-added services to its customers.

Asof March 31, 2001, WIND’s network infrastructure included:

An 11,200 km fiber optic nationa transmission backbone leased from Enel using Synchronous
Digital Hierarchy, or SDH, and Wavelength Division Multiplexing, or WDM technology, the
European standard for high speed digital transmission;

Metropolitan Area Networks in the main Italian cities, including Rome, Milan, Turin, Naples,
Florence, Genoa, Bologna and Palermo, comprising approximately 630 km of underground
cables;

A national voice switched network comprising 17 fixed switches and 36 mobile switches;
A packet switched data network comprising 72 points of presence for data transmission; and

A dual band GSM 900 and GSM 1800 mobile network covering approximately 82% of the
Italian population and 52% of the territory. WIND anticipates completing the upgrading of
its base transceiver stationsto alow it to provide GPRS service by the second half of 2001.

In the second half of 2001, WIND intends to expand its technical infrastructure by continuing the
rollout of its GPRS network, developing its UMTS network and integrating GSM technology into an
Internet Protocol, or IP, network infrastructure in order to offer indoor mobile services to corporate
customers and highly integrated fixed and mobile telephony and data services.

WIND leases inactive, or dark, fiber on its national backbone from us under a renewable 15-year
contract that became effectivein 1999. The Enel group’s lease with WIND stipulates a totdl initial
consideration of Lit. 210 billion, and alease rate of additional Lit. 87.4 billion per year starting in 2000,
which can be adjusted after seven years if market prices for fiber optic cable increase or decrease by more
than 10%.
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WIND has also entered into a number of non-exclusive interconnection and roaming agreements
with other Italian telecommunications operators, including Telecom Itdia, Telecom Italia Mobile,
Omnitel Pronto Italiaand Blu S.p.A., aswell as other international carriers, including an agreement with
France Telecom that provides access to the French carrier’ s high performance, pan-European fiber optic
network. Interconnection agreements allow one operator to make use of another operator’s network in
order to have the necessary connections to terminate a call originating in that operator’s network, whereas
roaming agreements alow one mobile operator to have its customers' calls hosted by another mobile
operator’ s networks in geographical areas which its network does not cover. WIND’s roaming
agreements include terms designed to ensure that WIND customers receive seamless connections, full
access to their subscribed services and complete mobile network coverage.

New Initiatives. WIND is developing its broadband capabilities through pilot programsin select
areas of Italy. Animportant initiative in this regard is the establishment of Estel S.p.A., ajoint venture
formed in July 2000 by WIND, which holds a 40% interest, and the cities of Trieste, Udine and Goriziain
northeast Italy. Estdl is building afiber optic network in the Friuli-Venezia-Giulia region that can
support traditional fixed-line telephony and data transmission as well as broadband services such as
videoconferencing, video on demand and other interactive and multi-media content and services. WIND
supplies the venture with network, information technology and customer care services. Estel launched its
initial services in December 2000.

WIND is aso evaluating an initiative to develop “last mile’ broadband connections and other
forms of direct access between a customer’s home or business and its network in select Italian cities.
WIND intends to coordinate any future direct cabling efforts, to the extent possible, with construction
projects undertaken by Enel in the same areas in order to take advantage of cost savings, particularly for
expenses related to excavation.

Customer Care and Marketing

WIND markets its services and products through a multi-channel commercial distribution
network with over 3,700 points of contact, including dealers, independent agents, business partners and
distributors.

Since beginning operations in 1999, WIND has focused on creating customer care systems that
are accessible and convenient to use, including:

A customer administration and billing system for WIND’ s residential and corporate
customers that offers integrated billing for fixed-line and mobile phone telephone charges,

A customer relationship management system that will allow WIND’ s corporate clients to pay
bills, order supplies or obtain information eectronically; and

Call centersin Rome, Naples and Milan that provide customer support to residential and
corporate customers using advanced technologies for automated voice services. ASWIND’s
customer base grows, WIND intends to place greater reliance on outsourcing to meet the
staffing needs of its call centers.

WIND’s pricing and billing for its fixed-line and mobile services are based on easy-to-understand
principles, including:

An absence of “hidden” fixed costs, such as initial access charges or activation fees;
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Billing calculated on a per second basis,
V olume discounts; and
Equal rates for prepaid cards and post-paid tel ephony services.

WIND usesits own sales force to market products and services to corporate customers. For
residential customers, WIND relies on dedlers and its own franchise network, including shops in Rome
and Milan, which are owned and operated through WIND’ s wholly owned subsidiary, Mondowind. In
March 2000, WIND entered into ajoint venture with Eldo, one of Italy’s mgjor consumer electronics
retailers, to buy a 30% stake in ajoint venture that is developing a chain of retail stores that sells WIND
telecommuni cations equipment and services as well as those of other telecommunications operators. In
the first half of 2000, 20 stores of this chain have opened.

WIND aso continues to closely monitor its compliance with its customer service quality charter
(Cartadei Serviz), the firgt charter of itskind in Italy, which it instituted in 1998.

Corporate Organization

WIND has two main divisions (Consumer and Corporate) and four territoria regions, which have
commercial, network implementation and operation and customer care responsibilities. WIND currently
has four principal regional offices (in Milan, Rome, Mestre and Naples) and 32 secondary officesin other
principal ltaian cities.

As of December 31, 2000, WIND had 4,922 employees, as compared with 3,739 employees at
December 31, 1999. New employees go through a thorough selection process tailored to the specific
professional profile of the post being filled. To meet its future employment needs, WIND intends to
increase its reliance on outsourcing contracts, particularly with respect to its customer care operations, as
well as to continue to hire additional professionals.

Financial Results

Asarecent entrant in the telecommunications sector, WIND continues to incur significant
operating costs in connection with developing and sustaining its business while, at the same time,
increasing sales and service revenues thanks to its rapidly growing customer base. Sales and services
revenues increased approximately 223% to Lit. 2,565 billion in 2000, from Lit. 795 billion for 1999.
Operating expenses increased less rapidly, rising approximately 115% to Lit. 4,296 billion in 2000 from
Lit. 1,994 billion for 1999. Capital expenditures and other investments, including the Lit. 4,000 billion
paid to date for WIND’s UMTS license, amounted to Lit. 5,855 billion in 2000,as compared to Lit. 1,692
billion for 1999.

In 2000, WIND had a net loss of Lit. 1,438 hillion, as compared to a net loss of Lit. 814 billion
for 1999. End’s share of WIND’s net losses for 2000 was Lit. 776 billion, as compared to Lit. 439
billion in 1999. Management considers these losses to be expected given WIND’ s recent entry in the
telecommuni cations sector and its efforts to develop its business.

In March 2001, WIND' s shareholders approved the financia statements for the fiscal year ended
December, 31 2000, which recorded cumulative losses of approximately Lit. 2,189 billion. Because
WIND’s cumulative losses for the fiscal year exceeded one-third of WIND’ s share capital, the
shareholders adopted the necessary measures, required by Article 2446 of the Italian Civil Code, and
resolved to cover part of the recorded losses by reducing WIND’s share capita by approximately Lit.
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1,421 billion. Immediately following this required reduction, the shareholders also resolved to increase
the share capital by approximately Lit. 850 billion. We and France Telecom subscribed such increase
proportionally to our interest in WIND.

Agreements with France Telecom

Although we own amajority interest in WIND, our agreements with France Telecom provide
France Telecom with certain specified rights with regard to strategic business decisions taken at
shareholder and board of director meetings, as well as the right to nominate four of WIND’s nine
directors. Certain mgjor business and strategic decisions must be approved by a quorum of six directors
and resolutions passed at an extraordinary shareholder meeting also require a super-majority.

The WIND shareholder agreement contains aternative dispute resolution mechanisms intended to
settle disagreements between us and France Telecom that may arise as aresult of these provisions. These
arrangements include certain “put” options, under which we may be required to buy France Telecom's
sharesin WIND, and in some cases, to pay a premium to France Telecom above the shares market value,
aswell as aput option in the event of a deadlock that entitles a party to sell its shares at the price set forth
in the agreement. Failure to reach an agreement with France Telecom may aso prevent us from
implementing strategies that we believe are beneficial to WIND. See“Item 3. Key Information—Risk
Factors—Although we have a mgjority interest in WIND, major business decisions require the agreement
of our partner.”

Our agreements also provide that WIND' s activities will be focused on the Italian market and
give France Telecom certain rights with regard to WIND’ s international activities, including prior
approval of any European fixed-line or mobile telephony projects that WIND may undertake outside of
Italy, as well as restricting us from selling our interest in WIND to other telecommunications operators
without France Telecom’ s consent.

Environmental and other regulatory matters

WIND takes an active role in health and environmental health protection. Because of its recent
start-up of operations, WIND has been able to take advantage of recently devel oped technologiesin its
implementation of its quality and safety standards. Each network element focuses on two fundamental
goals: minimizing environmental impact and maximizing protection for the population, and is
implemented on the basis of permits granted by the local health and administrative authorities.
Depending on the installation context, WIND deploys different network infrastructure elements in order
to achieve radiation emission ranges lower than the minimum levels required by applicable Italian
regulations, which are themselves more than 50% lower than the minimum radiation emission levels set
by a number of other European countries. In addition, all plans for WIND’s base transceiver stations
include areport on el ectromagnetic emissions that is submitted to the relevant public authorities.

WIND, like other telecommunications providersin Italy, is subject to regulation by both the
Italian government and the European Union. Y ou should read “—Regulatory Matters—
Telecommunications’ for a discussion of the regulatory framework in which WIND operates.
Infostrada

The Acquisition

On March 29, 2001, End Investment Holding BV, a Dutch company fully owned by us, acquired
from Mannesman Investment BV (an indirect, wholly owned subsidiary of V odafone Group plc) 100% of
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the capita stock of Infostrada, one of Italy’s leading providers of fixed-line telecommunications services
and the owner and operator of one of Italy’s leading Internet portals. The purchase price of the shares,
amounting to €7,250 million (Lit. 14,038 billion), was paid in full on the same date. As provided for in
the share acquisition agreement, Mannnesman Investment BV was also repaid by us €132 miillion (Lit.
256 hillion) representing a receivable it has previoudy renounced in favor of Infostrada. Moreover, on the
same date, Enel Investment Holding BV paid VVodafone €821.2 million (Lit. 1,590 billion) due to
Vodafone by Infostrada and became a creditor of Infostrada for the same amount. In addition, in
connection with the acquisition, we incurred and will incur during the six-month period following the

acquisition, certain ancillary costs amounting to a maximum of €375 million (Lit. 727 billion).

Authorization for the purchase from the European Commission was obtained on January 19,
2001, while the authorization of the Antitrust Authority was issued on February 28, 2001. The
authorization of the Antitrust Authority was conditioned on our disposal of 5,500 MW of generation
capacity (60% of which must consist of mid-merit and peak plants). The decision of the Antitrust
Authority requires us to transfer such capacity to a newly-formed generation company to be sold within
90 days of the sale of the last Genco sold pursuant to the Bersani Decree. We have challenged the
decision of the Antitrust Authority before the Administrative Court of Lazio. As agreed with VVodafone,
the outcome of this action will have no effect on the sale, which was fina and unconditional.

We currently plan to integrate Wind and Infostrada into a single entity which will pursue a
diversification strategy, broadening and reinforcing our activities in the telecommunications sector. Our
objective is to achieve complete integration in the operations and management of the two companies,
which we believe complement each other in numerous areas, with the goal of realizing important
synergies in investments, network operations and integrated marketing in the fixed and mobile telephony
segments, aswell asin the supply of transmission capacity and Internet connections.

In accordance with our intention to integrate WIND and Infostrada into a single entity, we
amended our shareholder agreement with France Telecom relating to WIND. This agreement contains
also certain mechanisms by which Endl and France Telecom may adjust our respective interest in the
combined entity following any such offering, including an option by which France Telecom may increase
its share of the combined entity to reestablish the proportiona shareholding it held in WIND relative to us
prior to our acquisition of Infostrada (approximately 77% of our share) by exercising acall option on a
specified number of our shares at any time between the 24" and 30™ month following the integration of
WIND and Infostrada at a price based on market value, but subject to certain specified caps and floors.

We bdieve that Infostrada’ s strength in the fixed-line telephony and Internet sectors, when
combined with WIND’ s strength in mobile telephony and convergent telecommunications services, will
enable the combined entity to be the key rival to Telecom Italia, as well as aleading telephone and
Internet operator in Italy. Our acquisition of Infostrada should also alow the combined entity to take
advantage of significant revenue, operating and capital expenditure synergies, especially with regard to
infrastructure and administrative costs. By significantly expanding our telecommunications operations,
we aso expect that the acquisition will allow us to diversify our revenue base further while expanding our
range of value-added services.

Description of theBusiness of Infostrada

Infostrada offers awide array of voice, Internet and other value-added service to both residentia
and corporate customersin Italy.

According to Eurisko, Infostrada is the second largest provider of fixed-line servicesin Italy, with
(based on criteria differing from that used by WIND) approximately 2.9 million residential customers and
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approximately 876,000 business customers as of March 31, 2001, of which 800,000 are small businesses.
WIND and Infostrada currently use different criteria to determine their number of customers. As of
March 31, 2001, Infostrada was the leading Internet access provider in Italy, with approximately 5 million
registered users. In addition, Infostrada owns Italia On Line, the leading Italian portal according to
Nielsen NetRatings, with 416 million of page-viewsin March 2001.

Basic telephony services. Infostrada offers basic fixed-line telephony services to business and
residential customers using either the carrier selection or carrier pre-selection method. Infostrada also
offers certain business customers an automatic carrier selection device that directs all calls made to
Infostrada s network by automatically adding the carrier selection code before any number dialed by the
customers.

Pronto 1055 is the basic telephone service offered to residential customers. Costs are calculated
on the basis of the type and length of calls made. The service includes value-added services such asreal-
time management of spending levels, both over the phone and the Internet. In 1999, Infostrada launched
a series of innovative package deals for Italian fixed-line residential customers that alow personalization
of service and grant discounts on the most frequently called numbers. In 2000, Infostrada introduced
caling plans for residential customers using pricing methods that moved away from basing charges on the
type and length of calls made, these calling plans include:

Spazio zero, which, for a fixed monthly fee, allows customers to make long-distance calls for the
price of alocal call, and to access the Internet at reduced prices; and

Tempo Zero, which, for afixed monthly fee, allows customers to make unlimited local and
national calls, as well as access the Internet.

Infostrada offers two principal calling plans to business customers:

Linea 1055, which is aimed mainly at small business customers and provides for the payment of
network services on the basis of usage; it includes value-added services, such as rea-time
management of spending levels, both by phone and over the Internet; it aso offers alternative
caling plans that move away from basing charges on the type and length of calls made,
including:

Ora Zero, which, for afixed monthly fee, provides customers with a fixed number of
minutes of local and national calls; any calls made beyond these limits are charged at
adiscounted rate;

Spazio Zero Affari, which, for afixed monthly fee, alows customers to make long-
distance calls for the price of alocal call and connect to the Internet at reduced rates;
and

Verde Facile, which is aimed at medium-sized and large business customers and
offers discounts based on the volume of calls made. Severd additiona pricing
options alow this service to be customized based on the destinations called or the
type of calls made.

Other telephony services. Infostrada offers business customers national toll free and shared toll
services and manages about 300 public telephones situated in strategic locations in Italy (predominantly
airports and train stations). It sells prepaid and magnetic strip telephone cards and offers carrier and
termination servicesin Italy to other national and international carriers.
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Internet and data transmission services. Infostrada offersafull array of Internet and data
transmission services to both business and residential customers. In October 1998, Infostrada acquired
Italia Online S.p.A., which manages an Internet porta of the same name. Italia Online is among the
leading Italian portals in terms of page views per month. Itaia Online aso sdlls online advertising to
businesses. Through the portal, Infostrada offers awide array of high-quality Internet services and
content, including Arianna, one of the most widely used Italian search engines, a service for virtua
communities, an online shopping service, and awide range of content. Italia Online also offers online
customer care applications for customers of the Libero Infostrada internet access service.

Infostrada offers Internet access service in Itay through a variety of products aimed at business
and residential customers, including:

Libero, which offers a subscription free access;

H-net, Libero 1055 and Libero 1055, which offer access for an annual subscription fee, on a
pay per use basis and for aflat fee, respectively;

fee-based Internet access service packages that are tailored to the specific needs of individual
business customers;

Tempo Zero, Ora Zero and Ora Zero Affari, which offer integrated telephony and Internet
access services for residential and small business customers at reduced rates; and

Verde In Rete and Verde Internet, which offer Internet access services mainly aimed at
medium and large business customers.

Infostrada offers high speed Internet access (Fast Internet) to business and residential customers
using ADSL, or Asymmetric Digital Subscriber Line, technology. ADSL technology allows high speed
transmission of data using the user’s existing connections through a dedicated modem at the customer’s

location and equipment at the telephone exchange office. Currently, Infostrada offers ADSL access by
purchasing it wholesale from Telecom Italia

Infostrada offers its business customers a number of web services, including:

Web Residence, which includes hosting/housing/e-commerce services aimed principally at
small and medium-sized businesses, such as:

registration and use of Internet domain names,

services that alow customers to create web sites using either their own hardware
(housing services) or Infostrada s server (hosting services); and

e-commerce services that allow customers to create Internet shopping sites and to
accept online credit card payments;

Web Channel, which permits transmission of high quality audio and video content on the
Internet. The service isaimed at customers who intend to create Internet radio or television
stations, or who are interested in transmitting specific events, such as conferences or concerts.

Web Messenger, a service for the management of business customers' e-mail; and
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Web Contact, which alows the customer care staff of businesses that offer online and help
desk support services to receive voice calls from the Web.

Other services. Inthe areaof data transmission, Infostrada currently offers to business customers
fiber optic connections and data transmission services to create virtual private networks.

Infostrada resells at the national level network capacity as well as medium and long-distance,
high capacity transmission circuits, primarily to national operators and international carriers. Infostrada
also provides services to ISPs, or Internet service providers, for the implementation of network
architecture capable of providing Internet access servicesto fina users.

The Infostrada network. As of March 31, 2001, more than 95% of the traffic Infostrada carriesis
channeled through its network infrastructure, which includes:

A 5,754 km fiber optic nationa transmission backbone, using Wavelength Division
Multiplexing, or WDM technology;

Metropolitan Area Networks in the main Italian cities, including Rome, Milan, Turin, Naples
and Florence, comprising approximately 807 km of underground cables;

A national voice switched network comprising 29 switches; and

An Internet Protocol, or IP, network, comprising 36 switching nodes and 137,000 modem
ports.

Financial Results

In 2000, Infostrada s total revenues from sales and services increased by 29% to Lit. 1,805
billion, as compared to 1999. Of the totd, Lit. 1,450 billion were attributable to sales of voice telephony
sarvices, Lit. 308 hillion to data transmission and Internet services, Lit. 28 billion to the sale of telephone
cards and other services and Lit. 19 billion to sales of advertising on the Itaia Online portal. However, as
arecent entrant in the telecommunications sector, Infostrada continues to incur significant operating costs
in connection with developing and sustaining its business. As a consequence, Infostrada recorded
consolidated loss of Lit. 313 billion in 2000, despite extraordinary gains of Lit. 232 billion arising from
the cancellation of afinancia debt owed to Mannesmann Investment B.V.

Fiber optic infrastructure

We have been engaged since 1997 in the E-Net project to install fiber optic cable aong portions
of our electricity transmission and distribution network. At May 31, 2001, we had installed
approximately 11,600 km of fiber optic cable and expect to have installed approximately 11,900 km of
fiber optic cable at the end of 2001. We expect that our aggregate capital expenditures for this fiber optic
cable project will total approximately Lit. 313 billion over the period from 1997 to 2001.

Other Businesses
Gas
The Italian natural gas market is undergoing a process of liberalization that parallels that of the

electricity market to a certain extent. On the basis of current legislation, we expect al Italian gas
consumers to be free to select their supplier in a competitive market beginning in 2003. Until then, we
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believe that the most effective way for usto build our gas business is through acquisitions of small- to
medium-sized distributors. Please refer to “—Regulatory Matters—Gas” for a more detailed discussion
of gasregulationin Italy. We believe that building our gas distribution activities as part of a multi-utility
strategy offers us opportunities for potential synergies, including, for example, the ability to schedule and
perform gas and electric its network maintenance and upgrades in the same area at the same time and the
ability to use call centersfor both gas and electricity customers, as well as certain competitive advantages,
including potential cost savings from economies of scale.

We acquired several gas distribution companies with operations in various Italian regions in 2000
and 2001, the most important being the acquisitions of the Colombo Gas Group in 2000, and those of
So.gegas Sp.A. and Agas Sp.A. in 2001. Together, our acquisition of gas companies has provided us
with access to an aggregate of approximately 500,000 natural gas customers as of June 2001. We arein
the process of consolidating certain of our newly acquired gas companies into Enel Distribuzione Gas
Sp.A. and Enel Vendita Gas S.p.A., both of which were created in 2001.

We will continue actively to consider the acquisition of other companies involved in gas
distribution. Furthermore, we are also the second-largest importer of natural gasin Italy and may in the
future consider aternative uses for the gas that currently serves as an energy source for our electricity
generating plants.

Water

We bdlieve that we are well positioned to enter the water business because of our technical skills,
especidly in water collection and other upstream parts of the business, our experience in providing utility
services, our presence throughout Italy, the availability of water in our damsin many areas of Italy and
our potential to realize synergies with our electricity distribution network. We intend to operate our water
business mainly through our wholly owned subsidiary Enel.Hydro S.p.A., with the goal of participating in
major water-related tenders and developing our activities to include the construction and management of
water distribution networks, as well as ground engineering and water-related research. In January 2001,
we transferred Enel . Hydro' s hydroel ectric engineering operations to Enelpower in order to concentrate all
of our generation-related engineering and construction expertise in asingle entity.

We are currently considering a number of acquisitions in the water sector, one of the most
important being the acquisition of Acquedotto Pugliese S.p.A., amajor provider of integrated water
distribution servicesin Italy. In 2000, Acquedotto Pugliese, which serves approximately 4.3 million
peoplein the regions of Puglia and Basilicata, distributed 244 million cubic meters of water. In the same
year, it recorded net income of Lit. 39 billion on revenues of Lit. 692 billion, and an operating profit of
Lit. 127 billion. It currently has approximately 2,100 employees.

The entire share capita of Acquedotto Pugliese is owned by the Treasury Ministry. A Decree
issued on March 9, 2000, by the President of the Italian Council of Ministers identified us as the
prospective purchaser of Acquedotto Pugliese. The decree also provided that a panel of independent
auditors determine the price we should pay for Acquedotto Pugliese. On April 2001, the pand set the
price at Lit. 936 hillion.

However, members of the center-right coalition that won the May 2001 nationd e ection have
expressed opposition to the sale of Acquedotto Pugliese to our group, and the Regional Authority of
Puglia has challenged before the Administrative Court of Lazio the above-mentioned decree of the
President of the Italian Council of Ministers. Y ou should read “Item 8. Financial Information—Other
Financial Information—Legal Proceedings’ for a discussion of relevant court challenges.

In May 2001, we submitted an offer to acquire Southern Water PLC, a UK water and wastewater
utility, from its owner, Scottish Power PLC. Southern Water provides water services to 2.2 million of
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customers and waste water services to 4.4 million customers, covering an area of 4450 square km. In
2000 it supplied 585 MI per day of water and dedlt with 1,370 MI. per day of sewage.

In April 2000, Enel.Hydro and Acquedotto Pugliese made ajoint bid in a competitive tender for a
25-year concession to manage the bulk water system of the region of Calabria. This project involves the
provision of water to approximately 1.7 million people in Caabria and is expected to involve capital
expenditures of approximately Lit. 600 billion over the next 25 years. The Caabrian water system
subject to the tender generated revenues of approximately Lit. 100 billion in 1999.

Enel.Hydro has also established a joint venture with Ente Acquedotti Siciliani, the main Sicilian
water distribution company, to manage the water system in the city of Enna, which will use water from
one of our hydroelectric dams. Operations in Enna are expected to commence by the end of 2001 and to
generate annua revenues of up to Lit. 30 billion. In 2002, Enel.Hydro expects to enter into similarly
structured transactions in other areas of Sicily.

In June 2000, Enel .Hydro, Acquedotto Pugliese, Vivendi Environment, Siba S.p.A., Italcogim
S.p.A and Emas S.p.A made ajoint bid in a competitive tender for a 30 year concession to provide water
and sewage services to approximately half a million peoplein the area of Latina. This project is expected
to involve capital expenditures of of approximately Lit. 700 billion over the next 30 years.

Engineering and construction

We conduct our engineering, procurement and construction, or EPC, operations through
Endpower S.p.A. We formed Enelpower in 1999 by transferring to it the resources, capabilities and
expertise of our thermal power plant and transmission line engineering and contracting division.
Enelpower operates both inside and outside Italy as an engineering and contracting company and
developer of integrated power systems on aturnkey basis. During the last thirty years, our engineering
and construction division designed and built power plants for our business with atotal of 49,000 MW of
gross generating capacity, and installed or constructed amost al of the electricity transmission and
distribution facilities built in Italy. In January 2001, Enel.Hydro contributed all of its EPC activities
related to hydroelectric power plants to Enelpower, thereby concentrating all our power generation EPC
expertise in asingle entity.

In addition to serving as the primary EPC contractor for Enel Produzione and the Gencos,
Enelpower operates internationaly, with afocus on targeted markets in the Mediterranean basin, Middle
East and Latin America. In these markets, Enelpower may also act as an independent power producer,
managing and operating power plants and transmission facilities it has constructed pursuant to
concessions granted by local authorities. Enelpower also works through alliances with strategic partners
and may take equity stakes in the projects in which it isinvolved.

Since its formation, Enelpower’ s achievements include:

In July 1999, Enelpower was awarded its first third-party EPC contract in the international
market by PowerGen, a U.K. independent power producer, for a 60 MW combined cycle
plant in Castelford, England that is now nearing completion.

In November 1999, Enelpower was awarded an EPC contract for the construction of a 132
MW combined cycle plant in Saudi Arabia.

In January 2000, ajoint venture created by Enelpower with two Greek energy companies
entered into an agreement with Exxon Power Investment Company and amajor Turkish
contractor to develop a 700 MW combined cycle power plant in Greece in anticipation of the
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liberalization of the Greek electricity market in 2001. In April 2001, the joint venture was
awarded two licenses by the Greek government for the construction of two 440 MW
combined cycle plants.

In the summer of 2000, Enelpower, working in association with a gas turbine manufacturer,
was awarded an EPC contract for a600 MW combined cycle plant in Ballylumford, Northern
Ireland.

During the course of 2000, Enel power-led consortia were awarded two EPC contracts for
power plants linked to desalinization facilities in the Persian Gulf: an 850 MW combined
cycle plant in Dubai and a450 MW combined cycle facility in Oman.

In September 2000, an Enelpower-led consortium was awarded a build, operate and transfer
contract for the construction and a 30-year concession for the management of a 1,000 km
long, 500 kV transmission line to connect the Brazilian states of Goias and Bahia.

In May 2001, Enelpower was awarded a contract for the construction of a 750 MW power
plant in Ras Laffan, Qatar.

In May 2001, Enelpower was awarded a contract for the construction of a 370 MW power
plant for ASM Brescia, the municipd utility of Brescia.

Enelpower expects to earn approximately 40% of its revenues in 2001 from work on plants
outside the Enel Group.

Real estate and other services

We conduct our commercia real estate management activities through SEI Sp.A. SEl is
responsible for managing our commercia real estate assets, renovating, restructuring and maintaining
buildings for commercia use and providing building cleaning, maintenance, security, canteen, automobile
fleet and other services to both Group companies and third parties. SEl is aso focusing on reducing the
costs of our real estate portfolio and on leasing property and providing engineering, construction and
facility management services to third parties.

In December 1999, we transferred certain residential and industrial real estate assets having a
vaue of approximately Lit. 710 billion to Damazia-Trieste S.p.A.; we currently expect Dalmazia-Trieste
to dispose of residential assets with a net book vaue of approximately Lit. 622 billion. At December 31,
2000, we owned real estate (net of the assets transferred to Dalmazia-Trieste) with an approximate net
book value of Lit. 4,100 billion, consisting of approximately Lit. 3,950 billion of office buildings and
other commercia properties and approximately Lit. 150 billion of residential read estate, red estate
formerly used for industria purposes and unimproved land. In January 2001, we launched
www.Quickcasalit, an Internet portal offering part of our residential real estate portfolio for sae.

In addition to these dispositions, SEI is developing partnerships to rent or sell vacant properties
and otherwise develop its real estate assets. In 2000, SEI entered into two joint venture agreements for
the management and development of its real estate assets:

In March 2000, SEI agreed with American Continental Properties Ingtitutional Investors to
form ajoint venture, Immobiliare Foro Bonaparte, to which it contributed Lit. 1,000 billion of
real estate assets and a mortgage loan secured by the assets and equal to approximately 50%
of their value, as well asrelated personnel. In December 2000, SEI sold 51% of itsinterest in

69



the new company to American Continental. Immobiliare Foro Bonaparte, which began
operations in December 2000, focused on developing and renting propertiesin Italy.

In July 2000, SEI and Deutsche Bank Real Estate agreed to establish a smilar venture,
Immobiliare Rio Nuovo, ajoint venture to which SEI has contributed approximately Lit. 800
billion of real estate assets, a mortgage |oan secured by the assets and equal to approximately
two-thirds of their value, subordinated debt of approximately Lit. 130 billion and related
personnel. In May 2001, SEI sold 51% of itsinterest in Immobiliare Rio Nuovo to Deutsche
Bank Real Estate. The parties expect that Immobiliare Rio Nuovo will acquire additional real
estate assets over time.

In addition, in January 2001, SEI and Mitsubishi Electric Europe established ajoint venture,
Conphoebus Technology Services, focusing on the installation of air conditioning systems and the
provision of integrated facility management services to both affiliated and third-party clients. We believe
that the venture provides SEI with a valuable point of entry into the growing Italian facility management
market. SEI owns 50% of the new company’s share capital.

Public lighting

So.l.e. Sp.A. operates our public lighting servicesin Italy and abroad. So.l.e. istargeting the
genera market for public lighting, as well as customized lighting systems for monuments, squares,
churches and other landmarks. So.l.e. offers both indoor and outdoor lighting systems, as well as
maintenance of such systems and the related el ectricity plants.

In 2000, So.l.e. was awarded new maintenance contracts for approximately 105,000 public
lighting points throughout Italy and approximately Lit. 100 billion in construction contracts for lighting
plants. So.l.e. has aso developed and begun to market new value-added public lighting products.

Electricity systems-related services

We formed Enel.s Sp.A. in March 1999 to offer to our clients construction and maintenance
sarvices for their eectricity systems and operation and maintenance services for small co-generation
power plants and photovoltaic plants. Endl.si draws on the technical capabilities of the End Group to
assist clientsin optimizing their use of dectricity, as well as offering them consulting and personnel
training services.

Waste-to-energy

We formed Elettroambiente S.p.A. in January 1996 to support our environmental protection
activities and our waste management, combustion and disposal business. Elettroambiente is developing
industrial waste management systems and technology to recycle urban solid waste through thermal
generation. In addition, Elettroambiente is involved in the development of severa projects for building
and operating waste-to-energy power plants and managing asbestos waste, as well as related research. In
March 2001, Elettroambiente agreed to buy Powerco for atotal consideration of Lit. 35 billion. Powerco
isan Italian producer of energy derived from waste, landfill gas and biomass and the sole user of Plasma
Pyrolysis Vitrification (PPV) technology, which produces energy through the transformation of solid
waste into gas at very high temperatures. The transaction is expected to close upon the receipt of the
necessary regulatory approvals.
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New Technologies and Venture Capital

During the year 2000 we began redirecting some of the funds we had previoudy devoted to
research and devel opment towards venture capital activities, focusing on minority investmentsin
companies in the telecommunications, new media, information technology and Internet sectors, aswell as
on new technologies and applications related to our utility business.

In March 2001, along with ten other major European utility companies, we agreed to establish
EutiliaN.V ., a business-to-business internet marketplace for electricity, gas and water equipment
procurement. Our holding in this venture is equa to 9.8%

Support Services
Research and devel opment

We maintain our own research and development program to provide technological innovations to
our businesses. The objective of our research and development activity is to improve the efficiency and
capacity and expand the service offerings of our core electricity businesses and reduce their
environmental impact. We develop new products and processes internally and also acquire technology in
the market which we then customize for our own purposes.

During the past three years, we have conducted research and development activities mainly to
improve the efficiency of our generation plants and our transmission and distribution networks, to
minimize the environmental impact of electricity generation and to develop innovative technologies to
ddiver new services through our network infrastructure. We conduct our research and development
activities mainly through Enel Produzione, Enel Hydro and the following subsidiary companies:

CESI S.p.A., which is dedicated mainly to the testing of electrical and electronic equipment
and to research on new electrica systems and plants; and

CISE Srr.l., which offers qualification and technology consulting services, as well as “Green
Label” certification to businesses that generate or employ exclusively electricity produced
from renewabl e resources.

Our research and development program involves approximately 1,200 employees. Our
expenditures on research and development were approximately Lit. 240 billion for 2000, Lit. 280 billion
for 1999, Lit. 350 billion for 1998 and Lit. 410 billion for 1997. As noted above, we have begun to
redirect some of the funds we had previously devoted to research and development activities to venture
capital activities.

We historically have conducted and funded research for the national electricity system. CES| has
become responsible for system research following the transfer to it of all related resources of Enel S.p.A.
A system charge included in electricity tariffsis targeted for the financing of system research activities.
We expect to reduce our shareholding in CESI over time.

Information technology

Enel.it S.p.A., which we formed in October 1999, is responsible for providing information
technology services to al of our businesses. Enedl.it designs new tools and services to support
development of new products and markets by our businesses and to enhance the efficiency and
effectiveness of our information technology systems, including the implementation of an integrated SAP
information management system in many of the Group’s companies. Enel.it is aso working with Enel
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Didtribuzione, Terna and WIND on the installation and exploitation of our fiber optic infrastructure
through the E-net project. Enel.it employs approximately 1,400 technicians and managers, who are
responsible for the management of processing systems, technology infrastructure and software
development.

Enel.it has three central data processing centers and six mainframes with atotal data processing
capacity of 4.4 billion instructions per second, 50,400 workstations, 1,100 local area networks, 4,600
servers and one wide area network. Together with WIND and Enel Distribuzione, it is also developing
the Power Line communication project for the transmission of data signals through the electricity
distribution system, so as to offer Internet-based and other on-line services, as well as indoor
communications technology services, to our customers. Enel.it is aso advising other companies of the
Group on possible uses and enhancements of their websites, including the implementation of e-commerce
portals. Asone of the largest information technology companiesin Italy, Enel.it has also begun to offer
its consulting services to parties outside the Group.

Factoring

In May 2000, we established Enel .factor S.p.A., a captive factoring company 80% owned by us
and 20% owned by Méliorbanca, an Itaian bank. Enel.factor began operations in October 2000 and
engages in the factoring of receivables owned by third parties against companies of our group. In 2000,
the Endl group entered into agreements for the purchase of goods and services (excluding energy, fuel and
telecommunications) with an aggregate vaue of approximately Lit. 9,176 billion from about 70,000
suppliers, representing the potential market for Enel.factor’s activities.

Insurance

We face risks of accidents in our operations, including risk of fire and risks related to
construction activities, transportation and third-party liabilities. Following the expiry of our main
insurance policies in June 2000, we adopted a policy of self-insuring for third-party liability,
environmental liability and property risks up to Lit. 200 million per claim (Lit. 500 million for
environmental liability risk and Lit. 250 million for property risk of our generation companies).
Liabilities in excess of these amounts, up to per claim limits of Lit. 1.6 billion for environmental liability,
Lit. 5 billion for third-party liability and Lit. 2 billion million for property risk, are insured by two third-
party insurance companies, which in turn reinsure virtualy al such liabilities with Enel.re Ltd., awholly
owned captive re-insurance company we established in May 2000. Liabilities in excess of these amounts,
up to per claim limits of Lit. 60 billion for environmental liability, Lit. 1,000 billion for third-party
liabilities arising from accidents concerning our dams, Lit. 400 billion for other third-party liabilities and
Lit. 2,000 billion for property risks, are reinsured by Enel.re with third-party re-insurance companies. We
self-insure liabilities above these amounts. We believe that this policy is appropriate to the financia
capacity of and that it offers us aless expensive means of risk coverage. We believe that our risk
coverage is adequate when measured on the basis of our accident history. We continuously monitor our
risks, accidents and damages both on an aggregate and on a unit-by-unit basis.

REGULATORY MATTERS
Electricity Regulation

The Industry Ministry and the Energy Authority share responsibility for overall supervision and
regulation of the Italian electricity industry.
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The Industry Ministry is responsible for establishing the strategic guidelines for the e ectricity
industry and for ensuring the safety and economic soundness of the electricity sector.

The Energy Authority is responsible for:
Setting and adjusting electricity tariffs on the basis of general criteria established by law;

Advising the Industry Ministry on the structuring and administration of licensing and
authorization regimes for the energy sector;

Issuing guidelines with respect to the production and supply of eectricity to ensure the
quality of services provided to customers;

Overseeing the separation of utility companies into separate units for accounting and
management purposes; and

Protecting the interests of electricity customers. For this purpose, the Energy Authority can
mediate and preside over arbitration proceedings between customers and el ectricity
companies and can impose fines and other sanctions for violation of eectricity regulations.

Prior to April 1999, the regulatory framework for the Italian eectricity industry:

Gave the ultimate authority for the generation, transmission and distribution of electricity to
the Italian government, which licensed such activities to us and to municipal electricity
utilities;

Restricted power generation to authorized producers and restricted other electricity producers
to use their production only for their own consumption, for sales to affiliated companies, or
for salesto us; and

Provided that each year the Energy Authority determined electricity tariffs based on a*“ cost-
plus’ system.

The regulatory framework for the Italian electricity sector has changed significantly as a result of
an European Community, or EC, directive issued in December 1996, commonly referred to asthe
Electricity Directive, that requires EU member states to liberalize their electricity sectors. In particular,
the Electricity Directive seeks to create an internal market for eectricity by providing for separation
among generation, transmission and distribution activities and introducing competition in generation
activities. In addition, each EU member state must ensure that a specified percentage of its el ectricity
market (as established yearly by the Commission) is open to competition.

On April 1, 1999, the Bersani Decree, which implemented the principles contained in the
Electricity Directive, became effective in Italy. It began the transformation of the electricity sector from a
highly regulated industry to one in which energy prices charged by generators will eventualy be
determined by competitive bidding. The Bersani Decree requires that distribution companies servicing
the same municipality consolidate their networks. It also provides for agradual liberalization of the
electricity market so that customers whose annua consumption of electricity exceeds specified amounts
will be able to contract freely with power generation companies, wholesalers or distributors to buy
electric power.
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The Energy Authority has aso replaced the “cost-plus’ system for tariffs with a new “price-cap”
tariff methodology. Under the price-cap methodology, tariffs will be reduced by afixed percentage each
year. This system creates incentives for operators to improve efficiency and gradually passes savings
onto final customers.

The new regulatory framework, when fully implemented, will replace most laws and regulations
applicable to the Italian electricity industry. Both the new regulatory framework, the implementation of
which began in April 1999, and the old regulatory framework, which was in effect during periods prior to
April 1999 for which financia statements are presented in this annual report, as well as the new and old
tariff systems, are summarized below.

The new regulatory framework

The Bersani Decree established a genera regulatory framework for the Italian electricity industry
that gradually introduces free competition in power generation and saes to Eligible Customers while
maintaining a regulated monopoly structure for power transmission, distribution and salesto Non-Eligible
Customers. In particular, the Bersani Decree and the subsequent implementing regulations:

Liberdized, as of April 1, 1999, the generation, import and export of eectricity, as well asthe
sale of eectricity to Eligible Customers,

Provided that after January 1, 2003 no electricity company will be alowed to produce or
import more than 50% of the total of imported and domestically produced electricity in ltaly
in order to increase competition in power generation; as aresult of this limit, we must sell not
less than 15,000 MW of our generating capacity by January 1, 2003;

Distinguished between Eligible Customers, which may negotiate supply agreements directly
with any domestic or foreign producer, wholesaler or distributor of electricity, and Non-
Eligible Customers, which must purchase el ectricity from the distributor that serves the area
in which they are located and pay tariffs determined by the Energy Authority;

Provided for the establishment of the Single Buyer, a central purchaser of electricity from
producers on behaf of all Non-Eligible Customers,

Provided for the creation of the Borsa dell’ Energia Elettrica, or pool market for eectricity, in
which producers, importers, wholesaers, distributors, other Eligible Customers and the
Single Buyer will participate, with prices being determined through a competitive bidding
process;

Provided for the creation of the Gestore del Mercato, or Market Operator, charged with
managing the pool market;

Provided that the transmission and distribution of electricity are reserved to the Italian
government and performed by licensed operators, and in this respect:

Provided that management and operation of the national transmission network is
licensed to an independent system operator, the Gestore della Rete, with owners of
the transmission network such as ourselves retaining ownership of the network
assets,; and
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Established a new licensing regime for electricity distribution and provided
incentives for the consolidation of eectricity distribution networks within each
municipality.

The process of market liberalization enacted by the Bersani Decree is highly complex. Certain of
the actions required by the Bersani Decree have not occurred within the contemplated time periods and it
is likely that a number of the deadlines set forth by the Bersani decree may not be met. See “Item 3. Key
Information—Risk Factors—Recent regulatory changes may have a significant adverse effect on our
business and profitability.”

Generation

The Bersani Decree liberalized the regime for the generation of electric power. In order to
increase the level of competition in the market, the Bersani Decree provides that, by January 1, 2003:

We, like any other generation company, will not be alowed to produce or import more than 50% of
the total amount of electricity produced or imported in Italy.

We will be required to sall not less than 15,000 MW of our approximately 58,967 MW of gross
installed generating capacity, so as to reduce our market share. To comply with this requirement, we
developed a plan to dispose of 15,057 MW of net installed capacity, or approximately 16,000 MW of
gross installed capacity, which we submitted to the Council of Ministers and which the Council
approved in August 1999. This capacity has been contributed to the three Gencos (Eurogen,
Elettrogen and Interpower) we created in October 1999. See “—Business—The Enel Group—
Disposal of generating capacity.” The January 1, 2003 deadline is extendible for one year if market
conditions require (as determined by the Antitrust Authority after consulting with the Energy
Authority). In October 2000, in compliance with the applicable regulations, we started the procedure
for the sale of the first Genco, Elettrogen, which we expect to complete in the second half of 2001. In
order to qualify for the purchase, potential buyers have to comply with the limits set forth in the
applicable regulations regarding State shareholding.

We may aso be required to sell afurther 5,500 MW to comply with the decision of the Antitrust
Authority regarding our acquisition of Infostrada, which we have now appealed. See “—Business—
Telecommunications—Infostrada—The Acquisition” for adiscussion of this requirement. The Bersani
Decree aso requires that the Italian government adopt streamlined authorization procedures relating to
the construction of new power generation plants and the renovation and expansion of existing plants.

Promotion of renewable resources

In order to promote the generation of electricity from renewable resources, the Bersani Decree
provides that, starting in 2001, all companies that introduce more than 100 GWh of eectricity generated
from conventional sources into the national transmission network in any year must, in the following year,
introduce into the national transmission network an amount of electricity produced from newly qualified
renewable resources that is equal to at least 2% of the amount of such excess over 100 GWh, net of co-
generation, self-consumption and exports. This electricity may be produced directly, purchased from
other producers or purchased from the Gestore della Rete. Renewable resources include geothermal and
hydroelectric energy sources. The eectricity generated from those resources must be from generating
capacity installed after April 1, 1999, the date the Bersani Decree became effective. Electricity generated
from qualifying renewable resources will be certified by means of tradeable “green certificates’ issued by
the Gestore della Rete.
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In addition, the Bersani Decree directs the Gestore della Rete to dispatch electricity into the
national transmission network in the following order of priority: first, energy produced from qudified
renewable resources, then that from co-generation and finally electricity produced from domestic fuel
sources that the government seeks to favor. We plan to meet the specified thresholds for producing
renewable resource electricity through the establishment of new plants and through the purchase of green
certificates or any additional electricity from other plants using renewable resources. In particular, we
have plans for the establishment of new geothermal and wind plants, the expansion of our biomass and
waste generation activities and increased output from our existing hydroelectric plants.

Hydroel ectric power

Under the Bersani Decree, al of our licenses for the generation of eectricity from large bodies of
water, which had originally been granted to us for an indeterminate period of time, will now expirein
April 2029. In addition, the Bersani Decree automatically extended to December 31, 2010 the term of all
hydroelectric licenses for the generation of eectricity from large bodies of water that were granted to
other electricity producers and were scheduled to expire before such date. All hydroelectric licenses
expiring after December 31, 2010 retain their origina expiration date. After the expiration of any licenses
we hold, we may bid for new licenses, which will have aduration of 30 years. A law issued in August
2000 states that hydroelectric licenses for the generation of eectricity from small bodies of water, which
had aso previously been granted for an indefinite term, will aso expirein 2029. The Bersani Decree also
provides that the Provincial Authorities of Trento and Bolzano and the Regional Authority of Valle
d’ Aosta, which enjoy special autonomous status under Italian law, may reduce the duration of
hydroelectric licenses in their jurisdiction to less than thirty years. Pursuant to a governmental decree of
1999, all of our hydroelectric licenses for the provinces of Trento and Bolzano, as well as al licenses held
by other electricity producers in the same provinces which expire before December 31, 2010, will now
expire on December 31, 2010 and, from that date, will be granted for 30-year periods. Finaly, certain of
our hydroelectric licenses were transferred to Elettrogen pursuant to alaw enacted in November 2000.

In June 2001, we sold to the Regiona Authority of Vale d Aostaall our hydroelectric plantsin
that region and a 49% interest in our distribution subsidiary in that region. Please refer to “—
Distribution” for a description of this transaction.

Imports

The volume of eectricity that can be imported into Italy is limited by the capacity of transmission
lines that connect the Italian network with those of other countries, currently a maximum of
approximately 40 TWh per year. Geographical, financial and logistical limitations render it unlikely that
this limit will be increased significantly through the construction of new interconnections in the near
future.

In 2000, we controlled approximately 2,600 MW of this total import capacity pursuant to long-
term contracts between us and foreign producers and wholesalers. In order to address the dlocation of the
remaining capacity, the Bersani Decree authorizes the Energy Authority to set terms and conditions on
import capacity taking into account afair allocation between Eligible and Non-Eligible Customers, if
import demand exceeds total interconnection capacity. During the course of 2000, the Energy Authority
established an auction system to allocate interconnection capacity in 2001 and set import quotas that
would have limited any single importer to 10% of the total interconnection capacity and 20% of the
interconnection capacity available at the border with any given country. Following ajudgment of the
Italian Council of State, the Energy Authority has set aside the auction system and issued new import
guotas. In particular, interconnection capacity is allocated on a pro-rata basis and requests for
interconnection may be reduced accordingly; in any case, no single importer can hold more than 5% of
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the total interconnection capacity available and no more than 10% of the interconnection capacity
available at the border with any given country. Asaresult, our ability to import electricity has been
significantly reduced.

Eligible and Non-Eligible Customers

One of the most important features of the new regulatory framework established by the Bersani
Decree is the distinction between Eligible Customers and Non-Eligible Customers. All customers that do
not qualify as Eligible Customers are defined as Non-Eligible Customers.

Eligible Customers consist of:

Customers whose annua consumption of electricity at a single delivery point in the previous year
(including electricity produced by them) was at least 20 GWh from January 1, 2000 to December 31,
2001 and 9 GWh &fter January 1, 2002;

Consortia of business customers whose aggregate annua consumption of electricity meets the
thresholds indicated above, but only if each member of such group or consortium

had in the previous year an annua consumption of at least two GWh through
December 31, 1999 and one GWh in 2000 and thereafter, and

is located in the same municipality or in a contiguous municipality to other
members of the consortium;

Entities outside Italy that have the right to choose freely their supplier of electricity, with respect to
electricity consumed outside of Italy;

The locd distribution company that serves the autonomous provinces of Trento and Bolzano;

Local distribution companies, but only with respect to electricity distributed by them to other Eligible
Customers; and

Electricity wholesalers, but only with respect to electricity sold by them to other Eligible Customers.

After January 1, 2002, customers whose annual consumption of electricity in the previous year
was at least one GWh at each delivery point and 40 GWh in the aggregate will also qualify as Eligible
Customers.

Eligible Customers may negotiate supply agreements directly with any domestic or foreign
producer, wholesaler or distributor of electric power. Wholesalers, including our subsidiary Enel Trade,
may buy electricity from any producer (or on the pool market once it isin operation) for resale to Eligible
Customers. Once the pool market begins to operate, Eligible Customerswill still be able to negotiate
contracts directly with producers rather than participating in the pool market, provided that they have the
necessary authorization from the Energy Authority.

Non-Eligible Customers may only purchase electricity from the distribution company serving the
geographic areain which they are located. The tariffs applicable to residential Non-Eligible Customers
and tariff limits applicable to other Non-Eligible Customers are established by the Energy Authority and
are intended to be the same throughout Italy for each category of customers. In addition to the price of
electricity, Eligible Customers (together with Non-Eligible Customers) must pay transmission and
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distribution fees and certain charges known as system charges to distributors. Y ou should read “—The
new tariff structure” for adiscussion of tariffs and tariff limits.

Eligible Customers may choose to remain subject to the regime and tariff structure applicable to
Non-Eligible Customers for a period of two years from the date they first qualify as Eligible Customers.
This period may be extended by an Eligible Customer for two additiona years. Until the pool market for
electricity becomes operational, Eligible Customers may also make such an election for a period shorter
than two years, but once having done so, must become Eligible Customers at the end of that period.

The Bersani Decree established the following targets with regard to the percentage of electricity
consumed by Eligible Customers (in each case including self-consumption):

30% of total Italian electricity consumption in 1999;
35% of total Italian electricity consumption in 2000 and 2001; and
40% of total Italian electricity consumption from 2002.

However, we estimate that Eligible Customers will account for only approximately 30% of total
Italian eectricity consumption (including self-consumption) in the year 2001. The list of Eligible
Customersis publicly available and included 1,209 Eligible Customers (including qualifying consortia) as
of May 2001.

The Industry Ministry may lower the consumption thresholds required for customers to qualify as
Eligible Customers in order to meet the above-mentioned targets. The consumption thresholds may aso
be lowered to accelerate the development of competition. To this end, alaw enacted in March 2001
lowered dligibility thresholds to include as Eligible Customers al those customers whose annual
consumption of electricity in the prior year exceeded 0.1 GWh at asingle delivery point. This threshold
will come into effect 90 days after the date on which we dispose of the third Genco.

On January 1, 2001, al energy produced from renewable sources under the CIP 6 regime was
transferred to the Gestore della Rete. The Gestore della Rete in turn is making this energy available for
sdeto Eligible Customers in the free market by means of an auction system. We formerly had been
required to purchase substantially al of the electricity produced under the CIP 6 regime at fixed prices.
Please refer to “—Purchased Power” for a more detailed discussion of these contracts.

The Sngle Buyer

The Single Buyer is ajoint stock company formed in November 1999 and wholly owned by the
Gestore della Rete. It isresponsible for ensuring the efficient, adequate and non-discriminatory supply of
electricity to Non-Eligible Customers. The Single Buyer is expected to become operationd together with
the pool market, following the enactment of a decree by the Industry Ministry. Electricity distribution
companies, including us, may take stakes of up to 10% in the Single Buyer, although the Gestoredella
Rete must remain the magjority shareholder.

The Single Buyer will be responsible for purchasing eectricity on the pool market or, if
authorized by the Energy Authority, directly from producers on the basis of periodic estimates of future
electricity demand and Industry Ministry guidelines. The Single Buyer will also be responsible for
selling such electricity to distribution companies for supply to Non-Eligible Customers and he may sall
back any excess energy directly on the pool market. In order to satisfy demand from Non-Eligible
Customers at peak periods, the Single Buyer will be able to contract with producers for reserve capacity.
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Until the Single Buyer begins operations, eectricity distributors will continue to purchase
electricity from generating companies for supply to Non-Eligible Customers. Under the Bersani Decree,
the pool market is scheduled to begin operating on January 1, 2001. However, as aresult of delaysin the
implementation of the new system, we do not expect the pool market to begin operations until 2002.

If the Single Buyer begins operations before the pool market is established, it will negotiate
contracts with various producers and thereby seek to satisfy the estimated demand from Non-Eligible
Customers for the transition period at a minimum aggregate price.

The total payments by the Single Buyer to electricity producers (plus its own operating costs) will
need to match the total revenues it earns from Non-Eligible Customers under the regulated tariff structure.
As a consequence, the tariffs may need to be readjusted from time to time to reflect the prices actually
paid by the Single Buyer, as well as other factors.

Pool Market Regulations

The Bersani Decree provides for the creation of the Borsa dell’ Energia Elettrica, or pool market
for spot trading electricity, administered by an independent entity to serve as Market Operator. In May
2001, the Industry Ministry, acting in consultation with the Energy Authority, approved the regulations
for the pool market proposed by the Market Operator. These regulations provide only a general
framework for the organization of the market, and are to be supplemented by rules adopted by the Market
Operator with the approval of the Industry Ministry, acting in consultation with the Energy Authority.

Under the regulations, transactions between producers and Eligible Customers will take placein
different markets in order to ensure steady supply of electricity. In particular, sellers and buyers will
submit bids and offers for electricity to be supplied on the day following the transaction in the * day-ahead
market” under the supervision of the Market Operator. The Market Operator will be responsible for
matching electricity demand and supply and consequently, for the definition of power injection (supply)
and withdrawal (demand) schedules. Variations on the schedules defined in the “day-ahead” market shall
be negotiated through the “adjustment market.” Network congestion ensuing from transactions
negotiated on the day ahead market and the adjustment market will be managed through the “congestion
management market’” where sellers and buyers can submit bids and offers for the increase or decreasein
the volume of energy to be supplied or withdrawn. Reserve capacity will be guaranteed by a special
market where the Gestore della Rete will buy electricity when needed from certain power plants
previoudy identified by Gestore della Rete as power plants that will ensure the availability of reserve
power. Finally, balancing of supply and demand due to deviations from actual power injections and
withdrawal s schedules defined in the markets will be carried out through the balancing market.

Transmission

As noted, we use the term “transmission” to refer to the transportation of electricity on high and
very-high voltage interconnected networks from the plants where it is generated or, in the case of
imported energy, from the points of acquisition to distribution systems. As part of the implementation of
the Bersani Decree, the Industry Ministry has determined that the national electricity transmission
network includes all of our very high voltage lines (380/220 kV) and approximately 50% of our high
voltage lines (150/132 kV).

The Bersani Decree provides that the transmission of eectricity is reserved to the Itaian
government, but delegates the management and operation of the national electricity transmission network
to the Gestore della Rete, under a license issued by the Industry Ministry. The Bersani Decree requires
the owners of assets included in the national electricity transmission network to transfer to the Gestore
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della Rete the right to manage and operate those assets. The Gestore della Rete may, subject to the
authorization of the Industry Ministry, authorize third parties to operate limited portions of the network
pursuant to service agreements.

In August 1999, we transferred our electricity dispatching and national transmission network
management operations to the Gestore della Rete, which at that time was a subsidiary of ours. In April
2000, pursuant to the Bersani Decree, we transferred ownership of the Gestore della Rete to the Treasury
a no cost. TheGestore della Rete operates pursuant to strategic and operationa guidelines established by
the Industry Ministry in January 2000. The Gestore della Rete has responsibility for the planning,
operation and control of the nationa € ectricity transmission network, with a mandate to ensure the
efficiency, adequacy and safety of Italy’s electricity supply and equal access to the network for al
producers and consumers of electricity. As noted above, the Gestore della Rete must give priority for
transmission to electricity generated from renewable resources and co-generation in accordance with
guidelinesto be issued by the Energy Authority. For adiscussion of our arrangements with those
producers, you should read “—Purchased Power.”

The Gestore della Rete enters into service agreements with the owners of transmission assets
based on a model agreement approved by the Industry Ministry. These agreements regulate the payment
of fees and the performance of the obligations concerning the maintenance and upgrading of the national
electricity transmission network, and include fees for services supplied by the owners of the network prior
to the date of the agreement.

In addition, the Bersani Decree liberalized third-party access to power transmission and
distribution networks as of April 1, 1999. The Gestore della Rete and distributors must grant free access
to such networks to generators and importers of electricity for the purpose of supplying energy to Eligible
Customers, subject to payment of the tariffs established by the Energy Authority.

Distribution
As noted, we use the term “distribution” to refer to transportation of electricity from the

transmission network to the customer that actually uses the electricity. The principal effects of the
Bersani Decree on distribution are:

The formal adoption of alicensing regime applicable to the distribution of eectricity; and

The promotion of the consolidation of electricity distribution activities.

Requirements

The Bersani Decree requires distribution companies to provide service to all customers who
request it, subject to payment of applicable tariffs and to compliance with technical and safety
requirements. In addition, the Bersani Decree requires distribution companies that serve more than
300,000 customers to conduct the distribution of electricity to Non-Eligible Customers through separate
companies that have such activity astheir exclusive purpose. We began operating a separate subsidiary,
Enel Distribuzione, for this purpose in October 1999.

Consolidation of the distribution industry

The Bersani Decree seeks to promote the consolidation of the Italian electricity distribution
industry by providing for the issuance of only one distribution license within each municipality and
establishes procedures to consolidate distribution activities under a single operator in municipalities
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where both we and alocal distribution company are engaged in electricity distribution. The decree asked
operators with distribution networks in the same municipality to submit joint consolidation proposals to
the Industry Ministry by March 31, 2000; these proposals are considered to be approved unless the
Industry Ministry objects within 60 days.

If ajoint proposal for the consolidation of networks in the same municipality was not submitted,
or was not approved by the Industry Ministry, only local distribution companies owned or partly owned
by a municipdity that serves at least 20% of the electricity customers of that municipality could request
that we sdll to it, by March 31, 2001, our distribution assets in that municipality at a price to be
determined by agreement between us and the relevant loca distribution company. We estimate that the
networks in question represent an aggregate total of approximately 5% of our customers.

To date, we have sold our local distribution network to:
A.C.E.GA.S. Sp.A., the municipally owned utility in Trieste, in March 2000; and
A.M.P.S. Sp.A., the municipally owned utility in Parma, in December 2000.

In April 2001, we agreed to sall our distribution networks in Rome and Formello to A.C.E.A.
S.p.A, the utility company serving Rome. In addition, substantialy all of the other qualifying distribution
companies in municipalities with co-existing networks have made requests to purchase our networks in
these cities, including the municipally owned utilitiesin Milan, Turin and Verona. For more details on
these agreements and the consolidation process, please refer to “—Business—Consolidation of eectricity
distribution networks.”

The Bersani Decree provides that if we had not agreed by September 30, 2000 on a sale price
with any of the parties who had made a timely request to purchase a distribution network, the price should
be determined by an arbitration panel using accepted valuation methodol ogies that take into account
market prices. The panel should consist of one person nominated by each of the parties and a third person
nominated by the President of the court having jurisdiction over the geographic area in which the local
distribution company is located. To date, 16 of the quaifying companies have issued a forma demand
for price arbitration, including the distribution companies in Milan, Turin and Verona. In the case of
Milan, the arbitration pandl set the sale price of our network at Lit. 820 billion. We have appeded this
decision.

On average, the distribution networks that we will be required to sell are more profitable than our
distribution networks, mainly because distribution in metropolitan areas has lower costs. The Energy
Authority has indicated that an equalization system will be put in place that may compensate for some or
all the higher costs associated with serving non-urban areas. However, to date, the equalization system
has not yet begun to operate. Y ou should read “Risk Factors—The Bersani Decree may require us to sdll
aportion of our distribution networks and our operating profits may decrease as a consequence’ for a
discussion of the risks we face from this consolidation process and the risks involved for us.

Under the Bersani Decree, local distribution companies owned or partly owned by a municipality
that serve at least 100,000 customers may a so request an authorization from the Industry Ministry to
submit ajoint proposal with us for the consolidation of their electricity distribution networks with our
networks in adjoining municipalities. Certain distribution companies have expressed their interest in
purchasing our electricity distribution networks in adjoining municipalities, particularly companiesin
Milan, Rome, Trieste, Modena and Brescia. We believe that, under the Bersani Decree, any such sde
may occur only upon the agreement of each of the concerned parties, including ourselves.
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The new tariff structure

A new tariff regime set by the Energy Authority to regulate the price paid by Non-Eligible
Customers for electricity took effect on January 1, 2000. Eligible Customers pay the market price for
electricity, as well as regulated transmission fees and system charges set by the Energy Authority. The
Energy Authority has also established a mechanism that will allow us to recover a significant portion of
our stranded costs through the tariffs paid by al customers.

The new tariff structure has resulted in significant reductions in our tariff revenues for the year
2000 and 2001. These reductions are attributable to lower generation, transmission and distribution fees.
Further reductions in fees are expected in 2001 as a result of the implementation of the price cap
mechanism to transmission and distribution charges and a 20% reduction in the fixed component of
generation price established by the Energy Authority. See “—Tariffs for Non-Eligible Customers.”
Further reductions in fees are expected in 2002 in connection with the commencement of trading of the
pool market, for generation fees, and for the application of the price cap mechanism to transmission and
distribution charges.

Tariffsfor Non-Eligible Customers

Under the new structure, after an interim period during which tariffs for al Non-Eligible
Customers are set directly by the Energy Authority, the Energy Authority isto only set tariffs for
residential customers. Thisinterim period ended at the beginning of July 2000; however, the Energy
Authority extended it for us and certain other distributors until December 31, 2000. Tariffs for al other
classes of Non-Eligible Customers are set by distributors within certain limits established by the Energy
Authority, though the Energy Authority still retains aright of approval.

The limits set by the Energy Authority on tariffs for non-residential customers are of two types.
An aggregate limit sets the maximum amount of tariff revenues that each distributor will be allowed to
receive from all customers belonging to the same category in asingle year. A second limit sets the
maximum amount of tariff revenues that any distributor will be allowed to receive from a single customer
of agiven category. If the limit is exceeded in any given year by less than 5%, the distributor must apply
aproportiona reduction of tariffsin the following year; if the limit is exceeded by more than 5%, each
customer must be reimbursed for an amount equal to its proportionate share of the excess revenues (plus
an additional bonus) in the following year. Compliance with the individua limit is ensured at the time
tariffs are set by the distributors and approved by the Energy Authority. Within these limits, each
distributor is free to offer tariff options to its customers in accordance with a trade policy code aimed at
ensuring transparency.

In setting tariffs for residential customers and establishing limits on tariffs for other classes of
Non-Eligible Customers, the Energy Authority has sought to alow the recovery by eectricity suppliers
of:

The costs of supplying electricity, including both:

Operating costs of generation, transmission and distribution activities, including procurement
costs and amortization and depreciation. In order to be recovered, these costs must be both
actually incurred by the electricity companies and recognized by the Energy Authority;

An appropriate return on invested capital, including both equity and debt financing; and
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The costs associated with system charges, which include the costs of complying with public
policy requirements for the Italian electricity system, together with the costs of the Gestore
della Rete, the Market Operator and the Single Buyer.

Generation costs. The first component of the tariffs reflects the generation costs incurred by
electricity producers. Until the Single Buyer begins to operate, the Energy Authority determines these
costs based on fixed-cost and variable-cost components of production costs. The fixed-cost component,
which isintended to reflect non-fuel operating costs, is based on an estimate of the average recognized
cost of generation plantsin Italy. The Energy Authority established this value for 2000 and will monitor
its relationship to the pool price once the pool market begins to operate. 1n January 2001, due to the delay
in the introduction of the pool market, the Energy Authority reduced the fixed cost component by 20%.

In order to ensure a gradual transition to the new tariff system, the fixed-cost component included and
will include in each of 2000 and 2001 an additional cost component of Lit. 6/kWh. The variable-cost
component of the tariffs, which used to be referred to as“ Component B,” isintended to reflect fuel costs
associated with thermal power generation and purchases of electricity. Pursuant to a decision adopted by
the Energy Authority in December 2000, from January 1, 2001 Component B is no longer calculated on a
stand-alone basis but is included in the generation cost component of electricity tariffs. Asaresult, this
change has had no significant impact on our operations. Y ou should read “—Charges payable to the
Equalization Fund” for a discussion of this tariff component.

After the Single Buyer begins to operate, the price paid to eectricity producers will be
determined by contracts between the Single Buyer and producers and, once the pool market becomes
operationa, by the competitive bidding system on the pool market. Consequently, the generation-cost
component of the tariff for Non-Eligible Customers will reflect the price of electricity as determined on
the competitive generation market.

However, the Energy Authority will monitor this price to ensure compliance with the principles
of competition in the generation market. In particular, the Energy Authority will set a price that the
Single Buyer and the pool market will use as areference price. If the price paid by the Single Buyer or
the price on the pool market differs significantly from the Energy Authority’s reference price, the Energy
Authority may, as an dternative to pursuing different regulatory measures, impose its reference price as
the price to be used in calculating the generation cost to be reflected in the tariffs.

Both the price applicable to producers before the Single Buyer begins to operate and the reference
price set by the Energy Authority after the Single Buyer begins to operate will apply to electricity
produced by all types of generating plants. As a consequence, the generation cost component of tariffs
may result in an increase in the relative profitability of:

Hydroelectric or geothermal generation, as aresult of the tariff system’sinclusion of a
component calculated with reference to fud costs, which hydrodectric or geothermal plants
do not incur; and/or

Electricity imported under long-term contracts aready effective as of February 19, 1997,
which may be cheaper than electricity generated in Italy.

The Energy Authority decided to reduce this potential windfal profit for hydroelectric or
geothermal producers by establishing a new surcharge to be paid by these producers to the Gestore della
Rete with respect to the eectricity sold by them. This surcharge partialy offsets the stranded cost
surcharges paid by customers. Y ou should read “—Stranded costs’ for a more detailed discussion of this
surcharge.



Transmission costs. The transmission costs taken into account in setting tariffs and tariff limits
reflect the fee paid by distributors to the Gestore della Rete for the use of the network. The transmission
fee pays for a number of network services and for the transportation of electricity on high and very high
voltage interconnected networks from the plants where it is generated (or, in the case of imported energy,
from the points of acquisition) to distribution systems. The transmission fee is designed to cover the costs
of the network owners and to provide them with afair return on capital. Thisfeeispaid to the Gestore
della Rete for use of the nationa grid and to the operators of the other networks, if any, that are used to
deliver the electricity to distributors or Eligible Customers. The components of this fee include:

The standing charge, which is set on the basis of capacity contractually committed to the
customer, the amount of eectricity delivered and the time the network is actualy in use;

A feefor use of the system and related services such as regulation of voltage, frequency
power switching services, dispatching, monitoring and maintenance of the capacity reserve;
and

A component to cover system charges, as explained in more detail below.

The transmission fee generally does not vary depending on the distance between the site of
production and the site of delivery.

Distribution costs. The distribution cost component of the tariff is designed to compensate
distributors for the transportation of electricity through the local distribution network and for the sales-
related services they provide to final consumers.

This distribution cost component is based on the average costs incurred by al Italian distributors
and is designed to cover those costs as well as a specified return on invested capital. Because Non-
Eligible Customers in the same category pay the same price for eectricity (or, in the case of non-
residential customers, benefit from the same price caps) regardless of where in Italy they are located,
distributors that serve areas where costs are significantly different from the nationa average, due to such
factors as population density and geography, benefit from comparative advantages or suffer from
comparative disadvantages. The Energy Authority has indicated that it will put in place an equalization
system to reduce those comparative advantages or disadvantages by providing appropriate compensation.
However, to date, this equalization system has not yet begun to operate.

Adjustment of transmission and distribution cost components. In order to reduce electricity prices
over time based on efficiency targets set by the Energy Authority, the components of the current tariff
relating to the costs of transmission and distribution will be adjusted in each of 2001, 2002 and 2003
through a price cap mechanism. During this 2001-2003 period, tariffs will reflect an annua decreasein
real terms of 4% in each of the transmission and distribution cost components. This cap reflects the
productivity improvement target that the Energy Authority has assigned to electricity companies for the
period. Any improvement in productivity that electricity companies may achieve in excess of the price
cap will increase their profits until the end of the period. At the end of the period, the Energy Authority
will determine the new tariff basis and the annual decrease cap for the following four-year period, based
on the actual increases in productivity achieved by eectricity companies during the previous period. The
Energy Authority has also crested a mechanism to reset the tariff basis so that any benefits resulting from
improvements in productivity above the target set for the previous period will be shared between
electricity companies and consumers. The Energy Authority has indicated that not less than 50% of these
benefits will be passed on to consumers.



Implementation of tariff options

After asix-month transitiona period, which ended on June 30, 2000, distributors set the new
tariff options. We sent a proposd for public lighting tariffs to the Energy Authority which was approved.
We have kept our tariffs for other classes of service unchanged from those in effect in the first half of
2000, except for those applicable to low-voltage power supplied to Non-Eligible Customers for other
uses. We have reduced the tariffs for that category by approximately 8% in order to alow us to meet the
revenue constraint established by the Energy Authority.

In September 2000, we proposed a new set of tariffs for the year 2001 which was approved by the
Energy Authority, in line with its parameters and the price cap mechanism. The new tariff structure
alows customers to choose among more flexible options, with prices decreasing for high levels of
consumption. In particular, for residential customers, we offered specific new tariffs designed for
customers with levels of demand equal to 4.5 kW aswell as 6.6 kW and over. For all other customers,
severd tariff options are offered in addition to those established by the Authority, taking into account
variations in seasona demand and time-of-day demand.

System charges. The new tariff structure also addresses the need to cover various costs resulting
from public policy-related requirements imposed on the Italian electricity industry by providing for the
following charges:

Charges concerning the electricity system, which apply to both Eligible Customers and Non-Eligible
Customers. These charges, established by the Industry Ministry, consist of:

A nuclear surcharge, covering part of the costs incurred by So.g.i.n. in connection with the
dismantling of nuclear plants and decommissioning of nuclear fuels; this surcharge is designed to
cover substantialy all of such costs when added to the funds that we transferred to So.g.i.n.;

A surcharge for renewable resources, intended to incentivize generation from renewabl e resources;

Special surcharges covering the cost of supplying electricity at mandated discounts to certain
customers (primarily the Italian state-owned railway company and Acciai Speciai Terni S.p.A., both
of which transferred electricity assetsto us as part of the nationaization of the Italian electricity
industry in 1962);

Research and development surcharges, covering related costs; and

Stranded costs (partialy offset by contributions from producers which generate eectricity from
hydroe ectric and geothermal sources and, therefore, do not incur fuel costs). Y ou should read “—
Stranded costs’ for a discussion of these costs.

Other general interest charges established by the Energy Authority to adjust or refine the operation of
the tariff mechanism (and applicable only to Non-Eligible Customers), which consist of:

A trangitory surcharge designed to phase-in the effect of the new tariff system on the various
categories of Non-Eligible Customers; this surcharge will be reduced by 50% in 2001 and
eliminated in 2002;

Adjustments to the equalization mechanism, covering possible differences between costs
recognized as recoverable by distributors under the current tariff structure and actua tariff
revenues;



A temporary bonus for generation of electricity to be sold to Non-Eligible Customers, which
will be eiminated after 2001. This bonus was financed with a specific surcharge in 2000 and
is being financed through a specific contribution from hydroel ectric producers in 2001; and

Charges recovered through upward adjustments to the price caps, as established by the
Energy Authority (and applicable only to Non-Eligible Customers), which cover:

Incentives for the enhancement of the quality of service;

Costs deriving from unforeseeable events, changes in the regulatory framework or
new obligations for universal service;

Costs deriving from demand side management initiatives intended to promote a more
efficient use of resources by electricity customers, including information campaigns,
and

Additional recognized costs incurred in connection with the offer of value-added
services in addition to basic options.

Stranded costs

Stranded costs are current costs deriving from contractual commitments or investment decisions
that electricity companies:

Undertook for reasons of public policy;
Undertook at atime when the electricity markets were not yet open to competition; and

Could have been recovered in a monopoly regime but could not be recovered under aregime
of competitive electricity pricing.

To facilitate the transition to open electricity markets, the European Commission has stated that
electricity companies should be refunded their stranded costs provided that:

They minimize the impact of those costs (and, hence, the amount of the refund) on their
future operations, and

They submit an industrial plan demonstrating the long-term profitability of the activity
related to the stranded costs.

Our stranded costs mainly consist of costs resulting from requirements that were imposed in the
past on the design and operation of our generation plants. In particular, because of governmental policies,
we built most of our plants to ensure a high degree of flexibility in the type of fuel that they could use.

The Industry Ministry and the Treasury Ministry have determined which costs are to be
considered as stranded costs and established a system to recover them. Commitments for investments we
undertook prior to February 19, 1997 relating to generating plants currently in service are regarded as
stranded costs, except for investments in plants that benefit from the CIP 6 regime and hydroelectric and
geothermal plants. You should read “—Business—The Enel Group—Purchased Power” for a description
of the CIP 6 regime. Under the recovery program adopted by the Industry Ministry in January 2000 and
amended in April 2001, we will be alowed to recover a significant portion of our stranded costs between
2000 and 2006.
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The Energy Authority will assign recognized revenues and areference level of production to each
of our plants. Recognized revenues are based on operating costs, depreciation and afair return on
investment. During the recovery period, the Energy Authority will, at the end of each year, compare
these recognized revenues for each plant with the fixed costs recovered through the pool price. If the
recognized revenues are higher in aggregate than those fixed costs, we will be entitled to recover an
amount equal to the difference. Pending the implementation of the pool market, by a decision issued in
May 2001, the Energy Authority established aformulafor the calculation of the electricity price and of
plants variable costs for the purposes of recovering stranded costs. Stranded costs are financed in part
through the surcharge levied by the Energy Authority on hydroelectric and geothermal producers. See
“—The new tariff structure — Generation costs.”

If plants for which stranded costs have been recognized are sold, the purchasers are entitled to
recover those costs on the same terms, so that total stranded costs available for recovery by us and new
owners will not be higher than those available to us had the plants not been sold. With respect to the sde
of Elettrogen, in adecision issued in May 2001, the Energy Authority determined the values of
recognized revenues and reference level of production necessary to calculate Elettrogen’s stranded costs
recoverable for the year 2000.

Our contractual obligations in connection with our imports of liquefied natural gas from Nigeria
are also regarded as stranded costs. These stranded costs will be recovered over aten-year period, which
may be extended if certain conditions are satisfied.

The maximum total amount available to Italian electricity companies for recovery as stranded
costsis Lit. 15,000 billion. The plan for the recovery of stranded costs must be submitted by the Italian
Government for approva by the European Commission to ensure compliance with the Electricity
Directive and with the European Union’s rules on governmental assistance to private businesses.

During the recovery period, the impact of these stranded costs surcharges on the tariffs paid by
consumers will be partialy offset by contributions paid to the Gestore della Rete from generating
companies producing electricity from hydroelectric or geothermal plants, which do not incur fuel costs.
These contributions are calculated every two months as a percentage of the difference between the
average national wholesale price of electricity (weighted by the quantity of electricity produced by each
plant) during the two month period, and the average fixed unitary costs for each plant, determined on an
annual basis. The percentage will decrease in each of the three two year periods between 2001 and 2006,
when the contributions will be eliminated.

Charges payable to the Equalization Fund. Revenues from certain tariff components are remitted
to and managed by the Cassa Conguaglio per il Settore Elettrico, or Equalization Fund, a public entity
charged with redistributing such revenues to the electricity companies entitled to receive them. These
revenues include those deriving from specific system charges and, until December 31, 2000, included
those deriving from the so-called “Component B.”

Component B was intended to cover the “energy cost contribution” recognized for thermal power
generation and the purchase of electricity. In order to create incentives for the efficient production of
thermo-electric power in Italy, this contribution was calculated on the basis of the estimated national
average variable unit cost of power generation, unlike the former thermal charge account system, which
served merely to reimburse power generation costs. Specifically, the Energy Authority calculated the
energy cost contribution by reference to an index of weighted average industry fuel prices (60% fuel ail,
23% natura gas and 17% coa) and a specific consumption index equal to 2,290 kCal/kWh.

Contributions in respect of imported power were calculated so as not to exceed those for domestically
produced eectricity. Until December 31, 2000, the calculation of the contribution and, consequently, of
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Component B, was updated every two months by the Energy Authority on the basis of variations of the
above-mentioned index of fuel prices. Electricity distribution companies then collected amounts with
respect to Component B from users and paid them into the Equalization Fund. Every two months, the
Equalization Fund redistributed these amounts in the form of equdization grants among qualifying
producers of electricity. These Equalization Fund contributions were abolished in 2001. Consequently,
Component B is no longer calculated on a stand-alone basis by the Energy Authority. A “fuel cost
component” equivalent to component B is now included in the generation cost component of electricity
tariffsand is caculated and updated by the Energy Authority in the same manner as Component B. Asa
result, this change has had no significant impact on our operations.

Tariff categories

The Energy Authority has simplified tariff categories by defining nine classes of consumers:
low-voltage domestic consumers (residential customers);
low-voltage public lighting;
low-voltage Eligible Customers for other uses;
low-voltage Non-Eligible Customers for other uses;
medium-voltage public lighting;
medium-voltage Eligible Customers for other uses,
medium-voltage Non-Eligible Customers for other uses;
high-voltage Eligible Customers; and
high-voltage Non-Eligible Customers.

The Energy Authority has established a new tariff system for residential customers that will enter
into effect on January 1, 2003. Under this system, al residential customers will pay the same tariff,
regardless of their location. Tariffs for non-residential customers are set by distributors and may therefore
vary within limits set by the Energy Authority that apply to al non-residential customersin any given
category, regardless of their location.

The changes in the tariff structure primarily benefit low voltage non-residentia customers, such
asthose in the commercia and other services sectors. We expect that the new tariffs will provide an
incentive for these customers to increase their level of eectricity consumption.

The Energy Authority set these new tariffs to reflect the cost of delivery, reducing or eliminating
cross-subsidies between electricity users. The new tariff structure establishes that subsidies currently
applied to residential customers who only use a small amount of electricity will be abolished at the end of
2002. In the interim, atransitory regime has been put into place, during which time prices of subsidized
and non-subsidized supplies gradually converge to a single tariff applicable to all residential consumers.
In the future, specia tariffs could be applied to alimited number of customers in unfavorable economic

conditions, charging the corresponding costs to the remaining domestic customers by means of a specific
surcharge.



Quality of serviceregulation

The Energy Authority has also established a system of bonuses and penalties to enhance the
quality of service provided by electricity companies. Quality of service is measured in terms of waiting
time for the performance of the most frequent commercia activities (such as connection cost estimates,
connections, disconnections and reconnections) and the frequency and total duration of service
interruptions and is assessed with reference to targets set by the Energy Authority. Service interruptions
are assessed with reference to annual targets set by the Authority. These quality of service regulations
entered into force on July 1, 2000.

Distributors that outperform the targets are to be remunerated through bonuses paid through
adjustments to the price cap mechanism. Penalties are imposed if the targets are not met. We believe that
the level of revenues expected under the current tariff structure will allow distributors to cover the costs
they need to incur to meet the above-mentioned targets.

Impact of new tariff structure

Following the introduction of the new tariff framework in January 2000, average tariff levels for
sales of electricity to Non-Eligible Customers declined by 10.7%. We expect that average tariff levels
will decrease further in 2001. Further reductions are expected in 2002 as a result of the implementation
of the price cap on the transmission and distribution components of tariffs. The effect of these reductions
on our revenues has been mitigated and we expect that it will be mitigated by the bonus for the eectricity
produced and devoted to Non-Eligible Customers (amounting to Lit. 6/kWh in 2000 and 2001) and the
positive impact of the gradua implementation of the new tariff structure. These expectations are only
approximations and are subject to change if regulatory tariff policies change or as aresult of changesin
electricity consumption.

Thehistorical regulatory framework

Before the nationalization of the Italian eectricity industry in 1962, the generation, transmission
and distribution of eectricity were largely unregulated. The law nationalizing the electricity industry in
1962 established Enel, and delegated to us the generation, transmission, transformation, distribution and
sde of eectricity within Italy and the import and export of eectricity to and from Italy. Three types of
electricity producers were exempted from our monopoly:

A number of municipally owned electric utilities;

A number of industrial companies generating electricity for their own consumption, provided
that at least 70% of the electricity they generated was used in their own industrial processes
and any surplus production was sold only to us; and

Small producers, defined as companies distributing less than 15 GWh per year.

Since 1962, legidation has progressively weakened our monopoly by permitting additional
categories of entities to operate in the electricity industry. In particular, Italian legidation has sought to
provide incentives for the production of energy from renewable resources. For example, Law 393/1975
authorized al municipalities and provinces (including those that were not so authorized under the
Nationalization Law) to generate electric power from renewable resources and/or in combination with co-
generation, burning of urban waste and desalinization. Law 308/1982 authorized the generation by
private parties of electricity from renewable resources and/or from co-generation plants with an installed
capacity of lessthan 3 MW, provided that all production of electricity in excess of certain limits was sold
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to us. Law 9/1991 authorized independent producers to generate electricity from renewable resources
regardless of the installed capacity of the power plant, abolished the rule that industria producers had to
consume at least 70% of the power they generated for their own use or for the use of affiliated companies
and authorized the free movement of electricity among specified categories of customers.

Historical tariff structure

The eectricity tariff in force before implementation of the new tariff structure in January 2000
was made up of the following items: (i) standing charge, (ii) first component of unit price, (iii) second
component of unit price, (iv) charges payable to the Equalization Fund and (V) taxes.

The standing charge, a fixed component of the tariff, reflected the price of the contracted capacity
required by a customer, independent of the actual level of consumption. The first component of unit price
reflected the price of the electricity which covered, together with the standing charge, the electricity
system’sfixed costs. The second component of unit price reflected the variable el ectricity production
costs (fuel and import costs).

The above items varied depending on the type of customer:

Public lighting;

Residential. Tariffs were lower for the primary residence of customers. In addition,
discounts were applied for usage below certain thresholds of monthly consumption;

Commercial and industrial users;

Agricultural. These tariffs varied depending on the type of use, the region and the particular
agricultura activity; and

Electricity distributors.
The above items also varied depending on:

Electricity voltage at ddlivery; if the voltage at delivery was low, it meant that we provided a more
extensive transportation and transformation service;

Capacity of the supply;
Duration of usage; and
Time of usage.
Charges payable to the Equalization Fund included certain system charges and Component B.
Y ou should read “—The new tariff structure—Charges payable to the Equalization Fund” for a discussion
of these charges.
In addition, under the historical tariff structure, charges payable to the Equalization Fund also
included Component A1, a charge intended to cover the deficit during the years 1994, 1995, 1996 and the

first sx months of 1997 in the conto onere termico, or thermal charge account, a fund established in order
to partialy cover the fuel costs associated with thermoel ectric power generation. The Energy Authority
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abolished Component A1l of the electricity tariff effective January 1, 1999, as a result of the elimination

of the deficit in the therma charge account.

Prices of electricity

The table below shows the average level of prices (expressed in Lit./kWh and assuming constant
consumption) paid by customers to whom we directly supplied electricity during the period from January
1996 to December 2000, divided by type of customer, and the impact of the new tariff that came into

effect in January 2000.

%

change
January
1996/

Typeof January January  January January January  December January
customers 1996 1997 1998 1999 2000 2000 2000
Residential
Extariff ......cccoeene. 164.4 147.0 147.0 147.0 148.2 148.2 -9.9
Component B............ 52.6 57.1 65.6 48.4 60.9 87.1 15.8
Other Components.... 17.0 21.3 171 19.9 16.5 13.6 -2.9
Beforetax ............... 234 2254 229.7 2153 225.6 2489 -3.6
TaxeS...coooeeeiieeeiennn 51.9 51 51.5 50 51.1 53.4 -15
Total ..o 285.9 276.4 281.2 265.3 276.7 302.3 -3.2
Industrial
Extariff ......cccocoeeenne. 86.4 86.5 86.6 86.6 72.6 71.2 -15.6
Component B............ 39.6 43.2 49.7 36.1 59.4 85.0 50.0
Other Components.... 145 17.9 145 185 16.9 16.1 16.6
Beforetax ............... 140.5 147.6 150.8 141.2 148.9 172.3 6.0
TaXeS. oo 18.2 18.2 18.2 18.2 184 184 11
Total ..o 158.7 165.8 169 1594 167.3 190.7 54
Services
Extariff .......ccocoeeenne. 148.1 148.1 148.1 148.1 126.3 122.0 -14.7
Component B............ 51.2 55.8 64.2 46.5 64.2 91.8 25.4
Other Components.... 17.2 214 171 195 26.5 22.6 154
Beforetax ............... 216.5 225.3 2294 2141 217.0 236.4 0.2
TaXES. oo 36.2 36.6 374 36.6 36.5 38.1 03
Total ...oooovveeiieinnn 252.7 261.9 266.8 250.7 2535 2745 0.2
AverageDirect
Customers
Extariff ......cccocoeeenne. 1231 118.9 119.0 119.0 106.5 104.5 -135
Component B ........... 45.8 49.8 57.3 41.8 61.1 87.1 334
Other Components.... 15.8 19.7 15.8 191 20.7 17.8 31.0
Beforetax ............... 184.7 1884 192.1 179.9 188.3 209.4 19
TaXeS...coiieeeieeeiiennn 313 31.2 315 31.0 314 32.1 03
Total ..o 216.0 219.6 2236 2109 219.7 2415 17

%

change % change

January January

1999/ 2000/

January  December
2000 2000

038 0.0
25.8 43.0
-17.1 -17.6
48 10.3
22 45
43 93
-16.2 -19
64.5 43.1
-8.6 -4.7
55 15.7
11 0.0
50 14.0

-14.7 -34
38.1 43.0
35.9 -14.7
14 89
-0.3 44
11 83
-105 -19
46.2 42.6
84 -14.0
47 11.2
13 22
42 99

From January 1996 to January 2000, our average price to fina customersincreased by 1.7% in
nominal terms, which corresponds to a decrease of 5.7% in real terms. Price trends are different among
type of customers. Pricesto residential customers during that period decreased by 3.2% or 10.4% in real
terms, while price to industrial customers increased by 5.4% in nominal terms, which corresponded to a

decrease of 2.3% in rea terms.

From January to December 2000 our average price to final customersincreased by 9.9% in
nominal terms, which corresponds to an increase of 7.1% in real terms. The increase was due to a 42.6%
increase in fuel costs, as reflected in the corresponding increase of Component B, partially offset by a
1.9% decrease of the fixed costs component of the tariff and a 14% decrease of other components. Prices
for resdential customers during the same period increased by 9.3% in nominal terms, corresponding to a
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6.5% increase in real terms, while prices for industrial customers increased by 14% in nominal terms,
corresponding to an 11% increase in red terms.

Taxes

Since January 1, 2001, electricity services are subject to three indirect taxes, the first two of
which are not applicable to residential customers who qualify for the social protection pricing scheme:

A state tax for residential uses (of Lit. 9.10/kwWh) and for other uses (of Lit. 6/kWh excluding users
with consumption over 1.2 GWh per month);

Additional local taxes that vary from Lit.18/kWh up to a maximum of Lit. 39.5/kWh; and

Value-added tax of 20% for al users with the exception of residential and industrial customers (who
are taxed at arate of 10%).

A previous additional state tax that varied from Lit. 4.5/kWh to Lit. 10.5/kWh was abolished in
January 2001.

Telecommunications

The Communications Authority, established in 1997, regulates all aspects of the fixed-line
telephony and mobile telephony services and Internet markets. Its regulatory powers include licensing,
interconnection, frequency allocation, numbering, universal service obligation, tariff regulation and
rebalancing and arbitration of disputes between carriers. Italian regulations require telecommunications
operators to obtain a license or authorization to provide fixed-line voice or mobile telephony, data
transmission and Internet services.

In its 1998 and 1999 Annua Reports, the Communications Authority set forth the following main
objectives:

To promote convergence among mobile telephony, fixed-line telephony, television and Internet
sarvices as well as the development of third-generation wireless and mobile systems,

To introduce further competition into the Italian telecommunications market; and
To promote liberalization in the broadcasting and media industry.

Since February 1998, the Communications Authority has issued telecommunications licenses to
approximately 200 operators, including approximately 150 operators for fixed-line voice telephony
sarvices. There are dso four GSM mobile telephony operatorsin Italy.

Interconnection

Telecom Italia, the former monopoly tel ephone services provider, owns and operates the largest
fixed-line voice telephony network in Italy. As aresult, other operators ability to interconnect with
Telecom Italids network significantly affects their ability to provide fixed-line voice telephony and other
telecommunications services. Currently, Telecom Italiais required to set interconnection rates subject to
Communications Authority approval to ensure that interconnection rates reflect costs and comply with the
recommended European Union benchmark levels. The Communications Authority must aso approve the
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interconnection rates Telecom Italia charges for calls originated on its fixed network and terminated on
mobile networks.

Universal Service

Current regulations alow the Communications Authority to require other voice telephony
operators to compensate Telecom Italia for the costs the former incumbent provider incursin connection
with its obligation to provide universal service, defined as a minimum set of services of a given quality,
available to end users regardless of their geographical location and at an affordable price. 1n 2000, the
Communications Authority determined that Telecom Italia, Infostrada, Telecom Italia Mobile and
Omnitel would have to make contributions for atotal of Lit. 120 billion to the universal service fund. In
future years, the Communications Authority may determine that other operators, including WIND, must
contribute to this fund.

Fixed-line voice telephony

The Communications Authority and the Ministry of Communications have also sought to
promote competition in the fixed-line voice telephony services market by:

Introducing a price-cap method for the determination of Telecom Italia s rates for fixed tel ephony
sarvices to fina customers and rebaancing those rates with the aim of increasing monthly fees and
decreasing long distance and international rates;

In 1999, introducing carrier selection, which alows customers to select carriers on a call-by-call basis
for both long-distance and local calls by dialing a set prefix before making a cal;

Introducing carrier pre-selection at the end of 1999, which allows customers to use aternative
carriers networks for al of their locd, long-distance, fixed-line-to-mobile and internationa calls
without dialing a carrier selection code. Carrier pre-selection became fully operationa in the first
quarter of 2001,

Adopting in December 1999 rules on fixed telephony number portability, which alows customers to
keep the same telephone number when they change carrier; and

Unbundling the local loop of Telecom Italia, which will allow competing carriers access to the so-
caled "last mile", or the wires leading directly into customers homes or offices; and, prior to the
unbundling of the local 1oop, establishing the economic conditions under which Telecom Italia must
offer access to its network so as to enable its competitors to offer x-DSL services. Telecom Itdiais
currently offering such access under the conditions established by the Communications Authority in a
decision issued in January 2001.

Mobile telephony

Telecom Italia Mobile, Omnitel Pronto Italia, WIND and Blu are currently the four operatorsin
the Italian mobile telephony services market. 1n 1999, the Communications Authority determined that
Telecom Italia Mobile and Omnitel Pronto Italia are operators with significant market power and, as such,
will have to offer other operators non-discriminatory and cost-based interconnection rates. Blu, ajoint
venture in which Autostrade Italiane and British Telecommunications have the largest interests, launched
its commercial service in June 2000.
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In October 2000, WIND bid for and won one of five government-auctioned licenses for UMTS,
or third-generation mobile services, a aprice of Lit. 4,700 billion. The UMTS license will be effective as
of January 1, 2002 for aterm of 15 years. UMTS services are expected to become available by 2002.

Internet and el ectronic commerce

Internet operators must obtain an authorization to provide Internet services from the
Communications Authority. However, Internet service providers are not subject to universal service
obligations, the tariffs regime or the other strict regulatory requirements applicable to fixed-line voice
telephony and mobile telephony services operators.

By providing for reverse interconnection, whereby new operators undertake to terminate calls
coming from the Telecom Italia network in exchange for afee, the current regulatory regime has made it
economically feasible for new telecommunications operators to offer Internet services at prices equa to
the standard rate for local calls and without any additional fees.

Several other regulations affect providers of Internet-based services. In February 1999, the
Italian Government implemented new rules on electronic signatures which are designed to help support
the development of electronic commercein Italy. These rules seek to provide full enforcesbility of
commercia transactionsin electronic form. Electronic commerce aso falls within the scope of European
Union and Italian legidation on consumer protection, and in particular that of laws regarding the
processing of personal information and protection of privacy. Providers of publicly available
telecommunications services are required to take measures to safeguard security of their services and of
subscribers persona data. In addition, in June 2000, the European Union adopted a directive on legal
aspects of electronic commerce aimed at ensuring the free movement of electronically provided services,
including electronic commerce, in the EU internal market.

Gas

Italian regulations enacted in May 2000 pursuant to EU Directive 98/30 (which mandated the
generd liberaization of natural gas markets in the member states) seeks to introduce competition into the
Italian natural gas market through the liberalization of the import, export, transport, dispatching,
distribution and sale of gas.

The regulations require companies engaged in the transport and dispatching of gas to allow access
to unaffiliated users who request connection to their networks, provided that they have enough capacity
and that giving such access is economically and technically feasible. Distribution of gas also requires a
concession awarded by municipa authorities pursuant to tender procedures. The concessions will be for
period no longer than 12 years. Existing concessions in Southern Italy granted pursuant to competitive
tenders will continue in force for their current term, or until 2015, whichever is earlier, so long as they do
not extend beyond 2015. Other existing concessions will also continue for their original term so long as
such term does not exceed five years, though a five-year extension may be obtained.

After January 1, 2003, only entities authorized by the Industry Ministry will be permitted to sell
gasto Eligible Customers, and no single company may have a 50% or higher market share of the Italian
natural gas market. Under the regulations, Eligible Customers are those who buy gas for the generation
or co-generation of eectricity and customers whose annual consumption of gas exceeds certain
thresholds. However, the regulations provide that, beginning in 2003, all gas consumers will be able to
choose their supplier fredly.



In order to further promote competition, no single importer will be permitted to import more than
75% of the total volume of natural gas used in Italy each of the years 2001 and 2002. This limit will
decline by 2% per year until 2010. In addition, the decree requires the Industry Ministry to authorize gas
imports from non-EU member states.

Storage operators must obtain a concession from the Industry Ministry. Concession holders are
obliged to grant third parties access to their gas stores. Importers are required to create strategic storage
reserves equal to 10% of the gas they import.

Water

Italian water regulations place primary control of water resources in the hands of regiona and
local public authorities, who have been granted oversight of regional water resources and agueducts. Law
n. 36 of 1994, the Galli Law, introduced a regulatory framework providing for:

provincia and municipal authorities ownership of water resources, with management contracted out
to entities such as private companies, utilities owned by local public entities or other specified
entities; the maximum duration of concessions to the use of water is limited to 30 years,

division of the national territory into so-called “optimal territoria zones’ to maximize efficiency in
the management of the national water system as awhole; and

determination of areference tariff that accounts for costs as well as provision of a stabilizing
mechanism to prevent excessive tariff increases.

To date, the Galli Law has been implemented in only afew regions of Italy.

In addition, the Italian Budget Law for the year 1996 provided that all public entities managing
aqueducts be transformed into joint stock companies and privatized.

Environmental Matters

Our electricity operations are subject to extensive environmenta regulation, including laws
adopted by the Italian Parliament or government to implement regulations and directives adopted by the
European Union and international agreements on the environment.

The principal objective of our environmental policy isto comply with all relevant legidation and
to seek to reduce adverse effects that our activities may have on the environment. Since 1996, we have
issued a public environmental report on ayearly basis. We believe that environmental performance will
represent an increasingly important competitive factor in aliberalized market.

Environmental regulations affecting our business primarily relate to electromagnetic fields, air
emissions, water pollution, waste disposal, noise and the clean-up of contaminated sites. The principa air
emissions of fossil-fueled electricity generation are sulfur dioxide (SO,), nitrogen oxides (NO,), carbon
dioxide (CO,) and particulate matters such as dust and ash. A primary focus of the environmental
regulations applicable to our business is an effort to reduce these emissions. Y ou should read “—
Business—The End Group—Generation—Therma production” for a discussion of our investmentsto
comply with these regulations.
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Electromagnetic fields

In 1992, the Italian government adopted a regulation relating to exposure to eectromagnetic
fields, which applies to the extremely low frequency (50 Hz) used for the transmission, distribution and
consumption of eectricity. The government supplemented the regulation with an additional decreein
1995. Thisregulation sets:

Maximum levels of exposure to electromagnetic fields from new and existing transmission and
distribution lines and distribution substations. Compliance with maximum exposure limits for
already installed lines generally involves increasing the height of towers carrying lines where
necessary. We have submitted to the Environment Ministry plans to bring into compliance each of
our approximately 130 transmission and distribution lines and distribution substations affected by the
regulations. Approximately half of our plans have aready been approved by the Ministry and we are
awaiting approval of the others. We will complete implementation of compliance measures relating
to these maximum exposure limits by 2004, as required under the regulation.

Minimum distances between transmission or high-voltage distribution lines or substations and
residential buildings, office buildings and similar areas for lines built after the adoption of the 1992
regulation. The minimum distance requirements for transmission and distribution lines installed after
the adoption of the 1992 regulation result in distances for these lines that exceed what would be
required to comply with the maximum exposure levels. All of our linesinstalled after the adoption of
the 1992 regulation are in compliance with the minimum distance requirements.

The above regulation of electromagnetic exposure complies with the maximum exposure limits
set by international organizations such as the International Radiation Protection Association, the
International Non-lonizing Radiation Committee and the International Commission on Non-lonizing
Radiation Protection, and those set by a European Union recommendation issued on July 12, 1999.

In September 1998, the Italian government adopted a regulation setting limits to exposure to
electromagnetic fields generated by high frequency infrastructure such as the transmission stations that
WIND uses to provide mobile telephone services. This regulation:

Sets maximum exposure levels;

Sets “caution levels’ (for buildings that are occupied for at least four hours per day) and “quality
targets’ to be met by operators,

Gives Italian regiona authorities the power to regulate the installation and modification of high-
frequency infrastructure to ensure implementation of the regulation and responsibility for monitoring
compliance with the maximum exposure levels and required preventive measures; and

Requires owners of high-frequency infrastructures that do not comply with the maximum exposure
levels and with the preventive measures to undertake any remediation measures that the regional
authorities require.

We believe that WIND’ s high-frequency infrastructures comply with the above requirements.

In February 2001, the Italian parliament passed a new law on electromagnetic field exposure.
The law isintended to protect the general public and workers against alleged potentia long-term health
effects of exposure to electromagnetic fields generated by both low frequency infrastructures, such as
eectricity transmission and distribution lines and substations, and high-frequency infrastructures, such as
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the transmission stations that WIND uses to provide mobile telephone services. The new law may make
it more difficult to install new transmission and distribution lines and substations in the future and may
limit WIND’ s ahility to expand the radio coverage for its operations.

Furthermore, the new law provides for the adoption and implementation of programs to
restructure electricity transmission and distribution lines, substations and high frequency infrastructures,
in accordance with maximum exposure levels, caution levels and quality targets to be set by the Itaian
government. Until such limits are set, the limits provided for by the regulations of 1992 and 1998 and the
decree of 1995 mentioned above will continue to apply.

Current limits for high-frequency infrastructures are expected to continue unchanged. If the
Italian government were to set limits for low-frequency infrastructures that are stricter than current limits
in order to comply with the requirements of the new law, we would be required to upgrade, move or make
other changes to some of our existing electricity lines and transmission and distribution facilities.
Although with respect to eectricity transmission and distribution lines and substations, the new law
requires the Energy Authority to set the criteria, terms and conditions for the recovery of the costs that the
owners of such lines and substations bear in implementing the restructuring plans, actual reimbursements
we receive may be lower than our actua cost.

In addition, the Bersani Decree requires that the Gestore della Rete pay to the owners of
transmission lines consideration for the use of the lines which adequately reflects the costs which these
owners have incurred to comply with regulatory requirements. 'Y ou should read “—Business—The Enel
Group—Transmission” and “—Electricity Regulation—The new regulatory framework—Transmission”
for amore detailed discussion of the Gestore della Rete and “Item 3. Key Information—Risk Factors’ for
amore detailed discussion of the risks electromagnetic field-related regulation poses for our business.

Y ou should also read “Item 8. Financia Information—Other Financia Information—Lega Proceedings’
for adiscussion of certain legal proceedings against us relating to electromagnetic fields.

Principal EU legidation and international treaties regarding SO, and NO,

The principal EU directive on air emissions affecting the electricity industry is the large
combustion plants directive, or LCPD. The LCPD requires each European Union member state to
establish and implement a program of progressive reduction of total SO, emissionsand total NO,
emissions from generation plants licensed before July 1, 1988 and to establish emission limits for SO,
NO, and particulate matter from individual generation plants licensed after July 1, 1988. The European
Commission is currently reviewing the LCPD and may issue a new directive in 2001.

Italy is a member of the Helsinki Protocol and the Oslo Protocol, which require signatory
countries to reduce SO, emissions, and the Sofia Protocol, which requires signatories to reduce NO
emissions. The reguirements under these protocols have been reflected in Italian law.

Principal Italian legislation regarding SO, and NOy

Italy implemented the LCPD by a ministerial decree in 1989, which established strict limits on
emissions from new plants and required the gradual reduction of aggregate emissions from plants licensed
prior to July 1, 1988. In some cases the Itdian limits are stricter than those imposed by the protocols and
the LCPD. The following tables show the SO, and NO, aggregate emission reduction targets of the 1989
Italian ministerial decree and our actual level of emission reductions in each of 1993, 1998 and 2000:
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Reductions of SO, emissions against 1980 levels

End’s
Year Target result
1993 3% 57%
1998 3% 62%
2000 - 3%

Reductions of NO,emissions against 1980 levels

Ene’s
Year Target Result
1993 2% 19%
1998 3% 51%
2000 - 64%

In addition, in 1990 Italy established aregulation limiting emissions of polluting substances from
thermal plants licensed before July 1, 1988 that is stricter than the LCPD and covers a much broader
range of pollutants. This regulation requires that individual existing thermal plantsin Italy reduce
emissions to levels similar to those established under the LCPD for individua plants licensed after July 1,
1988. Thisregulation also provides atime schedule for the implementation of environmental compliance
measures at existing plants.

In response to this regulation, we implemented in 1990 a significant program of environmental
measures that affect our entire thermal generation operation. We submitted this program to the relevant
ministries of the Italian government, including those for industry, environment and health. This program
provides for modifications to both physical plant and operating practices. The following table shows the
targets which Italian regulation provides for the implementation of these environmental compliance
measures for generating facilities and our levels of implementation for the relevant periods. Both the
targets and our results are expressed as percentages of the total installed thermal capacity of generating
facilities for the periodsindicated. Our levels of implementation for 2002 are estimated.

Enel’s Adopted or

Planned

At December 31 Target M easures
1997 35% 41.5%

1999 60% 62.3%

2002 100% 100%

In 1997, the Italian Parliament imposed a tax on total SO, and NO, emissions from thermal
plants that have a nomina capacity of greater than 50 MWh. These plants are the same plants as those
regulated under the LCPD. In 2000, our costs in connection with this tax were approximately Lit. 53
billion.

CO, emissions

Both the European Union and Italy are signatories to the Kyoto Protocol, which was signed under
the United Nations Framework Convention on Climate Change. 1n accordance with a burden-sharing
agreement among EU member states, Italy has set atarget to reduce emissions of CO, and the other
greenhouse gases, or GHGs, listed in the Kyoto Protocol over the 2008-2012 period by 6.5% from their
1990 levels.



In implementing the Kyoto protocol, on November 19, 1998, the Italian interministeria
committee for economic planning issued the guidelines for Italian policies and measures for the reduction
of GHG emissionsin order to implement the Kyoto Protocol. These guiddines set targets for CO, and
other GHG emissions to be achieved through measures concerning various sectors of the Italian economy,
including reduction of carbon produced in thermal electricity generation, increased use of eectricity
generation from renewabl e resources and demand side management to increase the efficiency of energy
use. In 1999, we produced approximately 20% of tota GHG emissionsin Italy.

In July 2000, we signed a voluntary undertaking with the Environment Ministry and the Industry
Ministry. Under this agreement, we undertook to reduce the annual level of CO, emissions produced by
our plants during the period between 2002 and 2006 from our level of emissionsin 1990. The
undertaking anticipates a number of measures to reduce GHGs emissions, including employing high-
efficiency technologies, such as combined cycle conversions, promoting the use of renewable resources
and developing innovative generation technologies using biomass and other wastes. We also expect to
take advantage of the flexibility provided under the Kyoto Protocol for reducing GHGs emissions through
joint projects in industrialized and devel oping countries and through the national or international trading
of carbon or emission credits.

In January 1999, the Italian government introduced a carbon tax in accordance with applicable
European Union directives. Under the current Italian implementing legidation, the amount of the tax,
which is based on fossil fud consumption, was initially scheduled to increase on an annual basis from
1999 through 2005, but has been frozen for the years 2000 and 2001 at the level for 1999. The legidation
also establishes the possibility of review or cancellation of the tax if other EU member states have not
adopted similar measures by 2001. On the basis of current forecasts of future fuel prices, we believe that
application of the carbon tax as currently formulated could have a significant impact on the economic
viability of our oil-fired plants by the year 2005, should the tax rates then reach their maximum levels.
As part of a Europe-wide initiative to address the impact of the carbon tax, Enel has proposed to the
relevant ministries that the Italian government adopt a different method for calculating the tax which
would apply an equal amount of tax per unit of CO, output, without regard for the type of fuel used to
produce the energy in question. We believe that such a policy would produce the targeted reductions in
CO, emissions without creating unequal burdens on certain types of generating facilities, particularly oil-
fired and base |oad plants, no matter what their actual level of emissions. In 2000, our carbon tax liability
amounted to approximately Lit. 75 billion.

PCBs and asbestos

In May 1999, the Italian government adopted a legidative decree concerning the recovery and
disposal of electric transformers and other equipment containing polychlorinated biphenyls, or PCBs.
Pursuant to this decree, we are delivering all of our equipment containing PCBs to companies authorized
to recover and dispose of such equipment. We are also delivering waste products containing asbestos to
specialized companies authorized to treat and dispose of asbestos. Such waste products derive from the
clean-up of our plants we conduct in accordance with our general maintenance and environmental clean-
up programs.

Water pollution prevention

We are subject to environmental laws and regulations limiting heat and other characteristics of
water discharges from our thermal plants and liquid waste from our hydroelectric plants. In May 1999,
the Itdlian Parliament adopted a new law for the prevention of the pollution of fresh and salt water, which
was amended in August 2000. We believe that the rules concerning heat limits of water discharges from
power plants into rivers and coastal waters do not materialy affect the operation of our plants, as
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discharges from our plants have historically been within the limits set by those rules. Similarly, we
believe that the water trestment facilities already operating in our generation plants are in line with the
new requirements on liquid waste.

Solid waste management

In February 1997, the Italian government issued a legidative decree implementing the EU
directives on solid waste management. In accordance with this decree, we have increased the level of
recycling of our waste. We have implemented specific measures concerning fuels derived from waste,
which we intend to use in dedicated plants or together with coal at our thermal generation plants.

Steclearance

New legidation provides for ground and underground inspections to evaluate the possible
contamination of sites, particularly in areas declared to be of national interest, using specific chemical,
physical and historical analyses. If sites we own are found to be contaminated, the current regulation
requires that we undertake a program of site clearance and restoration. In that case, under the new
legidation the Italian government may provide financia support for restoration of contaminated sites
located in areas of nationa interest. Based on our environmental compliance practices and the current
regulatory regime, we do not expect to have significant liability associated with contamination of sites
being inspected.

Landscape safeguards

We have taken the following actions to reduce the environmental impact of our transmission and
distribution lines:

Re-using routes of previous power lines wherever possible;

Soliciting proposals internationally for the design of new towers for our transmission lines aimed
at reducing the environmental and aesthetic impact of towers in non-urban areas of particular
landscape value;

Acting to reduce the impact of linesin environmentally sensitive or protected areas;

For medium-voltage lines, placing underground cables in urban areas and aerid cables with low
environmental impact in other areas with specific environmenta value; and

Using aerial insulated cables or underground cables in low voltage networks (at present, we have built
approximately two-thirds of our network in this way).

We limit our use of underground high-voltage cables to urban areas because they are significantly
more expensive than aeria cables and the process of installing them may involve significant logistic and
environmental problems. Between 1994 and 2000:

We added approximately 26,000 km of aeria insulated and underground medium voltage cables.

In 2000, aerid insulated cables and underground cables represented 35.9% of our medium
voltage lines, compared to 29.8% in 1994; and
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We added approximately 98,000 km of aerial insulated and underground low voltage cables. In
2000, aerid insulated cables and underground cables represented 80.5% of our low voltage lines,
compared to 72.8% in 1994.

Environmental registrations, certifications and authorizations

We have joined EMAS, a European Union initiative to implement a voluntary environmental
management and registration system, which seeks to improve the level of environmental efficiency and
disclosure of European industrial companies, and includes 1SO 14001 certification for registered plants
and assets. We are committed under the initiative to obtain EMAS registration for 26 of our generation
plants, representing 55% of our installed capacity. As of June 2001, 12 of our plants, representing
approximately 26% of our installed generating capacity, have obtained either the EMAS registration or
the 1SO 14001 certification.

In August 1999, the Italian government enacted a legidlative decree implementing the 1996 EU
directive on the prevention and reduction of pollution. This legidative decree requires al industria plants
to operate under a new integrated environmenta license by 2007 and make use of the best techniques
available for the prevention and reduction of pollution. The new license will set pollution limits and will
be reviewed every five years or at any time plants undergo significant renovation. Licensesfor EMAS-
registered plans will be reviewed every eight years.

Cost of compliance

The costs of ensuring compliance with applicable environmental regulation generdly consist of
costs associated with equipping newly constructed facilities with required technology or modifying
existing facilities to comply with applicable regulation. 1n 2000, our environmental capital expenditures
totaled Lit. 998 billion, representing 21.6% of our total capital expenditures. We expect our total
environmental capital expenditures will decrease due to the gradua phasing out of the program of
environmental compliance measures for our thermal plants described above, which we expect to complete
in 2002.

Discontinued nuclear operations

Since November 2000, we have not owned any nuclear power plants. We have not produced
dectricity from nuclear power plants since 1988.

Following a national referendum in 1987 in which the Italian electorate expressed its opposition
to the use of nuclear power, the Italian government ordered the interruption of power production from
nuclear fuels and we ceased operations at our four nuclear plantsin Italy, which had an aggregate net
installed capacity of 1,500 MW.

In addition to our nuclear power plants, we owned a 33% stake in NERSA, an electricity
generation company that operated a nuclear power plant located in France. French and German utilities
owned the balance of NERSA. In July 1998, we sold our stake in NERSA. We, however, retained
ownership and responsibility for the decommissioning of our share of the nuclear fuel in the plant.

Pursuant to the Bersani Decree, we have transferred our discontinued nuclear operations to
So.g.i.n., awholly owned subsidiary. The principal activity of So.g.i.n. will be the decommissioning of
the nuclear plants and of our share of the nuclear fuel in the NERSA plant in France, including disposal of
nuclear fuel and nuclear waste.
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Under the Bersani Decree, we were required to transfer to the Treasury Ministry al the shares of
So.g.i.n. a no cost. The transfer was completed on November 3, 2000.

Nuclear liability

Italy is aparty to the 1960 Paris Convention on Third Party Liability in the Field of Nuclear
Energy and the 1963 Brussels Supplementary Convention (1963). Italian law implementing the
conventions imposes strict liability for claims relating to nuclear plants and the transportation and storage
of nuclear matter. Strict liability under Italian law means that someone does not need to be negligent in
order to be found liable. The law imposes strict ligbility for nuclear accidents only on the entity that is the
operator of the plant at the time of the accident. Consequently, we are not liable for any accident that may
occur after the transfer to the Treasury Ministry of So.g.i.n.’s shares on November 3, 2000, even if the
cause of the accident predates the transfer. Although we are not aware of any accident that predates the
transfer, we will remain liable for any accident that occurred before the transfer, even if the damage, or
the accident itself, is discovered after November 3, 2000. The operator of the plant may claim
reimbursement from a third party which has contributed to the cause of the accident for any sumsit may
have to pay but only if that party has accepted liability contractually or is a physical person who has
intentionally caused the damage. Itdian law implementing the conventions imposes a maximum period
of ten years from the date of the accident in which someone claiming damages must bring claims. At the
time of our transfer of So.g.i.n."s shares, we represented to the Treasury that we had performed, on a
regular basis, every required test on our nuclear plants and that we were not aware, with respect to all
nuclear assets owned by So.g.i.n., of any event which might be the source of civil liability for nuclear
operations.

Under the Paris Convention and Italian law, direct liability arising from nuclear liability claimsis
limited to five million International Monetary Fund Special Drawing Rights, or SDRs, per accident.
Under Italian law, to the extent any claim exceeds five million SDRs, someone claiming damages may
sue us for only five million SDRs and must sue the Italian government for the excess liability up to 175
million SDRs. If the claim isin excess of 175 million SDRs, that person must sue the signatories to the
conventions, but then only for the excess liability up to 300 million SDRs. However, the Italian
government can claim reimbursement from us for any sums it may have to pay because of a nuclear
accident arising from negligence on our part. On June 28, 2001, five million SDRs equaled
approximately Lit. 14 billion.

A provision of the Italian law implementing the conventions states that when damage has been caused
concurrently by a nuclear accident and the emission of ionizing radiation, the liability of the person that
caused this radiation is not subject to the limitations described above for damages caused by that
emission. This provision does not fully conform to the conventions because it does not specify that the
ionizing radiation must not independently qualify as a nuclear accident in order to give rise to unlimited
liability. We believe, however, that the correct interpretation of Itaian law implementing the conventions
isthat only radiation not classified as a nuclear accident gives rise to liability outside the limitations
described above. We bdieve all emissions of radiation originating from within nuclear plants would
qualify as nuclear accidents. As aconsequence, because we held nuclear material inside our plants, we
believe that we could only be liable outside the limitations described above under remote circumstances.

PROPERTIES, PLANTSAND EQUIPMENT

At December 31, 2000, we had 746 generating plants, consisting of thermal, hydroelectric,
geothermal and other renewable resources facilities, most of which were located in Italy. For further
information with respect to our plants, see “— Business—The Enel Group—Generation” above. We aso
own Italy’s transmission network of high voltage 380 kV lines, which consisted, at December 31, 2000,
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of atotal of 37,216 km of lines and 261 primary transformer stations. For a description of such properties
and related construction, expansion and improvement plans see “— Business—The Enel Group—
Transmission” above. We own the principa electricity distribution network in Italy, which consisted, at
December 31, 2000 of atotal of 1,062,879 km of lines, mostly medium and low voltage, and 409,722
primary and secondary transformer substations. For a description of such properties and related
construction, expansion and improvement plans see “— Business—The Enel Group—Distribution”
above. At December 31, 2000, we owned approximately 11,600 km of fiber optic cable leased to WIND
for the provision of telecommunication services. For a description of such properties and related
construction, expansion and improvement plans see “—Business—Telecommunications’ above. At
December 31, 2000, we owned red estate, mainly in Italy, with an approximate net book vaue of Lit.
4,800 billion, consisting mainly of office buildings and other commercial properties and to a lesser extent
resdential real estate. For a description of such properties and related construction, expansion and
improvement plans see “—Business—Other Businesses—Real Estates and Other Services”

Management believes that our significant properties are in good condition and that they are
adequate to meet our needs.

Item 5. Operating and Financial Review and Prospects

TheElectricity Market under the New Regulatory Framework

Our financia results have been and will be affected to a large extent by developments in the
regulatory framework for the Italian electricity market. In particular, the Bersani Decree has significantly
restructured the electricity market to increase competition and achieve other public policy goas. The
significant changes introduced by the Bersani Decree include:

Liberalization. The generation, import and export of electricity, as well as the sale of
electricity to major consumers of eectricity known as Eligible Customers, have been
liberalized as of April 1, 1999.

Maximum Market Share Levels for Producers. In order to ensure competition among
eectricity producers, the Bersani Decree provides that no single company or group may have
more than a 50% market share of the electricity generation and import market after January 1,
2003. We must sl at least 15,000 MW of our generating capacity by that date in order to
comply with this requirement. Following the Italian government’ s approval, our plan to
dispose of plants representing approximately 16,000 MW of our gross installed capacity, in
October 2000 we began the sale procedure leading to the disposal of our first Genco. The
saleis expected to be completed in the second half of 2001. We are required to dispose of an
additiona 5,500 MW of generating capacity within 90 days of the sale of the third Genco,
pursuant to a decision by the Antitrust Authority, which is under appedl.

Distinction between Classes of Customers. Electricity customers are classified as follows:

“Eligible Customers’ are principally high volume users such as large manufacturing and
industrial companies or consortia that meet specified thresholds of annual electricity
consumption. Under the Bersani Decree, Eligible Customers are free to purchase
electricity either from power producers or from wholesale suppliers. Salesto Eligible
Customers are made on the basis of contracts between the customer and the producer or
wholesale supplier and are intended to be competitive.
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“Non-Eligible Customers” are customers who do not meet the criteriato be Eligible
Customers, such as residential and small and medium-sized business customers, and as a
result are not eligible to participate in the competitive market. Non-Eligible Customers
must purchase electricity from the distributor that serves the area in which they are
located. Salesto Non-Eligible Customers, and to Eligible Customers that choose not to
participate in the free market, are regulated by the Energy Authority, an Italian
governmental entity that acts under the supervision of the Industry Ministry.

Introduction of a Pool Market with Competitive Bidding. A pool market for the spot
trading of electricity at prices to be determined by competitive bidding among generating
companies, importers, wholesaers, distributors, other Eligible Customers and the Single
Buyer (see below) is expected to begin operations in 2002.

Creation of a“ Sngle Buyer.” A state-owned entity referred to asthe Single Buyer is
expected to begin operation contemporaneously with the creation of the pool market. It
will be responsible for purchasing al of the electricity to be supplied to the regulated
market.

New Tariff Regime. A new tariff regime administered by the Energy Authority took
effect on January 1, 2000, significantly lowering the fixed tariff components for
generation, transmission and distribution in 2000. Further reductionsin fees are expected
in 2001 as aresult of the implementation of the price caps mechanism to transmission
and distribution charges and a 20% reduction in the fixed component of generation price
established by the Energy Authority. Once the pool market becomes operational, the
tariff component for generation will be periodically adjusted to reflect prices on that
market, while the tariff components for transmission and distribution will continue to be
subject to a system of price caps.

Creation of a System Operator for the National Transmission Network. We have
transferred our electricity dispatching and national transmission network grid
management operations to the Gestore della Rete, a separate state-owned entity
responsible for those functions.

Consolidation of Distribution Networks. Only one license for the distribution of
electricity isto be granted in each municipality; distribution companies that now serve
the same municipality are required to consolidate their local networks. Accordingly, we
have received requests to sall our distribution networks from amost al distribution
companies in municipalities with co-existing networks, including the companies owned
by the municipalities of Milan, Turin and Verona. As of June 30, 2001, we had
completed the sale of our distributions networks located in Trieste and Parma and agreed
to sall our distribution networks in Roma and Formello.

Y ou should read “Item 4. Information on the Company—Regulatory Matters—Electricity
Regulation” for a more detailed discussion of the new regulatory and tariff regimes changing the Italian
electricity sector and to “Item 3. Key Information—Risk Factors—Risks Relating to our Electricity
Business’ for adiscussion of the principal regulatory risks we face.

The restructuring of the Italian electricity market is ill in progress. The following chart
illustrates the expected structure of the electricity market following the introduction of the Single Buyer
and the pool market. We now expect the Single Buyer and pool market to begin operating during 2002.

104



In the chart, contracts for differences represent swap or similar arrangements relating to el ectricity supply
among power producers and the Single Buyer, retail suppliers or Eligible Customers.

Power Producers
|

Pool Market
Contracts for
differences
Contracts for
differences
Single Buyer
istri Wholesale
Distributors _
Suppliers
L v
Non-eligible .
Customers Eligible Customers

Overview
Changesin tariffs and regulation

Substantially all of our operating revenues come from the sale of electricity. The price of
electricity has historically been determined by a system of tariffs. These tariffs are currently set by the
Energy Authority, the independent government regulator for the electricity industry, which acts under the
supervision of the Industry Ministry. Our operating revenues are directly related to the level of tariffs,
except for revenues from sales to Eligible Customers, which currently represent a relatively minor portion
of our revenues from the sale of electricity. For the years covered by the financia statementsincluded in
this annua report, our revenues from the sale of electricity consisted of:

electricity sales, which include both revenues derived from sales at the regulated tariffs,
with the actual amount of revenues being determined by the contracted capacity required
by a consumer and on the amount of electricity the customer actually consumed, and,
following the introduction of the free market in January 2000, revenues from direct sales
to Eligible Customers based on negotiated contracts; and

Equalization Fund contributions that are principally related to our costs for fuel and
electricity purchased from third parties.

From July 1996 through 1999, tariffs remained largely unchanged. However, a new tariff
framework came into effect on January 1, 2000 that resulted in:
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significant reductions in generation, transmission and distribution tariffsin 2000; and
the application of price cap reductions to transmission and distribution tariffs after 2000.

In addition, a further reduction in generating revenues is expected following the introduction of the pool
market, which is currently expected to begin operations in 2002.

As aresult of the introduction of the new tariff framework, average tariffs for sales of electricity
to Non-Eligible Customers declined by 10.7% in 2000. We expect average tariff levels to decline further
in 2001 as aresult of the reduction of the fixed component of generation price established by the Energy
Authority and the implementation of mandated price caps built into the tariff system in accordance with
the Bersani Decree. The actual impact of these tariff reductions on our revenues depends on a number of
factors, including the volume of electricity we sdll in the regulated market and the mix of types of
electricity we sall and customers we serve. We expect that the impact of these lower tariffs on our
revenues will be mitigated in part by our receipt of atransitional fee of Lit. 6 per KWh for electricity
produced and devoted to Non-Eligible Customers; this fee is due to expire at the end of 2001.

Equalization Fund contributions are paid through the Cassa Conguaglio per il Settore Elettrico,
the Equalization Fund for the Electricity Industry, or the Equalization Fund. In July 1997, the Energy
Authority substantially modified the system of Equalization Fund contributions. Before July 1997, we
were reimbursed for virtualy al the costs of fuel and for all the costs of eectricity imports. Under the
Equalization Fund mechanism in effect from July 1997 to December 31, 2000:

We received payments for fuel costs according to an index based on weighted average
industry fuel prices and on a consumption index related to our efficiency of production.
As aresult, although we faced some variation in profits between accounting periods
because of the timing of contribution calculations, our profit levels over time were
generally unaffected by fluctuations in fuel prices or exchange rates relating to fuel costs.

We received payments for the cost of imported electricity according to fuel indices,
which were based on the assumed cost of fuel that would have been used to generate the
electricity being imported. In practice, however, contribution levels were lower than the
actual costs of our imports. As aresult, our operating income generated from sales of
imported electricity declined.

We also received payments for electricity purchases that Regulation 6/92 of the Comitato
Interministeriale Prezz, an Italian governmental committee, required us to make from
domestic producers that use renewable resources. These producers are commonly
referred to as“ CIP 6 Producers’.

Equalization Fund contributions for fuel costs and imported eectricity were abolished starting
January 2001. An equivalent “fuel cost component” is now included in the generation cost component of
the electricity tariff and is calculated in the same manner as the Equalization Fund contributions for fuel
costs. Asaresult, this change has had no impact on our operations. Also, electricity produced under the
CIP 6 regime must now be transferred to the Gestore della Rete to meet demand on the free market. Asa
consequence, we no longer receive Equalization Fund contributions for purchases of such electricity.

Macroeconomic Factors

Historicaly, the level of demand for electricity in Italy has been closdly related to the genera
level of economic activity in the country. In recent years, economic growth in Italy has been dower than
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the European Union average. For example, from 1996 to 2000, Italy’ s rea gross domestic product grew
at an average annual rate of 1.9% as compared to an average annual rate of 2.5% for the European Union.
On the other hand, growth in electricity demand in Italy has historically exceeded growth in gross
domestic product, principally because eectricity consumption has grown faster than total energy
consumption. Growth in electricity demand was particularly strong in 2000, during which year it
increased by 4.2%.

Interest rates in Italy and the rest of Europe declined significantly during the period from 1996 to
1999, which was marked by European Monetary Union and Italy’s qualification for participation in the
single European currency, before rising again in 2000. As aresult, the weighted average interest rate on
our long-term debt declined from 6.84% as of December 31, 1997 to 4.62% at December 31, 1999, before
rising to 5.48% as of December 31, 2000. Our financing costs increase or decrease in line with changes
in interest rates.

Although we are insulated to a significant extent from the economic effect of fluctuationsin fuel
prices through the operation of the Equalization Fund mechanism described above, time lags between our
actual purchase of fuel and the calculation and payment to us of Equalization Fund contributions can
affect our revenues and income. Following the introduction of the pool market and anticipated increases
in the number of consumers qualifying as Eligible Customers, we will face increased risks relating to fuel
price fluctuations, which we intend to attempt to manage through implementation of our hedging policy.
Please refer to “Item 11. Quantitative and Qualitative Disclosure About Market Risk—Price risk
management and market risk information” for a more detailed description of our hedging policy.

Business segments

Prior to 1998, we managed our operations on a consolidated basis, without separately identifiable
business segments. Certain business units within our company provided services on a company-wide
basis. These consisted primarily of information technology, research and development, construction and
engineering. These business units provided almost no services to third parties, and the related assets of
these business units totaled |ess than one percent of our consolidated assets. We considered the costs of
these operations to be costs of providing utility services and we included them as operating costs for
purposes of determining tariffs. For these reasons, we had no separately reportable segments for 1997 or
prior periods.

During 1998, we reorganized our operations to establish strategic divisions of asingle legal
entity. Each division was equivaent to a reportable segment and had its own management structure,
headed by a division manager who reported directly to our Chief Executive Officer. Beginning in
October 1999, we formed separate companies to which we assigned the responsibility (and related assets,
liabilities and personnel) of each of our significant businesses, as required by the Bersani Decree.

Based on this approach to managing our business, we have identified the following segments.

Generation. Our generation segment includes the operations of Endl Produzione, ERGA, which
speciaizes in energy from renewable sources, and the three Gencos. Our generation segment earns
operating revenues from the sale of dectricity to Enel Distribuzione and Endl Trade and through
Equalization Fund contributions. Prior to the restructuring that we instituted in October 1999 as part of
our implementation of the Bersani Decree, our generation segment had transferred electricity to our
transmission segment, which then sold it to our distribution segment.

Transmission. Our transmission segment includes the operations of Terna. Under our new
structure, our transmission segment derives its operating revenues from the transportation of electricity on
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the portion of the national grid that is owned by Terna, but operated by the Gestore della Rete. For the
period through September 30, 1999, however, the transmission segment aso generated revenues on the
sale to our distribution segment of electricity purchased from our generation segment and from third
parties, as well as from Equalization Fund contributions relating to purchases of domestic and imported
electricity produced by third parties. As noted above, these revenues, related to intra-Company electricity
sales, are now attributed directly to our generation segment, while electricity purchases and related
Equalization Fund contributions are now managed directly by the corporate segment.

Distribution. Our distribution segment includes the operations of Enel Distribuzione, which is
responsible for sales to Non-Eligible Customers and Enel Trade, which handles sales to Eligible
Customers.

Other Activities. Our other activities segment includes our information technology services, red
estate management and general services, engineering and construction, research and development, and
electricity systems-related services, as well as our telecommunications services operations prior to July
1999, at which time WIND began providing these servicesto us. The other activities aso include the gas
distribution companies we acquired in 2000, as well as our fuel trading operations. Individualy, none of
these other activities met the quantitative thresholds for determining reportable segments in the periods
covered by the financia statements included in this annual report and we have therefore grouped them
together for purposes of segment reporting.

Corporate. Our corporate segment’s operations consist primarily of the purchase of fuel used by
the thermal generating plantsin our generation segment to generate electricity and the purchase of
electricity from third parties, both within Italy and abroad. The corporate segment sells fudl to the
generation segment at cost and sells electricity purchased from third parties to the distribution segment at
prices established by the Energy Authority. The corporate segment up to December 31, 2000, also
collected Equalization Fund contributions for electricity imports and energy purchased from domestic
producers of electricity from renewable resources under the CIP 6 regime. The corporate segment is also
responsible for defining and implementing our strategic plan, as well as providing treasury, human
resources, risk management, legal and administrative services to each of our operating companies other
than WIND.

We also conduct significant operations in the telecommunications industry through WIND, our
joint venture with France Telecom. We own 56.63% of the sharesin WIND, with France Telecom
indirectly holding the remaining 43.37%. Although we own a mgjority interest in WIND, our agreements
with France Telecom provide France Telecom with certain specified rights with regard to strategic
business decisions taken at shareholder and board of director meetings, as well as the right to nominate
four of WIND’ s nine directors. We did not consolidate WIND' s results of operations in 1999 and 2000
under Italian GAAP, as we accounted for WIND on the equity method due to the existence of significant
control restrictions for the greater part of the period. For U.S. GAAP purposes, we have consolidated
WIND’ s results since August 2000, since a new shareholders' agreement signed in July 2000 eliminated
some of the management and control restrictions previously imposed on us.

Several factors significantly affect the inter-period comparability of our segment information,
including:

As described in more detail in “—The Electricity Market under the New Regulatory
Framework” above, the Italian e ectricity sector is currently undergoing major changes
which significantly affect each of our operating segments. These changes, include, but
are not limited to, changing tariff rates, the introduction of sales to Eligible Customers
and the mandated reorganizations of some of our activities. We have summarized the
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principa changes that effect the comparability of our information about our individual
segments in the segment descriptions above.

Currently, most of the revenues and costs recorded by our generation, transmission,
distribution and corporate segments arise from inter-segment transactions, reflecting our
integrated structure and leading position in each of the core segments of the Italian
electricity market. Historically, transfer prices for these transactions were based on
internal management allocations which are not representative of the market prices which
began to be charged on January 1, 2000, pursuant to applicable regulations.

Once the Single Buyer and pool market begin to operate, however, we expect that the magjority of
operating revenues and costs for each segment will involve third parties. This change will further reduce
the comparability of our segment information for 1999 and 2000 with that in future periods.

Outlook

We expect that the ongoing liberalization of the Italian electricity sector will materially affect our
financia condition and results of operations over the next several years. Factorslikely to have the most
significant impact include:

The change in tariff structure from January 1, 2000;

Our disposal of the Gencos, which must be completed by January 1, 2003 and if
ultimately required, our disposa of 5,500 MW of additional generation capacity within
90 days following our disposal of the last Genco;

Our sale of distribution networks in certain municipalities to local municipal utilities, as
mandated by the Bersani Decreg;

The introduction of the pool market, currently expected to occur in 2002, which will
cause our generation activities to be remunerated based on competitive electricity prices
rather than tariffs;

The impact of our acquisition of Infostrada, the integration of WIND’s and Infostrada's
operations and the expansion of our telecommunications business.

You should read “Item 4. Information on the Company—Business—The Enel Group,” “Item 4.
Information on the Company— Regulatory Matters’ and “Item 3. Key Information—Risk Factors’ for a
more detailed discussion of these changes to our business.

Notwithstanding the expected growth of eectricity demand in 2001, we believe that this year we
will produce less electricity than in 2000, due to our sale of Elettrogen and the increase in production by
independent power producers and sales by importers. We aso expect that in 2001 our sales of electricity
to Non-Eligible Customers will decrease due to the ongoing liberalization of the market. However, we
also expect that such decrease will be offset to some extent by increased sales to Eligible Customers
through Enel Trade.

We will seek to reduce our costs significantly over the next several yearsin order to offset the
impact of tariff reductions as well as to improve our operating margins. We expect that declining
personnel costs resulting from headcount reductions, primarily due to attrition and early retirements, will
be a principal source of these cost reductions. Our goal isto reduce our total headcount by at least 18,000
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between December 31, 2000 and the end of 2005, equivalent to approximately 25% of our workforce
(excluding WIND) of 72,647 persons at December 31, 2000. This estimate includes reductions resulting
from the disposal of the Gencos, municipa distribution networks and other assets mandated by the
Bersani Decree, or that we otherwise intend to make, but does not account for any increase in our
personnel that could result from the possible consolidation of our telecommunications assets or
acquisitions. In comparison, we reduced our total number of employees by 25.8% between the end of
1995 and the end of 2000.

In addition, because of the introduction of the Gestore della Rete and the Single Buyer as
intermediaries in the transmission of electricity under the Bersani Decree, in the future we, as a generator,
will sell eectricity to the Single Buyer and then, as a distributor, repurchase el ectricity for distribution on
our distribution network. Asaresult, on a consolidated basis, our operating revenues and costs will both
increase because we will record revenues from sales to the Single Buyer and from sales to end users of
electricity and record costs relating to both the generation of electricity and the purchase of eectricity
from the Single Buyer. We do not expect that this largely offsetting increase in costs and revenues will
have a significant effect on our operating income.

As part of our required restructuring under the Bersani Decree:

We have transferred to the Gestore della Rete: 614 employees, assets with an aggregate
book value of Lit. 117 billion (net of technical depreciation) and liabilitiesin an
aggregate amount of Lit. 79 billion, all relating to our transmission network. We
transferred al of the shares of the Gestore della Rete to the Treasury Ministry without
charge on April 1, 2000. The results of the Gestore della Rete are therefore not included
in our consolidated results for 1999 or 2000.

We have transferred al of our discontinued nuclear operationsto So.g.i.n. Sp.A. and
have transferred al of the shares of So.g.i.n. to the Treasury Ministry free of charge. As
aresult, So.g.i.n. is not included in our consolidated results for 1999 or 2000;

We have chosen to structure the sale of Elettrogen as a multi-step auction, with the final
buyer being selected on the basis of price, as well as certain other factors, including a
business plan.

In connection with the formation of the Gencos in 1999, we transferred to them an aggregate of
approximately 5,100 employees, Lit. 8,200 billion of assets, including 15,057 MW of net installed
capacity, and Lit. 6,400 billion of liahilities. In 2000, approximately 27% of our total energy produced,
approximately 13% of our total revenues and approximately 11% of our earnings before interest, taxes,
depreciation and amortization were related to the three Gencos. Y ou should read “Item 4. Information on
the Company—Business—The Enel Group—Disposal of the Gencos’ for more detail on these transfers,
including selected operating data and unaudited financial information on the Gencos at December 31,
2000 and for the year then ended. The actual impact of our transfer of the generating companies may
differ significantly from these figures, in part because of the significant uncertainty surrounding the
effective date of the disposals, which must occur sometime prior to January 1, 2003, varying production
volumes of the Gencos in the future, the changing market structure and other regulatory developments.
The cost and revenue structure for the Gencos as separate companies is materially different from that
which they faced asindividual generating facilities within Enel. Intercompany purchases and sales of
energy between the Gencos and the other members of the Enel Group have, since January 1, 2000, been
based on market prices. As separate legal entities, each of the Gencosis required to maintain individual
management, financial reporting and legal personnel and related resources that simply were not needed
when they were completely integrated with the Enel Group. Most purchasing and procurement decisions
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for inputs other than fuel, which had previoudy been made on a Group-wide or regiona basis, are now
made by each of the Gencos individualy. In addition, the individual Gencos now make their own
production decisions on the basis of instructions from the Gestore della Rete, with a concomitant effect
on their revenues. Moreover, we expect that the ongoing liberalization of the Italian electricity market
will only accentuate these differences in future years. However, our operating profits will decline after
the sales unless we are able to offset the decrease in volumes of our generation businessin Italy through
improved efficiencies, diversification of our operations or internationa expansion. We will continue to
fully include the results of each of the three Gencos in our consolidated results until the time of their
disposal. In addition to our required disposal of the Gencos, the Antitrust Authority conditioned its
approval of our acquisition of Infostrada S.p.A. on our disposal of an additiona 5,500 MW of generating
capacity within 90 days of the sale of the last Genco. We have appealed the decision of the Antitrust
Authority before the Administrative Court of Lazio. Were we to have to dispose of additional generating
capacity as required by the Antitrust Authority, our gross installed capacity and our share of the overall
Italian electricity production would decrease further.

Any disposal of assets will increase our cash flow and return on equity, thus offsetting to some
extent the negative impact on cash flow and operating results deriving from the liberalization of the
market.

Acquisition of Infostrada

On March 29, 2001, End Investment Holding BV, a Dutch company fully owned by us, acquired
from Mannesman Investment BV (an indirect, wholly owned subsidiary of Vodafone Group plc) 100% of
the capital stock of Infostrada, one of Italy’s leading providers of fixed line telecommunications services
and the owner and operator of one of Italy’s leading Internet portals. The purchase price of the shares,
amounting to €7,250 million (Lit. 14,038 billion), was paid in full on the same date. As provided for in
the share purchase agreement, Mannesman Investment BV was aso repaid by us €132 millon (Lit. 256
billion) representing a receivable against Infostrada that Mannesman Investment BV had previoudy
renounced in favor of Infostrada. Moreover, on the same date, Enel Investment Holding BV paid
Vodafone €821.2 million (Lit. 1,590 billion) due to Vodafone by Infostrada and became a creditor of
Infostrada for the same amount. In addition, in connection with the acquisition, we incurred and will
incur during the six-month period following the acquisition, certain ancillary costs amounting to a
maximum of €375 million (Lit. 727 billion).

The acquisition of Infostrada was authorized by the European Commission on January 19, 2001,
while the authorization by the Antitrust Authority was issued on February 28, 2001. The authorization of
the Antitrust Authority is subject to our disposal of 5,500 MW of generation capacity (60% of which must
consist of mid-merit and peak plants). The decision of the Antitrust Authority requires us to transfer such
capacity to a newly-formed generation company and sall this company within 90 days of the sale of the
last generation company sold pursuant to the Bersani Decree (see “Item 4. Information on the
Company—Business—Telecommuni cations—Infostrada—The Acquisition”).

We have challenged the decision of the Antitrust Authority before the Administrative Court of
Lazio. Asagreed with VVodafone, the outcome of such action will have no effect on the sale, which is
fina and unconditional.

We originally financed our acquisition of Infostrada with funds that we obtained under a€10
billion revolving credit facility that we entered into with a pool of banksin November 2000 and
transferred to Enel Investment Holding BV through an intercompany loan. In June 2001, Enel Investment
Holding BV refinanced a portion of the purchase amount through the issuance of a<€2 billion in medium
term notes with a maturity of three years (see “—Liquidity and Capital Resource—Capital Resources’).
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In accordance with our recently amended shareholder agreement with France Telecom, we currently plan
to integrate WIND and Infostrada into a single entity no later than 12 months after closing. Our
arrangements with France Telecom contemplate the possibility of a public offering of the sharesin the
combined entity. The timing of this offering is subject to market conditions. We would expect to use a
portion of the proceeds from any such offering to partialy reduce the debt the Enel Group has incurred to
acquire Infostrada. However, no assurance can be given that such offering will in fact occur or that we
will able to use any proceeds to reduce our acquisition-related debt.

Our acquisition of Infostrada will have a significant effect on our results of operations and
financia condition, primarily as aresult of the amortization of goodwill arising from the transaction and
the debt incurred in order to finance the acquisition. The purchase price of €7,250 million (Lit. 14,038
billion), and the €132 million (Lit. 256 billion) paid to Mannesman Investment BV at the time of the
acquisition, are approximately €7,256 million (Lit. 14,050 billion) greater than the consolidated net book
vaue of Infostrada as of March 31, 2001, thus giving rise to an equivaent amount of goodwill as of such
date. In addition, in connection with the acquisition, we incurred and will incur during the six-month
period following the acquisition, certain ancillary costs amounting to a maximum of €375 million (Lit.
727 billion) which will aso give rise to an equivalent amount of goodwill. We will have to amortize this
goodwill over aperiod of 15 years. Unitil the closing of the transaction in March 2001, we did not exercise
any control over Infostrada. Therefore we are unable to estimate what, if any, changes to the book value
of Infostrada s assets we may be required to make in the future in order to reflect the fair value of such
assets. Any change in the book value of these assets will result in a change in the amount of goodwill we
are required to amortize.

Results of Operations

The following table shows certain financial datafor the years ended December 31, 1998, 1999
and 2000, expressed in each case as a percentage of our operating revenues:

Year ended December 31,

1998 1999 2000
Operating reVENUES .........cccovrveveerereeenereenenes 100.0% 100.0% 100.0%
Operating EXPENSE.......oveveererrerierereerereseenenes
PErSONNEL ... (20.2) (18.2) (14.1)
FUEL oo (16.7) (15.5) (22.5)
Purchased POWET..........ccocveveenenineeenenens (15.8) (16.8) (17.4)
Depreciation and amortization................. (15.2) (15.3) (13.8)
Other operating expenses...........ccocveeeeuns (8.0 (8.5) (13.3)
TOE .o (75.9) (74.3) (81.1)
Operating iNCOME........covevvveveeiereeisreeenens 241 25.7 189
Financial eXpenst........cccoveinnneicnesincenins 3.7 (2.8) (2.6)
EqUItY [0SSES.....c.covvreeieirecrre e — (1.3) (1.8
Extraordinary income (exXpense).............c..... (2.3 (2.6) 0.8
Income before taxes.........c.coveevvevrrrvrennn 18.1 19.2 15.3
INCOMETAXES ... (7.3) (8.0 (6.6)
NELINCOME. ...t 10.8% 11.2% 8.7%
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2000 compar ed with 1999
Operating revenues

The following table shows the different sources of our operating revenues for the years ended
December 31, 1999 and 2000.

Year ended December 31,

1999 2000
(in billions)
Electricity sales
Tariff revenues from sales on the regulated market.................. Lit. 26,317 Lit. 22,244
Salesto Eligible CUSIOMENS......cccvveeerreccs s 102 2,513
Equalization Fund contributionsfor:
FUEL COSES ...ttt 6,324 10,392
Electricity imports, electricity purchases and other.................. 5,448 8,540
1Ko = T Lit. 38,191 Lit. 43,689
Other revenues:
Reimbursement of costs for customer connections, Lit. 1,124 Lit. 1,223
inspections and repositioNiNg SEFVICES .......cooierereereresesesesesssens
(01 7= OO 1.269 3.706
TOtal OtNEI TEVENUES ...ttt 2,393 4,929
Total OpPErating rEVENUES...........ccocueueeeeeeree et Lit. 40,584 Lit. 48,618
(1) “Other” includes fees for the transmission of electricity, reimbursements for repairs to electrical equipment damaged by third parties and

revenues from our public lighting, engineering and construction, research and development, gas distribution, fuel trading and electrical consulting
operations.

Our consolidated operating revenues for 2000 increased by Lit. 8,034 billion, or 19.8%, compared
to 1999, notwithstanding a decline of Lire 1,662 hillion, or 6.3%, in electricity sales that was primarily
attributable to lower tariffs that came into effect on January 1, 2000 and a decline of 3.3% in the volume
of eectricity sold. Tariff revenues from salesin the regulated market declined by Lit. 4,073 billion, or
15.5%. The effect of this decline on electricity sales was offset in part by an increase of Lit. 2,411 billion
in revenues from sales to Eligible Customers in 2000, following the expansion of the free market. The
increase in our consolidated operating revenues was principally attributable to an increase of Lit. 7,160
billion, or 60.8%, in the total amount of Equalization Fund contributions, which reflected a significant
increase in average prices for fuel to which a portion of such contributionsisindexed. Theincrease aso
reflected an increase in other revenues of Lit. 2,536 billion, or 106.0%, which was primarily due to Lit.
1,732 billion in revenues earned for transmitting electricity on the national grid and our distribution
network in accordance with the new tariff structure, as well as higher salesto third parties by certain of
our new companies, including our fuel trading, engineering and construction and research and
development operations and the gas businesses we acquired during the course of 2000.

The following table shows our operating revenues for each of our business segments for the

periods presented. As noted above and explained in more detail below, several factors significantly affect
the inter-period comparability of our segment information.
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Year ended December 31,

1999 2000
(in billions)
(1< 0= = 0] T Lit. 18,584 Lit. 22,325
L1051 41155 o) o [ 16,157 1,492
(DTS (1 01U o o 28,166 26,920
(o]0 0] = 1 TR - 18,975
(@107 0= 01 (AL (= 3,803 6,368
L TR g TR T= (0] T (26,126) (27,462)
Total Lit. 40,584 Lit. 48,618

Generation. Operating revenues of our generation segment for 2000 increased by Lit. 3,741
billion, or 20.1%, as compared to 1999. The increase principaly attributable to significantly higher
Equalization Fund contributions for thermal generation, which increased by Lit. 4,068 billion or 64.3%,
primarily as aresult of higher average market prices for the fuels on which a portion of these
contributions are based, as well as the introduction in 2000 of atransitional fee of Lit. 6 per kWh for
production devoted to Non-Eligible Customers, which fee generated atotal of Lit. 875 billion. The
positive impact of these factors was only partialy offset by a decrease in revenues from intra-Group sales
of eectricity of Lit. 1,381 billion during the year, or 12.1%, notwithstanding a 2.1% increase in the
volume of electricity produced. The decrease in revenues from intra-Group electricity sales reflected the
impact of the new tariff structure, under which the prices set by the Energy Authority for payment to
producers are lower than the intersegment prices charged in 1999.

Transmission. Asaresult of the restructuring of our operations described in more detail above,
operating revenues for our transmission segment in 2000, which amounted to only Lit. 1,492 billion, are
not comparable with those for 1999, which totaled Lit. 16,157 billion.

Distribution. Since October 1, 1999, our distribution segment has generated operating revenues
from electricity salesto final customers through Enel Distribuzione and Enel Trade. Operating revenues
for the distribution segment decreased by Lit. 1,246 billion, or 4.4%, in 2000. This decrease was
principally attributable to decreases in the amount of electricity sold to fina customers, which declined by
3.3%, and in our average revenue per KWh sold on the regulated market, which fell from 114.7 Lit./kWh
to 110.8 Lit/lkWh, or by 3.4%, again reflecting the impact of the lower tariffs that came into effect in
2000.

Corporate. In 2000, the corporate segment recorded operating revenues of Lit. 18,975 billion, of
which Lit. 11,329 hillion was attributable to intra-Group sales of fuel and electricity with the bulk of the
remainder being attributable to Equalization Fund contributions for purchases of electricity from third
parties (approximately Lit. 6,759 billion).

Other activities. 1n 1999, our operating revenues from other activities primarily consisted of
intersegment revenues relating to our engineering and construction services and real estate activities, as
well as, prior to their transfer to WIND in July 1999, intra-Group telecommunications services. 1n 2000,
these revenues al so reflected the contribution of our gas, fuel trading, research and devel opment and
engineering and construction activities, which became operationa during the course of the year. The
increase of Lit. 2,565 billion, or 67.4%, in the operating revenues of our “other activities” was primarily
atributable to intra-Group sales of fuels for Lit. 2,662 billion and to the above-mentioned new services,
which generated aggregate revenues from third parties of approximately Lit. 583 billion. Thisincrease
was partially offset by lower revenues from intra-Group engineering and research activities (Lit. 277
billion and Lit. 178 billion, respectively) and by the transfer of telecommunications operations to WIND
(Lit. 245 billion of intra-Group revenues in 1999).
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Eliminations. Eliminations in operating revenues primarily relate to intersegment sales (primarily
of fuel and electricity) and services (primarily engineering and construction).

Operating expenses

The following table shows a breakdown of our operating expenses for each of the periods
presented:

Year ended December 31,

1999 2000
(in billions)
Operating expenses:
PEISONNEL.......oeeeeeeeteeeeeee ettt st aeaen Lit. 7,402 Lit. 6,837
P 6,308 10,929
PUrChased POWET ... 6,831 8,467
Other operating expenses:
Services and rentalS.........oo e 2,518 4,749
Materials and SUPPHIES ... 1,526 1,643
PrOVISIONS ..ottt 752 1,034
OBNEY . 550 759
CapitaliZed EXPENSES......c.ovvreerreree ettt (1.930) (1.701)
TOLAL ..ot Lit. 23,957 Lit 32,717

Our consolidated operating expenses for 2000 increased by Lit. 8,760 billion, or 36.6%,
compared to 1999. Expressed as a percentage of operating revenues, operating expenses increased from
59.0% to 67.3%. Theincrease was primarily due to a significant rise in fuel costs and an increase of 3.2%
in the volume of eectricity we produced from thermal sources, as well as to the impact of higher prices
for electricity purchased from third parties. Additionally, costs for services and rentals increased by Lit.
2,231 hillion, or 8.6%, reflecting fees now charged for the transmission of electricity in accordance with
the new tariff system, while purchased power costs increased by Lit. 1,636 billion, or 23.9%. The
negative effects of these factors were offset in part by a reduction in personnel costs of Lit. 565 billion, or
7.6%, that mainly reflected a 5.4% decrease in our average headcount. Each of these itemsis discussed in
more detail below.

Personnel costs decreased by Lit. 565 billion, or 7.6%, reflecting a decrease in our average
number of employees, which declined by 5.4%, from 80,253 in 1999 to 75,887 in 2000. The declinein
headcount was primarily attributable to early retirements spurred by incentives, while the decreasein
personnel costs also reflected a reduction in the amount of our contributions to the national pension
system for family benefits, in accordance with applicable legidation.

Fuel costsincreased by Lit. 4,621 billion, or 73.3%, reflecting higher average market prices for
fuel and an increase in the volume of eectricity produced by our therma generating plants.

Purchased power costs increased by Lit. 1,636 billion, or 23.9%, notwithstanding a 14.9%
decrease in the volume of energy purchased during the year. The increase in our overall average purchase
cost per unit reflected the fact that a higher proportion of our third-party power purchases were from
high-cost domestic sources, primarily other national producers that qualified for the CIP 6 regime
following their introduction of new power plants using renewable resources. This change in the mix of
our purchases of power from third parties reflected in part new limitations imposed by the Energy
Authority on the volume of electricity that any one entity may import.
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Service and rental costs increased by Lit. 2,231 billion, or 88.6%, due mainly to Lit. 1,731 billion
in eectricity transmission fees payable under the new tariff framework and Lit. 303 billion in fees paid
for intra-Group telecommunications services now provided by WIND. Costs for telecommunications,
which primarily relate to services we had previously provided interndly, arose for the first timein the
second half of 1999 as aresult of our restructuring and related transfers of assetsto WIND. Their overal
impact on our operations is therefore partially offset by decreases in other related operating costs. Since
January 2000, service and rental costs aso include fees due for the transmission of electricity generated
from renewable resources, which amounted to Lit. 256 billion in 2001.

Other costsincreased by Lit. 209 billion, or 38.0%, due primarily to higher local taxes,
extraordinary costs and charges connected with the swap agreement and transportation arrangements
relating to the Nigerian natural gas purchased from NLNG (see “Item 4. Information on the Company—
Business—The Enel Group—Fuel—Natural Gas’).

Capitalized expenses decreased by Lit. 229 billion, or 11.9%, due mainly to a decrease during the
period in capital expenditures, as well as certain cost savings.

The following table shows a breakdown of our operating expenses by business segment for each
of the periods presented. As noted above and explained in more detail above, several factors significantly
affect the inter-period comparability of our segment information.

Year ended December 31,

1999 2000
(in billions)
GENEBLION......ceeeiieeeesesee ettt s s es s se s s ees Lit. 9,758 Lit. 15,038
TraNSMISSION ....vcvviveierercie et 15,620 589
DiIStBDULION.......cocvcicicccccccce ettt benes 20,793 20,919
(o]0 0] = 1= TP — 18,018
Other aCHIVITIES ...t bne 3,865 5,495
ElMINGtIONS ....cvcvcvcecectctccctctccee ettt eese v rre e st ae b eas s b nenas (26.079) (27.342)
1Ko = T Lit. 23,957 Lit 32,717

Generation. Operating expenses for the generation segment, which primarily consist of fuel costs,
personnel and maintenance for our production plants, increased by Lit. 5,280 billion, or 54.1%, in 2000 as
compared to 1999. The increase was principaly attributable to a significant risein fuel costs, which
increased by Lit. 4,621 billion, or 73.3%. Other operating expenses for the segment aso increased,
reflecting fees we have paid for the transmission of electricity generated by our hydroelectric and
geothermal plants since January 1, 2000, which amounted to Lit. 256 hillion, and Lit. 227 hillion accrued
in 2000 for revenues earned in excess of the estimated amount of revenues allowed by the Energy
Authority at certain Group companies under the stranded costs reimbursement mechanism. Stranded costs
were estimated for each individual company of the Group according to e ements contained in Ministeria
Decree dated January 26, 2000, and the “Note” issued by the Energy Authority on August 3, 2000, as the
Energy Authority has not yet issued final reference parameters. In recording stranded costs, our individua
companies adopted prudent criteriain view of their undetermined amount, recording stranded costs in the
accounts only when the estimate was negative. The amount accrued is equal to the difference between
estimated recognized revenues for each plant involved and an estimate of revenues calculated according
to both actua energy generated for period and the average wholesale price of dectricity. These
calculations included moreover the estimate of the amount reimbursed against the extra costs involved
with the import of liquefied natural gas from Nigeria. You should read “Item 4. Information on the
Company—Regulatory Matters—Electricity Regulation—The new tariff structure—Stranded costs.”
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Additional intra-Group administrative and other services provided to the five new generation companies
created as part of our restructuring account for the remainder of the cost increase.

Transmission. As noted above, the revenue and cost base of our transmission segment changed
significantly as aresult of our restructuring. The segment’ s operating expenses now consist primarily of
costs associated with running our transmission network, whereas prior to September 30, 1999, they aso
included intersegment prices paid to the generation segment for electricity and the cost of electricity we
imported or purchased from CIP 6 producers. Asaresult of this restructuring, operating expenses for the
transmission segment in 2000, which amounted to only Lit. 589 billion, are not comparable with those for
1999, which totaled Lit. 15,620 billion.

Distribution. Operating expenses for our distribution segment principally consist of costs
associated with running our distribution network. For the period through September 30, 1999, these
expenses also included intersegment prices paid to the transmission segment for electricity purchased
from and transported by that segment. Following the restructuring described above, the distribution
segment now buys electricity directly from the generation segment and the corporate segment at prices
that are fixed by the Energy Authority, with a portion of the purchase price being payable to the
transmission segment for its services. Operating expenses of our distribution segment increased by
Lit. 126 billion, or 0.6%, in 2000 as compared to 1999, primarily as a result of increased charges for the
transmission of electricity, which rose by Lit. 1,336 billion, and increased costs for intra-Group services,
primarily telecommunications services provided by WIND, which increased by approximately Lit. 400
billion. The negative impact of these factors on operating expenses was largely offset by lower electricity
acquisition costs, which decreased by Lit. 1,436 billion, reflecting both lower prices fixed by the Energy
Authority and lower volumes. Personnel costs also decreased by Lit. 213 billion, or 5.8%.

Corporate. Operating expenses of the corporate segment totaled Lit. 18,018 billion in 2000, of
which Lit. 8,694 billion represented costs for fuel purchased by the corporate segment and subsequently
transferred to the generation segment at cost and Lit. 8,342 billion was attributable to electricity
purchased from third parties within Italy and abroad. The remainder of the total comprised service, rent
and other cogts of Lit. 564 hillion, personnel costs of Lit. 225 billion and changesin risk provisions and
accruals of Lit. 193 billion.

Other activities. Operating expenses for our other activities segment increased by Lit. 1,630
billion, or 42.2% in 2000 as compared to 1999, principally as aresult of the first-time inclusion of costs
related to new activities, in particular an aggregate of Lit. 2,838 billion of costs relating to purchases of
fuel for the new fuel trading and procurement activities of Enel F.T.L. and purchases of natura gas for
our recently acquired gas distribution companies. The increase was partialy offset by decreased costs
relating to alower volume of intra-Group engineering and contracting services, the transfer of
telecommuni cations services from this segment to WIND, the disposal of our shares of S.0.g.i.n. and a
decline in other costs arising out of our reorganization, which in the aggregate totaled Lit. 1,202 billion.

Eliminations. Eliminations for operating expenses principally consist of the elimination of
intersegment electricity and fuel purchases and costs for the provision of intersegment services.

Depreciation and amortization

The following table shows depreciation and amortization for each of our business segments for
each of the periods presented:
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Y ear ended December 31,

1999 2000
(in billions)

(7<= 0] T Lit. 2,493 Lit. 2,729
TraNSMISSION ... e 427 444
DiStriBULION......cocieicececceeee e 2,880 3,120
CONPOMALE. ...t es — 13
Other aCtiVITIES ..o 401 391
TOtAl...oceccceeee e Lit. 6,201 Lit. 6,697

Depreciation and amortization for 2000 increased by Lit. 496 billion, or 8.0%, as compared to
1999. Thisincrease was principally attributable to an increase in amortization of Lit. 197 billion related
to the extraordinary contributions we are required to make to the national pension system in each of 2000,
2001 and 2002 following the elimination of the pension fund for eectricity employees. Under Itaian
GAAP, these extraordinary contributions are amortized over a period of 20 years. Y ou should read
“Employees’ for amore detailed discussion of these contributions. Amortization of other intangibles,
mainly related to software applications, increased by Lit. 43 billion, while higher depreciation rates
applied to technology assets resulted in an increase in depreciation charges of Lit. 40 billion. As noted
above, the amortization of the goodwill associated with our purchase of Infostrada will have a significant
effect on our results of operations and financial condition in 2001. We will have to amortize this goodwill
over aperiod of 15 years. Please refer to “—Outlook—Acquisition of Infostrada” for a more detailed
discussion of thisissue.

Operating income

The following table shows operating income for each of our business segments for the periods
presented:

Year ended December 31,

1999 2000
(in billions)
LC T 1 1 o VT Lit. 6,333 Lit. 4,558
TrANSMISSION ...ttt nees 110 459
DIStrBULTION....ceeiercreerecreeeee e 4,493 2,881
(0] 4 70] 1= (SRS — 944
Other CtiVITIES ....cvieeecierer sttt (463) 482
EliMINationS ...t (47) (120)
TOLAL ..o Lit. 10426 Lit. 9204

Operating income decreased by Lit. 1,222 hillion, or 11.7%, in 2000 as compared to 1999,
principally as aresult of the decline in revenues from electricity sales and higher depreciation and
amortization charges, which were offset in part by cost savings related to our personnel reductions.

Generation. Operating income of our generation segment fell by Lit. 1,775 billion, or 28.0%, in
2000 as compared to 1999, principaly as aresult of the decline of Lit. 1,381 billion in revenues earned
from intra-Group el ectricity sales noted above, the fees paid in 2000 for the transmission of hydroelectric
and geothermal eectricity on the national transmission network, which amounted to Lit. 256 billion and
the stranded costs accrua of Lit. 227 billion, the effects of which were partialy offset by cost savings
derived from to improved efficiency at our plants.

118



Transmission. As noted above, the revenue and cost base of our transmission segment changed
significantly following our restructuring. As aresult, operating income for the transmission segment in
2000, which amounted to Lit. 459 hillion, is not comparable with that for 1999, which totaled Lit. 110
billion.

Distribution. Operating income of our distribution segment decreased by Lit. 1,612 billion, or
35.9% in 2000 as compared to 1999 due to a number of factors mainly related to the new tariff system,
the opening of the market and the new organization of the Group. Charges for eectricity transmission net
of transmission revenues increased by Lit. 863 billion, costs for intra-Group services rose by
approximately Lit. 400 billion, the gross margin on electricity sold by the segment fell by approximately
Lit. 300 billion because of the new tariff system and amortization and depreciation charges increased by
Lit 240 hillion (mainly related to the amortization of the extraordinary contribution for the elimination of
the Electricity Sector Employee Pension Fund). These items were partialy offset by savingsin personnel
costs of Lit. 213 billion.

Corporate. Operating income of our corporate segment in 2000 was Lit. 944 billion, all of which
was attributable to intra-Group transactions.

Other activities. Our other activities segment recorded operating income of Lit. 482 billion in
2000, as compared to an operating loss of Lit. 463 billion in 1999, primarily as aresult of changesin our
internal organization and allocations of our intra-Group costs, as well as the transfer of our discontinued
nuclear operations, which had recorded an operating loss of Lit. 90 billion in 1999, to So.g.i.n. in
November 1999.

Financial expense

Net financial expense increased by Lit. 125 hillion, or 11.1%, in 2000 as compared to 1999,
primarily as aresult of an increase in our average level of debt outstanding and higher market interest
rates, as the average 6-month Euribor rate increased from 3.05% in 1999 to 4.55% in 2000.

Equity losses

The Lit. 887 billion charge recorded in 2000 consists of our share of equity losses and goodwill
amortization in WIND (Lit. 813 billion) and a writedown of the value of our interest in Echelon
Corporation (Lit. 68 billion). The increase of Lit. 448 hillion in the total charge as compared to 1999
primarily reflects, in addition to the Echelon writedown, an increase of Lit. 339 million in our share of the
losses at WIND, aswell as Lit. 37 billion of amortization expense relating to the amortization of goodwill
arising from our acquisition in July 2000 of an additional 5.63% of WIND’ s share capital following the
resolution of our dispute with Deutsche Telekom and Deutsche Telekom's exit from the venture. Please
refer to “Item 8. Financia Information—Other Financial Information—Lega Proceedings’ for more
detail on this matter.

Extraordinary income (expense)

We recorded net extraordinary income of Lit. 368 billion in 2000, as compared to net
extraordinary expense of Lit. 1,057 hillion in 1999.

Extraordinary income for 2000 principally consisted of:

119



The collection of Lit. 309 billion resulting from the reversal of a doubtful account reserve
following the recognition by the Italian Council of State of certain nuclear related
charges, which the Energy Authority had questioned in 1998;

The receipt of Lit. 117 billion relating to the settlement of certain claims arising from the
Vaont disaster litigation. See “Item 8. Financial Information —Other Financia
Information— Legal Proceedings’; and

Capita gains on the disposal of assets, related primarily to the sale of two electricity
distribution businesses to local utility companies, and totaling Lit. 136 billion.

This extraordinary income was offset by extraordinary expenses of Lit. 197 billion in incentives
paid to new participants in the early retirement programs described below.

Extraordinary expenses for 1999 principally consisted of

A provision of Lit. 792 hillion relating to two different early retirement programs made
available to our employees and managers. The manager plan, which opened in May 1998
and remains open, is directed at individual managers. The employee program opened in
July 1999 and will remain open until December 2001. Both programs alow for a one-
time payment of a certain number of month’s salary based upon the plans formula.

A provision of Lit. 180 billion relating to below-market swap and swap option contracts
to cover interest rate risk that were restructured during 1999.

A write-down of Lit. 172 billion to reflect the difference in the carrying value and
estimated fair market value (as determined by an independent appraisal) of certain real
estate assets that we transferred to Dalmazia Trieste, one of our consolidated subsidiaries,
in view of their planned disposal.

A provision of Lit. 100 billion, principally relating to a power plant construction project
halted by management for which provisions had been recorded in prior years. The
provision reflects the decrease in the estimated fair value of the related assets, as the
probability of a sae of this project or itsinclusion in a construction joint venture
decreased in 1999.

A provision of Lit. 80 billion principally relating to the write-off of our equity
investments in the Gestore della Rete and So.g.i.n., which were transferred to the
Treasury Ministry at no cost; and

A provision of Lit. 59 billion for the future restructuring of engineering and research
activities.

These extraordinary expenses were offset in part by extraordinary income which principally
consisted of income of Lit. 214 hillion arising out of a favorable judgment received in 1999 with regard to
refunds of taxes and fees paid by the Group in prior years and income of Lit. 57 billion relating to a court
judgment in our favor, for which we recorded areceivable.
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Y ou should read note 24 to our consolidated financial statements for a discussion of the different
criteria used under Italian GAAP and U.S. GAAP for determining what congtitutes an extraordinary item.

I ncome taxes
The following table shows a breakdown of our income taxes for the periods indicated.

Year ended December 31,

1999 2000
(in billions)

Income taxes:
Current and deferred taxeS........oveeeeeveeeereeeeeeeee e Lit. 3,820 Lit. 3,479
Adjustments made to deferred and prepaid taxesin
accordance with new Corporate tax rates...........ereeereeeereeennens (286)
Deferred tax assetsrelating to prior years.........ocuceeveeeneenenas (562) —

LI = | SRR Lit 3.258 Lit. 37193

The total tax charge for 2000 was Lit. 3,193 billion, which was Lit. 65 hillion or 2.0% lower than
the charge for 1999. The principal reasons for this decrease were:

the benefit for 2000 of Lit. 286 billion deriving from the adjustment of net deferred taxes
to bring them into line with lower corporate tax rates applicable from 2001; the new tax
rates have been applied in calculating deferred taxes for the year;

adecrease of Lit. 370 billion, or 4.7%, in our income before income taxes; and

the fact that we did not recognize deferred tax assets from prior years in 2000, whereas
we had recognized Lit. 562 billion of such assetsin 1999. We had not previoudy
recorded the full benefit of deferred tax assets, which primarily related to reserves for
nuclear charges that had been recorded under Italian GAAP, due to the uncertainty of
realization of the assets. During 1999, the issue of which assets and liabilities of our
discontinued nuclear operations would be transferred to our new subsidiary, So.g.i.n.,
was clarified and, as aresult, Lit. 562 billion of deferred tax assets were recognized in
1999, primarily for these items. The reorganization and eventual transfer of our
discontinued nuclear operations is discussed in more detail in “Item 4. Information on
the Company—Regulatory Matters—Environmental matters—Discontinued nuclear
operations;”

Our effective tax rate increased to 43.0% in 2000, as compared to 41.8% in 1999. Theincrease
reflected the recognition of a significant amount of deferred tax assets in 1999, as noted above, which did
not recur in 2000.

Net income
Net income decreased 6.7%, from Lit. 4,541 billion in 1999 to Lit. 4,236 billion in 2000. This
decrease was principally due to the decline in operating income and the increases in equity losses and

financing costs described above, the negative effects of which were partially offset by the increasein
extraordinary income and lower income taxes.
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1999 compar ed with 1998
Operating revenues

The following table shows the different sources of our operating revenues for the years ended
December 31, 1998 and 1999.

Year ended December 31,

1998 1999
(in billions)

SaleS Of ElECLIICITY .. Lit. 25,681 Lit. 26,419
Equalization Fund contributionsfor:

Thermal ProdUCLiON........cccceeerececerereeeeree s 6,951 6,324

Purchase of electricity and incentives for renewable sources .... 5,112 5,448
OthEY SEIVICES......ciieeestee sttt een 540 583
1 = O Lit, 38,284 Lit. 38,774
Other revenues:

Reimbursement of costs for customer connections,

inspections and repositioNiNg SEFVICES .......coovereriereresesenesessseens Lit. 1,090 Lit. 1,124
L@ 17 o (1) TP TT TR 414 686
Total OthEr FEVENUES ..o ns 1,504 1,810
Total OPErating FEVENUES........ccvevereeteereseteesesse st ssssssssessssssseses Lit. 39,788 Lit. 40,584
1) “Other” includes reimbursements for repairs to electrical equipment damaged by third parties and revenues from our real estate, electrical

consulting and public lighting operations.

Operating revenues for 1999 increased by Lit. 796 billion, or 2.0%, compared to 1998. This
increase was principally attributable to an increase of Lit. 738 billion, or 2.9%, in sales of eectricity,
reflecting higher volumes sold, up 1.9%, and an improved sales mix (an increase in higher priced sales of
low voltage electricity and a decrease in lower priced high voltage sales), aswell as an increase in other
revenues of Lit. 306 billion, or 20.3%, reflecting (i) the start of WIND’s use of a fiber optic network,
which generated lease and other revenues of approximately Lit. 120 billion, (ii) sundry income of
approximately Lit. 120 billion, of which approximately Lit. 70 billion reflected the release of risk
provisions that were no longer needed, (iii) an increase in work in progress of approximately Lit. 56
billion, and (iv) an increase of approximately Lit. 34 billion in payments from customers for network
connections and related services. The positive impact of these factors on operating revenues was offset in
part by adecline of Lit. 291 hillion, or 2.4%, in the total amount of Equalization Fund contributions that
was primarily attributable to a decline in the average prices for fuel to which such payments are indexed.
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The following table shows our operating revenues for each of our business segments for the
periods presented:

Y ear ended December 31,

1998 1999
(in billions)
(7<= = 10 ] TR Lit. 19,270 Lit. 18,584
LI IS 1TSS T o] o R 19,010 16,157
DISEIDULION ...ttt st 27,280 28,166
Other ACHIVITIES ..o 4,153 3,803
L T g T T= 0] (29,925) (26.,126)
Lo = Lit. 39,788 Lit. 40,584

Generation. Our operating revenues from generation are attributable to the transfer of electricity
to our transmission segment and Equalization Fund contributions for fuel costs for electricity generation.
Operating revenues for the generation segment fell by Lit. 686 billion, or 3.6%, principally because of
lower intersegment prices and of lower Equalization Fund contributions for fuel costs, reflecting lower
average market prices of the fuels on which these contributions are based and the time lag between
changes in fuel prices and contribution adjustments.

Transmission. Our operating revenues for transmission are attributabl e to:

The transportation of eectricity we produce or that is purchased by the transmission segment
from CIP 6 Producers or foreign producers and transported to our distribution segment;

Equalization Fund contributions for electricity purchased from CIP 6 Producers and for
electricity imports; and

For the period through September 30, 1999, the sale to our distribution segment of electricity
purchased from our generation segment.

Operating revenues for the transmission segment decreased by Lit. 2,853 billion, or 15.0%,
principaly as aresult of the new Group structure that became effective on October 1, 1999, following
which our generation segment sells electricity directly to our distribution segment, rather than selling it
through our transmission segment.

Distribution. Our operating revenues from distribution in the amount of electricity sold are
principaly attributable to electricity salesto fina customers. Operating revenues for the distribution
segment increased by Lit. 886 billion, or 3.2%. Thisincrease was principaly attributable to increases in
the amount of electricity sold and in our average tariff revenue per kWh sold. Average tariff revenue
increased from Lit. 113.6/kWh to Lit. 114.6/kWh, reflecting an increase in the amount of electricity sold
to customers using medium and low voltage electricity, who generally pay higher tariffs than customers
using high voltage electricity.

Other activities. Our operating revenues from other activities primarily consist of intersegment
revenues from engineering and construction services and real estate activities. During 1998 and 1999,
these operations did not represent a significant share of our operating revenues or costs.

Eliminations. Eliminations in operating revenues primarily relate to intersegment electricity sales
and intersegment engineering and construction services.
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Operating expenses
The following table shows a breakdown of operating expenses for each of the periods presented:

Year ended December 31,

1998 1999
(in billions)

Operating expenses:
PErSONNEL......c.cooieeceee e Lit. 8,025 Lit. 7,402
FUBL. ettt et 6,663 6,308
PUrChased POWET ... 6,306 6,831
SErVICES aNd FENLAlS ... 2,223 2,518
Materials and SUPPLIES ....c.cuvvveeeeirrecetreseete s 1,585 1,526
PrOVISIONS ..ottt ssesnnns 815 752
OBNEN ..t 455 550
CapitaliZed EXPENSES........vvreeerererererererereeseresesse e ssesesssseees (1,924) (1,930

L1 1 O Lit. 24148 Lit. 23,957

Operating expenses for 1999 decreased by Lit. 191 billion, or 0.8%, compared to 1998.
Expressed as a percentage of operating revenues, operating expenses decreased from 60.7% in 1998 to
59.0% in 1999. The reduction in costs was principally due to decreases in personnd, fuel and materials
expenses, the positive effects of which were offset in part by increases in costs related to eectric energy
purchases from third parties and the use of third-party assets and services, aswell as other costs. Each of
these items is discussed in more detail below.

Personnel costs decreased by Lit. 623 billion, or 7.8%, mainly due to the decrease in the average
number of employees, which declined by 7.1%, from 86,398 in 1998 to 80,253 in 1999. The decline was
attributable to early retirements spurred by incentives, as well as the transfer of employeesto WIND,
So.g.i.n. and the Gestore della Rete in connection with our restructuring.

Fuel costs decreased by Lit. 355 billion, or 5.3%, of which Lit. 161 billion reflected lower prices
and Lit. 194 billion reflected the different impact in 1999 of our provision for fluctuationsin fuel prices.
The provision, which was created with an accrual of Lit. 132 billion in 1998, is designed to offset the
effect on our costs of the time lag between adjustments to contributions from the Equalization Fund and
changesin fue prices. In 1999, Lit. 62 billion was withdrawn from the provision, reflecting the fact that
contributions from the Equalization Fund and fuel purchases were roughly equivaent in 1999, whereas
they had been out of balance by Lit. 288 billion in 1998.

Purchased power increased by Lit. 525 billion, or 8.3%, reflecting a 7.8% increase in the volume
of energy purchased during the year, primarily from other national producers that qualified as CIP 6
Producers following their introduction of new power plants using renewable resources. The relatively
dight increase in overal average purchase cost per unit reflected a higher proportion of energy purchased
domedticaly.

Costs related to the services received from third parties and the use of third-party assets increased
by Lit. 295 billion, or 13.3%, due mainly to services supplied by WIND (approximately Lit. 200 billion)
and by the Gestore della Rete (approximately Lit. 60 billion). These costs, which primarily relate to
sarvices that had previoudy been provided internally, arose for the first time in 1999 as a result of our
restructuring and related transfers of assets. Their overall impact on the Group is therefore partialy offset
by decreases in other items related to intra-Group costs.
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In addition, other costs increased by Lit. 95 billion, or 20.9%, due primarily to an increase in the
amount of emission taxes paid, while purchases of consumables decreased by Lit. 59 billion, or 3.7%,
reflecting increased efficiencies in the use of resources.

The following table shows operating expenses for each of our business segments for each of the
periods presented:

Year ended December 31,

1998 1999
(in billions)
GENELALION.....eoeeieeee ettt Lit. 10,043 Lit. 9,758
LI = 1 415 o) o T 18,450 15,620
[ TR 1] 01U 1 o o TP 20,983 20,793
Other ACHIVITIES ... se et snsesnnes 4,468 3,865
ElMINGIIONS ..o (29,796) (26,079)
I = PO Lit. 24,148 Lit. 23,957

Generation. Operating expenses for the generation segment decreased by Lit. 285 hillion, or
2.8%. Operating expenses for generation primarily consist of personnel, maintenance and fuel costs for
our production plants. As noted above, fuel costs decreased by Lit. 355 hillion, or 5.3%, while other
operating expenses increased by Lit. 70 billion, or 2.1%, primarily reflecting an increase in the amount of
emission taxes paid, particularly the new carbon tax.

Transmission. Operating expenses for the transmission segment decreased by Lit. 2,830 billion,
or 15.3%. Operating expenses for transmission consist of costs associated with running our transmission
network, the transfer prices paid to the generation segment for eectricity for the period through
September 30, 1999 and the cost of eectricity purchases from CIP 6 Producers and electricity imports.
As noted above, the total cost of electricity purchases from third parties increased by Lit. 525 billion, or
8.3%, primarily as aresult of a 7.8% increase in the volume of energy purchased during the year.
Purchases from CIP 6 Producers increased by 14.4%, while the volume of imports increased by 2.6%.
The decrease in the segment’ s operating expenses aso reflected the change in the Group’s structure after
September 30, 1999, particularly the fact that the transmission segment no longer buys electricity from
the generation segment for sale to the distribution segment.

Distribution. Operating expenses for the distribution segment principally consist of costs
associated with running our distribution network and (for the period through September 30, 1999) the
transfer price paid to the transmission segment for electricity purchased from and transported by that
segment. Following the restructuring described above, the distribution segment now buys el ectricity
directly from the generation segment, with a portion of the purchase price being payable to the
transmission segment for its services. Operating expenses for the distribution segment decreased by
Lit. 190 billion, or 0.9%, primarily reflecting a reduction in personnel costs related to the continued
decline in the segment’ s headcount.

Other activities. Operating expenses for other activities principaly consist of costs attributable to
performing corporate functions and the Group’ s information technology, real estate, engineering and
construction, research and telecommunications services. Operating expenses for these activities
decreased by Lit. 602 billion, or 13.5%. The decrease was concentrated in engineering and construction
(approximately Lit. 400 billion), telecommunications (approximately Lit. 100 billion) and nuclear
operations (approximately Lit. 100 billion), reflecting lower capital expendituresin 1999 and the transfer
of our discontinued nuclear operations to So.g.i.n. and that of certain telecommunications services to
WIND.
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Eliminations. Eliminations for operating expenses principally consist of the elimination of
intersegment electricity purchases and service contracts.

Depreciation and amortization

The following table shows depreciation and amortization for each of our business segments for
the periods presented:

Year ended December 31,

1998 1999
(in billions)
GeNEration........ove it it Lit. 2,297 Lit. 2,493
TranSMISSION......covvir e e e e e e e e 385 427
Distribution.........cccco i 2,863 2,880
Other activities.......c.coovii i, 491 401
Total ... Lit, 6,036 Lit, 6,201

Depreciation and amortization for 1999 increased by Lit. 165 billion, or 2.7%, compared to 1998.
This increase was principally attributable to an increase in depreciation related to assets acquired or
entering service in 1998. Under Italian GAAP, assets are depreciated at 50% of the annual rate for the
year in which they are acquired or enter service; depreciation therefore increased when the full rates
become applicable to these assetsin 1999.

Operating income

The following table shows operating income for each of our business segments for the periods
presented:

Year ended December 31,

1998 1999
(in billions)
GENETGLION. ...ttt s s en s Lit. 6,930 Lit. 6,333
TrANSMISSION ...ttt enes 175 110
DIStIIBULION........ceeteeeeecee e 3,434 4,493
Other aCtiVITIES ... (806) (463)
EliMIiNationS ......ccceeeeieeectee ettt snnens (129) (47)
TOAl ..ottt bbb be bt Lit, 9,604 Lit, 10,426

Operating income for 1999 increased by Lit. 822 billion, or 8.6%, compared to 1998, principally
due to increased operating revenues and lower operating costs, which were partialy offset by an increase
in depreciation.

Generation. Operating income for generation fell by Lit. 597 billion, or 8.6%. The principa
reasons for this decrease were an increase of Lit. 196 billion in depreciation, a decrease in intersegment
sdlesof Lit. 195 billion, an increase in emission taxes (Lit. 70 billion) and the non-recurrence in 1999 of
the excess Equalization Fund contributions for fuel costs of Lit. 288 billion recorded in 1998 as a result of
the effect of the timing of the calculation of the index used by the Energy Authority to calculate those
contributions. These negative factors were partialy offset by a decrease in personnel costs of Lit. 111
billion.
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Transmission. Operating income for the transmission segment fell by Lit. 65 billion, or 37.1%.
The principa reason for the decrease was the change in the Group’ s structure effective October 1, 1999,
as noted above.

Distribution. Operating income for the distribution segment increased by Lit. 1,059 hillion, or
30.8%. Theimprovement was primarily due to higher gross margins of Lit. 782 billion earned on energy
salesthat reflected a 1.9% increase in volume (Lit. 490 hillion), an increase in average revenue per KWh
sold due to an increase in sales of higher priced low voltage electricity (Lit. 250 billion) and lower costs
of intersegment energy purchases (Lit. 42 billion). The increase in operating income also reflected the
positive impact of a Lit. 310 billion reduction in personnel costs that reflected the segment’ s lower
headcount.

Other activities. The operating loss for other activities decreased by Lit. 343 billion, or 42.6%,
compared with 1998, primarily due to the decrease in operating expenses described above.

Financial expense

Net financial expense decreased by Lit. 349 billion, or 23.6% in 1999, compared with 1998,
primarily as aresult of the reduction in the Group’ s average debt outstanding, which decreased by 24.0%,
from Lit. 28,121 hillion in 1998 to Lit. 21,370 billion in 1999, as well as lower average market interest
rates for the period. The decrease in outstanding debt reflected reductions through prepayment and
payments at maturity. Long-term debt, including the current portion, decreased by 22.6%, from L.it.
26,736 billion at December 31, 1998 to Lit. 20,699 hillion at December 31, 1999.

Equity losses

The Lit. 439 hillion charge represents the recognition of our share of equity lossesin WIND. In
1999, we began accounting for our investment in WIND under the equity method of accounting. We used
the cost method of accounting in previous periods because WIND had very limited operations before
1999. You should read note 2 to our consolidated financial statements for a discussion of our
consolidation principles.

Extraordinary income (expense)

Net extraordinary expense increased 16.5%, from Lit. 907 billion in 1998 to Lit. 1,057 billion in
1999. Details of our extraordinary expenses for 1999 are presented above in the comparison with those
for 2000.

Extraordinary expenses in 1998 principaly consisted of:

A provision of Lit. 523 billion principally to record at fair value two construction projects that were
halted by management in previous years. We estimated the projects fair values using available
market prices and potential estimated sales prices to unrelated third parties. A provision was aso
taken on these projectsin 1997. The additional provision in 1998 was based on the reduced
probability of afavorable sale of these assets because of the technologica change from the time these
traditional plants began to be constructed. In particular, because of technological advances, combined
cycle plants now cost less to construct than traditional plants and they also are more efficient than
traditional plants. Additionaly, the economic crisis in 1998 in emerging markets, which represent the
potential target for this kind of traditional technology, has reduced the probability of salesto an
externd party. Consequently, at the end of 1998, we reviewed the estimate of the fair value of these

127



assets, not only using some of the above criteria, but aso on the basis of potentia utilization in
construction joint ventures by our engineering and construction subsidiary, Enel power;

A provision of Lit. 386 hillion relating to various voluntary early retirement programs available to
employees and managers. In February and May 1998, we made two different temporary offers to
managers to take voluntary early retirement. The first program was available from February 1998
through March 1998. The second program was opened in May 1998 and remains open. In April
1998, we also made a temporary offer to employees to take early retirement during May and June
1998. Intotal, 124 managers and 4,896 employees accepted these offers. Both programs allowed for
a one-time payment calculated on the basis of the plans formula; and

A provision of Lit. 166 billion accrued for a one-time additional benefit to active managers. The
managers and we agreed to these benefits prior to the establishment in 1998 of Fondenel, the pension
fund for Enel managers.

These extraordinary expenses were offset in part by extraordinary income of Lit. 109 billion
related to the reversal of a court judgment against us. A receivable was recorded for this favorable
judgment, and the full amount has been subsequently collected.

Y ou should read note 24 to our consolidated financia statements for a discussion of the different
criteria used under Italian GAAP and U.S. GAAP for determining what congtitutes an extraordinary item.

I ncome taxes
The following table shows a breakdown of our income taxes for the periods indicated.

Year ended December 31,

1998 1999
(in billions)
Income taxes:
CUITENE TBXES......vrveerereseireseiese et Lit. 2,785 Lit. 2,834
Deferred tax Charge ... ssesenees 734 986
Recognition of prior years deferred tax assets ..........coueeneeeenee (588) (562)
TO@l. .o Lit. 2931 Lit. 3258

The total tax charge for the year ended 1999 was Lit. 3,258 billion, which was Lit. 327 billion or
11.2% higher than the charge for 1998. The principal reasons for this increase were:

An increase of Lit. 582 hillion, or 8.1%, in the Group’s income before income taxes, which would
have produced an increase in income taxes of Lit. 279 billion, or 9.5%, at the statutory tax rate; and

A decrease in our recognition of deferred tax assets from prior years of Lit. 26 billion. Our
application of new Italian accounting standard No. 25 had resulted in our recognition of a deferred tax
asset of Lit 588 hillion as of January 1, 1998. We had not previoudy recorded the full benefit of
deferred tax assets, which primarily related to reserves for nuclear charges that had been recorded
under Italian GAAP, due to the uncertainty of realization of the assets. During 1999, the issue of
which assets and liabilities of our discontinued nuclear operations that would be transferred to our
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new subsidiary, So.g.i.n., was clarified and, as aresult, Lit. 562 billion of deferred tax assets were
recognized in 1999 for these items. The reorganization and eventua transfer of our discontinued

nuclear operations is discussed in more detail in “Item 4. Information on the Company—Regulatory
Matters—Environmental Matters—Discontinued nuclear operations.”

Our effective tax rate was 40.6% in 1998 and 41.8% in 1999. The following table shows our tax
rates as a percentage of income before taxes for the periods indicated.

Year ended December 31,

1998 1999
EffectivetaX rate......cceceeceeee e 40.6% 41.8%
Current taxX rate........ovevevreeeerereerereseeeseenenns 38.6% 36.3%
Deferred tax rate......oeeeeeeeeeeeeeeereereene, 10.2% 12.7%
Impact of recognition of
deferred tax assets.......oouerneerreeeereenenenn. (8.2%) (7.2%)

Net income

Net income increased 5.9% from Lit. 4,286 billion in 1998 to Lit. 4,541 billion in 1999. This
increase was principally due to increased operating income and decreased financing costs, partialy offset
by equity losses and higher income taxes.
Inflation

The tariffs for sales of dectricity in effect over the periods covered by the financial statements
included in this annua report were not adjusted for inflation. Inflation in lItaly was 1.9% in 1998, 1.7% in
1999 and 2.6% in 2000. Asaresult, the real value of tariffs decreased over time due to inflation.
U.S. GAAP Reconciliation

We have prepared our consolidated financia statements in accordance with Italian GAAP, which
differ in certain respects from U.S. GAAP. The significant differences between Italian GAAP and U.S.
GAAP, as applied to our consolidated financial statements, relate to the following:

Fixed assets and the related depreciation;

Capitaized interest and the related depreciation;

Unbilled revenues;

Pension and employee termination accounting;

Other post retirement benefits accounting;

Socia Security withholdings and contribution;

Derivatives;

Effect of U.S. GAAP adjustments on WIND equity;

129



Restructuring reserves;

Extraordinary contributions to the Italian national pension system;
Accounting for income taxes;

Investment in equity securities;

Extraordinary income and expenses,; and

Consolidation of WIND.

Y ou should read note 24 to our consolidated financial statements for a more detailed discussion
of the principal differences between Italian GAAP and U.S. GAAP that affect our consolidated financia
statements, and note 25 to our consolidated financial statements for a reconciliation of net income and
shareholders equity between Itaian GAAP and U.S. GAAP.

Our consolidated net income under U.S. GAAP was approximately, Lit. 3,531 hillion in 1998,
Lit. 4,446 billion in 1999, and Lit. 3,565 billion in 2000 as compared to consolidated net income under
Italian GAAP of Lit. 4,286 billion in 1998, Lit. 4,541 billion in 1999 and L.it. 4,236 billion in 2000. Our
shareholders equity under U.S. GAAP was Lit. 34,785 billion at December 31, 1998, Lit. 32,895 hillion
at December 31, 1999 and Lit. 33,767 billion at December 31, 2000, compared with shareholders equity
under Italian GAAP of Lit. 35,880 billion at December 31, 1998, Lit. 34,034 hillion at December 31,
1999 and L.it. 35,457 hillion at December 31, 2000.

The differences between U.S. GAAP and Italian GAAP a so have an impact on operating income
at the segment level. The differences result primarily from property-related adjustments and different
classifications of extraordinary expenses. In addition, beginning in 2000, the extraordinary contribution
to the national pension system represents a pre-tax reconciliation difference of Lit. 1,118 billion in 2000.
You should read “Item 6. Directors, Senior Management and Employees—Employees—Employee
benefits’ for adiscussion of these contributions.

Operating income by segment for 1998 under U.S. GAAP approximates Lit. 6,093 billion from
generation, Lit. 228 billion from transmission and Lit. 3,317 billion from distribution, compared to 1998
operating income under Itdian GAAP of Lit. 6,930 billion from generation, Lit. 175 billion from
transmission and L.it. 3,434 billion from distribution. Operating income by segment for 1999 under U.S.
GAAP approximates Lit. 5,897 billion from generation, Lit. 90 billion from transmission and Lit. 4,256
billion from distribution, compared to 1999 operating income under Italian GAAP of Lit. 6,333 billion
from generation, Lit. 110 billion from transmission and Lit. 4,493 hillion from distribution. Operating
income by segment for 2000 under U.S. GAAP approximates Lit. 4,352 billion from generation, Lit. 413
billion from transmission and Lit. 1,765 billion from distribution, as compared to operating income for
2000 under Italian GAAP of Lit. 4,558 billion from generation, Lit. 459 billion from transmission and Lit.
2,881 hillion from distribution.

New Accounting Sandard

In 1998, the Financia Accounting Standards Board, or FASB, issued SFAS 133, “ Accounting for
Derivative Instruments and Hedging Activities.” SFAS 133 was later amended by SFAS 137 and 138
(collectively referred to as SFAS 133). SFAS 133 requires that every derivative instrument, including
certain derivative instruments embedded in other contracts, be recorded in the balance sheet as either an
asset or liability measured at its fair value. SFAS 133 aso requires that changes in the derivative s fair
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value be recognized currently in earnings unless specific hedge accounting criteria are met. Specia
accounting for qualifying hedges alows a derivative s gains and losses to offset related results on the
hedged item in the income statement, and requires that a company must formally document, designate and
assess the effectiveness of transactions that receive hedge accounting.

We adopted SFAS 133 on January 1, 2001. As part of this process, we reviewed all contracts to
determine if they were derivatives or contained embedded derivatives. Derivatives involved in “normal-
purchase/normal-sale” transactions were documented and excluded from further treatment under SFAS
133. Asaresult of adopting SFAS 133, for U.S. GAAP purposes, we will record assets and ligbilities
representing the difference between the derivatives previous carrying amounts and their fair values under
SFAS 133, with a corresponding amount recorded in either net income or other comprehensive income.
Transition adjustments resulting from adoption of this Statement will be reported under U.S. GAAP as net
income or other comprehensive income, as appropriate based on the hedging relationship, if any, that
existed for that derivative. Based on current FASB interpretations, we estimate that the cumulative effect
of adopting SFAS 133 in 2001 will be to decrease shareholders’ equity by Lit. 472 billion and net income
by Lit. 10 billion.

However, the ultimate financial impact of adopting SFAS 133 depends upon certain pending
interpretations, currently under FASB consideration, including those related to “normal-
purchases/normal-sales,” and upon detailed analysis of potential embedded derivatives included in our
contracts. The ultimate financial impact on us depends upon the resolution of the above issues and could
be materialy different than the estimates stated above.

Liquidity and Capital Resour ces
Liquidity

Our primary source of liquidity is cash generated from operations. Net cash provided by
operating activities was Lit. 9,484 billion in 2000, as compared to Lit. 13,512 hillion in 1999. The
decrease was primarily attributable to lower cash flows related to Equalization Fund receivables of
approximately Lit. 4,009 billion.

Cash used in investing activities was Lit. 6,639 billion in 2000, as compared to Lit. 4,553 billion
in 1999. The increase was primarily attributable to our increased leve of investment in WIND
(particularly the increase in our percentage ownership following the exit of Deutsche Telekom), as well as
our investments in Echelon and other new ventures.

Cash used in financing activities was Lit. 2,921 hillion in 2000, as compared to Lit. 10,786 billion
in 1999. The significant decrease reflected a greater level of net debt repaymentsin 1999, as well as an
increase in short-term borrowings and decrease in the distribution of dividends and reserves in 2000.

Capital resources

At December 31, 2000, our outstanding medium-term and long-term debt was Lit. 15,459 billion
and our short-term debt, including the current portion of long-term debt, was Lit. 12,404 billion. At
December 31, 1999, our outstanding medium and long-term debt was Lit. 16,961 billion and our short-
term debt, including the current portion of long-term debt, was Lit. 6,741 billion. Financial expense
totaled Lit. 1,545 hillion in 2000, as compared to Lit. 1,487 billion in 1999.

We maintain committed lines of credit for Lit. 21,361 billion (Lit. 18,135 billion of which were
unused as of December 31, 2000) and 18-month borrowings for Lit. 1,983 billion, which we borrowed in
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June 2000, and uncommitted lines of credit and other short-term borrowing arrangements with banks in
Italy with maximum borrowing limits aggregating Lit. 6,990 billion as of December 31, 2000 (Lit. 5,153
billion of which were unused as of that date). The average interest rate on our short-term borrowings was
approximately 4.67% as of December 31, 2000. We bdlieve that our bank facilities, together with our
portfolio of cash and cash equivalents, are sufficient to meet our present working capital needs and
requirements for capital expenditures.

We are subject to restrictions on the use of borrowings under committed borrowing facilities for
Lit. 19,363 hillion. Funds obtained under such facilities may only be used to finance our working capital
needs or invest in companies of our Group active in the electricity, gas, water and telecommunications
sectors.

At December 31, 2000, only 3.1% of our long-term debt (including current maturities of long-
term debt) was denominated in currencies of countries that are not participating in the Euro and 23.0% of
our long-term debt was guaranteed as to principa and interest by the Italian government. At December
31, 2000, 61.0% of our long-term debt bore interest at floating rates and 39.0% bore interest at fixed rates.
To improve our mix of floating and fixed-rate obligations, we have entered into certain interest rate
hedging contracts, particularly interest rate swaps and collars. Taking these hedging positions into
account using the nominal values of our interest rate collars, we have estimated that we are exposed to
interest rate fluctuations with respect to approximately 31% of our outstanding debt. Y ou should read
“Item 11. Quantitative and Qualitative Disclosure About Market Risk—Price risk management and
market risk information” for a discussion of those contracts. Without giving effect to these arrangements,
the average interest rate on our outstanding long-term debt as of December 31, 2000 was approximately
5.5%, as compared to approximately 4.6% in 1999.

In November 2000, we entered into a<10 billion revolving credit facility agreement with a
syndicate of Italian and international banks, mainly to finance a portion of our acquisition of Infostrada
and contribute to the initia payment of Lit. 4,000 billion for UMTS license. The facility has a maturity of
364 days, with an option to extend for an equal period. We have also established a program to issue €3
billion in aggregate principa amount of medium term notes. On November 28, 2000, we completed the
first offering of notes under this program, issuing notes with atota principal amount of €750 million that
bear interest at a fixed rate of 5.875% and mature in 5 years. In May 2001, we increased the aggregate
principal amount of notes that we can issue under this program to €7.5 billion.

In 2000, we entered into a €500 million 15-year loan with the European Investment Bank. We

entered into a second 15-year loan with the European Investment Bank for an additional €500 million in
the first quarter of 2001. The proceeds of these loans will finance a portion of the development of our
distribution network in central and southern Italy.

In June 2001, Enel Investment Holding BV, awholly owned finance subsidiary of Endl Sp.A,

issued €2 hillion in medium term notes guaranteed by Endl S.p.A. in order to refinance a portion of the
debt incurred in connection with the acquisition of Infostrada. The notes have an annua coupon of 5%
and mature in 2003.

WIND plansto raise a€5.5 hillion syndicated loan in the near future. The loan is intended to
refinance €3.7 billion of existing debt and pay for new investments in high-speed broadband technology.

We aso plan to raise an additional €1.5 billion to refinance Infostrada’ s existing debt and projected cash
requirements.

Our borrowing requirements are not seasonal.
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We manage our short-term financial needs through our centralized treasury department, with the
goal of optimizing cash flows for al the companies of the Group on adaily basis. We use short-term
borrowings facilities in order to finance our working capital needs with the goal of ensuring flexible and
cost-effective financing for al companies of the Group.

Commitments

Although the actual amount of our capital expenditures in future periods will depend on various
factors that cannot presently be foreseen, we expect to make capital expenditures of approximately Lit.
36,100 billion in the period from 2001 to 2005. This estimate excludes financia investments, capital
expenditures to be made by WIND and includes those scheduled to be made with regard to generating
facilities now owned by the Gencos (an aggregate total of approximately Lit. 6,370 billion) and those
being transferred to the joint venture with the Region of Valle d’ Aosta.

Our planned capital expenditures include:

Approximately Lit. 12,650 billion in our generation businesses, including those scheduled to be made
by the Gencos, and by Erga;

Approximately Lit. 1,700 billion in our transmission business;

Approximately Lit. 16,400 billion in our distribution business, including approximately Lit. 3,600
billion for our remote metering project; and

Approximately Lit. 2,100 billion in our information technology, real estate and research and
development activities.

We have entered into various fuel supply contracts primarily for the purchase of fuel oil and
natural gas. We expect that our expenditures related to these commitments will approximate an aggregate
of Lit. 23,316 billion for the period from January 1, 2001 through December 31, 2005.

We a so have unconditional purchase obligations for electric power. Our aggregate expenditures
related to these commitments are expected to total Lit. 6,788 billion for the period from January 1, 2001
through December 31, 2005. Starting from January 1, 2001, our commitments related to electricity
purchases refer only to our long-term import contracts and no longer include domestic purchase contracts,
which have been transferred to the Gestore della Rete effective as of such date.

We have made significant capital investments in developing our telecommunications business
and expect that we will continue to be required to do so. Recently, we incurred a substantial amount of
debt and made significant expenditures in connection with WIND’ s purchase of athird generation UMTS
mobile license and our acquisition of Infostrada. Y ou should read “Item 4. Information on the
Company—Business—T e ecommunications—WIND—Financial Results.” WIND will be required to
make substantia investments during the next several years in order to build out its UMTS network and
develop related services and products, as well as paying an additiona Lit. 700 billion in respect of its
license over the next ten years.

We intend to fund our capital expenditures and the other commitments described above with our
cash flows from operations.
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European Single Currency

The European Economic and Monetary Union introduced the Euro on January 1, 1999. On that
date, 11 member states of the European Union, including Italy, adopted the Euro as their loca currency.
Italy’s nationa currency and that of the other ten countries participating in the Euro became components
of the Euro on that day. Greece joined the European Economic and Monetary Union in 2001. The Euro
is now available only for currency trading on currency exchanges and non-cash (banking) transactions.
Bills and coins denominated in the former nationa currencies, or legacy currencies, will remain legal
tender through January 1, 2002. Beginning on January 1, 2002, Euro-denominated bills and coins will be
issued for cash transactions. Following atransition period during which bills and coins denominated in
both legacy currencies and the Euro will be legal tender, the participating countries will withdraw al bills
and coins denominated in legacy currencies and use the Euro exclusively.

Operational impact

We adopted the Euro as our reporting currency starting with the first quarter of 2001 and expect
to declare dl dividends in Euro starting from July 9, 2001. Our shares have been quoted on Telematico in
Euro from the date of their initia listing.

The introduction of the Euro will require changes in our information technology and other
systems in order to accommodate the use of the Euro in our corporate transactions and financial reporting.
For example, we will be required to make changes to our information systems in order to be able to
produce bills for our customers in Euro. The estimated total cost for such changesis Lit. 20 billion, Lit. 5
billion of which were incurred in 2000.

Business and competitive implications

We believe that the Euro will not have a material impact on our revenues because virtualy al our
revenues are generated within Italy and as aresult do not vary with exchange rate fluctuations. Most of
our non-fuel cogts, particularly labor costs, are incurred within Italy. Most of our fuel costs are
denominated in dollars and should not be significantly affected by the introduction of the Euro. However,
there can be no assurance whether and to what extent the introduction of the Euro will affect our business,
financia condition and results of operations, particularly if the geographic diversification of our
operations increases. Please refer to “Item 3. Key Information—Risk Factors—The phasing in of the
Euro by January 1, 2002 may pose operational problems and require additional expenditures’ for further
information.

Trend Information

Please refer to - Overview” and “- Outlook” for information relating to recent trends in our
production, sales, costs and selling prices, as well as events that are reasonably likely to have a materia
effect on our net sales, operating income, profitability, liquidity or capital resources, or that would cause

reported financia information not necessarily to be indicative of future operating results or financia
condition. Please refer to “- Commitments” for a discussion of our future capital expenditures.

Item 6. Directors, Senior Management and Employees
DIRECTORS

Our board of directorsis responsible for management of our business. It has the power to take all
actions consistent with the corporate purpose described in our by-laws, except for actions that by law or
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under our by-laws may only be taken by our shareholders. Our board is elected for aterm of up to three
years. Members are digible for re-election. The board must consist of not less than three and not more
than nine members. The board currently consists of seven members whose three-year terms are scheduled
to expire in 2002.

The chairman and chief executive officer are our legal representatives. The chief executive
officer generally has the power to represent us within the scope of the functions delegated to him. For
specific actions or categories of actions, the power to represent us can be delegated by the holder of such
power to one of our employees or to third parties.

The quorum for board meetings is amagjority of the membersin place. Resolutions are adopted
by amgjority of votes of those present. A board meeting may be called by the chairman on his or her
own initiative, must be called upon arequest of the majority of the board’s members or upon request of
the board of statutory auditors (or at least two of its members) and must also be called upon a request for
ameeting for specific purposes of two directors (or one director when the board is composed of three
members).

The board has the power to delegate certain of its powers to one of its members, and determines
the powers and the functions delegated to such person. Under applicable law and our by-laws, the board
may not delegate certain of its responsibilities, such as the approval of the financial statements or
proposals of increases or reductions of our capital.

In January 2000, our board of directors established a compensation committee. This committeeis
composed of three members with no delegated powers. The current members of this committee are Carlo
Angdlici, Francesco Taranto and Carlo Tamburi. The compensation committee submits to the board of
directors proposals for resolutions concerning the compensation of the chief executive officer, the
directors to which certain powers have been delegated, and senior executives.

In January 2000, our board of directors also established an internal audit committee. This
committee is currently composed of three members with no delegated powers: Giuseppe Morchio, Franco
Morganti and Enrico Testa. This committee has the authority to evauate the activity and the periodic
reports of both the internal and external auditors and is primarily charged with verifying that End’s
interna controls system is adequate and in turn reporting to the full board of directors.

The Treasury Ministry has confirmed that as long as it remains our majority shareholder, it
intends to continue to participate in the nomination and election of our board in order to protect its
investment as a shareholder. Under current law, aslong as the Treasury Ministry remains our mgjority
shareholder, the Court of Accounts, which supervises the financia management of government-owned
entities, will exercise certain powers to protect the financia interests of the Itdian state. For example, the
Court of Accounts has the right to inspect our financia statements and regularly reports its findings to the
President of the Senate and the President of the House of Representatives. In addition, during this period,
anon-voting representative of the Court of Accounts may attend the meetings of our board of directors
and our board of statutory auditors.
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The names of the seven members of our board, their current position and the year when each was
initially appointed as director are set forth in the following table. The term of appointment of the current
board will expire in 2002.

Year Initially

Name Position Appointed
Enrico Testa Chairman 1996
Francesco Tato Director and Chief Executive Officer 1996
Carlo Angelici Director 1999
Giuseppe Morchio Director 2001
Franco Morganti Director 1999
Carlo Tamburi Director 2001
Francesco Taranto Director 2000

Claudio Poggi was a Director of Enel from 1999 to February 2001.

We have briefly summarized below the principa business activities, experience and other
principal directorships, if any, of each of our current directors.

Enrico Testa. Enrico Testa was national secretary and subsequently president of the Italian
environmental association Legambiente from 1980 to 1987. He was a member of the Italian Parliament
from 1987 to 1994. From 1994 to 1996, Mr. Testa was chairman of ACEA (the municipal utility company
of Rome) and of CISPEL (the Italian federation of local public-sector utility companies), aswell asa
member of CNEL (the National Council for the Economy and Labor). Since 1996, he has been the
Chairman of Enel, aswell as chairman of a number of Enel Group companies and a director of WIND.

Francesco Tatd. Francesco Tato gained professiona experience for many yearsin the Olivetti
Group, as well as holding numerous positions on the boards of directors of a number of important Italian
and foreign companies. He was a managing Director of Arnoldo Mondadori Editore S.p.A., amajor
Italian publishing company, from 1984 to 1986 and from 1991 to 1994, and served from October 1993 to
February 1995 as managing director of Fininvest S.p.A., the holding company for one of Italy’s largest
media companies. Since 1996, he has been End’s Chief Executive Officer and direttore generale since
2000, as well as chairman of a number of Enel Group companies, including Enel Distribuzione S.p.A.,
Enelpower Sp.A., Terna S.p.A., Endl Produzione S.p.A., Elettrogen S.p.A., Eurogen S.p.A., Interpower
S.p.A. and director of anumber of Enel Group companies, including WIND.

Carlo Angelici. Carlo Angédlici has taught since 1974 at various Italian universities, becoming a
tenured professor of commercial law in 1983. Since 1989, he has been a professor of commercial law,
becoming Dean of the Faculty Jurisprudence at Rome's “La Sapienza’ University in 1995. Since 1983, he
has been a member of the commission created by the Italian Ministry of Justice for the implementation of
EU directives on company law, and from 1984 to 1987 represented the Italian Government at several
sessions of the United Nations Commission on International Trade Law. He has been a member of Enel’s
Board of Directors since October 1999.

Giuseppe Morchio. Giuseppe Morchio began his career with the Manuli Group, moving in 1980
to the Pirdli Group, where he held a number of positions, including those of chairman and managing
director of Pirelli Neumaticos in Spain (1989-1991) and Pirelli Tires North America (1991-1993), and
that of managing director of the cables and systems division of the parent company Pirelli Sp.A. (1995 -
January 2001). He has been a member of Enel’s Board of Directors since February 2001.
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Franco Morganti. Franco Morganti began his career at Olivetti S.p.A. and SGS S.p.A., and
subsequently started his own business. Since 1974, he has offered strategic consulting servicesin the field
of telecommunications, for both the public and private sectors. He was a member of the board of directors
of STET S.p.A. (now Telecom Itdia S.p.A.) from 1981 to 1984, and from 1991 to 1997 served asa
member of the advisory committee on technology and market strategies of STET S.p.A. Mr. Morganti has
also been vice-chairman of the Databank Group since 1989. He has been a member of Enel’s Board of
Directors since December 1999.

Carlo Tamburi. Carlo Tamburi held a number of executive positions at Citibank’s Milan branch
from 1985 to 1990. From 1990 to 1993, he was joint general manager for marketing and credit activities
a Cofiri Sp.A. and since 1994 has worked in IRl S.p.A.’s finance department, becoming joint general
manager in charge of privatizations. Since 2001, he has been a Director of the Finance and Privatizations
Department of the Italian Treasury. He has been a member of Enel’s Board of Directors since January
2001.

Francesco Taranto. Francesco Taranto began his career with a brokerage firm in Milan,
subsequently working (from 1965 to 1982) at Banco di Napoli S.p.A.. He then held numerous managerial
positions in companies operating in the mutual fund sector, becoming head of security management at
Eurogest S.p.A. (from 1982 to 1984) and subsequently general manager of Interbancaria Gestioni S.p.A.
(from 1984 to 1987). Having moved to the Prime Group (where he served from 1987 to 2000), he was
for along time the managing director of the holding company of that group. He has been a member of
Enedl’s Board of Directors since October 2000.
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SENIOR MANAGEMENT

The table below sets forth our executive officers, who are not also directors, their positions, the
year they were appointed to such positions and their ages as of June 1, 2001:

Year
Year Appointed
Joined to

the Current

Name Age Management Position Group Position
Mario Barozzi........ccoocveeveeenenenee 3 Strategies, Planning and Business Development 1997 1998
Alessandro Bufacchi ................ 54 E-Business Devel opment 2000 2000
Vincenzo Cannatélli ................. 418 Press and Communication 1999 2000
Antonio Cardani........cccccecevueee. 51 Audit 2000 2000
Salvatore Cardillo........ccvveenee. 51 Lega Affairs 2000 2000
Giuseppe Carta........couveeerreeennees 65 Regulatory Relations 1961 1998
Fulvio Conti.......ccccecrnenecirinenee 53 Chief Financial Officer 1999 1999
Angelo Delfino........ccceveeueee. 61 Human Resources 1997 1999
Massimo Romano..................... 42 Institutional Relations 1997 1997
Claudio Sartorélli.......cccccvueneee. 56 Corporate Affairs 1970 1996
Luciana Tarozzi......ccoveeveeerurenee 57 Accounting 1965 1997

We have briefly summarized below the principal business activities and experience of our
executive officers listed above.

Mario Barozzi. Mario Barozzi worked at Olivetti S.p.A. from 1995 to 1997. He was assistant to
the chairman and, subsequently, co-head of the Specia Finance department. He joined the Company in
1997, and became head of the Strategies, Planning and Business Development department in 1998, which
is the position he still holds. He is currently director of a number of Enel Group companies, including
Enel Distribuzione S.p.A., End Trade Sp.A., Enelpower Sp.A., TernaS.p.A., Enel Produzione S.p.A.
and Infostrada.

Alessandro Bufacchi. Alessandro Bufacchi held severa positionsin a number of Italian computer
companies, including Ing. Olivetti & C., where he served as head of the Operations and Marketing
department from 1993 to 1996, Wang Global Italia, where he served as head of the New Business
Development department from 1998 to 1999 and Getronics S.p.A., where he served as head of the
Business Development department in 1999. He joined the Enel Group in 2000. He has been head of the
Company’s E-Business Development department since May 2000.

Vincenzo Cannatelli. Vincenzo Cannatelli worked for Elsag Bailey Process Automation NV
from 1993 to 1999, where he held the position of managing director. He joined the Enel Group in 1999.
Heis currently head of the Company’s Press and Communication department. He also serves as director
of some Enel Group companies, including Elettrogen S.p.A., Eurogen S.p.A. and Interpower Sp.A.

Antonio Cardani. Antonio Cardani served as Head of the Administration department of Olivetti
S.p.A. from 1994 to 1995. He served as head of Administration and Finance department of Telemedia
S.p.A. from 1995 to 1997. He joined Telecom Italia S.p.A. in 1997, where he was responsible for
strategic planning from 1997 to 1998 and for planning and organizationa development from 1998 to
2000. He has been head of the Company’ s Audit department since 2000.
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Salvatore Cardillo. Salvatore Cardillo has served as the General Counsal of a number of Italian
companies, including Alitalia S.p.A. (from 1991 to 1997), Edison S.p.A., Compart Group and
Montedison S.p.A. (from 1997 to 1999) and De Agostini S.p.A., amagjor Italian publishing company,
from 1999 to 2000. He joined the Company in 2000 as Generad Counsel, which is the position he still
holds.

Giuseppe Carta. Giuseppe Carta joined the End Group in 1961. He held a number of positions
within the Company before becoming head of the Company’s Strategic Affairs department in 1996 and
subsequently head of the Company’ s Regulatory Relations department in 1998, which is the position he
still holds.

Fulvio Conti. Fulvio Conti has held numerous positions in a number of Italian companies during
the 1990’ s. He served from 1993 to 1996 as head of the Montedison-Compart Group’s Finance
department. He served from 1996 to 1998 as Chief Financial Officer and General Manager of Ferrovie
dello Stato S.p.A. He held a number of positions, including Chief Financia Officer and General
Manager, in companies of the Telecom Italia Group in 1998 and 1999. In 1999, he joined the Enel
Group. He s currently head of the Company’s Finance department and director of a number of Enel
Group companies, including Enel Distribuzione S.p.A., End Trade S.p.A., Enelpower Sp.A., Terna
S.p.A., Enel Produzione S.p.A., Elettrogen S.p.A., Eurogen S.p.A., Interpower S.p.A. and Infostrada

Angelo Delfino. Angelo Delfino served as head of Olivetti Italia S.p.A.’s Human Resources
department from 1991 to 1996, before joining the Enel Group in 1997. He is currently head of the
Company’s Human Resources department and director of a number of Enel Group companies, including
Enel Distribuzione S.p.A., Enelpower S.p.A., Enel Produzione S.p.A. and Infostrada

Massimo Romano. Massimo Romano served as head of the Institutional Relations department of
the Ilva Group from 1990 to 1994 and as head of the Externa Relations department of the Lucchini
Group from 1994 to 1997. He joined the Company in 1997, as head of the Company’s Institutional and
International Relations department, which is the position he still holds.

Claudio Sartorelli. Claudio Sartorelli joined the Company in 1970. Since then he has held a
number of positions within the Company. He was head of the office of the Chairman of the Board of
Directors from 1996 to 1998 and Genera Counsel from 1996 to 2000. He has been head of the
Company’s Corporate Affairs department since 1996. He is currently also a director of Ape Gruppo Enel
S.p.A. and Infostrada.

Luciana Tarozz. Luciana Tarozzi joined the Company in 1965. Since then she has held a number
of positions within the Company. She was head of the Control and Reporting department from 1996 to
1997, and became head of the Accounting department in 1997, which is the position she still holds. Sheis
currently also adirector of Enelpower Sp.A.

BOARD OF STATUTORY AUDITORS

Pursuant to the Italian Civil Code, in addition to eecting the board, our shareholders also elect a
board of statutory auditors.

Statutory auditors remain in office for a three-year term and may be re-elected for consecutive

terms or substituted automatically by an alternate auditor if they resign or are unable to complete their
term. Statutory auditors may be removed only for cause and with the approval of an Italian court.
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The board of statutory auditorsis responsible for reviewing our management and financial
reporting and financial condition. In conducting this review the board of statutory auditors has a duty to
the shareholders, to whom it reports, and to us. The role of the board of statutory auditors includes
reviewing our management, and, in particular, ensuring compliance with applicable law and our by-laws.
Furthermore, the statutory auditors must ensure that we maintain adequate organizational structure,
internal controls and administrative and accounting systems.

Our current board of statutory auditors was appointed in May 2001. The term of its members will
expire in 2004. At that time, new members will be appointed by the shareholders. The names of the
current members, their positions and the year during which each was initialy appointed are set forth in
the following table.

Year Initially

Name Position Appointed
Bruno D L0 ™ ..o Chairman 1992
GUStAVO MINEINVINi.vcvieieececeeeceeeesee e Auditor 1992
Franco FONtaNa........ccocvveeeveeeseceeee s Auditor 2001
(2 0] 0= 8 (O L0 L TS Alternate Auditor 2001
Francesco Bil Otti.......cccceevvcerieeciseseseeseee s Alternate Auditor 1995

(1) Employee of the Italian Ministry of Treasury.

Oreste Piemontese was an auditor of Enel from 1995 to May 2001. Umberto Apreawas an
aternate auditor of Enel from 1998 to May 2001.

In addition, under Italian securities regulations, our accounts must be audited by external auditors
appointed by the shareholders. The appointment is communicated to the Commissione Nazionale per le
Societa ela Borsa, or CONSOB. At present, our external auditors, for both consolidated and non-
consolidated accounts, are Arthur Andersen S.p.A. Under Italian securities laws, listed companies may
not appoint the same auditors for more than three consecutive three-year terms. The external auditors
issue an opinion that our financia statements are presented fairly in all material respects. Their opinion is
made available to our shareholders prior to the annual shareholders meeting.
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EXECUTIVE COMPENSATION

Applicable Italian regulations (Article 78 of CONSOB Regulation No. 11971, issued on May 14,
1999) require us to disclose the following information regarding the compensation for 2000 of each of the
directors and statutory auditorsin our financia statements. The following amounts include compensation
paid by our subsidiaries in certain cases.

Name Positions(s) Held Base Compensation®  Other Compensation
Fees (in thousands of lire)
Enrico Testa Chairman of the Board of Enel, 626,757 35,533
Conphoebus, Sfera Sp.A.,
Elettroambiente S.p.A., Director of
WIND S.p.A., Director of SEI Sp.A.
Francesco Tato Chief Executive Officer of Enel, 1,881,168 5,100
Chairman of the Board of Cesi S.p.A.,
Enel Produzione S.p.A., Enelpower
S.p.A., Enel.Hydro S.p.A., TernaSp.A.,
Erga S.p.A., Enel Distribuzione Sp.A.,
Enel Trade S.p.A., Enel.it Sp.A.,
Elettrogen S.p.A., Eurogen Sp.A.,
Interpower S.p.A., Director of WIND
S.p.A., Elettroambiente Sp.A.
Claudio Poggi Director of Enel, Enel Produzione S.p.A., 309,256 26,089
Erga S.p.A. and WIND S.p.A., Chairman
of the Board of SEI S.p.A.
Carlo Angelici Director of Enel 120,000 25,189
Vittorio Grilli® Director of Enel and WIND 132,612 22,922
Franco Morganti Director of Enel 120,000 25,789
Lorenzo Pellicioli® Director of Enel 80,000 19,771
Francesco Taranto Director of Enel 29,677 9,519
Bruno De Leo Chairman of the Board of Statutory 70,000 11,400
Auditors of Enel
Gustavo Minervini Statutory Auditor of Enel 50,000 8,700
Oreste Piemontese Statutory Auditor of Enel 50,000 10,200

(1) Representsthe combined annual compensation for posts held at Enel and certain of its subsidiaries.
(3) Until November 2000.

(4) Until August 2000.

There are no service contracts entered into by our directors with the Company or any of its

subsidiaries providing for benefits upon termination of employment.

We do not disclose to our shareholders or otherwise make available public information asto the
compensation of our executive officers.

The aggregate compensation we and our subsidiaries paid to all of our directors, executive
officers and statutory auditors identified in this annual report, excluding pension, retirement or smilar
benefits, for the year ended December 31, 2000 was approximately Lit. 8.92 billion. The aggregate
amount paid or accrued for pension, retirement or similar benefits for directors, statutory auditors and
executive officers for the year ended December 31, 2000 was approximately Lit. 1.63 billion.

As of June 30, 2001, Francesco Tato, in his capacity asdirettore generale, held 1,232,000 options
to purchase the same number of our ordinary shares. These options were assigned to him in 2000 and will
be exercisable in 2003 and 2004 at an exercise price of €4.30. As of the same date, Mr. Tato also held
5,270,000 options to purchase the same number of our ordinary shares. These options were assigned to
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him in 2001 and, if vested, will be exercisable starting from 2002, as to 20%, and 2004, asto the

remaining 80%. The exercise price of these optionswas set at €3.636. Please refer to “Item 10.
Additional Information—Stock Option Plan” for a complete description of our stock option plan.

SHARE OWNERSHIP

The following table sets forth the number of our ordinary shares held by each of our directors and
statutory auditors as of June 26, 2001

Number of ordinary
shares held as of June 26,

Name of Director and Statutory Auditor 2001

FranCeSCO TaO.....cceeiueeeeieeie e et e s ee sttt saeseteeaesae e e 1,000

Franco MOrganti..........ccecveiueiieneeisieiese e 1,575

BruNO DELED......uieie ettt ettt et srre e e are e e 1,050

GUSLAVO MINENVINI....oeiveeieiectiecteecteeee ettt e st ebe e 500

All Other dITECLOIS.......ve vttt 0
JL 10 €= | SRS SO 4,125

EMPLOYEES

As of December 31, 2000, we had 72,647 employees (excluding those employed by WIND), of
whom 689 held manageria positions. The following table shows the breakdown of employeesin each of
our principa segments excluding WIND as of December 31, 2000:

Per centage of
Number of Total Number
Division Employees of Employees
DISIITDULION (¥ )..eucecvcteeccicriresieseee ettt sessnnns 44,205 60.8%
GENEIALION ....vveeectetrec ettt bbbt s st s 17,930 24.7
L= 0 1S o TR 3,001 4.1
HOIAING COMPANY ..ot st sssssessesssssessssenns 1,675 2.3
Other areas (excluding WIND)........cocvreneiensersseessessessssessssseesesssssessens 5,836 8.1
Total Enel Group (excluding WIND) .....cccoooeveerneeneessneeresserenens 12,647 100.0%

(*) Including Enel Trade's employees

The data in the above table and elsewhere in this section “Employees’ does not include
employees of WIND. WIND had 4,992 employees as of December 31, 2000.

In recent years, we have pursued a policy of workforce rationalization, primarily through
attrition, which has resulted in a steady reduction in employment levels: the number of our
employees declined by 23.9%, from 95,464 at December 31, 1996 to 72,647 employees at
December 31, 2000; and

The number of customers per employee has risen from 306 in 1996 to 460 in 2000.
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Based on the current retirement system available to our employees, our management estimates
that the following number of employees will retire during each of the periods shown:

Estimated number of
potential retirees

20 1 T Not less than 4,500
200 T Not less than 1,500
2003ttt a bbb ate Not less than 2,300
2004ttt bbb bbbt Not less than 1,500
2005......cieetetieeste e b b bt Not less than 2,500

If Italy’s current system of governmental retirement benefits changes significantly, we will
consider adopting other voluntary measures to reduce employment levels. These measures may involve
increased costs.

The increased use of automated, remote-controlled plants and of advanced information
technology and other rationalization measures has improved our ability to conduct operations with fewer
employees.

The table below shows our employment levels at the dates indicated:

Year ended December 31,

1996 1997 1998 1999 2000
Employees (other than managers)........... 94,050 87,912 84,096 77,768 71,958
MaANAGETS....coveereerreeereereereeseeseeseseesessesneenees 1414 1,045 842 743 689
10 - P 95,464 88,957 84,938 78,511 72,647

Most of our non-management employees are members of labor unions. The principal labor
unions are the Nationa Federation of Energy Workers, to which 33.4% of our employees belong, the
Italian Electrical Companies Federation, to which 29.0% of our employees belong, and the Italian Union
of Chemical, Electrica and Manufacturing Workers, to which 9.9% of our employees belong. Other
employees are members of smaller labor unions, none of which includes more than 2.0% of our
employees.

Typicaly, we and representatives of the three unions covering the largest number of our
employees negotiate and enter into a single collective bargaining agreement every four years.
Representatives of the smaller unions typically sign the same agreement at alater date. Under the
collective bargaining agreement, wages and other compensation arrangements are negotiated every two
years. A new collective bargaining agreement for all electric employeesis presently being negotiated,
which will aso apply to independent producers and to municipally owned electric utilities.

Under the terms of the collective bargaining agreements currently in effect, employees covered
by the agreement enjoy stability of employment and we may terminate their employment only when they
reach retirement age or for cause. We expect similar terms to be included in future collective bargaining
agreements. We believe that we can achieve our workforce rationalization objectives principally through
attrition.

We believe that our relations with the unions are generally satisfactory. Our employees have the
right under Italian law to strike, although the unions have guaranteed that in such event, a minimum level
of service will be provided in each of the generation, transmission and distribution segments. We have
entered into an agreement with our principal labor unions which regulates the exercise of our employees
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right to strike. As a consequence, strikes or other work stoppages have not significantly affected our
operations in recent years.

Employee compensation in the past has been almost exclusively based on the seniority and the
position held by each employee. 1n 1999, we introduced compensation based on performance for our
senior and junior management, largely using a “ management by objective’” system with certain correction
mechanisms to ensure that compensation does not significantly depart from market levels. This
compensation method applied to approximately 35% of our management in 2000. For top managers, the
variable component of compensation accounts for 24% of total compensation. Salary incentives based on
sales have a so been introduced for account managers of certain companies of our group.

Employee benefits

We sponsor retirement plans that pay pension benefits as required by Italian law and our
collective bargaining agreements. The costs related with these plans are expensed as the benefits vest. In
addition, our employees are digible, upon termination, for severance pay under Itdian law. We accrue a
reserve for these employee termination liabilities, net of applicable advances, over the employees service
periods.

Until the end of 1999, most of our employees were enrolled in the Electricity Fund managed by
INPS, the state funded socia security system, which covers pensions, disability pay and accidental death
benefits. In 1999, the Itdian Parliament enacted a law that required the government to terminate industry
specific retirement funds, such as the Electricity Fund, and to merge them into the general retirement fund
for Italian workers. The Electricity Fund was terminated on January 1, 2000 and covered workers have
been enrolled in the genera pension fund for Italian employees. We are required to make extraordinary
contributions to the general pension fund in each of 2000, 2001 and 2002 to diminate the deficit in the
Electricity Fund. We expect that the net impact of this change on our cash flow over the three year period
from 2000 to 2002 will be approximately Lit. 3,500 billion. This estimate includes the effect of lower
payments we will make to the national pension system in respect of the family benefits program,
following the January 2000 reduction of 3.72 percentage points in the rate on which our payments are
based. For Italian GAAP purposes, we will expense the amounts paid in the years 2000-2002
proportionately over the twenty-year period between 2000 and 2019. However, for U.S. GAAP purposes,
we will be required to expense these amounts in 2000-2002, during the year that the contribution are due.
The difference between the treatment of these payments under Italian GAAP and U.S. GAAP will
therefore have a significant negative effect on our U.S. GAAP results in each of those three years. See
“Item 5. Operating and Financial Review and Prospects—U.S. GAAP Reconciliation.”

In addition, we make contributions to certain employee associations that provide medica and
other employee benefits to both current and retired employees. Italian law provides a fund, known as the
cassa integrazione guadagni, or wage supplementation fund, which guarantees part of the wages of
workers in the industrial sector who are temporarily laid off or who are working reduced hours. Asan
entity controlled by the Italian government, under current law we are exempt from the requirement to
contribute to the wage supplementation fund. We do not currently pay these or other unemployment
contributions. WIND, however, is subject to the contribution requirement.

Iltem 7. Major Shareholders and Related Party Transactions
Major Shareholders

Prior to our initia public offering in November 1999, the Treasury Ministry was our sole
shareholder, having become such when we became ajoint stock company in July 1992. Before that date,
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we had been a public statutory body owned by the Italian government. The offering of atotal of
3,848,802,000 ordinary shares in the form of ordinary shares and ADSs (each representing ten ordinary
shares) was the second-largest in history at the time and generated gross proceeds of approximately
€16.55 billion (Lit. 32,045 billion). As of June 1, 2001, the Treasury Ministry owned 8,194,328,250 of
our ordinary shares, or 67.57% of the total number of outstanding ordinary shares. Asof June 1, 2001, no
other entity or individual held 2% or more of our outstanding ordinary shares.

In connection with our Italian initial public offering in November 1999, the Treasury Ministry
granted purchasers of our shares the opportunity to participate in a bonus share program. Under this
program, shareholders who purchased our shares in the initia public offering and held these shares for at
least one year were to receive, starting from November 5, 2000, one additiona share for each 20 retained
shares. The Ministry of the Treasury has issued no officia statement to the Company or the market
generally regarding the delivery of bonus shares. However, based upon information reported in
connection with our annua meeting in May 2001, we believe that the Treasury had assigned, as of such
date, atotal of 83,020,129 bonus shares under the bonus shares program.

The Treasury Ministry may sell additional shares at any time and has announced that it intends to
sell additional shares. There are no minimum ownership or similar requirements under Italian law that
would limit sales of additional shares by the Treasury Ministry. Additional sales of our ordinary shares
may have a material adverse effect on the price of the ordinary shares and ADSs.

Within the context of the privatization procedures and regulations under Italian law, the Treasury
Ministry may, as a significant shareholder, ask our board of directors to examine the possibility of
dispositions, in whole or in part, of some entities we control. Our board would implement any such
transaction solely to enhance value for all shareholders.

The Treasury Ministry has indicated that it intends to continue to participate in the nomination
and election of our Board to protect its investment as a shareholder. Under the 1994 privatization law and
a 2000 decree of the President of the Council of Ministers, the Treasury Ministry has special powers,
regardiess of the levd of its shareholding in us, related to:

The acquisition of our shares by third parties;

Shareholders’ agreements;

Major corporate changes, and

Appointment of one director and the chairman of our board of statutory auditors.
In addition, the privatization law provides that our by-laws may include:

Special rules concerning appointments of directorsin order to ensure that minority
shareholders are represented; and

Limitations on the maximum number of shares that a shareholder, or group of shareholders,
other than the Treasury Ministry, may hold.

Certain provisions of our by-laws, as well as the special powers the Treasury Ministry retains, are
described in more detail in “Item 10. Additiona Information—By-laws.”
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As of June 15, 2001, 12,126,150,379 ordinary shares were outstanding. As of the same date,
there were 2,835,209 ADSs (equivalent to 28,352,090 ordinary shares) held by 4 record holders
(including the Depository Trust Company). Since certain of such ADS are held by nominees, the number
of registered holdersis not representative of the number of beneficia holdersin the United States or
elsawhere. At the annua genera meeting in May 2001, our shareholders approved the re-denomination
of our share capital in Euro. Following this re-denomination, which is scheduled to be effective on July
9, 2001, our share capital will consist of 6,063,075,189 ordinary shares, each with a par value of €1.00.

Since certain of the shares and ADSs were held by brokers or other nominees, the number of
direct record holders in the United States may not be fully indicative of the number of direct beneficial
owners in the United States or of where the direct beneficial owners of such shares are resident.

Related Party Transactions

Asthe entity primarily responsible for electricity generation, transmission and distribution in
Italy, we provide service to many other state-owned entities. In the vast majority of situations, the rates
charged are comparable to the tariffed rates charged to similar commercial organizations, with the
primary exceptions being the state-owned railway company (Ferrovie dello Stato S.p.A.) and Acciai
Speciai Terni S.p.A., which are entitled to favorable rates under Italian law. Total revenues from all
state-owned companies were approximately 2% of our total revenuesin 2000. Salesto Eni Sp.A., the
Italian oil and gas company whose largest shareholder is the Treasury Ministry, with a shareholding of
approximately 30%, and Ferrovie dello Stato S.p.A. make up the mgjority of sales to state-owned
companies.

We purchase fuel for generation from Eni Sp.A. Tota purchases from Eni Sp.A. were
approximately 7% of our total operating expensesin 2000. Total purchases from state-owned companies
accounted for approximately 10% of our total operating expensesin 2000. See note 23 to our
consolidated financial statements.

No member of the board of directors or board of statutory auditors and no senior officer
(including close members of any such person’s families) nor any enterprise over which any such personis
able to exercise a significant influence has had any interest in any transactions that are or were unusual in
their nature or conditions or are or were material to the Company, and that were either effected since
December 31, 1999 or that were effected during an earlier period and remain in any respect outstanding or
unperformed. Except as described below, we have not provided any loans or guarantees to or for the
benefit of any such person since December 31, 1999 or that remain outstanding or unperformed.

We generdly provide loans to our employees, including executive officers, up to the amount of
Lit. 200 million per employee. Under this policy, we have granted loans up to such amount to certain of
our executive officers, including senior officers. See note 23 to our consolidated financia statements.
Item 8. Financial Information

CONSOLIDATED FINANCIAL STATEMENTS

Pleaserefer to “Item 18. Financial Statements’ and pages F-1 through F-64 of this annual report.
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OTHER FINANCIAL INFORMATION
L egal Proceedings

We are defendants in a number of legal proceedings incidenta to the generation, transmission and
distribution of electricity. Because of the nature of these proceedings, we are not able to predict their
ultimate outcomes, some of which may be unfavorable to us. However, we do not expect these
proceedings, either individually or in the aggregate, to have a material adverse effect on our financial
position or results of operations.

Our pending legal proceedings include various civil and environmental claims and disputes
relating to the construction and operation of several power stations, transmission and distribution lines,
and other matters that arise in the normal course of our business. We have established areserve for
litigation and other contingent liabilities where we consider it probable that a claim will be resolved
unfavorably and where we can reasonably estimate the potential lossinvolved. This reserve, which also
includes provisions for other contingencies and uncertainties related to our operations, is included in other
non-current liabilities in the consolidated balance sheets in our consolidated financia statements, and
amounted to Lit. 1,704 billion at December 31, 2000, of which Lit. 727 billion related to legal
proceedings.

We have briefly summarized below the most significant proceedings. For a genera discussion of
legal proceedings, you should read note 22 to our consolidated financia statements.

Notwithstanding the fact that the relevant infrastructure is, in our opinion, in compliance with
applicable laws, we are currently defendants in numerous pending proceedings relating to the
electromagnetic fields created by our transmission and distribution lines and in some pending proceedings
relating to electromagnetic energy emanating from substations. In most of the proceedings, the plaintiffs
seek the relocation or removal of lines or substations that are near to inhabited or occupied residentia or
office buildings. In alimited number of proceedings, the plaintiffs aso seek damages based on our
alleged non-compliance with regulations setting maximum exposure levels or minimum distance
requirements for lines and substations or on the alleged health effects of exposure to electromagnetic
fields.

Alleged damage as aresult of exposure to eectromagnetic fields has also been the subject of
certain criminal proceedings in which we are involved. 1n June 1999, the criminal court of Rimini fined
us symbolic damages of Lit. 2 million in one proceeding and transferred the case to the civil court for the
quantification of the physica damage to the individua plaintiff. We have appeded the decision.

We are a so facing pending investigations regarding the alleged harmful effects of
electromagnetic fields created by our transmission and distribution lines. The public prosecutor of Venice
has initiated criminal investigations of two of our employees and the Chief Executive Officer of the
Gestore della Rete based on an alleged connection between certain instances of diseases (some of which
were fatal) that had occurred in the Veneto region and the electromagnetic fields created by our
transmission and distribution lines in that region. The court supervising the investigation has rejected the
public prosecutor’ s request to appoint an expert to evaluate the alleged causal connection between
electromagnetic fields and the cases identified on a number of grounds, including the vagueness of the
causal connection. In October 2000, the public prosecutor for the city of Turin initiated an investigation
against amanager and the chief executive officer of Terna as well as the chairman of our board on smilar
grounds as those alleged in the Veneto investigation for alleged damages occurring in the province of
Piedmont.
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In both cases, the transmission and distribution lines in question are in compliance with al
applicable laws. Moreover, we believe that certain of these proceedings have become moot as a result of
Law February 22, 2001, no. 36, enacted in March 2001, which replaced previous legidation on
electromagnetic fields and introduced measures for the restructuring of the Italian electricity grid. In any
event, if the outcome of the above civil cases is unfavorable to us, our potential liability would be limited
mainly to damages, to the extent plaintiffs satisfied their burden of proof by demonstrating a causal
connection between electromagnetic fields and the alleged damage. Y ou should read “Item 3. Key
Information—Risk Factors—Our core electricity business and other businesses are subject to numerous
environmental regulations that could significantly affect our results of operations and financia condition”
and “Item 4. Information on the Company—Regulatory Matters—Environmental Matters—
Electromagnetic Fields’ for amore detailed discussion of electromagnetic fields.

In 1997, acting on a claim brought by an Italian consumers association, the public prosecutor of
Rome commenced crimina proceedings against some of the current and former members of our board of
directors and board of statutory auditors on the basis of an alegation that they had approved false
financiad statements. In doing so, the public prosecutor appointed and relied on the opinion of an
independent expert who has alleged that:

We set up afund for charges that we incurred in connection with our interest in NERSA, a
French company operating in the nuclear power generation business, instead of reflecting
these charges as operating costs in our consolidated income statements; and

Therefore, we distributed to our sole shareholder income which had not accrued.

We are contesting these allegations on the grounds that we complied with applicable Italian law
and accounting principles in the transaction at issue. In particular, we complied with specia Itaian
legidation on state-owned enterprises that required us to obtain:

Experts' reports on our accounting treatment of the relevant transaction; and
The Treasury Ministry’s approval of that transaction.

Following arequest made by the new public prosecutor who is now conducting this criminal
investigation, the court supervising the investigation ordered a reassessment of the conclusions reached by
theinitial expert. We believe that the more recent reassessment made by a different independent expert
substantially confirms our position.

Since 1997, severa suppliers of equipment to our distribution division have brought civil actions
againgt us claiming that we abused our market power in the Italian electricity distribution sector by
imposing contractual terms and conditions on them. The plaintiffs have sought increases in the
compensation paid to them under supply contracts with us. The aggregate value of these claimsis
approximately Lit. 390 billion. We are contesting the suppliers’ claims. The first three decisions
rendered in these cases upheld our contention that civil courts lack jurisdiction to hear these cases. In
1995, the Antitrust Authority, prompted by smilar claims filed by the same suppliers, issued an opinion
inwhich it held that our conduct did not constitute an abuse of market power.

In April 2000, the Regional Authority of Puglia challenged before the Administrative Court of
Lazio the decree of the President of the Italian Council of Ministers which identified our company as the
prospective purchaser of Acquedotto Pugliese. The Regional Authority claims that the Government had
no power to issue such a decree, as matters relating to regional water resources fall within the jurisdiction
of regiona authorities, and that the procedure resulting in our selection violated Italian law, since the
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Regiona Authority of Puglia had not been consulted on the matter. The Regional Authority of Puglia has
also challenged the decree on the grounds that the government violated EU rules on state aids and the
protection of competition, and, aternatively, asked the Administrative Court to submit its claim to the
European Court of Justice. The Italian government is a party to al these proceedings and is actively
contesting the claims. In July 2000, the Italian Constitutional Court rejected two claims brought by the
Regionda Authority of Puglia challenging the Government decree providing for the transformation of
Acquedotto Pugliese into ajoint stock company. The Regional Authority of Puglia has brought a new
claim before the Constitutional Court chalenging the government on this matter. We believe that the
Regional Authority’s claims are essentially without merit. No assurance can be given, however, asto the
outcome of these proceedings or the ultimate effects of the claims on our acquisition of Acquedotto
Pugliese. We have commenced negotiations with the Regiona Authority relating to the purchase of
Acquedotto Pugliese and these proceedings.

In July 2000, we, Montedison and the Italian government signed an agreement apportioning our
joint liabilities of approximately Lit. 900 billion arising from the 1963 collapse of a hydroelectric dam in
the Vgjont area of northeast Italy, which devastated the area surrounding the dam. As the amounts we
had aready paid to victims were greater than our share of the apportioned total, we received
approximately Lit. 117 billion under the agreement from Montedison.

In July 2000, we, France Telecom and Deutsche Telekom settled various outstanding legal
proceedings arising from our claim in July 1999 that Deutsche Telekom had breached its non-competition
obligations under the shareholders agreement relating to WIND by signing a business combination
agreement with Telecom Italia. Pursuant to the settlement agreement, we and France Telecom purchased
the WIND shares held by Deutsche Telekom and raised our holdings in the joint venture to 56.63% and
43.37%, respectively.

In January 2001, certain participants in the bidding process for the sale of Elettrogen S.p.A., one
of the three Gencos that we are required to sell by 2003, challenged before the Administrative Court of
Lazio the governmental decree placing certain limitations on the ownership by public entities of the
Gencos share capital and requested the suspension of the sale procedures of Elettrogen. The request was
rejected by the court.

In March 2001, we challenged before the Administrative Court of Lazio the decision of the
Antitrust Authority to condition the is authorization of our acquisition of Infostrada S.p.A. on our disposal
of an additiona 5,500 MW of generation capacity. The Court is expected to hear the case in October
2001. Y ou should read “Item 4. Information on the Company—Bus ness—Telecommuni cations—
Infostrada—The Acquisition”.

Dividend Policy

Our shareholders are entitled to receive interim or annua dividends that our board recommends
and, in the case of annual dividends, that our shareholders approve. The following table shows our
dividends per share based on the 12,126,150,379 ordinary shares outstanding in each of the years
indicated. Prior to our initia public offering in November 1999, the Treasury Ministry was our sole
shareholder.
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Y ear ended December 31,
1996 1997 1998 1999 2000

Dividends per ordinary share (inlir€) .......ccevevverrencnn. 99.0 76.0 162.0 232.0 252.0
Dividends per ordinary share (in U.S. cents)(1)............. 5.8 4.3 8.6 11.3 12.2

(1) Wehave translated the historical dividend amounts into U.S. dollars using the noon buying rate or effective noon buying rate for
lirein effect on the respective payment dates. Y ou should read “Item 3. Key Information—Exchange Rates’ for a more detailed
discussion of historical exchange rates for lire. The effective noon buying rate for lire, which is based on the noon buying rate for
Euro, may differ from the rate that may be used by the Depositary for the ADSsin order to convert lireinto U.S. dollars for
purposes of making payments to holders of ADSs.

At our shareholder’s meeting on September 3, 1999, the Treasury Ministry, at that time our sole
shareholder, approved the distribution of an extraordinary dividend of Lit. 4,422 billion that was paid to
the Treasury Ministry in October 1999.

The dividends that we declared during the period prior to our initia public offering in November
1999 reflected our status as a company wholly owned by the Italian government. Y ou should not
consider our dividend pay-out ratio, or amount of dividends paid as a percentage of our earnings, during
this period as indicative of our future dividend pay-out ratio.

At our annual shareholders meeting on May 26, 2000, the shareholders approved our board of
directors’ proposa to pay an aggregate dividend of approximately Lit. 2,813 billion, or Lit. 232 per
ordinary share, in respect of the fiscal year ended December 31, 1999. The amount of the aggregate
dividend was equa to approximately 62% of our consolidated net income for the year and was paid on
June 22, 2000 to holders of record as of June 19, 2000.

At our annua shareholders meeting on May 25, 2001, the shareholders approved our board of
directors proposa to pay an aggregate dividend of approximately Lit. 3,056 billion, or Lit. 252 per
ordinary share, in respect of the fiscal year ended December 31, 2000. The amount of the aggregate
dividend was equal to approximately 72% of our consolidated net income for the year and was paid on
June 21, 2001 to holders of record as of June 18, 2000.

Italian law allows us to pay dividends only out of our statutory retained earnings, plus our
distributable reserves and statutory net income for the current year, net of the amount to be allocated to
the lega reserve in the subsequent year. Italian law requires companies to contribute 5% of their net
income each year to the legal reserve until the aggregate amount of this reserve is equa to 20% of the
aggregate par value of their issued and outstanding share capital. As the aggregate amount of our legal
reserve was equd to such aggregate par value, we did not alocate any of our 2000 net income to such a
reserve. Our board will recommend the payment of any future dividends in light of conditions then
exigting, including:

Our financial performance;

Cash and capita requirements;

Any restrictions in financing agreements;

Prevailing business conditions; and

Other factors, including the pay-out ratios of other European e ectricity companies.
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Any cash dividends we declare on or before July 8, 2001, the date on which our share capital will
be re-denominated into Euro, will be declared and paid in lire. From July 9, 2001, we will declare and
pay any dividendsin Euro. We will pay dividends on ordinary shares represented by ADSs to the
Depositary. The Depositary will convert the dividendsinto U.S. dollars at the prevailing rate of
exchange, net of conversion expenses of the Depositary and any applicable Italian withholding tax. The
amount of dividends received by holders of ADSsin U.S. dollars may be affected by fluctuations in
exchangerates. You should read “Item 3. Key Information—Exchange Rates’ and “ltem 3. Key
Information—Risk Factors—The dollar value of dividends we pay in respect of our ordinary shares and
ADSs will be affected by the Euro/dollar exchange rate” for a more detailed discussion of the risks of
Euro/dollar exchange rate fluctuations for holders of ADSs.

SIGNIFICANT CHANGES

On March 29, 2001, End Investment Holding BV, a Dutch company fully owned by us, acquired
from Mannesman Investment BV, an indirect, wholly owned subsidiary of Vodafone Group plc, 100% of
the capital stock of Infostrada, one of Italy’s leading providers of fixed-line telecommunications services
and the owner and operator of one of Italy’s leading Internet portals. The purchase price of the shares,
amounting to €7,250 million (Lit. 14,038 billion), was paid in full on the same date. As provided for in
the share purchase agreement, Mannesman Investment BV was a so repaid by us €132 million (Lit. 256
billion) representing a receivable against Infostrada that Mannesman Investment BV had previoudy
renounced in favor of Infostrada. In addition, on the same date, Enel Investment Holding BV paid
Vodafone €821.2 million (Lit. 1,590 billion) due to Vodafone by Infostrada and became a creditor of
Infostrada for the same amount.

The Acquisition of Infostrada was authorized by the European Commission on January 19, 2001,
while the authorization by the Antitrust Authority was issued on February 28, 2001. The authorization of
the Antitrust Authority is subject to our disposal of 5,500 MW of generation capacity. Please refer to
“Item 4. Information on the Company—Busi ness—T elecommuni cations—Infostrada—The Acquisition”
for amore detailed description of the transaction.

In the first half of 2001, we aso finalized the following transactions:

On March 29, 2001, we reached an agreement with ACEA (the utility company of the
Municipality of Rome) for the sale of the electricity distribution network of the municipalities
of Rome and Formello, serving approximately 709,000 customers, for atotal consideration of
Lit. 1,200 billion. Y ou should read “Item 4. Information on the Company—The Enel
Group—Consolidation of electricity distribution networks’ for further information on this
transaction.

In June 2001, we sold to the Regiona Authority of Vale d Aosta our hydroelectric plantsin
that region, having an aggregate gross installed capacity of 781 MW, together with 49% of
electricity distributor Deval S.p.A., for atotal consideration of Lit. 1, 650 billion.

In June 2001, End Investment Holding BV issued, under our medium term note program, a

€2 hillion bond guaranteed by Enel S.p.A. in order to refinance a portion of the debt we
incurred in connection with the acquisition of Infostrada. The bond has an annual coupon of
5% and matures in 2003.
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Item 9. The Offer and Ligting

MARKETSAND PRICE RANGE OF ADSsand ORDINARY SHARES

The principa trading market for our ordinary shares is the Mercato Telematico Azionario or
Telematico, the Italian automated screen-based trading system managed by the Borsa Italiana Sp.A. Our
shares are traded on Telematico under the symbol “ENEL”. American Depositary Shares or ADSs (each
representing 10 ordinary shares) are listed on the New Y ork Stock Exchange, where they are traded under
the symbol “EN”. Citibank, N.A. is our depositary for purposes of issuing the American Depositary
Receipts evidencing the ADSs. Trading in our ordinary shares on the Telematico and in our ADSs on the
New York Stock Exchange commenced on November 2, 1999.

The following table sets forth, for the periods indicated, the reported high and low sales prices of
the ADSs on the New Y ork Stock Exchange.

ADSs
High L ow
(in dollars)

1999

Fourth Quarter (starting Nov. 2)......cccceveevuene. 45.000 41.125
2000

First QUarter.....oveeeveeereceeseeeeeee e 46.000 38.625

SecoNd QUAITEN ........ccevererereiereree e renenes 45.375 40.750

Third QUArEN .....ccveeeeeereerereeereeeereeseseeseeeseeeseseens 44,6875 36.625

FOUrth QUArEr .......covveveeeereeeereeeeneeeeseeseeesesesenes 40.094 35.047
2001

First QUartEr......couoeevevereerereeeesseeessesessesesesessesenees 39.094  30.047

Second Quarter (through June 25).................... 34719  30.063
December 2000 — M ay 2001

December 2000.........cccreerereeeereeeeneeeeneeresereeeseees 39.547  35.047

January 2001 ..o 39.094  36.203

February 2001.........ccoceveveerreceerereeeeseesenns 37.547 33.750

March 2007 ..o sseessenes 35.250  30.047

ADPIIT 2001 34.719  32.203

May 2001......coreereeereeereeeeseee e seaes 33.500  31.000

The following table sets forth, for the periods indicated, the reported high and low “official” sales
prices for the ordinary shares on Telematico. Beginning on January 1, 1999, the prices of al publicly
traded stocks in Italy have been quoted in Euro.
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Ordinary

Shares
High L ow
(in Euro)

1999

Fourth Quarter (starting Nov. 2)......cccceeeevueene. 4.40 4,09
2000

First QUAarter.......coovoereneneeirereneeieeseseeeseseeeeees 471 3.78

SecoNd QUAITEN ........ceuerereeeieirreinieereeseesseeessesesnens 4.82 4.36

Third QUArEr ... 4,76 4.24

FOUrth QUArter.........oocveeeneeeeneeeineieereiseeeseeisees 4.57 397
2001

First Quarter 4.00 341

Second Quarter (through June 25).................... 3.89 358
December 2000 — M ay 2001

December 2000..........ccccoeverrereieneeeeeeeeerenenens 431 397

January 2001 ........cceeeererereeeernenerseressesesesessessseens 4.09 3.87

February 2001........c.oovverermeenrerenreneneereseseserenees 397 3.70

March 2001 ......covrererererereeeerreeessesessesesesessesenees 3.80 341

WY o1 22 0 TR 3.87 3.67

MaY 2001......coreeererereeereieereee et eeseseaes 375 352

Our ordinary shares are among the constituents of the MIB 30 Index, the primary Italian stock
market index.

As of June 29, 2001, 12,126,150,379 ordinary shares were outstanding. At the annual meeting
held on May 2001, our shareholders resolved to re-denominate our share capita in Euro and approved a
one-for-two reverse stock split to come into effect on July 9, 2001. Starting from that date, our share
capital will consist of 6,063,075,189 ordinary shares, each with a par value of €1.00, and each ADS will
represent 5 ordinary shares. In accordance with Italian law, in connection with the re-denomination, our
share capital will be rounded down by approximately Lit. 386 million, which we will allocate to a specia
statutory reserve.

Item 10. Additional Information

STOCK OPTION PLAN

In March 2000, our board of directors approved an executive stock option incentive plan, which
we refer to as the Plan, for the grant of options to certain of the Group’s senior managers (as identified by
the board of directors at the time of the grant).

The Plan distinguishes between options that, once vested, may be exercised after the first
anniversary of the grant date, or One Y ear Options, and those that, once vested, may be exercised only
after the third anniversary of the grant date, or Three Year Options. Of the Options granted to each
individua participant in any single year, 20% are One Y ear Options and the remaining 80% are Three
Y ear Options.

Options vest if the average reference price of our shares on Telematico over the last three months
of the year of the grant is higher than a target price determined by the board of directors at the time of the
grant. The board sets the Target Price with reference to securities analysts' estimates of the future price
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of our shares. If the Target Price isnot met in agiven year, al of the One Y ear Options and 30% of the
Three Y ear Options granted in that year do not vest and expire. However, the remaining 70% of the
Three Y ear Options granted in the year (56% of the Options) may still vest if (i) the price of our shares on
Telematico during the year of the grant outperforms a specified reference index over the same period and
(i) the actual growth in value of our business (*AGV") during the year of the grant (as determined using
aproprietary formula) exceeds the expected growth for that year, as determined by the board of directors
at the time of the grant. If these conditions are not met, the remaining 70% of Three Y ear Options may
also vest if the average reference price of our shares on Telematico over the last three months of the
second year following the grant is higher than the Target Price for the year of the grant, as adjusted for the
expected variation of the price of our shares in the following two years, as determined by the board of
directors each year.

One Year Options, if vested, may be exercised from the first to the fourth year following the
grant. Three Year Options, if vested, may be exercised in the third and fourth year following the grant.
In all cases, the Options may only be exercised within fifteen trading days following the shareholders
approval of the financia statements for the preceding fiscal year. The strike price of the Optionsis set by
the board of directors at a date no later than the date of the grant and cannot be lower than the average
reference price of our shares on Telematico during the month preceding the grant. Options are not
transferable, except in certain cases.

In March 2000, our board of directors granted an aggregate of 19,690,000 Options (in respect of
an equal number of ordinary shares) to 144 of our senior officers, including our Chief Executive Officer,
under the Plan. The number of Options granted to participating managers has been determined pursuant
to aformula based on the participant’s gross salary for the year in question and the value of the Three
Y ear Options, calculated according to market value indications supplied by primary financia institutions.
The Target Price of our stock in respect of the Options granted in 2000 was set a €4.70. Since such
Target Price was not met in 2000, all One Y ear Options and 30% of the Three Y ear Options did not vest
and expired. However, in the same year, (i) the price of our shares on Telematico outperformed the
specified reference index and (ii) the AGV exceeded the expected rate of growth, as determined by the
board of directors a the time of the grant. Asaresult, 70% of the Three Y ear Options (equa to
11,026,400 options) vested and will become exercisable in the periods provided for by the Plan. The

strike price of Options granted in 2000 was set at €4.30 per share.

In April 2001, our board of directors granted an aggregate of 68,548,100 Options (in respect of an
equal number of ordinary shares) to 381 of our senior officers, including our Chief Executive Officer,
under the Plan. The number of Options granted to participating managers has been determined pursuant
to aformula based on the participant’s gross salary for the year in question and the value of the Three
Y ear Options, calculated according to market value indications supplied by primary financia institutions.
The Target Price of our stock in respect of the Options granted in 2001 was set at €4.40. The strike price
of Options granted in 2001 was set at €3.636 per share.

As authorized by our shareholdersin December 1999, on April 9, 2001, our board of directors
resolved: (i) to increase our share capital by an amount not to exceed Lit. 11,026,400,000 through the
issuance of a maximum of 11,026,400 new ordinary shares with a par value of Lit. 1,000 each, at a price
of €4.30, reserved for issuance upon the exercise of Options granted under the terms of the Plan to our
executives selected in March 2000 and (ii) to increase our share capital by an amount not to exceed Lit.
68,548,100,000 through the issuance a maximum of 68,548,100 new ordinary shares with a par value of
Lit. 1,000 each, at a price of €3.636, reserved for issuance upon the exercise of Options granted under the
terms of the Plan to our executives selected in April 2001.
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In May 2001, our shareholders authorized the board of directors to increase our outstanding share
capital by an amount not to exceed €60,630,750 in order to permit the issuance (in one or more tranches
over afive-year period ending in May 2006) of a maximum of 60,630,750 new ordinary shares to be
reserved for issuance upon exercise of options granted to members of our senior management selected by
our board under the terms of executive stock option plans approved by our board from time to time. At
the same time, our shareholders revoked the authorization granted to our board of directorsin December
1999 for the same purpose, with regard to capital increases not yet resolved under such authorization.

BY-LAWS

The following is a summary of certain information concerning the Company’ s shares and by-laws
(Satuto) and of Italian law applicable to companies whose shares are listed in a regulated market in the
European Union, asin effect at the date of this annual report. The summary contains al the information
that the Company considers to be material regarding the shares but does not purport to be complete and is
qudified in its entirety by reference to the by-laws or Italian law, as the case may be.

General

The issued and outstanding share capital of the Company consists of 12,126,150,379 ordinary
shares, each with a par value of 1,000 lire. In May 2001, the Company’s shareholders approved the re-
denomination of our share capital in Euro and a one-for-two reverse stock split, effective July 9, 2001.

As areault, starting from that date, the share capital of the Company will consist of 6,063,075,189
ordinary shares, each with a par value of €1.00. In accordance with Italian law, in connection with the re-
denomination, our share capital will be rounded down by approximately Lit. 386 million, which we will
alocate to a specia statutory reserve. All of the issued and outstanding shares are fully paid, non-
assessable and in registered form.

The Company, whose registered office isin Rome, Italy, at Viae Regina Margheritan. 137, is
registered with the Italian Companies Register held by the Chamber of Commerce of Rome at n.
00811720580.

As set forth in Article 4 of the by-laws, the Company’ s corporate purpose is to acquire and
manage equity holdings in Italian and foreign companies, and to provide such companies with strategic
guidelines regarding their industrial organization and business activities. Through affiliates or
subsidiaries, the Company operates principally in (i) the eectricity industry, including the activities of
production, importation and exportation, distribution and sale, as well as transmission within the limits of
existing legidation; (ii) in the energy industry in generd, including the fuel sector, and the field of
environmenta protection, as well asin the water sector; (iii) the communication, telematics and
information-technology industries and those of multimedia and interactive services; and (iv) the network-
based services sector (electricity, water, gas, district heating, telecommunications) and those which, in
any case, provide metropolitan serviceslocaly. The Company is generally authorized to take any actions
necessary or useful to achieve its corporate purpose.

Authorization of Shares

The board of directors of the Company is authorized, for a period of five years from the
shareholders' resolution of May 25, 2001, to increase the share capital by a maximum total amount of
€60,630,750 in order to permit the issuance (in one or more tranches over a five-year period ending in
May 2006) of a maximum of 60,630,750 new ordinary shares under the terms of the Company’s
executive stock option incentive plan. At the same time, our shareholders revoked the authorization
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granted to our board of directors in December 1999 for the same purpose, with regard to capita increases
not yet approved under such authorization.

Under the 1999 authorization, on April 9, 2001, the board of directors resolved: (i) to increase the
share capital by payment by a maximum amount of Lit. 11,026,400,000 through the issue of a maximum

number of 11,026,400 new ordinary shares with a par value of Lit. 1,000 each, at a price of €4.30,
reserved for subscription to the executives of the Company and/or subsidiaries thereof, who were selected
on March 3, 2000 to participate in the executive stock option incentive plan for 2000; (ii) to increase the
share capita by payment by a maximum amount of Lit. 68,548,100,000 through the issue of a maximum

number of 68,548,100 new ordinary shares with a par value of Lit. 1,000 each, at a price of €3.636,
reserved for subscription to the executives of the Company and/or its subsidiaries thereof, who were
selected on April 9, 2001 to participate in the executive stock option incentive plan for 2001. Following
the re-denomination in Euro of the Company’s share capital and the one-for-two reverse stock split,
effective July 9, 2001, the capital increases approved by the board of directors on April 9, 2001 will be

expressed in Euro and the strike price will be €8.60 and €7.272, respectively.
Form and Transfer of Shares

Pursuant to Legidative Decree No. 58 of February 24, 1998 (“Decree No. 58”), Legidative
Decree No. 213 of June 24, 1998 (“Decree No. 213") and implementing Regulation No. 11768 of
December 23, 1998 (“Regulation No. 11768"), as amended in April 2000 and April 2001, of CONSOB,
since January 1, 1999, it is no longer possible for a shareholder to obtain the physical delivery of share
certificates representing shares of Italian listed companies. Upon full implementation, shares of Italian
listed companies will no longer be represented by paper certificates and the transfer and exchange of
shares will take place exclusively through an el ectronic book-entry system. All shares must, accordingly,
be deposited by their owners with an intermediary (each an “Intermediary”), which is defined by
Regulation No. 11768 as.

an Italian or EU bank;

anon-EU bank authorized by the Bank of Italy to operate in the Italian market;

Societa di Intermediazione Mobiliare, or SIM;

an EU investment company;

anon-EU investment company authorized by CONSOB to provide investment servicesin Italy;

an Italian asset management company;

a stock broker;

the company which has issued the shares,

the controlling shareholder of the company which has issued the shares;

the Bank of Italy;

an EU or non-EU entity operating a centralized clearing system;

156



afinancia intermediary operating a clearing system governed by art. 69 (2) and 79 of Decree
No. 58;

afinancia intermediary registered on the list kept by the Bank of Italy under art. 107 of
Legidative Decree No. 385 of September 1, 1993;

the Italian Post Office (Poste Italiane S.p.A.); or

Cassa Depositi e Predtiti (a state-owned entity mainly responsible for extending loans to public
administration bodies).

The Intermediary will in turn deposit the shares with Monte Titoli or with another company
authorized by CONSOB to operate a centralized clearing system.

To transfer shares under the system introduced by Decree No. 213, owners of shares are required
to give instructions to their Intermediaries. If the transferee is a client of the transferor’ s Intermediary, the
Intermediary will simply transfer the shares from the transferor’ s account to the account of the transferee.
If, however, the transferee is a client of another Intermediary, the transferor’s Intermediary will instruct
the company operating a centralized clearing system to transfer the shares to the account of the
transferee’ s Intermediary, which will then record the shares in the transferee’ s account.

Each Intermediary maintains a custody account for each of its clients setting out the financia
instruments of such client and keeps arecord of al transfers, payment of dividends, exercise of rights
attributable to such instruments, charges or other encumbrances on the instruments. The account holder or
any other dligible party (for example, in the case of a pledge over the financia instrument, the pledge
holder) may submit a request to the Intermediary for the issue of a certified statement of account. The
request must indicate the quantity of the financia instruments in respect of which the statement is
requested, the rights which the applicant intends to exercise (and, in the case of rights exercisable at
shareholders’ mestings, the date and nature of the meeting) and the duration in respect of which the
certificate’ s validity is required. Within five days from the receipt of such request, the Intermediary shall
issue a certified statement of account that constitutes evidence of the account holder’ s ownership of the
financia instruments indicated. Once a certificate has been issued, the Intermediary may not effect any
transfer of the corresponding securities until the certificate expires or is returned.

The new book-entry system commenced operations on October 5, 1998, when Monte Titoli
cancelled al certificates representing listed financial instruments in its possession and returned them to
the issuing companies. At the same time, Monte Titoli registered the shares in accounts held under the
name of the depositing Intermediaries and gave them and the issuing companies notice of the registration.
The Intermediaries, in turn, registered the shares in the shareholders' accounts. Since January 1, 1999,
shareholders of listed companies have been alowed to exercise their rights only after they have deposited
their share certificates with an Intermediary and authorized it to deposit the shares with a company
operating a centralized clearing system.

As aresult of the foregoing, it is not possible for a shareholder to obtain physica delivery of
share certificates representing our ordinary shares. Instead, transfers of shares are possible only using the
procedures described above.

Limitations on shareholdings

Our by-laws provide that no shareholder, other than the Italian government, may own ordinary
shares representing 3% or more of our voting share capital. The 3% limit may be cancelled only after a
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three-year period from its introduction has expired. This limit does not apply in the event that it is
exceeded as aresult of certain types of tender offers as provided under Itdian law.

The limitation on shareholding is caculated taking into account, among other things, shares
owned by:

Controlling entities and directly or indirectly controlled entities, as well as entities controlled
by the same controlling entity; and

Affiliated personal entities, including spouses and other closely related personal relatives.

Our by-laws restrict the ability of any entity to exercise any voting rights attributable to ordinary
shares held or controlled by that entity representing more than 3% of our voting share capital. This
restriction does not apply to any shareholdings held by the Italian state, other public entities, or other
entities controlled by the state or other public entities. The voting rights of each entity to whom this limit
on shareholding applies are reduced correspondingly. In the event that ordinary shares held or controlled
in excess of the 3% threshold are voted, any shareholders' resolution adopted pursuant to this vote may be
challenged if the maority required to approve this resolution would not have been reached without the
vote of ordinary shares exceeding this threshold. Ordinary shares not entitled to be voted are nevertheless
counted for purposes of determining the quorum at a shareholders meeting. Further limitations on
shareholding result from the specia powers of the Treasury Ministry.

Special powersof the Treasury Ministry

The Italian privatization law and our by-laws confer upon the Italian government, acting through
the Treasury Ministry, certain special powers with respect to our business and actions by our
shareholders. These powers apply regardless of the Treasury Ministry’s shareholding in us. The
government may review the scope and duration of the Treasury Ministry’s special powers starting from
September 2004. In this review, the government will take into account, among other factors, the
liberalization level achieved by that time in the European energy sector. The Treasury Ministry exercises
these specia powers after consultation with, and with the agreement of, the Industry Ministry.

Our by-laws reflect the following specia powers of the Treasury Ministry:

Approval of material acquisitions of shares. The Treasury Ministry must approve or disapprove
the acquisition of material interestsin our share capital. Our by-laws define materia interests as interests
representing 3% or more of our voting share capita (including ordinary shares held in the form of
American Depositary Shares). This limit is based on the limit currently set by the Treasury Ministry under
the privatization law. If the Treasury Ministry changes this limit, we will amend our by-laws accordingly.
Our board of directors must file a notice with the Treasury Ministry at the time an acquiror of a material
interest files a request for registration with the register of shareholders. Approva or disapproval by the
Treasury Ministry must be given within 60 days from the date of this notice. Until the approval is granted,
or in any case after the expiration of the 60-day period without the approval having been granted, the
purchaser may not exercise any rights, including voting rights, other than economic rights pertaining to
the ordinary shares representing the material interest. In the event the approval is denied by the Treasury
Ministry or the 60-day period has expired without the approva having been granted, the purchaser must
sell the ordinary shares representing the material interest within one year and may not exercise any rights,
including voting rights, other than economic rights pertaining to these ordinary shares, in the interim. In
the event of failure to comply with this requirement, the Treasury Ministry may petition the courts to
order the forced sale of the ordinary shares representing the materia interest. Holders and beneficial
owners of ADSs are also subject to the 3% limit.
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Approval of material shareholders agreements. The Treasury Ministry has the authority to
approve or disapprove material shareholders agreements or other arrangements, which are currently
defined in our by-laws as shareholders agreements or other arrangements relating to 5% or more of our
voting share capital. However, the Treasury Ministry may lower this limit in the future. The approval or
the disapproval must be given within 60 days from the date of the notice to be provided to the Treasury
Ministry by CONSOB following the notifications of these material shareholders' agreements or other
arrangements to CONSOB. Until the approval is granted, or in any case after the expiration of the 60-day
period without the approval having been granted, shareholders that are parties to the agreement or other
arrangement may not exercise any rights, including voting rights, other than economic rights pertaining to
the ordinary shares subject to the agreement or other arrangement. In the event the approval is denied by
the Treasury Ministry or the 60-day period has expired without the approva having been granted, the
agreement is deemed ineffective. If the conduct of shareholders during a shareholders meeting
nevertheless supports an inference that the shareholders are acting pursuant to the terms of such a
shareholders agreement or other arrangement, then any resolutions adopted at that meeting that would
not have been adopted but for the vote of these shareholders may be challenged.

Members of our Board of Directors and Board of Satutory Auditors. The Treasury Ministry has
the power to appoint one member of our board of directors and the chairman of our Board of Statutory
Auditors in addition to the members elected by the Treasury Ministry as a sharehol der.

Veto power over material changes. The Treasury Ministry may veto resolutions to dissolve us,
cause a sgnificant transfer of our business, merge or demerge, transfer our registered office outside of
Italy, change our corporate purpose or eliminate or modify any of the Treasury Ministry’s specia powers.

The special powers of the Treasury Ministry reflected in our by-laws have also been introduced
into the by-laws of Enel Produzione, Terna and Enel Distribuzione.

Dividend Rights

The payment by the Company of any annua dividend is proposed by the board of directors and is
subject to the approva of the shareholders at the annual shareholders' meeting. Before dividends may be
paid out of the Company’s unconsolidated net income in any year, an amount equa to 5% of such net
income must be alocated to the Company’s legal reserve until such reserve is at least equa to one-fifth of
the par value of the Company’s issued share capital. As of December 31, 2000, the amount of our legal
reserve was equal to such aggregate par value. If the Company’s capital is reduced as a result of
accumulated losses, dividends may not be paid until the capital is reconstituted or reduced by the amount
of such losses. The board of directors may authorize the distribution of interim dividends, subject to
certain statutory limitations.

Dividends are payable to those persons who hold the shares through an Intermediary on the
dividend payment date declared by the shareholders meeting. Dividends not collected within five years
from the dividend payment date are forfeited to the benefit of the Company. Paymentsin respect of
dividends are distributed through Monte Titoli on behaf of each shareholder by the Intermediary with
which the shareholder has deposited its shares. Holders of ADSs will be entitled to receive paymentsin
respect of dividends on the underlying shares through Citibank N.A., as ADR depositary, in accordance
with the deposit agreement relating to the ADRs. See “Item 8. Financial Information—Other Financia
Information—Dividend Policy.”
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Voting Rights

Shareholders are entitled to one vote per share, athough a date voting system appliesin case of
appointment of members of the board of directors and of the board of statutory auditors. See “—Minority
Shareholders' Rights’.

Proxy solicitation is possible. Solicitation can be conducted only by certain professional
investment and financial intermediaries, as well as certain companies whose sole purpose isto carry out
proxy solicitation, on behalf of a qualified soliciting shareholder. With respect to Enel, aquaified
soliciting shareholder has been defined by CONSOB as one or more shareholders who own and have
owned at least 0.5% of the voting capita of the Company for more than six months and who have been
registered with the Company as having been shareholders of at least 0.5% of the voting capital of the
Company for the same period of time. CONSOB periodically reconsiders the threshold to qualify asa
qualified soliciting shareholder of Enel and could raise such threshold to up to 1% of the voting capital of
the Company.

Proxies may be collected by a shareholders association provided that such association has been
formed by notarized private agreement, does not carry out business activities and is made up of at least 50
individuals, each of whom owns not more than 0.1% of the Company’ s voting capital. Members of the
shareholders association may, but are not obliged to, grant proxiesto the legal representative of the
association, and proxies may aso be granted in respect of only certain of the matters to be discussed at the
relevant shareholders meeting. The association may vote in different manners in compliance with the
instructions expressed by each member who has granted a proxy to the association.

As aregistered shareholder and ADR depositary, Citibank N.A. or its nominee is entitled to vote
the shares underlying the ADSs. The Deposit Agreement requires Citibank (or its nominee) to accept
voting instructions from owners of ADSs and to execute such instructions to the extent permitted by law.

Board of Directors

Pursuant to the Company’ s by-laws, the Company’s board of directors must consist of no less
than three and no more than nine members. The board of directorsis elected at a shareholders meeting
for aterm of up to three years. Members are digible for re-election. Asto the election of directors, see
“—Minority Shareholders Rights.”

In accordance with the by-laws, the board of directorsis responsible for the management of our
business. It has the power to take al actions consistent with the corporate purpose described in the by-
laws, except for the actions that by applicable law or the by-laws may only be taken by our shareholders.

The chairman and chief executive officer are our legal representatives. The chief executive
officer generally has the power to represent us within the scope of the functions delegated to him. For
specific actions or categories of actions, the power to represent us can be delegated by the holder of such
power to one of our employees or to third parties.

The quorum for board meetings is amagjority of the membersin place. Resolutions are adopted
by amgjority of votes of those present. A board meeting may be called by the chairman on his or her
own initiative, must be called upon arequest of the majority of the board’s members or upon request of
the board of statutory auditors (or at least two of its members) and also must be called upon a request for
ameeting for specific purposes of two directors (or one director when the board is composed of three
members).
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The board has the power to delegate certain of its powers to one of its members, and determines
the powers and the functions delegated to such person. Under applicable law and our by-laws, the board
may not delegate certain of its responsibilities, such as the approval of the financial statements or
proposals of increases or reductions of our capital.

Under Italian law, directors having a conflicting interest with the company regarding a proposed
resolution must inform the other directors about the conflict and abstain from voting on the resolution.
Resolutions adopted in breach of this rule may be chalenged by dissenting or absent directors or the
statutory auditorsif the required majority would not have been attained without the vote of the director
having a conflict of interests, and conflicted directors may be held liable for damages to the Company
resulting from a resolution adopted in breach of this rule (see “Minority Shareholders Rights’).

Under Italian law, directors may be removed from office at any time by the vote of shareholders
at an ordinary shareholders meeting although, if removed in circumstances where there was no just
cause, such directors may have a claim for indemnification against the Company. Directors may resign at
any time by written notice to the board of directors and to the chairman of the board of statutory auditors.
The board of directors must appoint substitute directors to fill vacancies arising from removals or
resignations, subject to the approval of the board of statutory auditors, to serve until the next
shareholders' meeting, except for the director appointed by the Treasury Ministry, whose vacancy must
be filled in by a substitute director also appointed by the Treasury Ministry (see “-Specid powers of the
Treasury Ministry-Members of our Board of Directors and Board of Statutory Auditors’). If at any timea
majority of the then current members of the board of directors resign or otherwise cease to be directors,
the entire board of directors will be considered to have lapsed and the remaining members of the board of
directors (or the board of statutory auditorsif all the members of the board of directors have resigned or
ceased to be directors) must promptly call an ordinary shareholders' meeting to appoint a new board of
directors.

The compensation of directors is determined by shareholders at ordinary shareholders meetings.
The board of directors determines, upon the proposal of the board compensation committee, the
compensation of the chief executive officer and the directors to which certain powers have been
delegated. Directors are entitled to reimbursement for expenses reasonably incurred in connection with
their functions.

Statutory Auditors

Under Itaian law, in addition to eecting the board of directors, the Company’s shareholders elect
aboard of statutory auditors (Collegio Sndacale). At ordinary shareholders meetings of the Company,
the statutory auditors are elected for aterm of three years, may be re-elected for successive terms and may
be removed only for cause and with the approval of a competent court. Each member of the board of
statutory auditors must provide certain evidence that he isin good standing and meets certain professional
standards.

Pursuant to certain provisions of Decree No. 58, applicable from July 1, 1998 to Itaian
companies whose shares are listed on regulated markets of EU Member States, the by-laws of listed
companies must:

specify the number of statutory auditors (not fewer than three) and alternate members (not fewer than
two);

regulate the appointment of the chairman of the board of statutory auditors;
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limit the number of mandates that the statutory auditors may have in other companies; and

include clauses ensuring that minority shareholders may elect one statutory auditor (or two if
the board is composed of more than three members).

The Company’s by-laws currently provide that the board of statutory auditors shall consist of
three statutory auditors and two alternate statutory auditors (who are automatically substituted for a
statutory auditor who resigns or is otherwise unable to serve). The by-laws aso provide that the statutory
auditors may not hold the position of statutory auditor in five or more other listed companies (not
counting subsidiaries of the Company). Asto the election of statutory auditors please refer to “—Minority
Shareholders Rights.”

Decree No. 58 provides further that the board of statutory auditors will be required to verify that
the Company (i) complies with applicable law and its by-laws, (ii) respects the principles of correct
administration, (iii) maintains adequate organizationa structure, internal controls and administrative and
accounting systems and (iv) adequately instructs its subsidiaries to transmit to the Company information
relevant to the disclosure obligations of the Company.

The Company’s board of statutory auditorsis required to meet at least once each quarter. In
addition, the statutory auditors of the Company must be present at meetings of the Company’ s board of
directors and shareholders meetings and at meetings of the Company’ s executive committee, if any. The
statutory auditors may decide to call a meeting of the shareholders, the board of directors or the executive
committee, ask the directors for information on the management of the Company, carry out inspections
and verifications at the Company and exchange information with the Company’ s external auditors. The
board of directors must report to the statutory auditors at least quarterly on its activities and on the main
transactions carried out by the Company. Any shareholder may submit a complaint to the board of
statutory auditors regarding facts that such shareholder believes should be subject to scrutiny by the board
of statutory auditors, which must take any complaint into account in its report to the shareholders
meeting. If shareholders collectively representing 2% of the Company’s share capital submit such a
complaint, the board of statutory auditors must promptly undertake an investigation and present its
findings and any recommendations to a shareholders meeting (which must be convened immediately if
the complaint appears to have a reasonable basis and there is an urgent need to take action). The board of
statutory auditors may report to the competent court serious breaches of the duties of the directors. The
Company’s board of statutory auditorsis also required to notify CONSOB without delay of any
irregularities found during its review activities. CONSOB may report to the competent court serious
breaches of the duties of the statutory auditors of alisted company.

External Auditors

Decree No. 58 requires companies whose shares are listed on regulated markets of EU Member
States to appoint afirm of external auditors that shall verify (i) during the fiscal year, that the company’s
accounting records are correctly kept and accurately reflect the company’ s activities, and (ii) that the
financial statements correspond to the accounting records and the verifications conducted by the externa
auditors and comply with applicable rules. The externa auditors express their opinion on the financia
statements in areport that may be consulted by the shareholders prior to the annua shareholders
mesting.

The external auditors are appointed by a resolution taken at the annua shareholders’ meeting for

athree-year term (which may not be renewed more than twice). Such appointment must be notified to
CONSOB.
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On August 2, 1999, Arthur Andersen S.p.A., with registered offices at Via Campania 47, Rome,
was appointed as the Company’ s externa auditors for a three year period.

M eetings of Shareholders

Shareholders are entitled to attend and vote at ordinary and extraordinary shareholders' meetings.
Votes may be cast persondly or by proxy. Shareholders meetings may be called by the Company’s
board of directors (or the board of statutory auditors) and must be called if requested by holders of at least
20% of the issued and outstanding shares. Shareholders' meetings may also be called if requested by
holders of at least 10% of the issued and outstanding shares. In this latter case, however, the board of
directors may refuse to cdl the meeting if it believes that calling such a meeting conflicts with the
Company’ sinterest; any dispute arising from such arefusal must be resolved by the competent court.
Shareholders are informed of al shareholders meetings to be held by publication of anotice in the Itdian
Official Gazette (Gazzetta Ufficiale) at least 30 days before the date fixed for the meeting (20 daysif the
meeting is called by holders of 10% or more but less than 20% of the Company’s share capital and 15
days for meetings convened pending a tender offer launched on the Company’s shares). The noticeis
also published in at least two national daily newspapers, as recommended by CONSOB.

Shareholders meetings must be convened at |east once a year. The annual unconsolidated
financid statements of the Company are submitted for approva to the ordinary shareholders meeting
which must be convened within six months after the end of the financia year to which such financial
statements relate. At ordinary shareholders meetings, shareholders also appoint the externa auditors,
approve the distribution of dividends, appoint the board of directors and statutory auditors, determine
their remuneration and vote on any business matter submitted by the directors.

Extraordinary shareholders meetings may be called to pass upon proposed amendments to the
by-laws, capital increases and reductions, mergers, spinoffs, dissolutions, issuance of debentures,
appointment of receivers and similar extraordinary actions. The notice of a shareholders' meeting may
specify up to two or three meeting dates, respectively, for an ordinary or extraordinary shareholders
meeting; such meeting dates are generally referred to as “calls.”

The quorum required for shareholder action at an ordinary shareholders’ meeting on first call is at
least 50% of the total number of issued and outstanding shares, while on second call there is no quorum
requirement. In either case, resolutions may be approved by holders of the mgjority of the shares present
or represented at the meeting. The quorum required at an extraordinary shareholders meeting on first,
second and third call is more than 50%, one-third and one-fifth, respectively, of the issued and
outstanding shares of the Company. Resolutions of any extraordinary shareholders' meeting require the
approvd of at least two-thirds of the holders of shares present or represented at such meeting.

To attend any shareholders' meeting, holders of shares mugt, at least five days prior to the date
fixed for the meeting on first call, deposit at the offices of the Company or with such agent or bank as
may be specified in the notice of meeting a certified statement of account which evidences their
ownership of the shares in exchange for an admission ticket for the meeting. Such statements may be
obtained by owners of shares through the Intermediary associated with Monte Titoli (or another
centralized clearing institution authorized pursuant to Decree No. 58). Alternatively, beneficial owners
may instruct the relevant Intermediaries to provide the admission tickets and proxy forms.

Shareholders may attend the shareholders meeting by proxy. A proxy may be given only for a

single shareholders meeting (including, however, the first, second and third calls of such meeting) and
may be exercised only by the person expressly named in the applicable form. The person exercising the
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proxy can be neither a subsidiary of the Company, a director, statutory auditor, or employee of the
Company or of any of its subsidiaries nor an externa auditor.

Proxies may be solicited by an Intermediary (banks or investment companies, asset management
companies and companies having proxy solicitation as their sole purpose) on behaf of aqudified
soliciting shareholder (a shareholder who owns and has owned at least 0.5% of the Company’s voting
capitd for at least six months and who has been registered with the Company as holder of such shares for
the same period of time). Proxies may aso be collected by a shareholders' association from among its
members provided that such association has been formed by notarized private agreement, does not carry
out business activities other than those relevant to the purpose of the association and is made up of at least
50 individuals each of whom owns not more than 0.1% of the Company’s voting capital. Members of the
shareholders association may, but are not obliged to, grant proxies to the legal representative of the
association and proxies may aso be granted in respect of only certain of the matters to be discussed at the
relevant shareholders meeting. The association may vote in different manners in compliance with the
instructions given by each member who has granted a proxy to the association. CONSOB has established
provisions which govern the transparency and proper performance of the solicitation and collection of
proxies.

Preemptive Rights

Pursuant to Italian law, holders of shares are entitled to subscribe for new issuances of shares,
debentures convertible into shares and any other warrants, rights or options entitling the holders to
subscribe for shares in proportion to their holdings, unless such issues are for non-cash consideration or
preemptive rights are waived or limited by a resolution adopted at an extraordinary shareholders
meeting. There can be no assurance that the owners of ADSs will be able to exercise fully any preemptive
rights to which the holders of shares are entitled.

Reportsto Shareholders

The Company is required to publish audited annual unconsolidated financial statements and
audited annual consolidated financiad statements, al prepared in conformity with Italian GAAP and in the
Italian language. The Company aso produces an annual report to shareholders in the Italian language
which contains a directors' report together with audited financial statements (consolidated and
unconsolidated) of the Company.

The Company is required to produce semi-annual and quarterly reports to shareholdersin the
Italian language which contain adirectors’ report as well as unaudited semi-annua and quarterly
condensed unconsolidated and consolidated financial statements of the Company. The Company is aso
required to prepare annual reports on Form 20-F to be filed with the U.S. Securities and Exchange
Commission containing, among other matters, audited consolidated financia statements of the Company.

Preference Shares and Savings Shares

Italian companies are permitted in accordance with Italian law to issue preference shares or
savings shares, if their by-laws provide for such issuance. The Company’s by-laws currently do not
provide for such issuance and would need to be amended at an extraordinary shareholders meeting to
allow the Company to issue preference shares or savings shares. Preference shares would typically not be
entitled to vote in an ordinary shareholders' meeting, but would be entitled to vote together with the
ordinary sharesin extraordinary shareholders meetings and could be entitled to vote in ordinary
shareholders meetings as well if their terms so provided. Savings shares are entitled to vote in neither
ordinary nor extraordinary shareholders meetings. However, Italian law provides for special meetings of
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holders of each class of shares for the approval of resolutions adopted by the shareholders which affect
their rights vis-a-vis the other classes of shares. Preference shares would have preferentia rightsto the
payment of dividends and to the repayment of capita in the event of liquidation. Savings shares typicaly
have preferential rights to the payment of dividends, but the by-laws may provide for different or
additiona preferential rights.

Liquidation Rights

Pursuant to Italian law and subject to the satisfaction of the claims of all creditors, shareholders
are entitled to a distribution in liquidation that is equal to the nominal value of their shares (to the extent
available out of the net assets of the Company). Holders of preferred shares, if any such shares are issued
in the future by the Company, would be entitled to a priority right to any such distribution from
liquidation. Holders of savings shares, if any such shares are issued in the future by the Company and if
the Company’ s by-laws so provide, would be entitled to a priority right to any distribution from
liquidation. Thereafter, al shareholders would rank equally in their claims to the distribution or surplus
assets, if any.

Pur chase by the Company of its Own Shares

The Company is permitted to purchase its own shares, subject to certain conditions and
limitations provided by Italian law. Such shares may only be purchased out of profits available for
dividends or out of distributable reserves, in each case as appearing on the latest shareholder-approved
unconsolidated financia statements. In addition, the Company may only repurchase fully paid-in shares.
Such purchases must be authorized by an ordinary shareholders meeting. The number of sharesto be
acquired, together with any shares previoudy acquired by the Company or any of its subsidiaries may not
(except in limited circumstances) exceed in aggregate 10% of the total number of shares then issued and
outstanding and the aggregate purchase price of such shares may not exceed the amount specifically
approved by shareholders. Shares held in excess of such 10% limit must be sold within one year of the
date of purchase. Similar limitations apply with respect to purchases of the shares of the Company by its
subsidiaries.

A corresponding reserve equa to the purchase price of such shares must be created in the balance
sheet, and such reserveis not available for distribution unless such shares are sold or canceled. Shares
purchased and held by the Company may be resold only pursuant to aresolution of the shareholders
adopted at an ordinary shareholders meeting. The voting rights attaching to the shares held by the
Company or its subsidiaries cannot be exercised, but the shares can be counted for quorum purposes at
shareholders meetings. Dividends and other rights, including pre-emptive rights, attaching to such shares
will accrue to the benefit of other shareholders.

Decree No. 58 provides that the purchase by a listed company of its own shares and the purchase
of shares of alisted company by its subsidiaries must take place by way of a public tender offer or on the
market, in a manner agreed with Borsa Italiana, ensuring the equality of treatment among shareholders.
Subject to certain limitations, the foregoing does not apply to shares being purchased by a company from
its employees or from the employees of its controlling company or subsidiaries.

At the date hereof, the Company does not own, directly or indirectly, any of its own shares.

Notification of the Acquisition of Sharesand Voting Rights

Pursuant to Italian securities laws, including Decree No. 58 and CONSOB Regulation
No. 11971/1999, any acquisition of any interest in excess of 2% in the voting shares of alisted company
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must be notified to CONSOB and the company whose shares are acquired. The voting rights attributable
to the shares in respect of which such notification has not been made may not be exercised. Any
resolution taken in violation of the foregoing may be annulled if the resolution would not have been
adopted in the absence of such votes.

In addition, any person whose aggregate interest in the voting shares of a listed company exceeds
or falls below 2%, 5%, 7.5%, 10% and successive percentages being multiples of 5, respectively, of the
listed company’ s voting share capital, is obliged to notify CONSOB and the issuer. For the purpose of
calculating these ownership thresholds, shares owned by any person, irrespective of whether the voting
rights attributable thereto are exercisable by such person or by athird party, are taken into consideration
and, except in certain circumstances, account must also be taken of shares held through, or shares the
voting rights of which are exercisable by, subsidiaries, fiduciaries or intermediaries. For the purpose of
calculating the ownership thresholds of 5%, 10%, 25%, 50% and 75%, shares which: (i) a person has an
option to, directly or indirectly, acquire or sell; and (ii) a person may acquire further to the exercise of a
warrant or conversion right which is exercisable within 60 days, must aso be taken into account. The
notification must be repeated when such person, upon the exercise of the right referred to in (i) or
(i) above, acquires or sells shares which cause his aggregate ownership in the listed company to exceed
or fall below the relevant thresholds. Notification must be made (except in certain circumstances) within
five trading days of the event which gives rise to the notification obligation.

Cross ownership of listed companies may not exceed 2% of their respective voting shares and
cross ownership between alisted company and an unlisted company may not exceed 2% of the voting
shares of the listed company and 10% of the voting shares of the unlisted company. If the relative
threshold is exceeded, the company which is the latter to exceed such threshold may not exercise the
voting rights attributable to the sharesin excess of the threshold and must sell the excess shares within a
period of 12 months. If the company does not sell the excess shares, it may not exercise the voting rights
in respect of its entire shareholding. If it is not possible to ascertain which is the latter company to exceed
the threshold, the limitation on voting rights and the obligation to sell the excess shares will apply to both
of the companies concerned, subject to an agreement to the contrary between the two companies. The 2%
limit for cross ownership in listed companies is increased to 5% on the condition that such limit is only
exceeded by the two companies concerned following an agreement authorized in advance by an ordinary
shareholders meeting of each of the two companies. Furthermore, if a party holds an interest in excess of
2% of alisted company’s share capital, such listed company or the party which controls the listed
company may not purchase an interest above 2% in a listed company controlled by the first party. In case
of non-compliance, voting rights attributable to the shares held in excess may not be exercised. If it is not
possible to ascertain which is the latter party to exceed the limit, the limitation on voting rights will,
subject to any different agreement between the two parties, apply to both. Any shareholders’ resolution
approved in violation of the limitation on voting rights may be annulled if the resolution would not have
been adopted in the absence of such votes. The foregoing provisions in relation to cross ownership do not
apply when the threshol ds are exceeded following a public tender offer aimed at acquiring at least 60% of
acompany’s ordinary shares or when a controlled company purchases shares of a controlling company
within the limits set forth in Article 2359 bis of the Italian Civil Code and following the procedures
described under “— Purchase by the Company of its Own Shares’; however, certain restrictions on the
manner of purchase will apply.

Pursuant to Decree No. 58, agreements among shareholders of alisted company or of its parent
company regarding the exercise of voting rights must be notified to CONSOB (within 5 days), published
in summary form in the press (within 10 days) and filed with the Chamber of Commerce (within 15 days).
Failure to comply with the above rules will render the agreements null and void and the shares cannot be
voted. These rules apply aso to shareholders agreements which:
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0] require prior consultation for the exercise of voting rightsin alisted company or its
controlling company;

(i) contain limitations on the transfer of shares or securities which grant the right to purchase
or subscribe shares of the companies mentioned in (i) above;

(iii) provide for the purchase of shares or securities mentioned in (ii) above; or

(iv) have as their object or effect the exercise (including joint exercise) of a dominant
influence over alisted company or its controlling company.

Any shareholders agreement of the nature described above may have a maximum term of three
years or, if executed for an unlimited term, can be terminated by a party upon six months' prior notice. In
case of apublic tender offer, shareholders who intend to participate in the tender offer may withdraw
from the agreement without notice, such withdrawal being effective only in the event that the relevant
shares are actually sold.

CONSOB Regulation No. 11971/1999 contains provisions which govern the method and content
of the notification and publication of the agreements as well as of subsequent amendments thereto. The
regulation also provides that any party to an agreement regarding the exercise of voting rights or referred
toin (i) and (iv) above concerning more than 5% of the listed company’s share capita is obliged to notify
CONSOB and the listed company in question of its overall shareholding in the listed company, unless
such information has already been notified in compliance with other provisions of Decree No. 58.

In accordance with Italian antitrust laws, the Antitrust Authority is required to prohibit any
acquisition of control in a company which would create or strengthen a dominant position in the domestic
market or a significant part thereof and result in the elimination or substantial reduction, on a lasting
basis, of competition, provided that certain turnover thresholds are exceeded. However, if the turnover of
the acquiring party and the company to be acquired exceed certain higher monetary thresholds, the
antitrust review of the acquisition falls within the exclusive jurisdiction of the European Commission.

Minority Shareholders Rights.

Any shareholder may, within three months, challenge any shareholders' resolution on which he
did not vote or in respect of which he dissented on the basis that it was not adopted in conformity with
applicable law or our by-laws. Directors and statutory auditors may aso challenge shareholders
resolutions on this basis. In case of resolutions approving mergers or spinoffs involving the distribution
of unlisted shares, dissenting shareholders may require us to buy back their shares for the average price of
such shares over the previous six months.

Each shareholder may bring to the attention of the board of statutory auditors facts or acts which
are deemed wrongful. If such shareholders represent more than 2% of our share capital, the board of
statutory auditors must investigate without delay and report its findings and recommendations to the
shareholders meeting.

Shareholders representing more than 5% of our share capital have the right to report major
irregularities to the relevant court.

In addition, pursuant to Decree No. 58, shareholders representing at least 5% of the Company’s

share capital and who have been registered for at least Ssx months in the register of shareholders, may
commence derivative suits before the competent court against directors, statutory auditors and direttori
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generali of the Company. The Company may waive or settle the suit unless shareholders holding more
than 5% of the share capital vote against such waiver or settlement. The Company will reimburse the
legal costs of such action in the event that the claim is successful and the court does not award such costs
against the relevant directors, statutory auditors or direttori generali.

Under Italian law, the by-laws of privatized companies that impose a maximum limit on the
number of shares that may be held by any shareholder must provide for the election of directors and
statutory auditors through the voting list system provided under the privatization law to ensure that
minority shareholders of a company are represented on its board of directors and board of statutory
auditors. Accordingly, our by-laws require that members of our board of directors and our board of
statutory auditors, except for the director and the statutory auditor appointed by the Italian government
pursuant to its special powers (see “—Specia Powers of the Treasury Ministry”), be elected on the basis
of candidate lists presented either by the board of directors or by one or more shareholders, including the
Treasury Ministry, representing in the aggregate at least 1% of our share capital having the right to vote at
ordinary shareholders’ meetings. Such candidate lists must be deposited at our registered office and
published in at least three Italian newspapers having generd circulation in Italy, two of which must be
daily business newspapers. Publication of the candidate list presented by the board of directors must
occur at least 20 days before the first call of the shareholders' meeting or 10 days in the case of candidate
lists proposed by shareholders. Each shareholder may present or join in the presentation of only one
candidate list and each candidate may appear on only one lit.

Under our by-laws, the election of the members of the board of directors, other than the director
appointed by the Italian government through the exercise of its special powers, will proceed as follows:

Four-fifths of the members to be elected will be drawn out from the candidate list that
receives the mgjority of votes expressed by the shareholders in the numerical order in which
they appear on the list, rounded off in the event of a fractional number to the next lower
number; and

The remaining board members will be drawn out from the other candidate lists; for this
purpose, the votes obtained by each such list will be divided by one, two, three and so forth
up to the number of directorsto be elected. The numbers obtained though this process are
attributed to the candidates of each list in the order in which such candidates rank in the list.
The candidates of the various lists are ranked in a single ranking and in decreasing order on
the basis of the numbers attributed to each of them. The candidates with the highest numbers
areelected.

The election of members of the board of statutory auditors is governed by the same rules, except
that the board of directors may not present a candidate list for the board of statutory auditors, and that,
under Italian law, if our by-laws provide that our board of statutory auditors consists of four or more
members, at least two of them must be appointed by minority shareholders. Our current by-laws provide
that our board of statutory auditors consists of three auditors, of which minority shareholders have the
right to appoint one, and two alternate auditors, of which minority shareholders have the right to appoint
one. The Treasury Ministry has the right to appoint the chairman of our Board of Statutory Auditors (see
“—Specia Powers of the Treasury Ministry”).

Tender Offer Rules

Pursuant to Decree No. 58, a public tender offer must be made by any person that, by reason of its
purchases of shares, holds more than 30% of the ordinary shares of alisted company on an Italian
regulated market. The tender offer must cover al the ordinary shares of the listed company. Similarly, a
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tender offer for the entire ordinary share capital of alisted company must be made by any person who,
having more than 30% of the ordinary shares without exercising mgjority voting rights at ordinary
shareholders meetings, acquires - by way of acquisition or exercise of subscription or conversion rights -
during a 12-month period more than an additional 3% of the ordinary shares. The offer must be launched
within thirty days from the date on which the 30% threshold was exceeded, at a price not lower than the
average of the weighted average of the market price for the shares in the previous twelve months, and the
highest price paid for the ordinary shares by the offeror in the same period. CONSOB Regulation

No. 11971/1999 establishes, in particular, a number of exemptions from the duty to launch atender offer
in specific instances, such as (i) when another person holds control of the company, (ii) in respect of
transfers of shares among related persons, and (iii) in cases of mergers and spinoffs. Decree No. 58
provides further that the acquisition of an interest above 30% of the ordinary share capital of a company
does not trigger the obligation to launch a 100% tender offer if the person concerned has exceeded the
threshold as a result of a public tender offer launched on 60% or more of the ordinary shares of the
company. This provision, however, is available only (i) if the tender offer has been approved by
shareholders of the company holding a mgjority of the shares (excluding the offeror and the current
majority shareholder), and (ii) if the offeror (its subsidiaries, controlling person, related companies and
other person connected to it by virtue, inter aia, of shareholders agreements) has not acquired more than
1% of the ordinary shares of the company in the preceding 12 months; CONSOB shall ensure compliance
with these conditions before alowing the offer to be launched. After such an offer has been completed,
the offeror neverthel ess becomes subject to the duty to launch an offer for 100% of the ordinary sharesif,
in the course of the subsequent 12 months, (i) it (or its affiliates) purchases more than an additional 1% of
the ordinary shares of the company, or (ii) if the company approves amerger or split-up. Finally, Decree
No. 58 provides that anyone holding 90% or more of the ordinary shares of a company must launch an
offer for the remaining voting shares unless an adequate distribution is restored so as to ensure proper
trading within a period of four months. Any shareholder holding more than 98% of the voting shares of a
listed company following atender offer for al such shares issued by the company, has the right to obtain
title to the remaining shares within four months after the end of the tender offer if it has stated in the offer
document its intention to make such an acquisition at a price set by a court-appointed expert.

MATERIAL CONTRACTS

Neither we nor any member of our group entered into any material contract, other than contracts
entered into in the ordinary course of our businesses, during the two years immediately preceding the
publication of this document.

EXCHANGE CONTROLS

No exchange control consent is required in Italy for the transfer to persons outside of Italy of
dividends of dividends or other distribution with respect to, or of the proceeds form the sale of, shares of
an Itaian company.

However, Itaian resident and non-resident investors who transfer, directly or indirectly (through
banks or other intermediaries) into or out of Italy, cash, investments or other securities in excess of Lit.
20 million must report all such transfers to the Italian Exchange Office (“Ufficio Italiano Cambi” or
“UIC"). Inthe case of indirect transfers, banks or other intermediaries are required to maintain records of
all such transfers for five years for inspection by Italian tax and judicia authorities. Non-compliance with
these reporting and record-keeping requirements may result in administrative fines or, in the case of false
reporting or in certain cases of incomplete reporting, criminal penalties. The UIC isrequired to maintain
reports for a period of ten years and may use such reports, directly or through other government offices, to
police money laundering, tax evasion and any other crime or violation.

169



Individuals, non-profit entities and partnerships that are residents of Italy must disclose on their
annual tax returns dl investments and financia assets held outside Italy, as well as the total amount of
transfers to, from, within and between countries other than Italy relating to such foreign investments or
financia assets, even if at the end of the taxable period foreign investments or financial assets are no
longer owned. No such tax disclosureis required if (i) the foreign investments or financial assets are
exempt from income tax; or (ii) the total value of the foreign investments or financia assets at the end of
the taxable period or the total amount of the transfers effected during the fiscal year does not exceed Lit.
20 million. Corporate residents of Italy are exempt from these tax disclosure requirements with respect to
their annual tax returns because this information is required to be discussed in their financial statements.

We cannot assure you that the present regulatory environment in or outside Italy will continue or
that particular policies presently in effect will be maintained, although Italy is required to maintain certain
regulations and policies by virtue of its membership of the European Union and other international
organizations and its adherence to various bilateral and multilateral international agreements.

TAXATION

The following is a summary of certain United States federal and Italian tax matters. The
summary contains a description of the principal United States federal and Italian tax consegquences of the
purchase, ownership and disposition of ADSs by a holder who is a citizen or resident of the United States
or aU.S. corporation or who otherwise will be subject to United States federal income tax on a net
income basis in respect of the ADSs (a“U.S. holder”). This summary does not purport to be a
comprehensive description of all of the tax considerations that may be relevant to a decision to purchase
ADSs. In particular, the summary deals only with beneficia owners who will hold ordinary shares or
ADSs as capital assets and does not address the tax treatment of a beneficial owner who owns 10% or
more of our voting shares or who may be subject to specid tax rules, such as banks, tax-exempt entities,
insurance companies or dealersin securities or currencies, or persons that will hold ADSs as a position in
a“straddle’ for tax purposes or as part of a“constructive sale” or a*“conversion” transaction or other
integrated investment comprised of ADSs and one or more other investments. Nor does this summary
discuss the treatment of ADSs that are held in connection with a permanent establishment or fixed base
through which a non-resident beneficial owner carries on or performs persona servicesin Italy.

The summary is based upon tax laws and practice of the United States and Italy as in effect on the
date of this annua report. Prospective purchasers and current holders of ordinary shares or ADSs are
advised to consult their own tax advisors asto the U.S,, Italian or other tax consequences of the purchase,
beneficial ownership and disposition of ordinary shares or ADSs, including, in particular, the effect of any
state, local or national tax laws.

For purposes of the summary, beneficial owners of ADSs who are considered residents of the
United States for purposes of the current income tax convention between the United States and Italy (the
“Income Tax Convention”), and are not subject to an anti-treaty shopping provision that appliesin limited
circumstances, are referred to as“U.S. holders.” Beneficial owners who are citizens or residents of the
United States, corporations organized under U.S. law, and U.S. partnerships, estates or trusts (to the
extent their income is subject to U.S. tax either directly or in the hands of partners or beneficiaries)
generdly will be considered to be residents of the United States under the Income Tax Convention.
Specia rules apply to U.S. holders that are aso residents of Italy. A new tax treaty to replace the current
Income Tax Convention was signed on August 25, 1999, but has not yet been ratified by Italy. The new
treaty would not change significantly the provisions of the current Income Tax Convention that are
discussed below (except that it would clarify the availability of benefits to certain tax-exempt
organizations). These laws are subject to change, possibly on a retroactive basis. Unless otherwise stated,
this summary assumes that a U.S. holder is dligible for the benefits of the Income Tax Convention.
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For purposes of the Income Tax Convention, the current estate tax convention between the United
States and Italy (the “ Estate Tax Convention”) and the United States Internal Revenue Code of 1986, or
the Code, holders of American Depositary Receipts evidencing ADSs will be treated as the beneficial
owners of the underlying ordinary shares represented by those ADSs.

Withholding Tax on Dividends

Italian law provides for the withholding of income tax at a 27% rate on dividends paid by Itdian
companies to shareholders who are not residents of Italy for tax purposes. Accordingly, the amount
initially made available to the Depositary for payment to U.S. holders will reflect withholding at the 27%
rate.

Under domestic Italian law, a non-resident holder of shares of common stock may recover up to
four-ninths of the tax withheld on dividends by presenting evidence to the Italian tax authorities that
income tax has been fully paid on the dividends in the non-resident holder’ s country of residence in an
amount at least equa to the total refund claimed. Non-resident holders seeking such payments from the
Italian tax authorities have experienced extensive delays and incurred expenses.

Alternatively, the 27% withholding tax may be reduced pursuant to an income tax convention
between Italy and the non-resident holder’ s country of residence. Generaly, areduced 15% withholding
tax would be levied under the Income Tax Convention.

Under current Italian law, all shares of Italian listed companies (including the ordinary shares)
must be held in a centraized clearing system authorized by CONSOB. Under applicable tax provisions,
if the ordinary shares are held through the centralized clearing system managed by Monte Titoli S.p.A.
(“Monte Titoli”) (the only such system currently authorized in Italy), no withholding tax on dividendsis
applied by the Company. Instead of the withholding tax a substitute tax (imposta sostitutiva) is applied
on dividend distributions to non-resident holders of ordinary shares (or ADSs relating to such ordinary
shares) at arate equal to the withholding tax that would otherwise be due. The substitute tax is applied by
the resident or non-resident intermediary with which the ordinary shares are deposited and which
participates in the Monte Titoli system (directly or through a foreign centralized clearing system
participating in the Monte Titoli system). The procedures to be followed by a non-resident holder in
order for the intermediary with which the ordinary shares are deposited to apply a reduced rate of tax
pursuant to an applicable income tax convention are as follows. The intermediary must receive (i) a
declaration of the non-resident holder that contains certain data identifying the non-resident holder and
indicating the existence of all the conditions necessary for the application of the relevant income tax
convention and the determination of the applicable treaty rate of withholding and (ii) a certification by the
tax authorities of the non-resident holder’s country of residence that the holder is a resident of that
country for purposes of the income tax convention and, as far asit is known to such authorities, the holder
has no permanent establishment in Italy (which certificate will be effective until March 31 of the year
following submission). If the ordinary shares are deposited with a non-resident intermediary, such
intermediary must appoint asits fiscal representative in Italy a bank or an investment services company
that isresident in Italy, or the permanent establishment in Italy of a non-resident bank or investment
services company, to carry out all duties and obligations relating to the application and administration of
the subgtitute tax.

Since the ordinary shares underlying the ADSs will be held by the custodian in the centralized
clearing system managed by Monte Titoli, the substitute tax regime described above will apply to the
ADSs. In order to enable eligible U.S. holders to obtain areduction at source or arefund of withholding
tax under the Income Tax Convention, the Company and the Depositary have agreed to certain
procedures. According to such procedures, the Depositary will send holders of the ADSs certain
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instructions before the dividend payment date specifying the documentation required and the deadlines
for submission. The documentation generally will include the holder’ s declaration and the tax
certification specified under points (i) and (ii) in the preceding paragraph. Eligible U.S. holders must
obtain the documentation under point (ii) above from the U.S. Internal Revenue Service (Form 6166) with
respect to each dividend payment, unless a previoudly filed certification will be effective on the dividend
payment date. In addition, an eligible U.S. holder must produce a statement whereby such holder
represents to be a U.S. resident individua or corporation and not to maintain a permanent establishment
or afixed basein Italy. Thetime for processing requests for certification by the Internal Revenue Service
normally is six to eight weeks. Accordingly, holders requiring this certification must submit their
requests to the Internal Revenue Service as soon as possible after receiving ingtructions from the
Depositary. In the case of ADSs held through a broker or other financia intermediary, the required
documentation must be delivered to such financid intermediary for transmission to the Depositary. In all
other cases, digible U.S. holders must deliver the required documentation directly to the Depositary at
least five business days prior to the date set for the payment of dividends.

If the documentation is not provided in the time dlotted, or if the intermediary (i.e., the custodian
in the case of the ADSs) determines that the produced documentation does not satisfy the prescribed
requirements or that applicable law does not permit it to apply directly the reduced Income Tax
Convention rate, the intermediary will withhold tax at the 27% rate, and dligible U.S. holders will be
required to claim an Income Tax Convention refund of 12% of the dividend (representing the difference
between 27% and the 15% Income Tax Convention rate) directly from the Italian tax authorities. U.S.
residents seeking refunds from the Italian tax authorities have encountered expenses and extensive delays.

Distributions of profitsin kind will be subject to withholding tax. In that case, prior to receiving
the distribution, the holder will be required to provide the Company with the funds to pay the relevant
withholding tax. Distributions of additional ordinary shares issued upon capitalization of reserves to
beneficia owners with respect to their ADSs that are made as part of a pro rata distribution to all
shareholders of the Company generaly will not be subject to Italian tax. However, such additional shares
will reduce the tax basis of each single share for the calculation of the capital gains tax.

The gross amount of dividends (that is, the amount before reduction for Italian withholding tax)
paid to U.S. holders will be subject to U.S. federal income taxation as dividend income and will not be
eligible for the dividends-received deduction alowed to domestic corporations. Dividends paid in lire or
Euro will be includible in the income of U.S. holdersin a U.S. dollar amount calculated by reference to
the exchange rate in effect on the day the dividends are received by the Depositary. If the Depositary
converts the lire or Euro into dollars on the day it receives them, U.S. holders generally must not realize
foreign currency gain or loss in respect of dividend income. A U.S. holder who receives a treaty refund
may be required to recognize foreign currency gain or loss, which will be treated as ordinary gain or 10ss,
to the extent the amount of the treaty refund (in dollars) received by the holder differs from the dollar
equivaent of the foreign currency amount of the treaty refund on the date the dividends were received by
the Depositary. The Italian withholding tax (less any refund to which such holder is entitled under the
Income Tax Convention) will be treated as a foreign income tax which such holders may elect to deduct
in computing their taxable income or, subject to the limitations on foreign tax credits generally, credit
against their United States federa income tax liability.

Distributions of additional sharesto U.S. holders with respect to their ADSs that are made as part
of apro rata distribution to al of our shareholders generally will not be subject to U.S. federal income tax.
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Tax on Capital Gains

Italian capital gainstax (“CGT”) normaly isimposed on gains with respect to the transfer or sde
of shares whether held within or outside Italy. More specifically, a 27% CGT will be levied on gains
realized by a non-resident holder on the disposal of a*“qualified” shareholding. A “qualified”
shareholding is constituted by ordinary shares or ADSs and/or rights representing more than five percent
of alisted company’stotal share capital or more than two percent of its voting share capital. However,
under domestic law, an exemption applies to gains realized by holders not resident in Italy on the disposal
of “non-quaified” shareholdingsin an Italian company of shares which are listed on a regulated market,
such as our ordinary shares, even when such shareholdings are held in Italy. A “non-qualified”
shareholding is constituted by an interest in us which does not reach the thresholds described above.

Furthermore, pursuant to the Income Tax Convention, a U.S. holder will not be subject to Itaian
CGT unless such U.S. holder has a permanent establishment or fixed base in Italy to which the ordinary
shares or ADSs are effectively connected. To thisend, U.S. residents selling ordinary sharesor ADSs
may be required to produce appropriate documentation establishing that the above mentioned conditions
have been met. Other countries have executed income tax conventions with Italy providing for asimilar
treatment of Italian CGT.

U.S. holders of ADSswill be subject to U.S. federal income tax on any capita gainsto the same
extent as on other gains from the disposition of stock.

A non-U.S. holder will not be subject to U.S. federal income tax on gain realized on the sale of
ADSs unless (i) such gain is effectively connected with the conduct by the non-U.S. holder of atrade or
business in the United States or (ii) in the case of gain realized by an individua non-U.S. holder, the non-
U.S. holder is present in the United States for 183 days or more in the taxable year of the sale and certain
other conditions are met.

Transfer Tax

An Itaian transfer tax is normally payable on the transfer of sharesin an Italian company. The
transfer tax will not be payable with respect to any transfers of ordinary shares or ADSs involving non-
Italian residents concluded either on a regulated market or with the intervention of a bank or an
investment services company.

Estate and Gift Tax

Italian estate and gift tax may be payable on the death of, or a gift by, a beneficid owner of
ordinary, preference or savings shares or ADSs, regardless of the residence of the deceased or donor and
even if such are held outside of Italy, on the portion of the value of the inheritance or gift exceeding Lit.
350 million (or Lit. 1 billion in case of a beneficiary under the age of 18 or a person with a handicap
recognized pursuant to applicable law). Italian inheritance and gift tax, if applicable, islevied at varying
rates depending upon the relationship between the beneficiary and the deceased or the donor, respectively.

Under the Estate Tax Convention, a credit for the amount of any estate tax imposed by Italy and
attributable to the ADSs will, subject to certain limitations, be allowed against the tax imposed in respect
of the ordinary, preference or savings shares or ADSs by the United States on the estate of a deceased
person who, at the time of death, was a national of, or domiciled in, the United States. There is currently
no gift tax convention between Italy and the United States.
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Information Reporting and Backup Withholding

Dividends paid on, and proceeds from the sale or other disposition of, ADSs paid to a U.S. holder
generaly may be subject to information reporting requirements and may be subject to backup withholding
unless the holder (i) establishes that it is a corporation or other exempt holder or (ii) provides an accurate
taxpayer identification number on a properly completed Internal Revenue Service Form W-9 and certifies
that no loss of exemption from backup withholding has occurred. The amount of any backup withholding
from a payment to aU.S. holder will be allowed as a credit against the holder’s U.S. federal income tax
ligbility and may entitle such holder to arefund, provided that certain required information is furnished to
the Internal Revenue Service.

A non-U.S. holder may be required to comply with certification and identification procedures in
order to establish its exemption from information reporting and backup withholding.

DOCUMENTSON DISPLAY

We are subject to the information reporting requirements of the Exchange Act applicable to
foreign private issuers. In accordance therewith, we are required to file reports, including annual reports
on Form 20-F, and other information with the U.S. Securities and Exchange Commission. These
materias, including this annua report on Form 20-F, are available for inspection and copying at the U.S.
Securities and Exchange Commission’s public reference facilities in Washington D.C., New Y ork, New
York and Chicago, Illinois. Please call the Commission at 1-800-SEC-0330 for further information on
the public reference rooms. As aforeign private issuer, we are not required to make filings with the
Commission by electronic means.

Iltem11. Quantitative and Qualitative Disclosure About Market Risk

Price risk management and market risk information

We purchase electricity from outside Italy and also purchase fuel in the international oil and
natural gas markets. As a consequence, we are subject to market risks from changes in foreign exchange
rates and commodity prices. We are also directly subject to interest rate risks related to our financia
indebtedness.

The current system for the reimbursement of fuel costs through tariffs reduces our commodity
price and exchange rate risks from fuel purchases and imports of electricity. This structure includes a
reimbursement component for fuel costs and imports that is based on, among other things, an index to the
price of a basket of fuels on international markets. Thisindex is adjusted so that changesin fuel costs and
exchange rate fluctuations are reflected in the levels of reimbursements and, as a consequence, in tariffs.
Asaresult, our commodity price and exchange rate exposures for fuel purchases relate mainly to the time
lag between our incurrence of fuel costs and calculation period used to determine the level of
reimbursements.

Until the end of 1999, we did not systematically hedge this exposure through the use of financial
derivatives because we believed this risk was limited, asits effect is to shift revenues from one accounting
period to another, and our profit levels over the long run have generally been unaffected by fluctuationsin
fuel prices or exchange rates relating to fuel costs. However, in response to both the increased volatility
of commodities markets in 2000 and the possibility that the Energy Authority will discontinue the fuel
cost reimbursement mechanism after the introduction of the pool market, which is currently expected to
occur in 2002, we have begun systematically to hedge our foreign exchange and commodity exposure for
fuel purchases arising from the time lag noted above through Enel F.T.L.
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Once the pool market is operational, we will also face the market risk arising from the possibility
that electricity market prices will not entirely correlate to costs borne by our generation companies.
However, we believe this risk is mitigated by:

The substantial homogeneity of the productive structure of Italian generation companies,

The limited import capacity of the Italian electricity network, arising from the saturation
of exigting international transmission lines and the geographical and environmental
obstacles to building new ones; and

Our exchange rate exposure for eectricity imports is principally limited to imports denominated
in Swiss francs. 1n 2000, approximately 43% of our electricity imports by value were denominated in
Swissfrancs. The balance of our electricity imports are denominated in Euro, and we do not have an
exchange rate risk on these imports as aresult. We actively manage the exchange rate exposure on our
accounts payable in Swiss francs.

Almogt dl of our long-term debt is denominated in the currencies of countries participating in the
Euro and as aresult is not subject to exchange rate risk. Exchange rate risk on most of our long-term debt
that is denominated in non-Euro currenciesis covered by the Republic of Italy either entirely or within a
5% band. The Republic of Italy covers these risks pursuant to a program for digible companies that were
financing new industria investments as an incentive for economic development. At December 31, 2000,
we were fully exposed to exchange rate risk on only Lit. 415 billion out of atotal Lit. 19,462 billion in
outstanding long-term debt.

Our financia risk manager is responsible for analyzing, monitoring and controlling our interest
rate and foreign exchange risk management activities, while our treasurer is responsible for executing
related financia operations. Senior management provides these two members of our finance department
with guidance as to the strategic aspects of the management of our debt portfolio.

Our calculation and measurement techniques are generally consistent with international banking
standards established by the Bade Committee. Moreover, our policies regarding risk levels are generally
significantly more conservative than those established by the Bade Committee.

Our financid risk manager is responsible for measuring actual risk levels on the portfolio of
financia instruments and monitoring compliance with our policies.

With respect to commodities risk management, Enel F.T.L. has managed fuel procurement and
logistics for al of our companies since it began operations in June 2000. Senior management provides
Enel F.T.L. with guidance on appropriate hedging strategies and monitors the results of hedging activities,
while Enel F.T.L. has responsbility for identifying and executing commodities-related operations.

We do not buy and sell derivative financial instruments for trading purposes.

We have estimated our market risk exposure using sensitivity analysis. Market risk exposure
represents the change in the fair value of financia instruments, including financial and commodity
derivatives, resulting from an assumed 10% adverse change in market prices or rates. We determined fair
value using pricing models that measure the effect of changes in market prices according to market
practice for each category of financial instrument.

We have used sensitivity analysis to determine the market risk exposure associated with our debt
and with our foreign exchange, interest rate and commodity derivatives. We have summarized the results
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of this sengitivity analysisin the following paragraphs. Actua changes in market prices or rates may
differ from hypothetical changes.

The notiona value of a derivative is the contractual amount on the basis of which the differentials
are exchanged. Thisamount can be expressed either on avalue basis or on a physical quantities basis
such astons. Amounts expressed in aforeign currency are converted into lire by applying the exchange
rate at end of the relevant period. Amounts expressed in the currency of a participant in the European
Monetary Union are trandated using the fixed exchange rate for that currency and the Euro.

Foreign exchange risk

As explained above, our principa foreign exchange risk relates to fuel costs and electricity
imports. At December 31, 2000, we aso had foreign exchange risk exposure on Lit. 415 billion in debt
denominated in non-Euro currencies, which represented approximately 2% of our total long-term debt
outstanding. Our exposure to foreign currency exchange ratesis primarily in respect of U.S. dollars for
fuel purchases and in respect of Swiss francs for eectricity imports.

We use forward exchange contracts and currency options in managing our foreign exchange risk.
At December 31, 2000, we had forward exchange contracts and options outstanding with an aggregate
notional amount of Lit. 746 billion. The fair value of these derivatives was negative by Lit. 48 billion at
such date. Assuming a 10% depreciation of the Euro against al the other currencies to which we have
exchange rate exposure, the fair market value of these financia instruments, including long-term debt
exposed to foreign exchange risk, would have declined by Lit. 96 billion (Lit. 41 billion in 1999).
Moreover, we had Euro/dollar forward exchange contracts focused on the hedging of the foreign
exchange risk arising from the time lag related to the fuel cost reimbursement mechanism with a
aggregate notional amount of Lit. 4,620 billion at December 31, 2000. Any change in fair value of these
contracts deriving from a possible appreciation or depreciation of the Euro against the dollar would be
fully offset by a corresponding change in the amount of fuel cost reimbursements, as long as the
reimbursement system remains unchanged.

Interest rate risk

Our outstanding total medium-term and long-term debt at December 31, 2000 amounted to Lit.
19,462 hillion, of which Lit 11,901 hillion, or 61.0% of the total, bore interest at floating rates, principally
based on Euribor, and Lit 7,561 billion, or 39.0% bore interest at fixed rates.

To improve the mix of our fixed and floating rate exposures, we have entered into interest rate
hedging contracts, particularly interest rate swaps and collars. In interest rate swaps, we agree with other
parties to exchange, at specified intervals, the difference between interest amounts calculated by reference
to the notiona principal amount and the fixed or floating interest rates that we have agreed with the other
parties. Aninterest rate collar is a combination of options that enable usto lock our debt cost into a
predetermined interest rate range. We primarily use zero-cost collars that do not require payment of an
option premium.

At December 31, 2000, we had arranged interest rate derivatives with a notional amount of Lit.
8,367 hillion, of which Lit. 6,967 billion were interest rate swaps and Lit. 1,400 billion were interest rate
collars. Thefair value of these derivatives was negative by Lit. 122 billion at such date (Lit. 197 billion
in 1999). With these contracts in place, the portion of our debt still exposed to interest rate fluctuations,
appropriately weighting the notional vaue of interest rate collars, is approximately 28% of our total long-
term debt.
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Based on the results of our sensitivity analysis, at December 31, 2000, a 10% decrease in interest
rates would have increased the net negative fair value of our portfolio of financia instruments, including
long term debt and interest rate derivatives, by Lit. 292 billion (Lit. 261 billion in 1999). However, we do
not consider such an increase in the net negative fair value to be a significant risk, because it would affect
earnings and cash flow only if we were to reacquire al or a portion of these instruments on the open
market prior to their maturity.

Effective interest rate risk depends on the likelihood that interest rates will increase. Because our
revenues are not directly linked to interest rates, our principa interest rate risk isthat a general rise in
interest rates will result in a higher interest expense on the unhedged portion of our floating-rate debt. If
interest rates were to increase by 10% over December 31, 2000 levels, our consolidated interest expense,
including with respect to long term debt and interest rate derivatives, would increase by atotal of
approximately Lit. 9 billion per year (Lit. 13 billion in 1999). Such amount is the net result of the impact
of the increase in interest charges on the floating rate portion of our outstanding long term debt, partialy
offset by positive flows deriving from our hedging contracts.

Commodity price risk

In 1999, we entered into commodity-based derivative contracts on alimited basis to fix the
benefit associated with futures prices that are below expected fudl cost reimbursements. Our commaodity-
based derivative contracts consist mainly of over-the-counter market swaps related to fuel oil products.
At December 31, 1999, the notional amount of these open contracts related to 30,000 tons of fue ail, the
fair value of which was not material. In 2000, due to high volatility in the currency and commodity
markets, combined with the possibility that the Energy Authority will dismantle the fuel cost
reimbursement mechanism once the pool market is operational, we adopted a systematic approach to
cover commodity pricing and currency risk linked to the reimbursement mechanism.

In 2000, End F.T.L. entered into derivatives contracts on commodities in order to fix part of the
difference between the cost and contribution received from the Authority under the Equalization Fund
mechanism.

At December 31, 2000, the notiona value of our open contracts was as follows:
Futures: Lit. 1,141 billion or 21,827 contracts,
Swaps on petroleum indexes: Lit. 82 billion or 310,000 tons; and
Swaps on gas transmission fees: 1 billion cubic meters per year.

At December 31, 2000 the fair value of these contracts was negative by Lit. 234 billion. Thisfair
value fully offsets the positive fair value of the “ cost-revenues’ margin on physical purchases.

The sengitivity analysis shows the effects on the fair value of commodity derivatives contracts, as
determined by a 10% increase or decrease in market price. Based on the results of our sensitivity
anaysis, at December 31, 2000, a 10% increase in commodity price levels would have caused an increase
in the value of our derivative contracts of Lit. 23 billion, while a 10% decrease would have caused a
concomitant decrease of Lit. 23 billion. We did not conduct a sensibility analysis to determine the market
risk exposure associated with our commodity derivatives open at December 31, 1999, since the fair value
of such derivatives was not material.
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Changesin Market Risk Exposure Compared to 1999

Due to the high volatility in the currency and commodity markets, combined with the possibility
that the Energy Authority will dismantle the fuel cost reimbursement mechanism once the pool market
becomes operational, starting in 2000, we have adopted a systematic approach to cover commodity
pricing and currency risk linked to the fuel cost reimbursement mechanism. 1n 1999, we entered into
commodity-based derivative contracts on alimited basis. Our policy on market risk management in 2000
was otherwise substantially unchanged from 1999. The characteristics and the mix of the Group’s
financia instruments with exposure to interest rate and foreign exchange rate risk at December 31, 2000
have not changed substantially from the preceding year. For a summary of comparison of the nominal
amounts, carrying amounts and market values of financial instruments, see note 22 to our consolidated
financia statements.
Item12. Description of Securities Other than Equity Securities

Not applicable.

PART Il

Item 13. Defaults, Dividends Averages and Delinquencies

None.
Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds

Not applicable.
Item15. [Reserved]
Iltem 16. [Reserved]
Item17. Financial Statements

Not applicable.
Item18. Financial Statements

Index to Financial Statements

Report of Independent Auditors with respect to the Consolidated Financial Statements F-2

Consolidated Balance Sheets as of December 31, 1999 and 2000 F-3
Consolidated Statements of Income for the years ended December 31, 1998, 1999 and F-5
2000

Consolidated Statements of Changes in Shareholders' Equity for the years ended F-6

December 31, 1998, 1999 and 2000

Consolidated Statements of Cash Flows for the years ended December 31, 1998, 1999 F-7
and 2000
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Notes to Consolidated Financial Statements F-8

Item19. Exhibits

Index to Exhibitsfiled with this Report

1 By-laws of the Company.
(0] By-laws effective until July 8, 2001
(i) By-laws effective starting from July 9, 2001

2.(@) Deposit Agreement among Enel S.p.A. and Citibank N.A., as Depositary, and the owners of
American Depositary Receipts (incorporated by reference to the Registrant’ s Regigtration
Statement (File No. 333 — 6868) on Form F-6 effective as of October 29, 1999)

8. List of Subsidiaries.

179



SIGNATURES

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant
certifies that it meets al the requirements of filing on Form 20-F and has duly caused this annua report to
be signed on its behalf by the undersigned, thereunto duly authorized.

ENEL SPA.
(Registrant)

/9 FuLVIO CONTI
FuLvio ConTI
Chief Financial Officer

Date: July 2, 2001
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REPORT OF INDEPENDENT AUDITORS

To the Shareholders of
ENEL SpA.:

We have audited the accompanying consolidated balance sheets of ENEL S.p.A. (an Italian corporation) and
subsidiaries (the ‘* Company’’) as of December 31, 1999 and 2000, and the related consolidated statements of income,
changesin shareholders’ equity and cash flows for each of the three yearsin the period ended December 31, 2000.
These financial statements are the responsibility of the Company’s management. Our responsibility isto express an
opinion on these financial statements based on our audits.

We conducted our auditsin accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide areasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of ENEL S.p.A. and subsidiaries as of December 31, 1999 and 2000, and the results of their operations and their cash
flows for each of the three yearsin the period ended December 31, 2000, in conformity with accounting principles
generally accepted in Italy.

The accounting practices used by the Company in preparing the accompanying consolidated financial statements
conform with accounting principles generally accepted in Italy, but do not conform with accounting principles
generally accepted in the United States (‘* U.S. GAAP'"). A description of these differences and areconciliation of
net income and shareholders’ equity to U.S. GAAP are set forth in Notes 24 and 25 of the Notes to the Consolidated
Financial Statements.

ARTHUR ANDERSEN Sp.A.

Rome, Italy,
April 20, 2001



ENEL SpA. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASOF DECEMBER 31, 1999 AND 2000

1999 2000 2000
(millions of
(billions of lire) U.S. dollars)
ASSETS
Current assets:
Cash and cash equivalents (Note 2) ............ 1,027 951 461
Receivables (Note 4):
CUSIOMENS ..o, 5504 6,740 3,268
Other ..o 2,966 3,662 1,775
Equalization fund receivable (Noteb) ......... 360 3,508 1,701
Inventories (Notes2and 6) ...................... 1944 3198 1551
Accrued income and prepayments.............. 191 252 122
11,992 18,311 8,878
Utility plant (Notes2and 7) ..........covvennnnen. 148,624 152,963 74,164
Accumulated depreciation (Notes2and 7) ...... (81,969) (87,676) (42,510)
66,655 65,287 31,654
Construction work in progress and advance
PAYMENS ... 6,756 3,922 1,902
73411 69,209 33,556
Other non-current assets:
Intangible assets (Notes2 and 8)................. 123 4,497 2,180
Investments (Notes2and 9) ..................... 467 2,160 1,047
Receivable from unconsolidated subsidiaries
and affiliated companies (Note 10)............ - 913 443
Socia security relief receivable.................. 1831 - -
OthEr e 991 1,014 492
1,762 8,584 4,162
Total ASSES ....ovvvviniiiens 87,165 96,104 46,596

The accompanying notes are an integral part of these consolidated financial statements.
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ENEL SpA. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASOF DECEMBER 31, 1999 AND 2000

1999 2000 2000
(millions of
(billions of lire) U.S. dollars)
LIABILITIESAND SHAREHOLDERS EQUITY
Current liabilities:
Current maturities of long-term debt (Note 11) ..... 3,738 4,003 1941
Short-term debt (Note 11) .......ovvivniiiiiieinen, 3,003 8,401 4,073
Trade accountspayable ............ccovvvieiiiiininnnn. 6,089 8421 4,083
Taxespayable ..o 2,272 1135 550
Advancesfrom CUStOMErS .........ovvvveieiini e 1,704 573 278
Accrued expenses and other current liabilities....... 4,098 7,715 3741
20,904 30,248 14,666
Long-term debt (Note11) .......ooeveeeiiiiiiieen, 16,961 15,459 7,495
Other non-current liabilities:
Reservesfor pensions and similar obligations (Note
1D) 2041 79 387
Reserves for employee termination indemnities .... 2,996 2,953 1432
Deferred incometaxes (Note21) ..................... 6,206 7,336 3557
Other (Notes13and22) .......c.ovvveeniinniicieinn, 4,023 3,852 1,868
15,266 14,940 7,244
Shareholders’ equity (Note 14):
Share capital, lire 1,000 par value per share
(12,126,150,379 shares authorized, issued and
OULSANAING) «-veeeeeeeee e 12,126 12,126 5,879
Lega resave ... 2425 2425 1,176
Law 292/93163IVE ... 6,036 6,036 2,926
Other reSEIVES ... 56 56 27
Retained éaningsS .........vvvvvnevninieiceneeen 8,850 10,578 5129
NELINCOME ... 4541 4,236 2,054
34,034 35,457 17,191
Total Liabilities and Shareholders’ Equity ... 87,165 96,104 46,59

The accompanying notes are an integral part of these consolidated financial statements.



ENEL SpA. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 1998, 1999 AND 2000

1998 1999 2000 2000
(millions of
(billions of lire) U.S. dollars)
Operating revenues (Notes 2 and 15):
SaAesof ectriCity.......oovnveviiiiieiieee 25,681 26,419 24,757 12,003
Equalization Fund contributions................... 12,063 11,772 18,932 9,179
OthEr ..o 2,044 2,393 4,929 2,390
39,788 40,584 48,618 23572
Operating expenses:
Personng (NOte16) .......cvvvvvninniniiiiiennnn, 8,025 7,402 6,837 3315
Fud (NOEL17) oo, 6,663 6,308 10,929 5,299
Purchased power (Note17) .........cccvvvvennenns 6,306 6,831 8,467 4,105
Depreciation and amortization (Note 2) .......... 6,036 6,201 6,697 3,247
Servicesand rentals (Note 18) ..................... 2,223 2518 4,749 2,303
Materialsand supplies (Note 17) .................. 1,585 1,526 1643 797
PYOVISONS......ocveiii e 815 752 1,034 501
OthEr .. 455 550 759 368
Capitalized expenses (Note2) ...........coeevenee. (1,924) (1,930 (1,701) (825)
30,184 30,158 39414 19,110
Operating iNCOME ......vvveeee e 9,604 10,426 9,204 4,462
Financial income (expense) (Note 19):
Financid income.........c.cooiviiiiiiiinicn, 524 356 289 140
Financial expense........cccoviviiii, (2,004) (1,487) (1,545) (749)
(1,480) (1,131) (1,256) (609)
EQUIty [0SSES. .....cviiec - (439) (887) (430)
Extraordinary income (expense) (Notes 2 and 20) (907) (1,057) 368 179
Income beforeincometaxes............cooveevevinn 7,217 7,799 7429 3,602
Incometaxes (Notes2and 21) ............ceeveeeeen. 2931 3,258 3193 1,548
NetINcome ....ccvevveiiieieein, 4,286 4541 4,236 2,054

The accompanying notes are an integral part of these consolidated financial statements.



ENEL SpA. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY

FOR THE YEARS ENDED DECEMBER 31, 1998, 1999 AND 2000

Balance at January 1, 1998

Balance at December 31,
1998

Allocation of 1998 net income

Balance at December 31,
1999

Allocation of 1999 net income

Balance at December 31,
2000

Balance at December 31,
2000

Share Legd Law 292/93 Other Retained Net
Capital Reserve Reserve Reserves Earnings income Total
(billions of lire)

12,126 202 10,607 1,978 4,275 3,327 32,515
- 48 - - 2,357 (2,405) -

- 1 - - - - 1

- - - - - (922) (922)

- - - - - 4,286 4,286
12,126 251 10,607 1,978 6,632 4,286 35,880
- 103 - - 2,218 (2,321) -

- 2,071 (2,071) - - - -

- - (2,500) (1,922) - - (4422

- - - - - (1,965) (1,965)

- - - - - 4,541 4,541
12,126 2,425 6,036 56 8,850 4,541 34,034
- - - - 1,728 (1,728) -

- - - - - (2,813) (2,813)

- - - - - 4,236 4,236
12,126 2,425 6,036 56 10,578 4,236 35,457

(millions of U.S. dollars)
5,879 1,176 2,926 27 5,129 2,054 17,191

The accompanying notes are an integral part of these consolidated financial statements.
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ENEL SpA. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 1998, 1999 AND 2000

CASH FLOW FROM OPERATING ACTIVITIES:
NEEINCOME .. et e e een e

Depreciation and amortization ..............c.oeeeiei i
Writedowns (revaluations), Net ..............ocovvivii i
Net changesin reserves for employee termination indemnities ..
Net changesin other reserves ...............ccoveiivi i,
Loss (gain) on disposal of assets, net ................ccoeviiiiiiin,
INEEreSt iNCOME .....eiiiiiiit it
INtErESt EXPENSE ..o i

TNCOMETAXES ... .ov ettt et e et e e et e e e et

Cash generated from operating income beforeworking capital changes

(Increase) Decrease:
S INVENTOTTES .. vttt e e et e e e e e e e

- AccountsreceiVable ...........uiiviii i
- Accrued income, prepaymentsand Other ..........ccoevevvivivieieiveeeenns
- Equalization fund receivables .............c.cooiiiii i
- Trade accounts payables .............covvvviiiiiiii e

- Accrued expenses and other current liabilities................covvnn

Cash generated from operations...

INtErest reCEIVE .........oviviiiiiiii i
INEEreSt PAI ..ottt e e
INCOMEtaXESPAIT ......vvviiiiiit it i e e

Net cash provided by operating activities.............ccoovvvivviiviviiininnn

CASH FLOWSFROM INVESTING ACTIVITIES:
Investments:
- Capital eXpenditUre.............cooviuiniie it et

- Unconsolidated subsidiaries and intangibles......................oooeeeee.

- Other changesin fiXed aSSetS ..........uuvveiieiiiiiie et e e

Disposals:

Net cash used in iNVesting aCtiVitieS ..........c.ovvvvniievee e

CASH FLOWSFROM FINANCING ACTIVITIES:
Changein [ong-term debt ..........cc.oiviniieiie i e e
Changein short-termdebt ............occviiiiiiiiiiii

DIvIdendS Paid ......cceovmietiin e e et e e e

Net cash used in financing activities .............ccceviviieii e,

NET CASH FLOW FORTHE YEAR ......ocoiiiii
CASH BALANCE AT BEGINNING OF THE YEAR................cceee

CASH BALANCEATENDOFTHEYEAR ......ccocciiiii,

1998 1999 2000 2000

(millions of

(billions of lire) U.S. dollars)
4,286 4,541 4,236 2,054
6,036 6,201 6,697 3,247
19 804 887 430
162 99 (43) (21)
570 279 225 109
51 94 (136) (66)
(524) (356) (289) (140)
2,004 1,487 1,545 749
2,931 3,258 3,193 1,548
15,535 16,407 16,315 7,910
611 (217) (1,078) (522)
18 (1,349) (1,867) (905)
(937) 39 (60) (29)
3,433 765 (3,244) (1,573)
775 1,877 2,395 1,161
160 84 279 135
19,595 17,606 12,740 6,177
144 356 289 140
(2,264) (1,842) (1,600) (776)
(2,227) (2,608) (1,945) (943)
15,248 13,512 9,484 4,598
(5,871) (5,653) (4,679) (2,268)
146 (97) (2,578) (1,250)
(302) 1,153 268 129
(6,027) (4,597) (6,989) (3,389)
267 44 350 170
(5,760) (4,553) (6,639) (3,219)
(5,657) (5,958) (2,143) (1,039)
(431) 3,002 4,563 2,212
(6,088) (2,956) 2,420 1,173
(922) (6,387) (2,813) (1,364)
(11) (1,443) (2,528) (1,225)
(7,021) (10,786) (2,921) (1,416)
2,467 (1,827) (76) (37)
387 2,854 1,027 498
2,854 1,027 951 461




The accompanying notes are an integral part of these consolidated financial statements.
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ENEL SpA. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

GENERAL

ENEL S.p.A. (the“Parent”) and its subsidiaries (the “ Subsidiaries’ or the “ Subsidiary Companies’),
(collectively the “Company” or the “ENEL Group”) areinvolved in the generation, transmission and
distribution of electricity and related activities, providing the majority of the electric servicein Italy. The
Company isthe successor entity to Ente Nazionale per | Energia El ettrica, which was established as a public
statutory body by the Italian Parliament in 1962 when the Treasury Ministry nationalized approximately 1,250
private electric companies. In July 1992, the public statutory body was converted into ajoint stock company
in accordance with Law No. 359 of August 8, 1992 which provided for the privatization of the ENEL Group.

ENEL’s privatization was launched in 1999 when atotal of 3,848,802,000 ENEL ordinary shares, representing
31.74% of its capital stock, were placed on the market, with the net proceeds going to the Ministry of Treasury
(the “Treasury Ministry”) of the Republic of Italy. At December 31, 2000, approximately 68% of the share
capital of the Parent Company is owned by the Treasury Ministry.

SUMMARY OF SIGNIFICANT ACCOUNTING AND REPORTING POLICIES

Basis of Presentation

The Company’s consolidated financial statements were prepared from the accounts of the Parent and the
individual financial statements of the Company’ s subsidiaries (whether directly or indirectly controlled), in
accordance with accounting principles prescribed by Italian law and supplemented by the accounting
principlesissued by the Consiglio Nazionale dei Dottori Commercialisti e dei Ragionieri (“Italian GAAP"). The
financial statements have been reformatted from the original Italian consolidated financial statement
presentation and include certain financial statement reclassifications and additional disclosuresin order to
conform more closely with the form and content of financial statementsrequired by the United States
Securities and Exchange Commission. The reclassifications did not affect reported consolidated net income or
shareholders’ equity.

Prepaid income taxes are recorded among other receivables and other non-current assets and not asa
reduction of deferred income taxes. The consolidated balance sheet at December 31, 1999 has therefore been
reclassified to conform with the above described presentation. These reclassifications did not affect reported
consolidated net income or shareholders' equity.

Differences between the Company’ s accounting principles and accounting principles generally accepted in
the United States (“U.S. GAAP") and their effects on consolidated shareholders’ equity as of December 31,
1999 and 2000 and on consolidated net income for each of the three yearsin the period ended December 31,
2000, are set forth in Notes 25 and 26.

Thesefinancia statements are presented in Italian lire (“lire”) and, for 2000, are also presented in U.S. dollars,
solely for the convenience of the reader, at the exchangerate of lire 2,062.49 = U.S. $1.00, the noon buying rate
in euros converted into lire in the City of New Y ork for cable transfers of foreign currencies as announced by
the Federal Reserve Bank of New Y ork for custom purposes on December 29, 2000. Thisrateis computed
using the December 31, 2000 rate of U.S. $0.9388 = euro 1.00 and the fixed euro/lire exchange rate of lire
1,936.27 = euro 1.00 established on December 31, 1998. No representation is made that lire or euro amounts
have been, could have been, or could be converted into U.S. dollars at that or any other rate of exchange.
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Consolidation Principles

The Company’s consolidated financial statementsinclude the Parent's statutory accounts and the accounts of
companies controlled by ENEL S.p.A., directly or indirectly, either by holding the mgjority of the voting rights
or sufficient votesto enable it to exercise control at ordinary shareholders' meetings. Control is defined asthe
ability to govern the financial and operating policies of the enterprise so asto obtain benefits from the
activities. The statutory financial statements reflect certain tax-basis amounts. Adjustments are madein
consolidation to eliminate the effect of the tax-basis reporting and to eliminate all significant intercompany
balances and transactions, including any unrealized gains and |osses on such transactions.

Insignificant subsidiaries are not consolidated. Investmentsin entities that are not consolidated, when the
Company has a 20% to 50% investment, if material, are accounted for under the equity method. Other
investments are recorded at cost, and adjusted if a permanent impairment in value is present.

In July 2000, the Company acquired an additional interest in Wind Telecomunicazioni S.p.A. (“WIND"), as
part of a settlement agreement among the Company, France Telecom and Deutsche Telekom. As part of the
settlement, the Company acquired a portion of Deutsche Telekom’sinterest, thus raising the Company’s
interest to 56.63% while France Telecom owns the remaining interest. Additionally, anew shareholders’
agreement was signed with France Telecom, which eliminated certain management and control restrictions
previously imposed on the Company. The acquisition of this additional interest has been treated as a
purchase, with resulting goodwill in the amount of lire 1,115 hillion, which is being amortized over 15 years
(see Note 9). Theinvestment in WIND continues to be accounted for under the equity method, dueto the
existence of control restrictions for the larger part of the year. Starting in 2001, WIND will be consolidated
using the line-by-line method.

During 2000, the Company began to consolidate Enel.si S.p.A., Enelpower S.p.A., Enelpower UK Ltd., Sfera
Scpa, Enel.ReLtd., Enel.it S.p.A. and Enel.FTL S.p.A. since the companies became operational during the
period. In 2000, the Company aso acquired CHI Energy Inc. (“CHI"), Colombo Gas S.p.A., Camigas Srl and its
subsidiaries and has included these companiesin the consolidated financial statements as of December 31,
2000 (only the balance sheet items of CHI are contained in these financial statements since the acquisition
took place in December 2000).

Cash and Cash Equivalents

Cash equivalents are comprised of highly liquid temporary investments with original maturities within three
months or less.

Inventories

Inventories are stated at purchase cost, calculated on the basis of the weighted average cost and primarily
include fuel stock and other materials.

The obsolete or slow moving inventories are written down to their estimated realizable value.

"Contract work in progress' is stated on the basis of the contracted amounts due, if those amounts can be
calculated with reasonabl e certainty on a percentage-of-completion method.

Utility Plant



Utility plant is stated at cost as adjusted by revaluations in accordance with various Italian laws.

Revaluations prior to 1993 increased the consolidated and statutory net book value of utility plant. Increases
in utility plant of the Parent were credited to retained earnings in the statutory and consolidated financial
statements. Revaluations that increased net assets of the Subsidiary Companies were reflected as an increase
in the "Other reserves" in the accompanying consolidated financial statements.

The application of Law No. 292 of August 9, 1993 resulted in arestatement of the net book value of the
Parent's utility plant in its statutory books to a val uation based upon a projected economic return. Such
revaluation increased the gross book value of utility plant and created a distributable reserve in the statutory
accountsthat isreflected in the "Law 292/93 Reserve" in the accompanying consolidated financial statements.
At the date of therevaluation, the total restated net book value in the statutory accounts approximated the
total net book value balance reflected in the consolidated accounts. The consolidated financial statements
reflect corresponding increasesin both the gross book value and accumulated depreciation of utility plant to
bring the gross book value stated in the statutory and consolidated accountsin line. The application of Law
No. 292 did not result in arestatement of the net assets of Subsidiary Companies.

Costs directly associated with improvements are capitalized while routine maintenance and repairs are
expensed. Interest prior to 1989 was capitalized; however no amounts have been capitalized since.

If management believes that there has been a permanent impairment in the net value of any specific asset, a
write-down will be recorded accordingly. The original value of the asset, net of depreciation, may be
reinstated if the reasons for such awrite-down subsequently ceaseto exist.

Replaced or retired property isremoved from the utility plant accounts, along with the related accumul ated
depreciation. The aggregate gains and losses resulting from asset retirements were not material for any of the
three yearsin the period ended December 31, 2000.

Grants received to finance specific construction projects, the value of which isrecorded among tangible
assets, are recognized once the legal right to such grants has been acquired and their amount is reasonably
determinable. These amounts are amortized over the life of the asset.

Depreciation

The consolidated financial statements reflect depreciation of utility plant on astraight line basis, using rates
reflecting the economic useful life (“economic depreciation”) of the related assets. The statutory financial
statements of the Parent and Subsidiary Companies, as permitted by Italian law, depreciate utility plant over
prescribed tax lives (“fiscal depreciation”) which are shorter than the economic useful lives and doublesthe
fiscal depreciation in the first three years an asset is placed in service. The excess amount of depreciation in
the statutory accountsis eliminated in the consolidated financial statements, taking into consideration the
contributions from customers for new connections, accordingly, such contributions are amortized over the
useful life of the related assets.



Depreciation expense in the accompanying consolidated financial statements was based on the following
estimated economic useful lives:

Average years of estimated

Plant categories Economic useful life
Buildingsand associated land................cccooeie i vinene 40
Generating plant:

Hydroeledtric ........oovveiii e 40
ThEME L. 20
(€010 111" R 12
Other renewable SOUrCES .....oovvvev i, 20
TranSmIiSSION lINES .....oiviiiiiii e 35
Distribution:
Transformer and substations ............cocoveveveiiinninn 20
LiNES. it 18-20

Intangible assets

Intangibl e assets are recorded following the same criteria adopted for tangibl e assets. They include the non-
amortized balance of investments whose economic life spans over several years. For intangible assets
acquired, amortization is calculated on a straight line basis over five years or adifferent period if deemed to be
more representative of the expected useful life of the assets. Such criteria are adopted also for consolidation
purposes. The extraordinary contribution due upon the suppression of the Electricity Sector Employee
Pension Fund, pursuant to Law 488, December 23, 1999 (the 2000 Budget Law), has also been recorded under
intangible assets. The amount is amortized over aperiod of 20 years, as allowed under Italian Law (see Notes 8
and 13).

Other Non-Current Assets

Other non-current assets primarily include interest bearing long-term receivables stated at nominal value.

Reserve for Employee Termination |ndemnities and Other Employee Benefits

The Company’s employees are eligible for severance pay pursuant to Italian law. The Company accrues a
reserve for such employee termination liabilities, net of applicable advances, over the employees’ service
periods.

The Company also contributes to a management retirement plan that pays pension benefits, in accordance
with Italian law and by agreements with the trade unions, to managers who retired prior to April 1, 1998. With
the establishment of the FONDENEL Fund, the liabilities related to managers employed as of April 1, 1998
were transferred to the FONDENEL Fund. Asmore fully described in Note 12, FONDENEL is managed
externally and subject to the regul ationsgoverned by Decree No. 14 on April 21, 1993. In the last quarter of
2000, the Company reached an agreement with the majority of the participantsin the plan for an early payment
of the provision.

Accordingly, the pension benefitsliability as of December 31, 2000 relates solely to those individuals who
wereretired as of April 1, 1998 and didn’t agree to the early payment in 2000. The reserve also includes
amounts to be paid to existing employees who have worked at least 35 years with the Company, in accordance
with the collective labor contract and current union agreements.
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In addition, the Group Companies make contributions to certain employee associations that provide medical
and various other employee benefits to both current and retired employees. These plans are not administered
by the Companies, and contributions are determined in accordance with the provisions of negotiated
contracts with the trade unions. The Group Companies expenses its contributions to these plans when they
arepaid. Such amountstotaled lire 161 billion, lire 163 billion and lire 160 billion for the years ended December
31, 1998 1999 and 2000, respectively.

As established by the Collective Labor Agreement signed between the ENEL Group and the employees' Trade
Union, the Company grants to its employees hired before July 1, 1996 (working, retired or to their surviving
spouses) an 80% reduction on electricity tariffs (excluding taxes and duties) within certain limits of
consumption per year. These discounts are primarily presented as areduction in operating revenuesin the
accompanying consolidated financial statements.

In March 1999, the Company and the managers’ union signed an agreement which replaced the managers
benefit of discounted electricity tariff rates with amonthly bonus paid during their working life and a one-time
bonus paid at their retirement date.

In November 1999, the investorsin ENEL’sinitial public offering included 70,303 ENEL employees (about 87%
of those eligible), these employees purchased an aggregate of 1.5% of ENEL’s capital stock. No discount was
reserved for employees, with the exception of bonus sharesin aratio of 11 sharesfor every 200 shares held for
aperiod of at least one year (for the general public, the allocation was 10 shares for every 200 shares held at
least one year). ENEL’s employees were allowed to get advances from the provision for termination
indemnities for the purchase of these shares. The total amount of the advanceswas lire 1,445 billion.

Operating Revenues

Revenues from the sale of electricity are recorded when the customer is billed or the meter isread prior toyear-
end. Revenuesfrom the supply of electricity provided after the last meter reading prior toyear-end are
recognized in the subsequent period when billed. Pricingisbased on the tariff structure, in effect for the
period, as established by law and the Electrical Energy and Gas Authority (the “Energy Authority”).

Revenues from other services are recognized when the service is provided and consist primarily of
connections, inspections, and repositioning services.

The Company’ s revenues currently also include amounts for the reimbursement of fuel costs and el ectricity
purchases, through a contribution from the Equalization Fund (see Notes 5 and 15). Revenuesreceived from
the Equalization Fund as a reimbursement of fuel used for thermal production are recognized in the period
when electricity is produced and consequently the fuel is consumed. Revenues received as a reimbursement
of purchased power are recognized when electricity is supplied to the transmission network.

Other operating revenues are recognized in the period in which the service has been performed.

Statements of Cash Flows

The consolidated statements of cash flows are prepared using the indirect method and are in accordance with
Standard No. 7, issued by the International Accounting Standard Committee, aswell as Italian GAAP.

The extraordinary distribution of funds from the reserve for employee termination indemnities to employees

for the purchase of the Company’s sharesin 1999, for atotal of lire 1,445 hillion, isincluded in the

consolidated statements of cash flows from financing activitiesin theitem “other”, as are the payment of the

first installment of the extraordinary contribution for the elimination of the Electricity Industry Employee
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Pension Fund and the early payment of retirement benefits both incurred in 2000 for atotal amount of lire 2,543
billion.

Vacation Pay

Vacation pay is provided in accordance with Italian law. Therelated liabilitieswerelire 164 billion and lire 173
billion as of December 31, 1999 and 2000, respectively, and are included in “ Accrued expenses and other
current liabilities” in the accompanying consolidated balance sheets.

Income Taxes

In connection with the issuance in 1998 by the Italian Accounting Profession of Italian Accounting Standard
No. 25, the Company revised in the same year its accounting policy for income taxes.

Deferred tax assets and liabilities are recognized for differences between the financial reporting and tax bases
of assets and liabilities at each reporting period. Certain reserves within sharehol ders' equity, totaling lire 500
billion, are subject to taxation upon utilization. Deferred tax liabilitieson such reserves are provided to the
extent that such taxation will result from expected future distributions or other taxable events. Deferred tax
assets, including tax loss carryforwards, are recognized when thereis areasonabl e certainty of their
realization.

Research and Devel opment

Research and development activities, primarily relating to various studies involving technological innovation,
improvements to plant efficiency, reliability, safety, environmental protection, service quality, and use of
energy resources, are charged to operating expenses asincurred. Amounts charged to operating expenses
werelire 350 billion, lire 280 billion, and lire 240 hillion for the years ended December 31, 1998, 1999 and 2000,
respectively.

Foreign Currency

Transactions denominated in foreign currencies are translated tolire at the exchange rate in effect on the date
of the transaction. At December 31, 2000, assets and liabilities denominated in foreign currencieshave been
translated into lire at the exchange rate on the balance sheet date. Foreign currency exchange gains and
losses, both realized and unrealized, are included in income in the period they arise, net of any amounts
absorbed by the Italian government. The only exception to thisisfor foreign currency exchange gains that
exceed foreign currency exchange losses related to long-term assets or liabilities, which are recorded only
when realized. For the years ended December 31, 1998, 1999 and 2000, there were no such unrealized net
gains.

Assets and liabilitiesexpressed in one of the currencies of the European Economic and Monetary Union
Members as of December 31, 2000 are translated into lire using the appropriate fixed exchange ratesin euro.

Financial Derivatives

With respect to interest rate, foreign exchange and price risks, the Company entersinto derivative
transactions to hedge specific transactions as well as to hedge general risk (see Note 22).

Theinterest differentialsto be received or paid on interest rate swaps, aswell asinterest differentials on

interest rate collars, are accrued over the life of the contract. The interest differentials on forward rate

agreements are recognized at the date of settlement of the contract and accrued over the period hedged. Such

interest rate differentials are recorded in “ Accrued income and prepayments” or “ Accrued expenses and other
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current liabilities” as applicable in the consolidated balance sheets. When recognized in the statements of
income, the amounts are classified as “Financial income (expense)”.

Foreign exchange forwards are valued at the spot rate at year-end and the related gains and losses are
recorded as “ Financial income (expense)”. Costs for options are recognized at the expiry date of the option.
Premiums or discounts are accrued over the life of the contract, and also classified as“ Financial income
(expense)”. With reference to options, the premiums paid are recorded in the item “ Accrued income,
prepayment and other”, depending on the maturity of the contract.

Extraordinary Income and Expenses

The Company records items as extraordinary income and expensesif they relate to gains or losses on activities
which impact the corporate structure of the Company (such as business re-organization costs, mergers and
acquisitions, reconversions and reorganization of production cycle); extraordinary write-downs of fixed assets
and related restatement of original value when the reasons for asset write-downs subsequently cease to exist;
contingent assets or liabilities from events or transactions that would not reasonably be expected to recur in
the foreseeabl e future, such as theft or shortage, natural events or litigation related to non-operating areas
(e.g., mergers and acquisitions); and items regarding previousfiscal years, like adjustments of income/costs
duetoincorrect entries, adjustments due to incorrect applications of accounting principles and the recognition
of capital grantsrelated to previousfiscal years.

Environmental costs

Environmental costsrefer to the avoidance, reduction and monitoring of the environmental impact of
production activities. Recurrent environmental costs are recorded in the income statement in the year in which
they areincurred, while costs relating to the extension of the useful life, increase in capacity and improvement
in the safety of tangible assets to which they refer are recorded under the specific asset.

Provisionsfor risks and charges are accrued when it is probabl e or certain that the cost will beincurred and its
amount can be reasonably estimated.

REGULATION AND RATES

The Company is subject to regulation by the Industry Ministry and the Energy Authority.

The Historical Regulatory Framework

The“Historical Regulatory Framework” existed until April 1, 1999, while the tariff structure under the Historical
Regulatory Framework remained in place until December 31, 1999.

Electricity sales were regulated by tariffs which consisted of two main components:
1 A fixed component based on capacity; and
2. A variable component covering the following elements:
a) Fixed, operating and maintenance costs (excluding fuel and electricity import costs); it also
covered specific and/or temporary reimbursement elements (e.g., accrued credits in respect
of the previous years' fuel costs, one-time costs relating to nuclear production and

contributions for incentivized production from renewabl e and assimilated sources); and

b) Variable energy costs (including fuel and electricity import costs).
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Thetariff relating to b) above was reviewed by the Energy Authority in July 1997 (Decree No. 70 of
June 26, 1997), which set the following rules:

i Fuel costsfor thermal production were to be reimbursed on a standard basis instead of on
an actual cost basis. In thisrespect a standard heat rate and a standard basket of fuel were
fixed by the Energy Authority;

il Every two months the tariff was changed as determined by price fluctuations in the standard
basket of fuels and variances in exchange rates,

iii. Anincentive element to be included for any decrease in thermal production and electricity
imports (as compared with the average of the corresponding two months period of the
previous three years) and to encourage hydro and geothermal production; and

iv. Electricity imports to be reimbursed on the same basis as thermal production.

The New Regulatory Framework

On April 1, 1999, Legislative Decree No. 79/1999 (the “Bersani Decree”), implementing the principles contained
in the Electricity Directive issued in 1997 by the European Union, became effective. The Bersani Decree has
commenced the transformation of the electricity sector from ahighly regulated industry to one where energy
prices charged by generators will be eventually determined by competitive bidding. The Bersani Decree also
mandates the consolidation of electricity distribution activitiesin urban areas. It further provides for a gradual
liberalization of the electricity market so that customers whose annual consumption exceeds specified
amounts, together with distributors and wholesalers (all defined as*“Eligible Customers”) will be ableto
contract freely with power generation companiesto buy electric power.

The Energy Authority has also replaced the “cost-plus’ system for tariffswith anew “price cap” tariff
methodology. Under the price-cap methodology, tariffswill be reduced by afixed percentage each year. This
system creates incentives for operators to improve efficiency and gradually passes savings onto final
customers.

The Bersani Decree establishes ageneral regulatory framework for the Italian electricity industry that gradually
introduces free competition in power generation and sales to Eligible Customers while maintaining a monopoly
structure for power transmission and physical distribution to Non-Eligible Customers. In particular, the Bersani
Decree and subsequent implementing regulations:

Liberalized, as of April 1, 1999, the generation, import and export of electricity aswell asthe sale of
electricity to Eligible Customers;

Provided that after January 1, 2003, no electricity company will be allowed to produce or import more
than 50% of the total of imported and domestically-produced electricity in Italy and, in connection with
this limit, mandated that the Company sell not less than 15,000 MW of its generating capacity by January
1, 2003;

Distinguished between Eligible Customers, which may negotiate supply agreements directly with any
domestic or foreign producer, wholesaler or distributor of electricity, and Non-€ligible Customers, which
must purchase electricity from the distributor that serves the areain which they are located and pay
tariffs determined by the Energy Authority;

Provided for the establishment of the Single Buyer, a central purchaser of electricity from producers on
behalf of all Non-eligible Customers;
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Provided for the creation of aBorsa dell’ Energia Elettrica, (“Pool Market”) for electricity, inwhich
producers, importers, wholesalers, distributors, other Eligible Customers and the Single Buyer will
participate, with prices being determined through a competitive bidding process;

Provided for the creation of the Gestore del Mercato, (“Market Operator”), charged with managing the
pool market; and

Provided that the transmission and distribution of electricity isreserved to the Italian government and in
this respect:

Provided that management and operation of the national transmission network is licensed to an
independent system operator, the Gestore della Rete, (“ System Operator”) while owners of the
transmission network (including the ENEL Group) retain ownership of the network assets; and

Established anew licensing regime for electricity distribution and provided incentives for the
consolidation of electricity distribution networks within each municipality.

The process of liberalizing the market foreseen by the Bersani Decree is highly complex. Certain of the actions
reguired by the Bersani Decree have not occurred within the contemplated time periods and it islikely that a
number of the deadlines noted above may not be met.

Generation

The Bersani Decree liberalized the regime of generation of electric power. In order to increase the level of
competition in the market, the Bersani Decree provides that, by January 1, 2003:

The ENEL Group, like any other generation company, will not be allowed to produce or import more than
50% of the total amount of electricity provided or imported in Italy. Thiswill require a significant
reduction from the Company’s current share of the total amount of electricity produced or imported into
Italy; and

The Company will be required to sell not less than 15,000 MW of its grossinstalled capacity, so asto
reduce its market share. To comply with this requirement, the Company developed a plan to dispose of
15,057 MW of net installed capacity, or approximately 16,000 MW of grossinstalled capacity, which the
Company submitted to the Council of Ministers and which the Council approved in August 1999. These
specific generating assets have been contributed to Eurogen S.p.A., Elettrogen S.p.A. and Interpower
S.p.A. (the“Gencos’) in 1999. The January 1, 2003 deadline is extendible for one year if market
conditions require, as determined by the Antitrust Authority after consulting with the Energy Authority.

In response to the explicit instructions of the Italian Government to begin the process of disposing of the
Gencos as soon as possible, the Company published arequest for indications of interest in Elettrogen, the
second largest of the three entities, in October 2000. The sale of Elettrogen is being organized as a multi-step
auction, with the final buyer being selected on the basis of price, aswell as certain other factors. The bidding
instructions include certain limitations on the participation of entities that are fully or partially state-owned. It
iscurrently expected that the disposition of Elettrogen will occur during the second half of 2001. The Company
has also been required to sell afurther 5,500 MW, within 90 days of the sale of the third Genco, by adecision
of the Italian Antitrust Authority (in association with the I nfostrada acquisition) which is neverthel ess under

appeal.

The Bersani Decree also requires the Italian government to adopt streamlined authorization procedures
relating to the installation of new power generation plants and the renovation and expansion of existing plants.
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Transmission

The Bersani Decree provides that the transmission of electricity is reserved to the Italian government, but
delegates the management and operation of the national electricity transmission network to the System
Operator, under alicense to beissued by the Industry Ministry. The System Operator may, subject to the
authorization of the Industry Ministry, authorize third parties to operate limited portions of the network
pursuant to service agreements.

In August 1999, the Company transferred its el ectricity dispatching and national transmission network
management operationsto the System Operator, which at that time was asubsidiary of the ENEL Group. In
April 2000, pursuant to the Bersani Decree, the Company transferred ownership of the System Operator to the
Treasury at no cost. The System Operator operates pursuant to strategic and operational guidelines
established by the Industry Ministry in January 2000. The System Operator has responsibility for the
planning, operation and control of the national electricity transmission network, with a mandate to ensure the
efficiency, adequacy and safety of Italy’s electricity supply and equal accessto the network for all producers
and consumers of electricity. The System Operator must give priority for transmission to electricity generated
from renewabl e resources and co-generation in accordance with guidelinesto be issued by the Energy
Authority.

The System Operator enters into service agreements with the owners of transmission assets based on amodel
agreement approved by the Industry Ministry. These agreements regulate the payment of fees and the
performance of the obligations concerning the maintenance and upgrading of the national electricity
transmission network, and includes the fees for services supplied by the owners of the network prior to the
date of the agreement.

In addition, the Bersani Decree liberalized third-party accessto power transmission and distribution networks
asof April 1, 1999. The System Operator and distributors must grant free access to such networksto
generators and importers of electricity for the purpose of supplying energy to Eligible Customers, subject to
payment of the tariffs established by the Energy Authority.

Distribution

The principal effects of the Bersani Decree on distribution are:
The formal adoption of alicensing regime applicable to the distribution of electricity; and
The promotion of the consolidation of electricity distribution activities.

The Bersani Decree requires distribution companiesto provide serviceto all customers who request it, subject
to payment of applicabletariffs and to compliance with technical and safety requirements. In addition, the
Bersani Decree requires distribution companies that serve more than 300,000 customers to conduct the
distribution of electricity to Non-eligible Customers through separate companies that have such activity as
their exclusive purpose. The Company began operating a separate subsidiary, Enel Distribuzione, for this
purpose in October 1999.

The Bersani Decree aims at the consolidation of the Italian electricity distribution industry. It provides for the

issuance of only one distribution license within each municipality and establishes procedures to promote the

consolidation of distribution activities under a single operator in municipalities where both the ENEL Group

and alocal distribution company are engaged in electricity distribution. The Decree required operators with
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overlapping operations to submit joint consolidation proposalsto the Industry Ministry by March 31, 2000;
these proposal s are considered approved unless the Industry Ministry objects within 60 days.

If ajoint consolidation proposal is not submitted, or is not approved by the Industry Ministry, alocal
distribution company owned or jointly owned by amunicipality that serves at least 20% of the electricity
customers of amunicipality may request that the Company sell to them its distribution assetsin that
municipality at a price to be determined by agreement between the ENEL Group and that local distribution
company. The Company estimates that approximately 160 municipal distributors qualify for this procedure.

To date, the Company has signed agreements for the sale of itslocal distribution network with A.C.E.GA.S.
S.p.A., themunicipally owned utility in Trieste, in March 2000; with A.M.P.S. S.p.A., the municipally owned
utility in Parma, in December 2000; and with the utility company serving Romein March 2001. In addition, the
Company has received requests to sell its distribution networks from substantially all of the other qualifying
distribution companiesin municipalities with co-existing networks, including the companies owned by the
municipalities of Milan, Turin and Verona.

The Bersani Decree provides that if the Company did not agree on a sale price with any of the parties who
have made atimely request to purchase a distribution network, the price will be determined by an arbitration
panel using accepted val uation methodol ogies that take into account market prices. The panel isto consist of
one person nominated by each of the parties and athird person nominated by the President of the court
having jurisdiction over the geographic areain which the local distribution company islocated. To date, 16 of
the qualifying companies have issued aformal demand for price arbitration, including the distribution
companiesin Milan, Turinand Verona. Inthe case of Milan, the arbitration panel set the sale price of the
network at lire 820 billion and the Company has appeal ed this decision.

The distribution networks that the Company will be required to sell are more profitable than its distribution
networks on average, mainly because distribution in metropolitan areas has lower costs. The Energy
Authority hasindicated that an equalization system will be put in place that may compensate for some or all
the higher costs associated with serving non-urban areas. To date, the equalization system has not been put
in place.

Under the Bersani Decree, local distribution companies owned or partly owned by amunicipality that serve at
|east 100,000 customers may also request an authorization from the Industry Ministry to submit ajoint
proposal with the Company for the consolidation of their electricity distribution networks with the Company’s
networks in adjoining municipalities. Certain distribution companies have expressed their interest in
purchasing the Company’ s electricity distribution networks in adjoining municipalities, particularly companies
in Milan, Trieste, Modena and Brescia. The Company believes that, under the Bersani Decree, any such sale
may occur only upon the agreement of each of the concerned parties.

New Tariff Structure

A new tariff established by the Energy Authority took effect on January 1, 2000. This new tariff structure

regul ates the price paid by Non-eligible Customersfor electricity. Eligible Customerswill pay the market price
for electricity, aswell asregulated transmission fees and system charges set by the Energy Authority. The
Energy Authority has also established a mechanism for the recovery of asignificant portion of the Company’s
stranded costs through the tariffs paid by the customers.

The new tariff structure has resulted in reductionsin the Company’ stariff revenues for the year 2000. These
reductions are attributable to lower rates for generation, transmission and distribution fees. Further reductions
in feesare expected in 2001 as aresult of the application of the price cap mechanism to transmission and
distribution charges and a 20% reduction in the fixed component of generation price established by the
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Authority. See“—Tariffsfor Non-€ligible Customers’ below. Further reductionsin fees are expected in 2002 in
connection with the commencement of trading on the Pool Market, for generation fees, and for the application
of the price cap mechanism for the transmission and distribution charges.

Tariffsfor Non-eligible Customers

Under the new structure, after an interim period during which tariffsfor all Non-eligible Customers are set
directly by the Energy Authority, only tariffsfor residential customerswill be set directly by the Energy
Authority. Thisinterim period ended at the beginning of July 2000; however, the Energy Authority extended it
for the Company and certain other distributors until December 31, 2000. Tariffsfor al other classes of Non-
eligible Customers are set by distributors within certain limits established by the Energy Authority, though the
Energy Authority still retainstheright of approval.

The limits set by the Energy Authority on tariffsfor non-residential customers are of two types. An aggregate
limit sets the maximum amount of tariff revenuesthat each distributor will be allowed to receive from all
customers belonging to the same category in asingleyear. A second limit sets the maximum amount of tariff
revenues that any distributor will be allowed to receive from asingle customer of agiven category. If thelimit
isexceeded in any given year by less than 5%, the distributor will apply a proportional reduction of tariffsin
the following year; if the limit is exceeded by more than 5%, each customer will receive reimbursements equal
to the excess revenues (plus an additional bonus) in the following year. Compliance with the individual limit
will be ensured at the time tariffs are set by the distributors and approved by the Energy Authority. Within
these limits, each distributor isfreeto offer tariff optionsto its customersin accordance with atrade policy
code aimed at ensuring transparency.

In setting tariffs for residential customers and establishing limits on tariffs for other classes of Non-eligible
Customers, the Energy Authority has sought to allow the recovery by electricity suppliers of:

The costs of supplying electricity, including both:

- Operating costs of the generation, transmission and distribution activities, including procurement
costs and amortization and depreciation. In order to be recovered, these costs must be both actually
incurred by the electricity companies and recognized by the Energy Authority; and

- Anappropriate return on invested capital, covering both equity and debt financing; and

The costs associated with system charges, which include the costs of complying with public policy

requirements for the Italian electricity system together with the costs of the Market Operator and the

Single Buyer.

Charges Applicableto Eligible Customers

Eligible Customers purchase el ectricity directly from generators or from wholesalers and as a result may pay
rates that differ from the generation fees paid by Non-€ligible Customers. In general, Eligible Customers will
only pay transmission and distribution fees and system charges, which they will pay directly to wholesalers or
distributors that will in turn pay the fees to the System Operator.

Stranded Costs

Stranded costs are current costs deriving from contractual commitments or investment decisions that
electricity companies:



Undertook for reasons of public policy;
Undertook at atime when the el ectricity markets were not yet open to competition; and

Could have been recovered in amonopoly regime but could not be recovered under aregime of
competitive electricity pricing.

To facilitate the transition to open electricity markets, the European Commission has stated that electricity
companies should be refunded their stranded costs provided that:

They minimize the impact of those costs (and, hence, the amount of the refund) on their future operations;
and

They present an industrial plan showing along-term profitability of the activity that is charged with
stranded costs.

The Company’ s stranded costs mainly consist of costs resulting from the requirements that were imposed in
the past on the Company’ s generation plants. In particular, because of governmental policies, the Company
built most of its plants to ensure high flexibility in the type of fuel that could be used.

The Industry Ministry and the Treasury Ministry have determined which costs are to be considered as
stranded costs and established a system to recover them. Commitments for investments the Company
undertook prior to February 19, 1997 relating to generating plants currently in service are regarded as stranded
costs, except for investmentsin plants that benefit from the CIP 6 regime and for hydroel ectric and geothermal
plants. Under the recovery program adopted by the Industry Ministry in January 2000 and as amended in
April 2001, the Company will be allowed to recover a significant portion of its stranded costs between 2000
and 2006.

The Energy Authority will assign recognized revenues and areference level of production to each of the
Company’splants. Recognized revenues are based on operating costs, depreciation and afair return on
investment. During the recovery period, the Energy Authority will, at the end of each year, compare these
recognized revenues for each plant with the fixed costs recovered through the pool price. If the recognized
revenues are higher in aggregate than those fixed costs, the Company will be entitled to recover an amount
equal to the difference. Pending the implementation of the Pool Market, by adecision issued in May 2001, the
Energy Authority established aformulafor the calculation of the electricity price and of plants' variable costs
for the purposes of recovering stranded costs. Stranded costs are financed in part through the surcharge
levied by the Energy Authority on hydroelectric and geothermal producers.

If plants for which stranded costs have been recognized are sold, the purchasers are entitled to recover those
costs on the same terms, so that total stranded costs available for recovery by the Company and new owners
will not be higher than those available to the Company had the plants not been sold. With respect to the sale
of Elettrogen, in adecision issued in May 2001, the Energy Authority determined the val ues of recognized
revenues and reference level of production necessary to calculate Elettrogen’ s stranded costs recoverable for
the year 2000.

The Company’s contractual obligationsin connection with itsimports of liquefied natural gas from Nigeriaare
also regarded as stranded costs. These stranded costs will be recovered over aten-year period, which may be
extended if certain conditions are satisfied.

The maximum total amount availableto Italian el ectricity companies for recovery as stranded costsislire
15,000 billion. The plan for the recovery of stranded costs must be submitted by the Italian Government for
approval by the European Commission to ensure compliance with the Electricity Directive and with the
European Union’ srules on governmental assistance to private businesses.
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During the recovery period, the impact of these stranded cost surcharges on the tariffs paid by consumerswill
be partially offset by contributions paid to the System Operator from generating companies producing
electricity from hydroelectric or geothermal plants, which do not incur fuel costs. These contributions are
calculated every two months as a percentage of the difference between the average national wholesale price of
electricity (weighted by the quantity of electricity produced by each plant) during the two-month period, and
the average fixed unitary costs for each plant, determined on an annual basis. The percentage will decreasein
each of the three two-year periods between 2001 and 2006, when the contributions will be eliminated.
RECEIVABLES

Receivables are stated at their net realizable value and relate primarily to amounts due for the supply of
electricity and services, and also include amountsto be billed. The following table shows a breakdown of
receivables as of December 31, 1999 and 2000:

1999 2000
(billions of lire)

Electricity and services................. 5,914 7,163
Allowance for doubtful accounts:
Ordinary provisions.................. (302 (327)
Provision for overdue interests....... (108) (96)
5504 6,740
Other .o, 2,966 3,662
8470 10,402

Theincrease in receivables from electricity and servicesis due to a number of factors, among which the most
important are represented by receivables relating to electricity transported on the distribution and national
networks (following the restructuring of the electricity market), higher amountsinvoiced to customers due to
theincrease in the fuel cost tariff component and the offer of new services.

The other receivables mainly include advances to suppliers, prepaid taxes, tax receivables and receivables
from social security institutions. The increase is due mainly to the payment of margin deposits against
derivative contracts carried out by Enel.FTL and advances paid on electricity surtax. Additionally, following
the establishment of Enel.Factor, receivables have further increased.

EQUALIZATION FUND RECEIVABLE

The purpose of the Cassa Conguaglio per il Settore Elettrico (the “ Equalization Fund”) isto ensure that the
cost of fuel and electricity purchased by the electricity companies are generally transferred to customersasa
tariff component. Thetariff also providesincentives for generation of electricity from renewable sources.

These incentives are collected from the customers by the utility companies and then remitted to the
Equalization Fund, which in turn distributes these amountsin the form of Equalization Fund contributions to
the electricity generating companies. |n 1999, the Equalization Fund also provided for the reimbursement of
certain nuclear—related costs.

Asof December 31, 1999 and 2000, the Equalization Fund receivable net were as follows:

1999 2000
(billions of lire)

Equalization Fund receivable.............. 2,828 6,626
Current portion of Equalization Fund
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receivable for nuclear-related costs ... % -
Equalization Fund payable, related to
amounts collected from customers ..... (2564) (3118)

Theincrease in 2000 relates to higher Equalization Fund reimbursement for fuel costs. The reimbursements are
based upon the increased fuel costs aswell as anew contribution established January 1, 2000, to ensure a
gradual transition to the new tariff system, for Non-eligible customers (amounting to lire 6 per Kwh).

Receivables from the Equalization Fund for nuclear related charges have, in prior years, been presented net of
an allowance for doubtful accounts due to outstanding litigation with the Authority for Electricity and Gas for
the annulment of resolution no. 58, dated June 12, 1998, through which the Authority questioned criteriafor
the reimbursement of certain nuclear charges. The Authority’sresolution no. 58 was originally appealed by
the Company to the Lombardy Regional Court (TAR), whose ruling no. 612 dated February 18, 1999 accepted
aconsiderable part of the Company’s claims, recognizing ENEL’ s right to receive an amount equal to lire 279
billion (excluding interest), leaving the remaining lire 111 billion to be borne by the Company. The Company
subsequently appeal ed the Lombardy Regional Court decision to the State Council, in an attempt to collect
the full amount. In 2000, an amount of lire 309 billion, inclusive of interest earned, was paid to the Company
by the Equalization Fund for these costs and with aruling dated February 12, 2001, the State Council rejected
the Company’ s appeal, confirming the ruling of the Lombardy Regional Court. At December 31, 2000, all
related receivables and reserves have been written-off and the lire 309 billion has been recorded as
extraordinary income (see Note 20).

INVENTORIES
Inventories as of December 31, 1999 and 2000 were as follows:

1999 2000
(billions of lire)

FUE o 876 1477
Materials, supplies and other stocks ... 330 667
Civil buildings held for disposdl......... 622 626
Work inprogress..........covvveennnn. 66 254
AVaNCES ... - 174

1,944 3,198

Theincreasein the value of fuel isdueto higher international oil prices and to the recording, starting in 2000,
of inventories purchased and not delivered at the end of the year.

Materialsincreased during 2000 due to parts being put back into inventory from abandoned investment
projects.

“Civil buildings held for disposal” refer to the subsidiary Dalmazia Trieste S.p.A. and those buildings have
been the object of a specific independent appraisal.

Theincrease in contract work in progress and of advancesis due to the increase of contract work carried out
for third parties referring in particular to Enelpower’ s new initiatives in international markets.
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(7)  UTILITY PLANT
Net utility plant as of December 31, 1999 and 2000 consisted of the following:

1999 2000
(billions of lire)

Utility plant, gross:
Generating Plant:

Hydroelectric.........oovi i 17,378 17,839
Thermal.......cooooiii 42,719 43,690
Geothermal and renewable sources.................... 2,978 3,154
TransmissioN LiNe.......cooovveiiiiiiiiiiee e, 11,494 11,757
Distribution Network..........ccooviiiiiiiiieene. 62,697 64,479
Land and Buildings............c.coooiieiiiiiniiininnes 6,508 7,015
Other....cooov i 4,850 5,029
COoNStruction iN Progress........ouveeeuveeenineeennnns 6,756 3,922
Total 155,380 156,885

Accumulated Depreciation:
Generating Plant:

HydroelectriC. .. .....coive i 6,364 6,941
Thermal.......coooo i 21,882 23,659
Geothermal and renewable sources.................... 1,360 1,546
TransmissioN LiNe........ccovveiiiiiiiiiiee e, 5,089 5,477
Distribution Network..........ccoovviiiiiiiieene 42,430 45,226
Land and Buildings............cccoooiieeiiiiiiiinnes 1,372 1,789
Other. ..o 3,472 3,038
CoNStruction in Progress. .. .....ouveeeeieeenineeenanns - -
Total 81,969 87,676

Utility plant, net:
Generating Plant:

HydroelectriC. .. ......oive i 11,014 10,898
Thermal.......cooooiiii 20,837 20,031
Geothermal and renewable sources.................... 1,618 1,608
TransmissioN LiNe........c.covivviiiiiiieieee e, 6,405 6,280
Distribution Network............ccovvviiiiiiiinienne 20,267 19,253
Land and Buildings............c.cooiiiiiiiiiiiiinnes 5,136 5,226
Other....cooi i 1,378 1,991
COoNStruction iN ProgreSs........ovveveneeenneaenanns 6,756 3,922
Total 73411 69,209

Asof January 1, 2000, the depreciation rate of the information system equipment increased from 20% to 34%
asaresult of the technology evolution that has continued to occur. This rate change increased depreciation
by approximately lire 40 billion.

F-24



As of December 31, 2000, plants include assets to be relinquished, primarily Hydroel ectric, with a net book
value of approximately lire 6,000 billion. Italian laws (Decree 79/99 applying European Commission Directive
92/62 regarding the electricity market) established the expiry date for concessions relating to large reservoirs
managed and operated by the Company. The concessionswill run out thirty years after the decree becomes
effective, thusin 2029. Moreover Law n. 340 dated November 24, 2000 extended to 2020 concessions
regarding State property used for thermal generation activities. At such dates, all water catchment plant,
control equipment, high pressure pipes and drainage pipes must be transferred to the State in good working
order if the concession is not renewed. Therefore, the depreciation of the assets to be relinquished has been
calculated on the basis of the lower between the length of the concession and the residual useful life of the
assets.

The same decree also provides for the region Valle d’ Aosta and for the autonomy provinces of Trento and
Bolzano the possibility to choose a different expiry date; particularly, the autonomy provinces of Trento and
Bolzano have fixed the expiry date in 2010, while the region of Valle d’ Aosta has not fixed the expiry date
yet. In any case all the generation plants and equipment located in Valle d’ Aosta are going to be sold to the
Regional Authority during the year 2001.

Thefollowing reflects changesin utility plant (billions of lire):

December 31, December 31, December 31,
1998 1999 2000
Reclassification Reclassification
Net book value Addition Depreciatio and retirements Net book value Addition Depreciatio andretirements Net book value
n n

Generating plant:
Hydroelectric. . ..v.vvevenennnnn. 11,264 145 (490) 95 11,014 95 (544) 333 10,898
THEMA .+ e e ool 21,173 739 (1,788) 713 20,837 300 (1,830) 724 20,031
Geothermal and other renewables 1,226 51 (153) 494 1,618 48 (193) 135 1,608
Transmission liN€. .. .ueueseennnnn. 5,652 142 (408) 1,019 6,405 116 (416) 175 6,280
Distribution network. .. .oeueevunn.. 20,423 2,720 (2,780) (96) 20,267 2,630 (2,919) (725) 19,253
Land and buildings................ 5,983 68 (179) (736) 5,136 36 (190) 244 5,226
OthEr e e e 2,224 169 (351) (664) 1,378 300 (313) 626 1,991
Construction in progress. ...... ... ... 7,742 1,619 - (2,605) 6,756 1,154 - (3,988) 3,922
TOA e e e e 75,687 5,653 (6,149) (1,780) 73,411 4,679 (6,405) (2,476) 69,209

Retirements include the abandonment of already suspended projectsin the electricity generation areafor an
amount of approximately lire 2,000 billion in 2000. The related expense was covered in full by amounts accrued
in the past in the litigation and contingent liabilities reserve for these suspended projects.

Estimated liabilities and charges resulting from the eventual abandonment of the residual currently suspended
construction projects are covered by the same reserve.

(8) INTANGIBLE ASSETS

At December 31, 2000, intangibl e assets include primarily the extraordinary contribution relating to the
elimination of the Pension Fund for the employees of ENEL and other private electricity companies, due
pursuant to Law no. 488, December 23, 1999 (2000 Budget L aw). Based on the amount of the first installment,
ENEL’ stotal contributionis quantified at lire 3,942 hillion, expensed on a straight line basis over a period of 20
years, as alowed also by the above mentioned Budget Law. Liabilitiesinclude lire 2,628 billion representing
the above amount, net of the first installment payment made to INPS in November 2000. The two residual
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installments will be paid out in November 2001 and 2002, respectively; consequently, lire 1,314 billion has been
recorded among current liabilities and lire 1,314 billion among non-current liabilities.

Intangibles also include the goodwill paid for the acquisition of CHI (lire 181 billion) and various gas
distribution companies (lire 150 hillion). The latter is amortized over aperiod of 10 years, in line with the
average residual life of the concessions for the distribution of gas, while CHI goodwill has not been amortized
in 2000 due to the fact that the acquisition took place in December 2000.

(9 INVESTMENTS
Investments as of December 31, 1999 and 2000 are as follows:

1999 2000
(billions of lire)
Investments in unconsolidated subsidiaries 458 1511
Investmentsin affiliates........................ 2 349
Investmentsin other companies................ 7 300
467 2,160

The investments in unconsolidated subsidiaries primarily relate to WIND. Theincrease is aresult of additional
capital contributions of lire 663 billion that were approved at the extraordinary shareholders’ meeting of WIND
(April 20, 2000) as well asthe acquisition of an additional 5.63% interest in July 2000 for lire 1,199 hillion
following the divestment from Deutsche Telekom. These amounts were offset by lire 776 billion of equity
losses and goodwill amortization of lire 37 billion during the year.

Investmentsin affiliatesinclude a 49% ownership in Immobiliare Foro Bonaparte (lire 259 billion) following the
contribution of real estate property.

Theincreaseininvestmentsin other companiesis primarily due to the acquisition of 7.92% of Echelon
Corporation, aU.S. listed company that is aleader in the development of indoor communications technol ogy
and related services. The aim of the operation is the application of Echelon’sLonworks systemin the long
distance metering project denominated “ electronic meter”. The book value at December 31, 2000 islire 225
billion and is represented by the purchase price of lire 293 billion less areduction in the value of the
investment of lire 68 billion, as aresult of the negative performance of Echelon’s stock on NASDAQ,
consistent with the recent trend of other technology stocks.

Other unconsolidated investments primarily include venture-capital and minor investmentsin entitiesinvolved
in various technological, environmental, and other utility-related research and development areas.

(10) RECEIVABLE FROM UNCONSOLIDATED SUBSIDIARIESAND AFFILIATED COMPANIES

Receivables from unconsolidated subsidiaries include aloan amounting to lire 906 billion extended to WIND,
at arate of interest equal to the three-month Euribor rate plus 50 basis points. Such amount represents a
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portion of aloan amounting to approximately lire 4,000 billion, underwritten by ENEL and apool of banks, for
the acquisition of aUMTS mobile phone license. Any early repayment of the loan extended by ENEL is
subordinate to the repayment in full of the loans extended by banks.

DEBT

Long-Term Debt

The Company’ s consolidated long-term debt balances, including current maturities, as of December 31, 1999
and 2000, and the related maturity schedules are as follows:

Long-term Maturity

Current
Summary by Type Maturity Balance at Balance at Maturity
of Debt Instrument Range 12/31/199  12/31/200 2001 2002 2003 2004 2005  After  Total
9 0
(billions of lire)

Fixed —ratelisted 2004-2008 4,872 5,325 - - 1937 1452 1,936 5,325

bonds
Floating - ratelisted

bonds................. 2001 4,785 2,703 2,703
Fixed - rate bonds not - - - - -

listed.................. 2005 85 93 93 93
Floating - rate bonds

not 2001-2021 3,230 3,030 32 43 35 40 41 2,839 2,998
Fixed —ratebond UE... ~ 2001-2010 781 615 104 104 104 73 75 155 511
Floating - rate bonds 2003-2009 56 48 9 8 8 6 6 11 39

UE
Fixed —rate bank

loans............c...... 2001-2008 150 163 109 10 12 11 9 12 54
Floating - rate bank

loans.................... 2001-2009 4,164 4,400 403 463 1,703 1,192 535 104 3,997
Fixed—rate UE Loans.. ~ 2001-2009 1,933 1,365 535 354 153 88 71 164 830
Floating rate UE Loans  2004-2015 643 1,516 95 95 95 108 112 1,011 1,421
Other financings......... 2003-2022 - 204 13 14 61 10 10 96 191
Total ..o 20,699 19,462 4,003 1,091 2,171 3,465 2,404 6,328 1545

Bonds include lire 3,218 billion guaranteed by the Republic of Italy (lire 5,339 billion at December 31, 1999).
The decreasein long-term debt of lire 1,237 billionisaresult of principa repayments of lire 5,154 billion, which
were offset by new borrowings of lire 3,700 billion , exchange rate losses of lire 5 billion and lire 212 billion
representing the debt of the newly consolidated subsidiaries (CHI and gas companies). Repaymentsrefer to
debt expiring in the year and early repayments made to improve the risk/cost profile of debt. A number of bank
loans have been renegotiated to bring them into line with current market conditions. 1n November 2000, lire
1,000 billion of ENEL 1993-2003, 9.6% bonds were repaid early.

In 2000, the Company entered into aeuro 500 million 15-year loan with the European Investment Bank. In

2001, the Company entered into a second loan for an additional euro 500 million. Theloanswill contribute to
the financing of the development of the Company’ s distribution network in central and southern Italy.
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In 2000, ENEL launched a medium-term notes program for atotal of euro 3 billion. As part of such program, on
November 28, 2000, ENEL issued euro 750 million (lire 1,452 billion) of fixed-rate bonds (5.875% annual) due on

December 12, 2005. These bonds are listed on the Luxembourg Stock Exchange.

L ong-term debt, including maturities, by currency, is asfollows:

Currency Maturity Average I nterest At December 31, 1999 Average | nterest At December 31, 2000
rate (billions of lire) rate (billions of lire)
Iltalianlira................. 2001-2021 4.27% 12,398 5.38% 9,006
EUro........coevviniinnn 2001-2015 4.68% 7,147 5.28% 9,417
Deutsche Mark 2001-2010 7.77% 163 8.02% 96
FrenchFranc ............. 2002-2005 9.86% 91 9.86% 96
Belgian Franc ............ 2001-2008 9.05% 148 9.06% 105
Netherlands Guilders ... 2001-2010 8.41% 187 8.41% 127
EMU Currency 4.55% 20,134 5.41% 18,847
US Ddlar ............... 2001-2008 9.02% 79 9.01% 247
British Pound ............ 2002-2007 10.05% 60 9.75% 40
SwissFranc ............... 2001-2009 6.82% 179 6.93% 149
Denmark Krone 2002 10.55% 9 10.55% 6
Japanese Yen ............. 2001-2010 5.67% 238 5.57% 173
Non - EMU Currency 7.04% 565 7.60% 615
Total Long - Term 4.62% 20,699 5.48% 19,462
Debt

As of December 31, 2000, approximately 61% of the Company’ slong-term debt was linked to floating-rates
(62% as of December 31, 1999). To balance this mix, the Company entered into interest rate hedging
contracts, primarily interest rate swaps and interest rate collars. Considering the above mentioned hedging
contracts, appropriately weighing the notional amount of the collars, the residual amount of debt still
exposed to the risk of floating-rates was approximately 28% of the total long-term debt at December 31, 2000.

Short-term Debt

The Company maintains committed revolving lines of credit with maximum borrowing limits aggregating lire
21,361 billion and uncommitted lines of credit and other short-term borrowing agreements with banksin Italy
with maximum borrowing limits aggregating approximately lire 6,990 billion at December 31, 2000. These
agreements provide for interest charges based on prevailing market conditions. Asof December 31, 1999
and 2000, the average interest rate on short-term borrowings was approximately 3.50 % and 4.67%,
respectively.

Short-term bank debt includes 18-month loans amounting to lire 1,983 billion and the use of revolving credit
lines amounting to lire 3,226 billion. The increase in short-term debt is due to higher uses of short-term credit
linesthat allow more flexibility to the Company in managing debt, by giving it amore adequate financial
structure in view of the expected proceeds coming from the disposal of assets.

Among the most significant short-term transactions carried out in 2000 was the agreement with a pool of
banks of an euro 10 billion revolving credit line, which was partially used to finance the acquisition of
Infostrada.
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RESERVE FOR PENSIONSAND SIMILAR OBLIGATIONS

As of December 31, 2000 an amount of lire 760 billion represents the present value of future liabilities
connected with trade union agreements regarding a supplemental pension fund for managers participating in
the program. Since April 1, 1998, the reserve relates only to retired managers. Those managers currently
employed, are covered by the FONDENEL Fund. In the last quarter of 2000, the Company reached an
agreement with the magjority of the participants to the plan for an early payment of the provision.

The remaining reserve of lire 39 billion covers paymentsin lieu of notice at the time of the retirement, to
existing employees who have, among other conditions, worked at |east 35 years, in accordance with collective
labor contracts and current union agreements.

The agreement between the ENEL Group and FNDAI (National Federation of Industrial Managers), signed on
January 23, 1998, led to the establishment of a Company—sponsored pension fund known as FONDENEL,
which is managed externally. It differsfrom the previous pension plan, which was based on defined benefits,
inthat it is now a defined-contribution plan. Following the transfer of the accumulated contributions of active
managers to FONDENEL, the Company was liable to pay FONDENEL asum equal to the provisions accrued
to March 31, 1998. The amount payable to the FONDENEL Fund as of December 31, 2000, totaling lire 203
billion isreflected in “ Accrued expenses and other current liabilities” in the accompanying consolidated
balance sheets and is to be paid in two installments of which the second is due on July 1, 2001.



(13 OTHER NON - CURRENT LIABILITIES

The amounts included in the caption “Other” in "Other non-current liabilities" in the accompanying
consolidated balance sheets as of December 31, 1999 and 2000 were as follows:

1999 2000
(billions of lire)

Litigation and contingent liabilities reserves .. 2,588 1,704
Reservefor early retirement..................... 563 335
Reservefor stranded costs.............coeveneeen. - 227
Dueto FONDENEL Fund....................... 211 -
AQVANCES. ..., 246 28
Other ..o 415 1,558

4,023 3,852

The “Litigation and contingent liabilities reserves’ include lire 727 billion to cover uncertainties,
contingencies and potential liabilities from current legal proceedings (primarily relating to supply contracts,
labor disputes and plant operations) of a determinate nature that, according to Parent'sinternal and external
legal advisors are reasonably estimabl e and which the Company believes the unfavorable outcome to be
probable. An additional amount of lire 91 billion has been accrued in 2000. The reserve does not take into
account the effects of proceedingsin which afavorable outcomeis expected or those in which an adverse
outcome cannot be reasonably estimated. For contingencies assessed to be less than probabl e the potential
range of lossisdisclosed if it isavailable. Further information regarding litigation and contingent liabilitiesis
provided in Note 22.

Thereserve also covers additional estimated liabilities and charges for litigation and other mattersfor lire 783
billion (of which lire 450 billion was accrued in 2000) and potential charges and losses in connection with the
abandonment or change of plansrelating to currently suspended investment projectsfor lire 194 billion. The
provision for suspended investments was lire 1,388 billion as of December 31, 1999 and the use relates to the
coveragein full of costsincurred following the abandonment in 2000 of a number of relevant projectsin the
generation area (see Note 7).

The“reservefor early retirement” consists of accrualsrelating to the cost of the temporary offer made to
employees as an incentive for early retirement as part of the Company’ s reorganization following the
resolution taken on April 30, 1999 by the Parent.

In 2000, the Company recognized reserves aggregating lire 227 billion related to its recovery of so-called
“stranded costs’. Theindividual companies of the Group made an estimate of their recovery requirements
according to elements contained in the Ministerial Decree dated January 26, 2000 and in the “Note” issued by
the Authority on August 3, 2000. These calculations represented estimates as final reference parameters were
not given by the Authority. Theindividual companies recorded reservesin situations where actual revenues
exceeded the related estimated revenues allowed by the Authority. The amount accrued refersto Eurogen
(lire 196 billion) and Enel Produzione (lire 31 billion) and considers the difference between estimated
recognized revenues for each plant involved and an estimate of revenues cal culated according to both actual
energy generated for the period and the average wholesale price of electricity. Calculations also included the
estimate of the amount reimbursed against the extra costs involved with the import of natural liquefied gas
from Nigeria.

“Other” itemsinclude lire 1,314 billion due to the National Pension System (INPS) on November 2002 as the
last installment of the extraordinary contribution established by the Budget Law 1999 (see Notes 8 and 12).
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(14) SHAREHOLDERS EQUITY

Share Capital

In connection with the conversion of the Parent Company into ajoint stock corporation in July 1992,
substantially all of the existing reserves at that time were converted into share capital.

The Parent Company has 12,126,150,379 ordinary shares of lire 1,000 par value per share.

At December 31, 2000, according to the Shareholders' Register and information available, there do not appear
to be shareholders with a share higher than 2% of the capital stock of the Company, other than the Italian
Treasury (with approximately 68% of the capital stock).

Shareholders’ Equity Reserves

The"Legal reserve" represents earnings restricted from the payment of dividends pursuant to the Italian Civil
Code (the “Civil Code”). Under the Civil Code, with respect to income of any year, an amount equal to 5% of
the Company's statutory income must be set aside until the cumulative legal reserveis equal to one-fifth of the
par value of the Company’ sissued and outstanding share capital. Such dividend restriction also appliesto
each Italian subsidiary of the Company, the legal reserve of which is not material. In 1999, lire 2,071 billion

were transferred to the legal reserve from the “Law 292/93 reserve” in order to bring the former in line with 20%
of the Group’ s holding company share capital, as resolved by the Shareholders' Meeting held on September 3,
1999.

The"Law 292/93 reserve" at December 31, 2000, reflects the write-up of assets of the Parent pursuant to Law
No. 292. Asdiscussed in Note 2, revaluation reserves of the Parent prior to 1993 have been credited to
retained earnings in the accompanying consolidated financial statements. This reserve was decreased by lire
4,571 billionin 1999 following the distribution of lire 2,500 billion and the transfer to the legal reserve of lire
2,071 billion, as resolved by the sole shareholder of the Company at the Shareholders' Meeting held on
September 3, 1999.

Retained Earnings

As provided by Italian law, dividends may only be paid out of the statutory retained earnings, plusits
distributable reserves and statutory net income for the current year, net of the amount to be allocated to the
legal reserve in the subsequent year. Approximately lire 7,400 billion was available for dividends at December
31, 2000.

Reconciliation of Parent's Statutory Net Income and Shareholder’ s Equity to Consolidated Net [ncome and
Shareholders’ Equity

The Parent’ s statutory financial statements reflect certain tax-basis amounts and do not reflect the
consolidation of the Subsidiary Companies.

Adjustments are made in consolidating the accounts of the Parent and the Subsidiary Companiesto reflect the
consolidation principles described in Note 2. 1n addition, adjustments are made to eliminate the effect of
certain tax-basis reporting applied by the Parent and the Subsidiary Companiesin their respective statutory
accounts.



The reconciliation of shareholder’s equity and net income as reported in the statutory financial statementsto
those reported in the consolidated financial statements, is asfollows:

Net Income Shareholder’s Equity

1998 1999 2000 1998 1999 2000

(billions of lire)

Per Parent Statutory financial statements 2,072 3,052 437 27,686 24,352 21,976
Deferred taxes..........oovvevieeiniic 829 - 829 - -
(829)
Items reported by Parent Company solely for
tax 1,393 900 955 7,349 318 1,224
PUFPOSES. ...ttt

Effects of consolidating the financial

statements of the Subsidiary Companies and (8) 1,418 2,844 16 9,364 12,257
other........
Per consolidated financial statements 4,286 4,541 4,236 35,880 34,034 35,457

Starting from 1999, the Company began to record deferred tax assets also in the statutory financial statements.

Changes in tax-related items of the Parent are due to the contribution of businesses at book value
(represented in the case of assets by their gross value, net of ordinary and additional depreciation charges), in
aneutral tax regime. The mentioned tax items have therefore been transferred to the subsidiaries receiving the
contribution, and have been included among the “ effects of the consolidation of the financial statements of
subsidiaries’ at December 31, 1999 and 2000. Tax entries of the Parent Company as of December 31, 2000
mainly refer to the write-downs of investments in subsidiaries recorded only for tax purposes.

(15) OPERATING REVENUES

Operating revenues for the years ended December 31, 1998, 1999 and 2000 were as follows:

1998 1999 2000

(billions of lire)

Sdesof dectricity........coevvveviniineinnnn. 25,681 26,419 24,757
Equalization Fund contributions 12,063 11,772 18,932
Other:
- Connections, inspections and
repositioning Services.................. 1,090 1,124 1,223
- Other operating 954 1,269 3,706
FEVENUES...............ur




Total other...............c.ccnnn, 2,044 2,393 4,929

39,788 40,584 48,618

Revenues from sales of electricity declined in 2000 due to lower quantities sold following the opening up of
the market and the reduction of tariffs from January 1, 2000.

The amountsincluded in Equalization Fund contributions for the years ended December 31, 1998, 1999, and
2000 were asfollows:

1998 1999 2000

(billions of lire)

Contributions for thermal generation to
the non-eligible customers 6,951 6,324 10,392
markets......
Contributions for overseas net purchase
of 1,978 1,897 1,599
EECriCty. ... vvvneieecie e
Contributions for domestic purchases
and 3,134 3,551 6,066
incentives for renewable energy
sources
Contributions for power generation to
the non eligible customers (Decree - - 875
205/99)

12,063 11,772 18,932

The Equalization Fund contributions increased in 2000 by lire 7,160 billion primarily due to theincrease in fuel
prices, increased domestic purchases and a new contribution as aresult of generation related to non-eligible
customers (lire 6 for each kWh produced for the non-eligible customers, excluding generation from plants
under CIP 6/92 incentives).

Other operating revenues increased principally dueto energy transmission fees (lire 1,881 hillion) relating to
the use of the Transmission and Distribution network. Such revenues did not exist in 1999 asthey relate to the
new structure of the electricity market. The contribution of new businessesto the increase in operating
revenues during 2000 is as follows:

Fuel trading activities, lire 154 billion;

Distribution of natural gas, lire 124 billion;

Engineering and contracting, lire 135 billion; and

Research activities financed by the Equalization Fund, lire 128 billion.

In 2000, salesin countries other than Italy amounted to lire 187 billion, of which lire 110 billion wasto EU
countries and lire 68 billion in the Middle East.
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(16) PERSONNEL EXPENSES

Personnel expenses for the years ended December 31, 1998, 1999 and 2000 were asfollows:

Wagesand slaries .........c.oeevvneennnnn.
Social security contributions ...............
Employee termination indemnities
Employee pension and similar
obligations

1998 1999 2000
(billions of lire)
5,411 5,076 4,776
1,732 1,552 1,337
484 462 421
138 55 42
260 257 261
8,025 7,402 6,837

The decrease from 1999 is aresult of the reduction in the average headcount and in social contributions,

effective January 1, 2000.

(177 MATERIALSAND CONSUMABLES

Materials and energy for the years ended December 31, 1998, 1999 and 2000 were as follows:

Electricity purchased ......................
Fuel consumption..............cccveenennnn.

Total fuel andenergy ........c.ccoeeenennn.

Materialspurchased .............ccocoenee.

Net change in inventory

Tota materias.........cocevveviiinnn.

Gas for distribution and fuel for
trading..

1998 1999 2000
(billions of lire)

6,306 6,831 8,467
6,663 6,308 10,929
12,969 13,139 19,396
1,321 1,492 1,603
264 34 (287)
1,585 1,526 1,406
; ; 237
14,554 14,665 21,039

Electricity purchasesincrease in 2000 despite the decrease in quantities purchased due the lower proportion
of imports, characterized by lower unit prices, resulting from the assignment of import quotas to other
operators, and to higher purchases from subsidized domestic producers (CIP regulation 6/92).

Theincrease in the cost of thermal fuel consumption reflects higher fuel prices and thermal production.
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(18) SERVICESAND RENTALS

Services and rentals for the years ended December 31, 1998, 1999 and 2000 were as follows:

1998 1999 2000
(billions of lire)

Electricity transmission fees.............c.cooeeeiinee. - 63 1,855
Maintenance and repairs ........c..oeeveevineeneneennnn. 594 570 602
ServicesfromWIND........cocviviiiiiiieieieens - 192 572
Other SENVICES. ...vveiviieeeii e e 1,152 1,181 1,271
TotA SEVICES ... 1,746 2,006 4,300
RentalsSand LeasES .......uuvvvviiiiiiiiiieeiieee 477 512 449
2,223 2,518 4,749

Theincrease in the cost of servicesin 2000 relates essentially to the restructuring of the electricity sector and
the spin-off of telecommunications activitiesinto WIND, effective in July 1999. Electricity transmission fees,
not present in 1999, amounted to lire 1,599 billion, while fees for the access and use of the transmission
network borne by generation companies amounted to lire 256 billion. The first were paid by Enel Distribuzione
and Enel Trade to the System Operator, that in turn paid these amountsto Ternafor the respective part. The
second type of charge represents the surcharge due to the System Operator for the transport of energy
generated from renewabl e sources to be sold on the free market, pursuant to regulation 201/00 of the
Authority. Such surcharge is motivated by the higher proportion of hydroel ectric and geothermal energy
destined to the free market as compared to the franchise market.

The cost of services supplied by WIND is offset in part by the reduction in other cost items, which, prior to
June 30, 1999, included all internal telecommunications service costs.

(199 HNANCIAL INCOME AND EXPENSES

Financia income for the years ended December 31, 1998, 1999 and 2000 wasas follows:

1998 1999 2000
(billions of lire)

Interest on Equalization Fund receivable for

nuclear-related charges ..........oooeeeviiievinnnn 105 58 -
Interest on overdue receivables from customers 74 56 58
Int.elr.ést on bank account 116 26 11
Interest on social security relief receivables 63 49 34
(0,14 PRSP 166 167 186
524 356 289

Financial expense for the years ended December 31, 1998, 1999 and 2000 was as follows:

1998 1999 2000
(billions of lire)
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Interest and other charges on bonds 984 725 745

Interest and other charges on loans from banks

and other financial institutions 870 433 384
Interestonshort term debt from banks and 195

other financial institutions 35 23
S 115 306 221
2,004 1,487 “-;.“5;,-5

Net financial expenses increased by lire 125 billion in 2000, due mainly to the growth in average financial debt,
increasing from lire 21,370 billion in 1999 to lire 24,138 hillion in 2000, and to the higher interest rates (the
average 6-month Euribor rate increased from 3.05% in 1999 to 4.55% in 2000). The impact of such factorswas
reduced by the restructuring of the debt portfolio in the year.

(200 EXTRAORDINARY INCOME AND EXPENSES

Extraordinary income in 2000 primarily included:

The collection of lire 309 hillion following the settlement of litigation on the reimbursement of certain
previously incurred nuclear charges (see Note 5);

The collection of lire 117 billion relating to the settlement of certain claims arising from the VVgjont disaster
litigation. After several years of negotiations, afinal agreement was reached in July 2000 between the
Italian State, the Company and Montedison, the parties responsible for damages caused by the V ajont
dam catastrophe, to settle all outstanding claims;

Capital gains on the disposal of assets (primarily represented by the distribution networksin the towns of
Parmaand Trieste) for lire 136 billion; and

Theretrieval of previousyears' taxes amounting to lire 110 billion.

These extraordinary income items were offset in part by:
Early retirements incentives offered to personnel for lire 197 billion; and

Accrued cost of lire 151 billion related to the incentive program for personnel, recorded in the year to
which theincentive refers.

Extraordinary expensesin 1999 primarily included:

A provision of lire 792 hillion relating to two different early retirement programs available for employees and
managers. The manager plan was opened in May 1998 and was directed at individual managers. The
employee program is open between July 1999 and December 2001. Both programs allowed for a one-time
payment of salary for acertain number of months based upon plans’ formula;;



A write-down of lire 172 hillion to reflect certain real estate assets, that were transferred to a consolidated
subsidiary in anticipation of their eventual disposal, at their estimated fair values. An appraisal report was
prepared in 1999 to determine these fair values;

A provision of lire 180 billion relating to below-market swap and swap-option contracts, to cover interest
rate risk, that were restructured during 1999;

A provision of lire 100 billion principally for a construction project halted by management and for which
provisions have been recorded in prior years. Because the probability of a sale of this project or its
utilization in construction joint ventures has decreased in 1999, the provision was recorded for the
corresponding decrease in the fair value of the assets;

A provision of lire 80 billion principally to write-off the investmentsin SOGIN S.p.A. (“Sogin”) and Gestore
dellaRete di Trasmissione Nazionale S.p.A. prior to the transfer of these subsidiariesto the Treasury
Ministry at no cost; and

A provision of lire 59 billion for the future restructuring of Engineering and Research activities.
These extraordinary expenses were offset in part by:

Income of lire 214 billion related to afavorable judgment received in 1999 regarding prior year taxes and
fees;

Income of lire 57 billion related to afavorable court judgment for the Company in 1999. A receivable was
recorded for thisjudgment, and the amount has been subsequently collected.

Extraordinary expensesin 1998 primarily included:

A provision of lire 523 billion principally to record at fair value two construction projects that

were halted by management in previous years. The projects’ fair values were estimated using available
market prices, and potential estimated sales prices to unrelated third parties. The provision was based on the
reduced probability of afavorable sale of these assets because of the technological change from the time
these traditional plants began to be constructed. In particular, because of technological advances,
combined cycle gas turbine plants now cost lessto construct than traditional plants and they also are more
efficient than traditional plants. Additionally, the economic crisisin 1998 in emerging markets, which
represent the potential target for thiskind of traditional technology, has reduced the probability of salesto
an external party. Consequently, at the end of 1998, the Company reviewed the estimate of the fair value of
these assets, not only using some of the above criteria, but also on the basis of potential utilization in
construction joint ventures by the Company’ s engineering and construction subsidiary, Enel Power;

A provision of lire 386 billion relating to various voluntary early retirement programs available

for employees and managers. In February and May 1998, the Company issued two different

temporary offersto managersto accept voluntary early retirement. The first program was open

from February 1998 through March 1998, while the second program was open only in May 1998.

In April 1998, the Company issued atemporary offer to employeesto accept early retirement

during May and June 1998. In total, 124 managers and 4,896 employees accepted these

packages. Both programs allowed for a one-time payment of salary for a certain number of

months based upon the plans’ formula; and

A provision of lire 166 billion accrued for a one-time additional benefit to active managers.
These benefits were agreed upon between the managers and the Company prior to the
establishment of FONDENEL Fund in 1998.



These expenses were offset in part by income of lire 109 billion related to the reversal of a court
judgment against the Company. A receivable was recorded for this favorable judgment, and the amount
has been subsequently collected.

(21) INCOMETAXES

The provision for income taxes for the years ended December 31, 1998, 1999 and 2000, were as follows:

1998 1999 2000 _
(billions of lire)
(1111 1 2,785 2834 1,688
Defared .......c.ccovvvveinnnnn 146 424 1,791

Adjustments made to deferred
and prepaid taxesin
accordance with new
corporatetax rates........... - - (286)

The difference between the statutory and effective tax rate for the years ended December 31 1998, 1999 and
2000 is due to the following factors:

1998 1999 2000

Statutory tax rate .........oocvvvivieiiiniiinen 48.0% 48.0% 48.0%
Deferred tax assetsfrom prior years............ - (7.9 -
Initial application of new accounting standard

related to accounting for incometaxes ....... (8.2 - -
Adjustments made to deferred and prepaid

taxes in accordance with new corporate tax

£ (= - - (6.0)
Permanent differences and other......... 0.8 12 10
Effectivetaxrate .........cooeevviiiiinenn 40.6% 41.8% 43.0%

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.

In 1999, deferred tax assets from prior years were recognized for lire 562 hillion. The Company had not
previously recorded the full benefits of these deferred tax assets, which primarily related to reserves for
nuclear charges that had been recorded under Italian GAAP, due to the uncertainty of realization of the
assets. During 1999, it was clarified which assets and liabilities of the Company’ s discontinued nuclear
operation would be transferred to the new subsidiary, Sogin. The Company will be entitled to recognize the
full benefit of the deferred assets at the time of transfer. Because of the reasonabl e certainty that the deferred
tax assetswill now be realized the Company recorded the related benefit in 1999.

The provision for income taxes in 2000 benefited from the adjustment of deferred taxesto bring theminto line
with lower corporate tax rates applicable beginning in 2001. The new tax rates have been applied in calculating
deferred taxes for the year.
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(22)

Significant components of the net deferred income tax liabilities are as follows as of December 31, 1999 and
2000:

1999 2000
(billions of lire)

Deferred income tax liabilities: ...

Accelerated depreciation ..............ccoeeeeennnen 6,206 6,699

Other. e e - 637
Deferred incometax assets: ......vvvvvvvviviecenineennn.

Accruals and reserves ......o..vvveieiiieciieee (1,232) (1,233)
Net deferred income tax liabilities 4,974 6,103

At December 31, 2000, al tax years prior to 1995 have been settled, for direct taxes, with Italian tax authorities
by the Company.

COMMITMENTS AND CONTINGENCIES

Financial Derivatives

The Company, in its operations of generation and distribution of electricity, purchases fuel power in the
international oil and natural gas market and also purchases el ectricity from outside of Italy. The Company is
therefore subject to exposure to foreign exchange rates and commodity price risks.

Considering its medium and long-term debt positions, the Company is also subject to interest rate risk.
Derivative instruments are utilized by the Company to reduce these risks.

Notional Amounts and Credit Exposures of Derivatives

The notional value of aderivativeisthe contractual amount on the basis of which the differentials are
exchanged; this amount can be expressed either on avalue basis or on a physical quantities basis (such as
tons). The amounts expressed in foreign currency are converted into lire applying the exchange rate at year-
end. The amounts expressed in one of the currencies of European Economic and Monetary Union members
are translated using the fixed exchange ratesin the euro.

The notional amounts of derivatives summarized below do not represent amounts exchanged by the parties
and, thus, are not a measure of the credit exposure of the Company.

Although the Company is exposed to credit-related losses in the event of non-performance by counterparts to
derivative financial instruments, given the high credit standing of the counterparts, the Company does not
expect any failure in meeting their obligations.

Interest Rate Risk Management

The Company entersinto various types of interest rate contracts in managing itsinterest rate risk. The
financial instruments utilized as of December 31, 1999 and 2000 were as follows:

1999 2000

Notional amount




(billions of lire)

INtErest rat@ SWaPS .....oveeeeieeee e 7,461 6,967
Interest rate Collars .....ooovvviiiiiicecc e, 3,930 1,400
11,391 8,367

The Company entersinto interest rate derivatives, particularly interest rate swaps, with the purpose to
decrease the amount of debt subject to interest rate fluctuations and to lower funding costs. Under interest
rate swaps, the Company agrees with other partiesto exchange, at specified intervals, the difference between

interest amounts cal culated by reference to an agreed notional principal amount and agreed fixed or floating
interest rates.

The Company also entersinto interest rate collar contracts to reduce the potential impact of increasesin
interest rates on floating-rate long-term debt. These agreements are normally entered into when the fixed rate
available under interest rate swaps are considered too high with respect to the Company’ s view about the

level of futureinterest rates. The Company normally uses zero-cost collars that do not require payment of an
option premium.

Foreign Exchange Rate Risk Management

The Company enters into various types of foreign exchange contracts in managing its foreign exchange risk.
The foreign exchange contracts utilized as of December 31, 1999 and 2000, were as follows:

1999 2000

Notional amount

(billions of lire)

Forward exchange contracts ............cccoeeviviininne 510 601
OPHONS ...t 1,039 145
1,549 746

At December 31, 2000, the Company also had euro/dollar forward exchange contracts outstanding with an
aggregate notional amount of lire 4,620 billion, focused on the hedging of foreign exchange risk arising from
the time lag related to the fuel cost reimbursement mechanism.

The Company uses forward exchange contracts and currency options primarily to hedge expenses
denominated in foreign currencies. The accounts payablein non-EMU currencies are denominated mainly in
U.S. dollars and Swiss francs. Both buy and sell amounts of such contracts are indicated at the notional value.
Currency options, traded in the over-the-counter market, provide the Company with the right or the obligation
to buy or sell agreed amounts of currency at a specified exchange rate at the end of a specified period, never
exceeding one year. Also, the maturity of forward exchange contracts never exceed one year.

Commodity Risk Management



At the end of 1999, the Company established a new company, ENEL F.T.L.—Fuel Trading and Logistics with
the purpose of providing fuel oil to theindividual generation companies within the ENEL Group and to manage
the Company’ srisk in the oil market. The new company started operations on June 1, 2000.

In 2000, due to the significant volatility in the currency and commodity market, and taking into consideration
the next phase of the Energy Market that could discontinue the Equalization Fund mechanism (under Decree
70/1997), the Company adopted a systematic approach to cover commaodity pricing and currency risk linked to
the time lag present in the reimbursement mechanism.

In 2000, ENEL F.T.L. entered into derivative contracts on commodities to fix part of the margin between the
costs and contribution received from the Authority under the Equalization Fund mechanism.

All the derivative positions utilized by the Company are strictly related to physical exposure deriving from the
purchases of fuel oil in order to cover the margin cost-contribution.

The Company has entered in different transactions with the intent to align revenues and cost through the
management of oil pricerisk in the international market. The derivative instruments are based on benchmark
indexes (i.e., IPE Brent, NYMEX, WTI) that are the most appropriate instruments to hedge the ail index used
and to fix the price for oil supplies. Any variation in the portfolio value of the derivative contractsis offset by
acorresponding variation of the market valuein the portfolio of the physical contracts, except for therisk
arising from the misalignment between the price index of the oil supplies and the benchmark.

Under the commaodity swap contracts, the Company establishes with a counterparty the exchange, estimated
on aspecific pricing period basis, of the difference between the average of an index and the predetermined
fixed quantity value.

For future contracts, the Company purchases (sells) standardized contracts on the | PE — International
Petroleum Exchange and the NYMEX — New Y ork Mercantile Exchange. These contracts are subject to the
daily payment of the margins and, therefore, no credit default risk exists.
At December 31, 2001, the notional value of the Company’ s open positions was as follows:

Future: lire 1,141 billion or 21,827 contracts;

Swaps on petroleum indexes: lire 82 billion or 310,000 tons; and

Swaps on gas transmission fee: 1 billion cubic meters per year.

At December 31, 2000, the fair value of the above open positions was negative by lire 234 billion. Thisfair
valueis offset by the fair value of the underlying portfolio of the physical assets.

Purchase Commitments

The Company has entered into various fuel supply contracts primarily for the purchase of fuel oil and natural
gas. The Company expectsthat its expenditures related to these commitments will approximate an aggregate
of lire 23,316 hillion for the period from January 1, 2001 through December 31, 2005.

The Company also has unconditional purchase obligationsfor electric power. The Company expectsthat its

expenditures related to these commitments will approximate lire 6,788 billion for the period from January 1,
2001 through December 31, 2005.

L eases



The Company has entered into various operating |leases, primarily related to offices, automobiles and office
equipment, used in the normal course of business. The original lease terms generally do not exceed six years
in accordance with Italian law, but may be renewed at expiration. Rent expense for significant leasestotaled
approximated lire 149 billion, lire 174 billion and lire 181 billion for the years ended December 31, 1998, 1999 and
2000, respectively, and areincluded in " Services and Rentals" in the accompanying consolidated statements
of income. Future rental paymentsfor the years 2001 through 2005 are estimated to be lire 238 hillion, lire 233
billion, lire 216 billion, lire 213 billion and lire 217 billion, respectively.

Capital Expenditures

Although the actual amount of the Company's capital expendituresin future periodswill depend on various
factorsthat cannot presently be foreseen, the Company expectsto make capital expenditures of approximately
lire 32,850 billion in the 2001-2005 period. This estimate excludes capital expendituresto be made by WIND
and includes those scheduled to be made with regard to generating facilities now owned by the Gencos (an
aggregate total of approximately lire 6,370 hillion).

Insurance

The Company maintains third-party insurance to cover property liabilities, and other risksin the normal course
of businessin amounts that the Company’s management believes are adequate. In addition, the Company

mai ntains casualty and liability insurance against risks of its business to the extent management considers
appropriate. Thelevel of thisinsuranceisgenerally in line with that maintained by other state-owned entities
inltaly.

Environmental Matters

The Conpany’s electricity operations are subject to extensive environmental regulation, including laws
adopted by the Italian parliament or government to implement regulations and directives adopted by the
European Union and international agreements on the environment.

Environmental regulation affecting the Company’ s business primarily relatesto air emissions, water pollution,
waste disposal and electromagnetic fields. The principal objective of the Company’s environmental policy is
to comply with all relevant legislation and to seek to reduce adverse effects that the Company’ s activities may
have on the environment.

The principal waste products of fossil-fueled electricity generation are sulfur dioxide (“ SO2"), nitrogen oxides
(“NOx™), carbon dioxide (“CO2") and particulate matters such as dust and ash. The primary focus of the
environmental regulations applicable to the Company’ s businessis an effort to reduce these emissions.

Electromagnetic fields

In 1992, the Italian government adopted a regulation relating to exposure to electromagnetic fields, which
appliesto the extremely low frequency (50 Hz) used for the transmission, distribution and consumption of
electricity. The government supplemented the regulation with an additional decreein 1995. Thisregulation
sets:



Maximum levels of exposure to el ectromagnetic fields from new and existing transmission and distribution
lines and distribution substations. Compliance with maximum exposure limits for already installed lines
generally involvesincreasing the height of towers carrying lines where necessary. The Company has
submitted to the Environment Ministry plansto bring into compliance each of its approximately 130
transmission and distribution lines and distribution substations affected by the regulations.
Approximately half of the Company’s plans have already been approved by the Ministry and the
Company is awaiting approval of the others. The Company will complete implementation of compliance
measures relating to these maximum exposure limits by 2004, as required under the regulation; and

Minimum distances between transmission or high-voltage distribution lines or substations and residential
buildings, office buildings and similar areas for lines built after the adoption of the 1992 regulation. The
minimum distance requirements for transmission and distribution linesinstalled after the adoption of the
1992 regulation result in distances for these lines that exceed what would be required to comply with the
maximum exposure levels. All of the Company’slinesinstalled after the adoption of the 1992 regulation
are in compliance with the minimum distance requirements.

The above regulation of electromagnetic exposure complies with the maximum exposure limits set by
international organizations such as the International Radiation Protection Association, the International Non-
lonizing Radiation Committee and the International Commission on Non-lonizing Radiation Protection, and
those set by a European Union recommendation issued on July 12, 1999.

In September 1998, the Italian government adopted a regulation setting limits to exposure to electromagnetic
fields generated by high frequency infrastructure such as the transmission stations that WIND usesto
provide mobile telephone services. Thisregulation:

Sets maximum exposure levels,

Sets“caution levels’ (for buildings that are occupied for at least four hours per day) and “ quality targets”
to be met by operators;

Gives Italian regional authorities the power to regulate the installation and modification of high-frequency
infrastructure to ensure implementation of the regulation and responsibility for monitoring compliance
with the maximum exposure levels and required preventive measures; and

Requires owners of high-frequency infrastructures that do not comply with the maximum exposure levels
and with the preventive measures to undertake any remediation measures that the regional authorities
require.

In February 2001, the Italian parliament passed a new law on electromagnetic field exposure. Thelaw is
intended to protect the general public and workers against alleged potential long-term health effects of
exposure to el ectromagnetic fields generated by both low frequency infrastructures, such as electricity
transmission and distribution lines and substations, and high-frequency infrastructures, such asthe
transmission stations that WIND uses to provide mobile telephone services. The new law may make it more
difficult to install new transmission and distribution lines and substationsin the future and may limit WIND’s
ability to expand the radio coverage for its operations.

Furthermore, the new law provides for the adoption and implementation of programs to restructure el ectricity

transmission and distribution lines, substations and high frequency infrastructures, in accordance with

maximum exposure levels, caution levels and quality targets to be set by the Italian government. Until such

limit are set, the limits provided for by the regulation of 1992 and 1998 and the decree of 1995 mentioned above

will continueto apply. If the Italian government were to set limitsthat are stricter than current limits, in order
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to comply with the requirements of the new law, the Company would be required to upgrade, move or make
other changesto some of its existing electricity lines and transmission and distribution facilities. Although
with respect to electricity transmission and distribution lines and substations, the new law requires the Energy
Authority to set the criteria, terms and conditions for the recovery of the costs that the owners of such lines
and substations bear in implementing the restructuring plans, actual reimbursements the Company may receive
may be lower than the actual cost.

In addition, the Bersani Decree requires that the System Operator pay to the owners of transmission lines
consideration for the use of the lines which adequately reflects the costs which these owners have incurred to
comply with regulatory requirements.

Principal EU legislation and international treatiesregarding SO2 and NOx

The principal EU directive on air emissions affecting the electricity industry isthe large combustion plants
directive (the “LCPD"). The LCPD requires each EU member state to establish and implement a program of
progressive reduction of total SO2 emissions and total NOx emissions from generation plants licensed before
July 1, 1988 and to establish emission limitsfor SO2 , NOx and particul ate matter from individual generation
plants licensed after July 1, 1988. The European Union commission is currently reviewing the LCPD and may
issue anew directive in 2001.

Italy isamember of the Helsinki Protocol and the Oslo Protocol, which require signatory countriesto reduce
S0O2 emissions, and the Sophia Protocol, which requires signatories to reduce NOx emissions. The
requirements under these protocols have been reflected in Italian law.

Principal Italian legislation regarding SO2 and NOx

Italy implemented the LCPD by aministerial decreein 1989 by establishing strict limits on emissions from new
plants and requiring the gradual reduction of aggregate emissions from plants licensed prior to July 1, 1988. In
some cases the Italian limits are stricter than those imposed by the protocols and the LCPD.

In addition, in 1990, Italy established aregulation limiting emissions of polluting substances from thermal
plants licensed before July 1, 1998 that is stricter than the LCPD and covers a much broader range of
pollutants. This regulation requires that individual existing thermal plantsin Italy reduce emissionsto levels
similar to those established under the LCPD for individual plants licensed after July 1, 1998. Thisregulation
also provides atime schedule for the implementation of environmental compliance measures at existing plants.

In response to this regulation, the Company implemented in 1990 a significant program of environmental
measures that affect the Company’ s entire thermal generation operations. The Company submitted this
program to the relevant ministries of the Italian government, including those for industry, environment and
health. This program provides for modifications to both physical plant and operating practices.

In 1997, the Italian parliament imposed a tax on total SO2 and NOx emissions from thermal plantsthat have a
nominal capacity of greater than 50 MWth. These plants are the same plants as those regulated under the
LPCD.

CO2 emissions

Both the European Union and Italy are signatories to the Kyoto Protocol, which was signed under the United
Nations Framework Convention on Climate Change. With respect to Italy, the Kyoto Protocol establishes
emission reduction targets for the reduction of emissions of CO2 and other greenhouse gases (“GHGS”) in the
2008-2012 period by 6.5% of their 1990 levels.



On November 19, 1998, the Italian interministerial committee for economic planning issued the guidelines for
Italian policies and measures for the reduction of greenhouse gas emissionsin order to implement the Kyoto
Protocol. These guidelines set targets for CO2 emissions to be achieved through measures concerning
various sectors of the Italian economy, including reduction of carbon produced in thermal electricity
generation, increased use of electricity generation from renewabl e resources and demand side management to
increase efficiency of energy use.

In July 2000, the Company signed a voluntary undertaking with the Environmental Ministry and the Ministry
of Industry. Under this agreement, the Company undertook to reduce the annual level of CO2 emissions
produced by its plants for the period between 2002 and 2006. The undertaking anticipates a number of
measures to reduce GHGs emissions including employing high-efficiency technol ogies, such as combined
cycle gas turbine plants, promoting the use of renewable resources and devel oping innovative generation
technologies using biomass and other wastes. The Company also expects to take advantage of the flexibility
provided under the Kyoto Protocol for reducing GHGs emissions through joint projectsin industrialized and
developing countries and national or international trading of carbon and emission credits.

In January 1999, the Italian government introduced a carbon tax in accordance with applicable European Union
directives. Under the current Italian implementing legislation, the amount of the tax, which is based on fossil
fuel consumption, wasinitially scheduled to increase on an annual basis from 1999 through 2005, but has been
frozen for the years 2000 and 2001 at the level for 1999. The legislation also establishes the possibility of
review or cancellation of thetax if other EU member states have not adopted similar measures by 2001. On the
basis of current forecasts of future fuel prices, the Company believes that application of the carbon tax as
currently formulated could have a significant impact on the economic viability of the Company’s oil-fired
plants by the year 2005, should the tax rates then reach their maximum levels. As part of a Europe-wide
initiative to address the impact of the carbon tax, the Company has proposed to the relevant ministries that the
Italian government adopt a different method for cal culating the tax which would apply an equal amount of tax
per unit of CO2 output, without regard for the type of fuel used to produce the energy in question. The
Company believes that such apolicy would produce the targeted reductions in CO2 emissions without
creating unequal burdens on certain types of generating facilities, particularly oil-fired and base load plants,
no matter what their actual level of emissions.

PCBs and asbestos

In May 1999, the Italian government adopted alegislative decree concerning the recovery and disposal of
electric transformers and other equipment containing polychlorinated biphenyls, or PCBs. Pursuant to this
decree, the Company is delivering all of its equipment containing PCBs to companies authorized to recover
and dispose of such equipment. The Company is also delivering waste products containing asbestos to
specialized companies authorized to treat and dispose of asbestos. Such waste products derive from the
clean-up of plantsin accordance with the Company’ s general maintenance and environmental clean-up
programs.

Water pollution prevention

The Company is subject to environmental laws and regul ations limiting thermal discharges of water from its

thermal plants and liquid waste from our hydroelectric plants. In May 1999, the Italian parliament adopted a

new law for the prevention of the pollution of fresh and salt waters, which was amended in August 2000. The

Company believes that the rules concerning thermal discharges from power plantsinto rivers and coastal
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waters do not materially affect the operation of the Company’s plants. In addition, the Company believes that
the water treatment plants already operating in its generation plants are in line with the new requirements on
liquid waste.

Solid waste management

In February 1997, the Italian government issued alegislative decree implementing the EU directives on solid
waste management. In accordance with this decree, the Company has increased the level of recycling of its
waste. The Company has implemented specific measures concerning fuels derived from waste, which the
Company intends to use in dedicated plants or together with coal at itsthermal generation plants.

Site clearance

The Company may incur liabilitiesin respect of sitesthat are found to be contaminated. Site values could also
be affected by contamination. Under new law, siteslocated in certain industrial and other areas must be
inspected to determine whether there is any serious ground contamination. If so, under the law the Italian
government may provide financial support for restoration of the contaminated site. Based on the Company’s
environmental compliance practices and the current regulatory regime, the Company does not expect to have
significant liabilities associated with contamination of sites being inspected.

Landscape safeguard

The Company has taken the following actions to reduce the environmental impact of its transmission and
distribution lines:

* Re-using routes of previous power lines wherever possible;

« Soliciting internationally proposals for the design of new towersfor itstransmission lines aimed at
reducing the environmental and aesthetic impact of towers in non-urban areas of particular landscape value;

 Acting to reduce the impact of linesin environmentally sensitive or protected areas;

« For medium-voltage lines, placing underground cablesin urban areas and aerial cableswith low
environmental impact in other areas with specific environmental value; and

« Using aerial insulated cables or underground cables in low voltage networks (at present, the Company has
built approximately two-thirds of its network in this way).

Environmental certifications and authorizations

The Company hasjoined a European Union initiative to implement avoluntary environmental management
and certification system (“EMAS"), which seeksto improve the level of environmental efficiency and
disclosure of European industrial companies. The Company is committed under the initiative to obtain EMAS
certification for 26 of its generation plants, representing 55% of itsinstalled capacity.

In August 1999, the Italian government enacted alegislative decree implementing the 1996 EU directive on the
prevention and reduction of pollution. Thislegislative decreerequiresall industrial plants to operate under a
new integrated environmental license by 2007 and make use of state of the art technologies for the prevention
and reduction of pollution. The new license will set pollution limits and will be reviewed every five yearsor at

F-46



any time plants undergo significant renovation. Thelicense for EMAS-registered plans will be reviewed every
eight years.

Discontinued nuclear operations

Since November 2000, the Company has not owned nuclear power plants. The Company has also not
produced electricity from nuclear power plants since 1988.

In addition to the Company’ s huclear power plants, it owned a 33% stake in NERSA, an electricity generation
company that operated a nuclear power plant located in France. French and German utilities owned the
balance of NERSA. In July 1998, the Company sold its stake in NERSA. However, the Company retained
ownership and responsibility for the decommissioning of its share of the nuclear fuel in the plant.

Following a national referendum in 1987, the Italian Parliament imposed a moratorium on the development and
production of nuclear power in Italy. Asaresult, the Company shut down its nuclear plants, wrote-off related
assets and wrote-down fuel stock to their net realizable values.

Pursuant to the Bersani Decree, the Company transferred its discontinued nuclear operationsto Sogin, a
wholly owned subsidiary. The principal activity of Sogin will be the decommissioning of the nuclear plants
and the Company’ s share of the nuclear fuel inthe NERSA plant in France, including disposal of nuclear fuel
and nuclear waste.

Under the Bersani Decree, the Company was required to transfer to the Treasury Ministry all of the shares of
Sogin at no cost. Thetransfer was completed on November 3, 2000.

Nuclear liability

Italy isaparty to the 1960 Paris Convention on Third Party Liability in the Field of Nuclear Energy and the
1963 Brussels Supplementary Convention (1963). In implementing the conventions, Italian law imposes a strict
liability for claimsrelating to nuclear plants and the transportation and storage of nuclear matter. Strict liability
under Italian law means that someone does not need to be negligent in order to be found liable. The law
imposes all liability for nuclear accidents solely to the subject that is operator of the plant at the time of the
accident. Consequently, the Company will not be liable for any accident occurring after the transfer of the
Sogin shares to the Treasury Ministry, on November 3, 2000, even if the cause of those accidents predates the
transfer. Although the Company is not aware of any accident that predates the transfer, the Company will
remain liable for any accident that occurred before the transfer, even if the damage, or the accident itself, is
discovered after November 3, 2000. The operator of the plant may claim from athird party which has
contributed to the cause of the accident the reimbursement of any sumsit may have to pay but only if that
party has accepted liability contractually or is a physical person who hasintentionally caused the damage.
Italian law implementing the conventions imposes a maximum period of ten years from the date of the accident
in which someone claiming damages must bring claims. At the time of the Company’ stransfer of Sogin's
shares, it represented to the Treasury Ministry that the Company had performed, on aregular basis, every
required test on the nuclear plants and that the Company was not aware of any event which might be the
source of civil liability for nuclear operations.

Under the Paris Convention and Italian law, the Company’ s direct liability arising from nuclear liability claims
islimited to five million International Monetary Fund Special Drawing Rights, or SDRs, per accident. To the
extent any claim exceeds five million SDRs, under Italian law, someone claiming damages may sue the
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Company for only five million SDRs and must sue the Italian government for the excess liability up to 175
million SDRs. If the claimisin excess of 175 million SDRs, that person must sue the signatories to the
conventions, but then only for the excess liability up to 300 million SDRs. However, the Italian government
can claim reimbursement from the Company for any sumsit may have to pay because of a nuclear accident
arising from negligence on our part.

A provision of the Italian law implementing the conventions states that when damage has been caused
concurrently by anuclear accident and the emission of ionizing radiation, the liability of the person that
caused thisradiation is not subject to the limitations described above. This provision does not fully conform
to the conventions because it does not specify that the ionizing radiation must not independently qualify asa
nuclear accident in order to giveriseto unlimited liability. The Company, however, believes that the correct
interpretation of Italian law implementing the conventionsisthat only radiation not classified asanuclear
accident givesriseto liability outside the limitations described above. The Company believes all emissions of
radiation originating from within nuclear plants would qualify as nuclear accidents. As aconsequence,
because the Company holds nuclear material inside its plants, it could only be liable outside the limitations
described above under remote circumstances.

Litigation

The Company is a defendant in anumber of legal proceedingsincidental to the generation, transmission and
distribution of electricity. Because of the nature of these proceedings, it is not possible to predict the ultimate
outcomes of certain of those matters, some of which may be unfavorable to the Company. However, the
Company does not expect the outcome of such proceedings, either individually or in the aggregate, to have a
material adverse effect upon itsfinancial position or results of operations. However, provisions are madein
the accompanying consolidated financial statementsfor all significant liabilities that are expected to
materialize.

A number of disputes are pending in relation to urban planning, landscape and environmental matters linked
to the construction and operation of several generating plants and power lines. The examination of such
disputes, also on the basis of legal advice, |eads the Company to believe that unfavorable outcomes would be
aremote possibility. While the possibility is remote, the risk that alimited number of cases might have
unfavorable outcomes cannot be ruled out, and whose consequences could entail, in addition to the payment
of damages. At the present time, such charges are not predictable and therefore, the Company has not
accrued any liabilities for these disputes.

Environmental litigation

The Company has exposure for environmental contingencies as aresult of the installation and operation of
electrical equipment. The most important environmental issues are those relating to the effect of exposure to
electric and magnetic fields generated by the equipment installed.

ENEL Distribuzione S.p.A. and T.E.R.N.A. S.p.A. are named in anumber of civil and administrative legal
proceedingsin which the relocation or change in operating procedures for electrical linesisrequested on the
basis of their alleged harmfulness, despite the fact that the equipment has been installed in accordance with
current standards.

A limited number of cases, which included claimsfor health related damages due to electromagnetic fields,

have been filed against the Company, and only afew have resulted in unfavorable rulings against the
Company. All of these have been appeal ed so at the present time there have been no final sentences.

RELATED PARTY TRANSACTIONS
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Asthe entity primarily responsible for electricity generation, transmission and distribution in Italy, the
Company provides service to many other State-owned companies. Inthe vast majority of situations the rates
charged are comparabl e to the tariffed rates charged to similar commercial organizations with the primary
exception being the State-operated railroad system (Ferrovie delle Stato) which has negotiated discounted
rates. Total revenues from State-owned companies were approximately 2% of total revenues for each of the
three years ended December 31, 2000.

The Company purchases fuel for generation and electricity subsidized under CIP 6 rulesfrom ENI S.p.A.
(“Eni"), an Italian oil and gas company, in which the Treasury Ministry has an ownership interest. Total
purchases of fuel and electricity from Eni were approximately 7% of total operating expenses for each of the
three years ended December 31, 2000. Total purchases from all State-owned companies were approximately
10% of total operating expenses for each of the three yearsin the period ended December 31, 2000.

On July 1, 1999, the Company’ s tel ecommunications business unit was transferred to WIND. The business
transferred included tel ecommunication assets, plant and infrastructure formerly used by the Company for its
fixed and mobile telephone network and for datatransmission. The transferred values were substantially
consistent with the Company’ s consolidated book values of the assets (lire 600 billion) and liabilities (lire 10
billion). At thetime of the transfer, an outsourcing agreement was signed between WIND and the Company
according to which WIND will provide telecommunications services to the ENEL Group. For thefirst two
years of the contract, these serviceswill be provided to the Company at an amount substantially equivalent to
the costsincurred by WIND for providing the service, to be adjusted to market pricesin subsequent years.

On January 1, 1999, a 15-year contract between Company and WIND for the lease of the fiber optic network
owned by the Company became effective. Lease payments are calculated on the basis of an adequate return
on capital. Receivables and revenues from WIND relate to the supply of electricity, the rental of buildings and
maintenance services supplied.

For the year ended December 31, 2000, the ENEL Group's transactions with WIND (accounted in the
consolidated accounts under the equity method) were as follows:

(billions of lire)

Revenues..............o..... 282
Account Receivables....... 1,155

Expenses..........ooeveinnnn 588
Accounts Payable........... 588

SUMMARY OF SIGNIFICANT DIFFERENCES BETWEEN ITALIAN GAAPAND U.S. GAAP

The consolidated financial statements are prepared in accordance with Italian GAAP, as described in Note 2,
which differsin certain respects from U.S. GAAP. The significant differences are asfollows:;

Fixed Assets and Related Depreciation

In accordance with various Italian laws, certain utility plant balances have been restated. Under U.S. GAAP,
such restatements are not permitted. Additionally, in 2000, the Company initiated a 4-year plan to replace
certain assets with newer technology. A U.S. GAAP adjustment resulted from the changein useful lives of
the assetsto bereplaced. Lastly, since ltalian GAAP and U.S. GAAP often have adifferent cost basisin fixed
assets, differencesin gains or losses on disposal arise between Italian and U.S. GAAP.



The reconciliations below include adjustments to eliminate the restatements, and related accumul ated
depreciation, to reflect the effect of the recomputation of depreciation expense on a historical U.S. GAAP cost
basis and to recognize gains or losses on asset disposalsin accordance with U.S. GAAP.

Capitalized Interest and Related Depreciation

Under U.S. GAAP, interest isrequired to be capitalized as part of the cost of constructing an asset in
accordance with Statement of Financial Accounting Standards (“SFAS’) No. 34, "Capitalization of Interest
Cost". Under Italian GAAP, interest capitalization is permitted, but not required. For Italian purposes, the
Company has not capitalized any interest since December 31, 1988. The reconciliations below include
adjustments to reflect capitalization of interest on assets, to the extent those assets qualify for interest
capitalization in accordance with SFAS No. 34, and the related effect on depreciation.

Unbilled Revenues

Asdiscussed in Note 2, the Company records revenues for electric services rendered when the el ectrical meter
isread or when a customer is billed based on estimated consumption. Revenues for the supply of electricity
provided after the last meter reading prior to year-end, aswell as differences between estimated and actual
consumption, are recognized in the subsequent period when billed. Under U.S. GAAP, revenues are recorded
for all services provided through the end of the accounting period. The reconciliations presented bel ow
include adjustments to recognize the net impact on revenues for all services provided during each fiscal
period, even if amounts are not billed at the period end.

Pension and Employee Termination Accounting

Asdiscussed in Note 2, the Company grants certain pension and other benefits to its employees, as required
by Italian law and under |abor contracts. In particular, the Company's employees are covered by aplan
required under Italian law and labor contracts which grants atermination indemnity based on compensation
and years of service. The Company has accrued the amount due to each employee as of the respective year-
end, based on such factors and dates. In addition, the Company isrequired, by agreements with trade unions,
to provide certain additional employee termination benefits. The reserve for these termination benefitsis
accrued on acurrent liability basis at the end of each year and accordingly is not actuarially computed.

Other Postretirement Benefits Accounting

Asdiscussed in Note 2, the Company grants certain postretirement benefits to its employees, mainly related
to areduction on electricity tariffs and contributions to certain employee programs that provide medical
benefits. Therelated costs are expensed as incurred under Italian GAAP.

SFAS No. 106, “Accounting for Postretirement Benefits Other then Pensions”, requires the provision for
various employee benefit arrangements to be recognized over the employees’ employment period based on
actuarially determined calculations. The reconciliations presented bel ow include adjustments to recognize the
other postretirement benefits in accordance with SFAS No. 106.

Social Security Withholdings and Contribution (" Solidarity Contribution™)

Asdiscussed in Note 2, the Company was required to pay approximately lire 126 billion for social security
withholdings and contributions (relating to the period from September 1, 1985 to June 30, 1991), during 1997
through 1999. In the accompanying consolidated financial statements, the amounts are expensed as paid over
the deferred payment period. U.S. GAAP requires the recognition of aliability on an accrual basis, whenitis
probable and reasonably estimated. The reconciliations below include adjustments to reflect the liabilities on
an accrual basis.
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Derivatives

The Company entersinto derivatives for general and specific hedging purposes. The general hedges are not
designed against specific transactions. Under U.S. GAAP, derivatives that are not designated to hedge
specific transactions are accounted for at estimated market value with gains and losses being recognized in
the statements of income currently.

Additionally, in connection with the preliminary agreement signed by the Company in October 2000, to
acquire Infostrada, the Company also entered into derivative instruments to manage its exposure to the
variable adjustment mechanism in the preliminary agreement. For Italian GAAP purposes, the settlement of
the derivative instruments will be considered acomponent of the purchase price of Infostrada, while U.S.
GAAP does not allow hedge accounting for instruments intended to manage the purchase price of abusiness
combination. Therefore, any resulting gains or losses from these instruments must be recorded asagain or
loss in the statements of income.

The reconciliations below include adjustments to reflect all of the types of derivatives described above at their
estimated market value in the statements of income.

Effect of U.S. GAAP Adjustments on WIND Equity

Certain differences between Italian GAAP and U.S. GAAP exist in the accounts of WIND, primarily related to
start-up and advertising costs, which are required to be expensed for U.S. GAAP purposes. The
reconciliations below include adjustments to recognize the Company’ sinvestment in WIND onaU.S. GAAP
basis.

Restructuring Reserve

The Italian GAAP financial statements reflect accruals for anticipated restructuring chargesto occur in the
future. U.S. GAAP requiresthat certain conditions must be met before a restructuring accrual can be
established. These conditions have not been met, therefore, the reconciliations below reflect adjustments for
the difference in the timing of the accruals.

Italian Pension System Obligation

Asdiscussed in Note 8, the Company isrequired to pay extraordinary contributions to the Italian national
pension system in the three year period 2000-2002. U.S. GAAP requires the expense to be recorded for these
amounts during the year that the contributions are due, while Italian GAAP allows these amountsto be
expensed over a 20-year period. The reconciliations presented below include an adjustment to recognize the
expense in accordance with U.S. GAAP.

Investment in Equity Securities

Asdiscussed in Note 9, the Company has an investment in the equity securities of Echelon Corporation. For
Italian GAAP purposes, the investment is accounted for under the cost method. For U.S. GAAP purposes, the
securities must be recorded at their fair value in accordance with SFAS No. 115, “Accounting for Certain
Investmentsin Debt and Equity Securities.” The reconciliations below include an adjustment to recognize the
investment in accordance with SFAS No. 115.

Deferred Taxes
The Company records deferred taxes in accordance with Italian Accounting Standard No. 25, whichis

substantially consistent with SFAS No. 109, “Accounting for Income Taxes.” For Italian GAAP purposes, the
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Company is not required to recognize deferred taxes on capital reservesif they are not expected to be
distributed and the Company has not yet provided deferred taxes for the Legal Reserves, Law 292/93.
Reserves or other reserves. For Italian GAAP purposes, the tax effect will be recognized when these amounts
are reimbursed to the shareholders. For U.S. GAAP purposes, these taxes are required to be recognized since
certain criteriahave been met. The reconciliations below include the adjustments to recognize income taxesin
accordance with SFAS No. 109.

Extraordinary Income and Expenses

Asdiscussed in Note 2, items are recorded as extraordinary under Italian GAAP if they meet a certain criteria.
U.S. GAAP requires more stringent conditions for extraordinary item classification by also requiring the
underlying event or transaction to clearly possess a high degree of abnormality and be of atype that would
not reasonably be expected to recur in the foreseeabl e future, taking into account the environment in which
the event operates. Items recorded by the Company as extraordinary in the years presented herein for Italian
GAAP would not qualify as extraordinary under U.S. GAAP. Such items have been reclassified to the
appropriate income statement captions as determined by U.S. GAAP, and consequently have beenincluded in
the determination of operating income contained in the condensed consolidated statements of income
presented in Note 25.

Consolidation of WIND

Asdiscussed in Note 2, the Company acquired additional sharesin WIND at the end of July 2000 as aresult

of a settlement agreement with France Telecom and Deutsche Telekom. In association with the settlement
agreement, anew shareholder’ s agreement was sighed between ENEL and France Telecom, which eliminated
certain management and control restrictions previously imposed on the Company. For U.S. GAAP purposes,
WIND will be consolidated starting August 1, 2000, while the investment is presented under the equity
method for Italian GAAP purposes, due to the existence of control restrictions for the larger part of the period.
Therefore, in the condensed consolidated financial statements for the year ended December 31, 2000 (see Note
25), WIND will be presented under the equity method for the first seven months of the year and consolidated
for the last five months.



(25) RECONCILIATION BETWEEN NET INCOME AND SHAREHOLDERS
EQUITY DETERMINED UNDER ITALIAN GAAPAND U.S. GAAP

The following table summarize the significant adjustments to consolidated net income for the years ended
December 31, 1998, 1999 and 2000 that would be required if U.S. GAAP had been applied instead of Italian

GAAP.
1998 1999 2000 2000
(millions of U.S.
(billions of lire (a)) dollars (a))

Net Income as reported in the consolidated statements of 4,286 4,541 4,236 2,054
income
Items increasing (decreasing) reported net income:
Depreciation on fixed 8sSetS. ......covvviiiieiiiie e, 433 403 717 348
Capitalized interest and related depreciation 4) (74) (63) (31)
Unbilled (18) 181 (117) (57)
FEVENUES. .. c.eeteetetete ettt see et sr et sn et s e e et ea
Pension and empl oyee termination accounting (55) (104) (215) (104)
Other postretirement benefits (17) (46) (37) (18)
OCOUNEING. .. v
Social security withholdings and 42 42 - -
contribution..............co.ovvne
DENVALIVES. .. ...ttt e (71) 52 (160) (78)
Effect of U.S. GAAP adjustments on WIND - (55) 1 -
EQUItY...evneeiaennnn.
RESTUCIUNING FESAIVE. ...t - 59 (33) (16)
Italian pension system obligation............ccooveviiiiiiineineee. - - (1,118) (542)
Investment in equity SECUMtIES..........ccvvviviiiiiciii e - - 68 33
Deferred (933) (362) - -
BBXES. .. et ettt bttt ene
Tax effect of reconciling (132) (191) 286 139
Approximate net income in accordance with U.S. 3,531 4,446 3,565 1,728
GAAP...........
Basic and diluted earnings per share in accordance with

U.S GAAP (C) «eneeeiieeeiie et et e 291 367 294 0.14
(a Except per-share datawhichisinlireand U.S. dollars
(b) Includes related depreciation of lire 121 billion, lire 135 billion, lire 138 billion and U.S. $67 million,
respectively.
(c) The approximate per share amounts have been calculated in accordance with SFAS No. 128, "Earnings Per
Share".  See Note 26 for additional information on earnings per share. For purposes of these cal cul ations the weighted
average

number of shares was 12,126,150,379 shares as of December 31, 1998, 1999 and 2000, respectively.



The following table summarizes the significant adjustments to consolidated shareholders’ equity as of
December 31, 1999 and 2000 that would be required if U.S. GAAP had been applied instead of Italian GAAP:

1999 2000 2000
(millions of U.S.
(billions of lire) dollars)
Shareholders' equity as reported in the consolidated
BABNCE O ... 34,034 35,457 17,191
Items increasing (decreasing) reported shareholders' equity:
Fixed assets and related depreciation (8)..........c.vvvvveniieneenenne. (3,315) (2,598) (1,260)
Capitalized interest and related depreciation 2,918 2,855 1,384
Unbilled 1,087 970 470
FEVENUES. .. ... ceeeuieeeetenieieste sttt sa et st se et nae e ane b
Pension and employee termination (118) 53 26
ACCOUNING. .. ..veienieneeviis
Other postretirement benefits accounting (2,005) (2,042) (990)
DErVALIVES. .. .o (@) (167) (81)
Effect of U.S. GAAP adjustments on WIND (55) (54) (26)
(0 101) VO
ReSITUCIUNNG FESAIVE. ... 59 26 13
Italian pension system obligation..............c.occvvviiniiiiniiiinin - (1,118) (542)
Investment in equity SECUMTIES.........vvviiviee i - (126) (61)
Deferred (205) (205) (99)
EBXES. .. et
Tax effect of reconciling 502 716 347
TEEIMS. .. et
Approximate shareholders’ equity in accordance with U.S. 32,895 33,767 16,372
GAAP.
(a) Includes related accumulated depreciation of lire 24,342 billion, lire 24,113 billion, and U.S. $11,691
million, respectively.
(b) Includesrelated accumulated depreciation of lire 663 billion, lire 801 billion and U.S. $388 million,
respectively.



There are other differences between Italian GAAP and U.S. GAAP which have not been included in the U.S.
GAAP reconciliation because their effects on net income and shareholder's equity are not considered material.
Following isabrief description of such differences:

1 Cost of Removal and L and Depreciation — The Company does not specifically provide areserve for

the cost of removal of utility plant upon completion of its service period since the environmental
lawsin Italy do not require removal of generating assets. The Company does, however, provide
depreciation on land on which generating stations and other property are located. Under U.S.
GAAP, land is not depreciated, but specific provisions are generally made for the cost of removals
asareductionin net utility plant or reflected as aliability in the balance sheet. The effect of not
providing for the cost of removal of plant or the depreciation of land is not material, individually or
in the aggregate, on the Company's financial position and results of operations.

2. Equity Method of Accounting for WIND — In the Italian financial statements presented for 1998,

the Company’ sinvestment in WIND was accounted for under the cost method of accounting.
Under U.S. GAAP, WIND should have been accounted for under the equity method in 1998 since
the Company had significant influence (but not control) over the investment. This effect is not

material to the Company’ s results of operations for 1998.

The condensed consolidated balance sheets as of December 31, 1999 and 2000 presented below have been
restated to reflect the principal differences between Italian GAAP and U.S. GAAP. The minority interest
presented below relates to the Company’ sinvestment in WIND.

CONSOLIDATED BALANCE SHEETS

Assets

Current

Fixed Assets,
Other non-current

Liabilities and Shareholders’ Equity
Current

lHBDIITIES. ..o
Long-term

Other non-current
ligbilities......ccoeoeeeiiin

Total

11@bI IS, .. ..t

Minority interest.........oooevivniiiiii e,

Shareholders

As of December 31,

1999

2000

2000

(billions of lire)

13,072
73,014

1,707

20,355
72,422

12,817

(millions of
U.S. dollars)

9,869
35,114

6,214



The condensed consolidated statements of income for the years ended December 31, 1998, 1999 and 2000
presented below have been restated to reflect the principal differences between Italian GAAP and U.S. GAAP.
The minority interest presented below relates to the Company’ sinvestment in WIND.

CONSOLIDATED STATEMENTSOF INCOME

1998 1999 2000 2000
(billions of lire) (millions of
U.S. dollars)

Total operating revenues............. 39,770 40,765 51,179 24,814
Total operating 31,083 30,886 43,309 20,998
EXPENSES. ...ccvnnennne
Operating income (a).................. 8,687 9,879 7,870 3,816
Financial income (1,434) (1,018) (1,386) (672)
(expense)..........
Other non-operating - (674) (433) (210)
EXPenses.......
Income before income 7,253 8,187 6,051 2,934
taxes..........
INCOME taxes.........ocvvevvniviinnnne 3,722 3,741 2,750 1,333
Income before minority 3,631 4,446 3,301 1,601
interest.....
Minority interest - - (264) (127)
(10s9)...cvvviiinnnne
NEtinCome. .......evvviiiiiiiieens 3,531 4,446 3,565 1,728

(@  The operating income for the year ended December 31, 2000, is affected by the U.S. GAAP difference on the
extraordinary social contribution (Lire 1,118 billion, see Note 8) and by the operating loss incurred by WIND in
the five months for which it has been consolidated (lire 619 billion).
The condensed consolidated statements of changes in shareholders’ equity for the years ended December 31,
1999 and 2000 presented below have been restated to reflect the principal differences between Italian GAAP
and U.S. GAAP as discussed above.

CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS EQUITY

Other
Share Retained Comprehensiv
Capital Earnings e lncome Total

(billions of lire)

Balance as of December 31, 1998.........cciviviiiiiiiiiiee e, 12,126 23,473 (814) 34,785
NEELINCOME. ..ttt - 4,446 - 4,446
Minimum pension liabilities. .............oooviii e, - - 51 51
Distribution Of FESEIVES. ........vveiiiieiii e (4,422) - (4,422)



DIVIOENIES. ...+ - (1,965) - (1,965)

Balance as of December 31, 1999.......ciuuiitiiiiiiie e 12,126 21,532 (763) 32,895
NELINCOME. ... - 3,565 - 3,565
Unrealized 10SS 0N equity SECUMTIES. .. ...oeuvvniiiiiiiiiiiciieeiee - - (126)

(126)
Minimum pension labilities. .............ooiiiiii e, - - 246 246
DIVIJENGS. ...ttt et - (2,813) - (2,813)
Balance as of December 31, 2000........cuuuiereeiineeeiaeeine et aeeiieens 12,126 22,284 (643) 33,767

Balance as of December 31, 2000...........cocoviiiiiiiiiiiii e 5,879 10,804 (311) 16,372

DISCLOSURE OF COMPREHENSIVE INCOME

1999 2000 2000
(billions of lire) (millions of U.S. dollars)
NEEINCOMIE. ..t e e e 4,446 3,565 1,728
Minimum pension liabilities...........coooviiiiiii 51 246 119
Unrealized 10ss on equity SECUMLIES. ........ocuiviiiiiiiiiiieeee - (126) (61)
Total COmMPreNeNSIVE INCOME. ... ... ee e a e 4,497 3,685 1,786

(26) ADDITIONAL U.S. GAAPDISCLOSURES

@ Concentrations of Risk and Certain Significant Estimates

The Company’s businessis largely determined by laws, regulations and policies established by the European
Union and the Italian government. As described in Note 3, the regulatory framework for the Italian electricity
market has changed significantly in recent years with the implementation of the Bersani Decree, whichis
designed to liberalize and create more competition in the Italian electricity market. The changes caused by the
Bersani Decree include the adoption of anew tariff structure, the restructuring of the Company's transmission
businessin order to transfer the management of the transmission network to the System Operator, the
reorganization of the Company's generation, transmission and distribution operations into separate business
units and the requirement that the Company sell no less than 15,000 MW of its generating capacity by
January 2003. Because these regulations are still in the process of being implemented, the ultimate impact on
the Company's business and the Italian electricity market is difficult to predict.

Tariff Sructure

The new tariff structure has resulted in significant reductionsin tariff revenuesin 2000 and will continue in the
future. These reductions are expected to result from lower ratesin 2000 for generation, transmission and
distribution fees, the application of price cap reductions to transmission and distribution fees after 2000 and
reductions in generation fees established by the Authority in 2001 and expected in connection with the
operation of the Pool Market, which is expected to begin operations in 2002.

Generation



(b)

The Bersani Decree provides that after January 1, 2003 no single company or group may generate or import
more than 50% of the total amount of electricity generated and imported in Italy. To comply with this
provision, the Company has devel oped a plan to dispose of plants representing approximately 15,057 MW of
the Company’ s net installed capacity, which is equivalent to approximately 16,000 of grossinstalled capacity.

The Bersani Decree provides that the disposal of the ENEL Group's excess generation capacity should happen
at market prices. Nonethel ess, the sale of that capacity must also comply with several requirements under the
decree which could adversely affect the price the Company receives.

Distribution

The Bersani Decree calsfor significant consolidation among existing electricity distributorsin urban areas. If
operatorsin the distribution market fail to consolidate in the way described in the new regulation, the
Company may be obliged to sell its distribution networks in a number of metropolitan areas.

Increased Competition

For many years the Company has had virtually no competition in the generation and transmission market and
limited competition in the distribution market in Italy. The Company currently faces limited competition from
independent power producers and municipal utilitiesin generation. The Company expects that competitionin
the generation of electricity will increase after the disposal of 15,000 MW of generating capacity. The
Company also faces competition from suppliers and wholesalers for sales to customers that are intensive
users of electricity and may freely purchase electricity from different producers.

Basis of Presentation

The preparation of financial statementsin conformity with Italian GAAP, along with the reconciliation to U.S.
GAAP, requires management to make certain estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimated.

Accounting for Deferred Income Taxes

Under SFAS No. 109, the Company recognizes deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the financial statements or tax returns.

Deferred tax assets and liabilities are determined based on the temporary differencesbetween the financial and

tax bases of assets and liabilities using enacted tax ratesin effect for the year in which the differences are
expected to reverse.

A detail of the provision for income taxes for the years ended December 31, 1998, 1999, and 2000 is as follows:

1998 1999 2000 2000
(billions of lire) (millions of U.S.
dollars)
Current ...oeveenieeiiineenn 2,785 2,834 1,688 818
Deferred .......coocoveennnnnn. 937 907 1,062 515




(©)

The difference between the statutory and effective tax rate for the years ended December 31, 1998, 1999 and
2000, is dueto the following factors:

1998 1999 2000
SAULONY TaX FE ....ee vt 48.0 % 48.0% 48.0%
Vauation dlowanCe..........cooeuveiiiiiiiiiiiiiieeie 3.1 (3.1) -
Changeintax ratesS..........ovvviiiieiie e - - (3.6)
Permanent differences and 0.2 0.8 1.0
OthEr ..o,
Effectivetax rate...........cocooviiiiiiiii e 51.3% 45.7% 45.4%

The components of the net deferred tax assets (liabilities) as of December 31, 1999 and 2000 are as follows:

1999 2000 2000
(billions of lire) (millions of U.S.
dollars)

Deferred tax assets:

Other post retirement benefits 984 817 396

Revaluation of fixed assets ...............cc.oueen. 1,367 1,028 498

Provision for contingent 647 725 352

liabilities................

Bad debtreserve ..o 249 201 97

WIND loss carryforwards..............c.veeeenne - 388 188

Other ..o 139 299 146
SUDIOEE e 3,386 3,458 1,677
Deferred tax liabilities:

Accelerated depreciation (6,206) (6,699) (3,248)

Capitalization of interest on fixed assets (1,204) (1,122) (544)

Unbilled revenues ............cooeviiiiiiininnn. (448) (390) (189)

Equity reServes .......cooviiiiii e (205) (205) (99)

Other oot - (246) (120)
SUDLOEE v (8,063) (8,662) (4,200)
Net deferred tax liabilities ............cveiiiiiii (4,677) (5,204) (2,523)

Asdiscussed in Note 21, the Company will now be able to realize the full benefits of certain deferred tax
assets. For U.S. GAAP purposes, the Company had previously reflected a valuation allowance against these
deferred tax assets.

Segment Information

The Company isinvolved in the generation, transmission and distribution of electricity and related activities,
providing the majority of the electric servicein Italy. The Company is also investing in businesses outside of
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the core electricity industry, including telecommunications, gas and water distribution, Internet and
information technology services.

Prior to October 1, 1999, the Company’ s reportable segments were strategic divisions of the organization. Each
division had its own management structure, headed by a division manager who reported directly to the Chief
Executive Officer of the Company. Beginning October 1, 1999, separate companies were formed to carry out
the operations of the main divisions of the Company, including a corporate entity which maintains primary
responsihility for purchases of fuel used in thermal electricity generation as well asthe purchase of electricity
from external producers, both within Italy and abroad.

Transfer pricing for intersegment sales and for operations of the separate companies during the year ended
December 31, 1999, were based on internal management allocations which are not representative of the market
prices which began to be charged on January 1, 2000, pursuant to the Bersani Decree. Additionally, as
described in Note 3, the Italian electricity sector is currently going through significant changes which will
have impacts on each of the Company’s segments, including (but not limited to) changing tariff rates and
reorganized activities. The changeswill impact the comparability of the 1999 segment information to future
periods. In particular, in April 2000, the Company transferred its el ectricity dispatching and national
transmission network management operations to the System Operator.

Based on the Company’ s approach to managing its business, the following segments have been identified for
Italian GAAP purposes: generation, transmission, distribution, corporate and other.

The generation, transmission and distribution segments represent the operations carried out by the
Company’s core businesses in the electricity industry in Italy.

The corporate operations consist primarily of the purchasing of fuel used in thermal electricity generation and
the purchase of electricity from external sources, both within Italy and abroad. The corporate segment sells
the fuel to the generation segment at cost and sells the electricity from external producers to the distribution
segment at prices established by the Energy Authority. The corporate segment collected up to December 31,
2000, Equalization Fund contributions for overseas net purchases of electricity and a portion related to
domestic purchases and incentives for renewable energy sources. The corporate segment also provides
treasury, human resources, risk management, legal and administrative services to each of the Group’s
operating companies other than WIND.

The other activities of the Company include research and development, information technology services, real
estate management and general services, engineering management and construction, and telecommunication
services (until July 1999, at which time WIND began providing these services to the Company). The other
activities also include the Company’ sinvestmentsin the following industries. telecommunications, gas and
water distribution and Internet and information technology services.

The accounting policies of the segments are the same as those described in the significant accounting
policies (Note 2). No geographic information has been presented since substantially all of the Company’s
operating activities are located in Italy.

Information about the Company’ s segments, prepared in accordance with Italian GAAP, for the years ended
December 31, 1998, 1999 and 2000 were asfollows:

Generation Transmissio Distribution Corporate Other Eliminations Consolidated
n

(billions of lire)
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Operating Income ............

Depreciation and
Amortization

Capital Expenditures ........
Identifigble Assets ...........

1999

Operating Income ............

Depreciation and
Amortization

Capital Expenditures ........
Identifisble Assets ...........

2000

Operating Income
Depreciation and
Amortization

Capital Expenditures ........
Identifiable Assets ...........

Operating Income ............

Depreciation and
Amortization

Capital Expenditures.........
Identifiable Assets ...........

...... 19,270
...... 6,930

2,297

1,869
41,047

...... 18,584
...... 6,333

2,493

1,578
42,621

...... 22,325

4,558
2,729

. 1,104
44,932

535
21,785

19,010
175
385

594
9,336

16,157
110
427

436
7,823

1,492
459
444

367
8,013

723
222
215

178
3,885

27,280 -
3,434 -
2,863 -

3,007 -
25,545 -

28,166 -
4,493 -
2,880 -

3,246 -
31,321 -

26,920 18,975
2,881 944
3,120 13

2,630 -
33,011 12,396

(millions of U.S. Dollars)

13,052 9,200
1,396 458
1,513 6
1,275 -

16,005 6,010

4,153
(806)
491

401
15,489

3,803
(463)
401

393
17,116

6,368
482
391

578
21,814

3,088
234
190

280
10,577

(29,925)
(129)

(838)

(26,126)
(47)

(11,716)

(27,462)
(120)

(24,062;

(13,315)
(58)

(11,666)

39,788
9,604
6,036

5,871
90,579

40,584
10,426
6,201

5,653
87,165

48,618
9,204
6,697

4,679
96,104

23,572
4,462
3,247

2,268
46,596

The Company’s segment information, prepared in accordance with U.S. GAAP, for the years ended December
31, 1998, 1999 and 2000 presented below has been restated to reflect the principal differences between the
Company’ s accounting policiesand U.S. GAAP. “Telecom” isreported as a separate segment under U.S.
GAAP asit meetsthe operating criteriaset forth in SFAS No. 131, “Disclosures about Segments of an

Enterprise and Related Information”.

Operating Income ..................
Depreciation and
Amortization

Capital Expenditures ...........
Identifiable Assets ..............

1999
Operating Income

Depreciation and
Amortization

Generation Transmissio Distribution Telecom Corporate Other Eliminations  Consolidated
n
(billions of lire)

19,270 19,010 27,262 - - 4,153 (29,925) 39,770
6,093 228 3,317 - - (822) (129) 8,687
2,378 365 2,696 - - 285 - 5,724
1,986 594 3,007 - - 401 - 5,988

41,868 9,365 28,876 - - 11,388 (838) 90,659

18,584 16,157 28,347 - - 3,803 (26,126) 40,765
5,897 90 4,256 - - (317) (47) 9,879
2,591 408 2,725 - - 209 - 5,933



Capital Expenditures ........... 1,639 436 3,246 - - 393 - 5,714
Identifiable Assets .............. 43,470 7,744 34,899 - - 13,396 (11,716) 87,793
2000
i?evenu&s ................................. 22,524 1,493 26,973 1,401 19,457 6,793 (27,462) 51,179
Operating Income .................. 4,352 413 1,765 (619) 1,274 805 (120) 7,870
Depreciation and 2,666 411 3,134 207 43 286 - 6,747
Amortization
Capital Expenditures ........... 1,179 367 2,630 - 2 576 - 4,754
Identifiable Assets .............. 46,616 7,974 35,545 9,258 12,332 20,051 (26,182) 105,594
(millions of U.S. Dollars)
2000
REVENUES. ... oo 10,921 724 13,078 679 9,434 3,293 (13,315) 24,814
Operating Income .................. 2,110 200 856 (300) 618 390 (58) 3,816
Depreciation and 1,293 199 1,520 100 20 139 - 3,271
Amortization
Capital Expenditures........... 572 178 1,275 - 1 279 - 2,305
Identifiable Assets .............. 22,602 3,866 17,234 4,489 5,979 9,722 (12,695) 51,197

(d) Earnings per Share

In accordance with SFAS No. 128, “Earnings per Share”, basic earnings per share is computed by dividing
income available to common shareholders by the weighted average number of common shares outstanding.
The computation of diluted earnings per share isincreased to include any potential common shares. Potential
shares include options, warrants, and convertible securities. For the years ended December 31, 1998, 1999 and
2000, the Company had no potential common shares therefore basic and diluted earnings per share were equal.

The computation of basic and diluted earnings per share for the years ended December 31, 1998, 1999 and
2000, prepared in accordance with U.S. GAAP, are asfollows:

Basic and Diluted EPS 1998 1999 2000 2000
(billions of lire*) (millions of
U.S. dollars*)
Net income available to common shareholders 3,631 4,446 3,565 1,728
Weighted average shares outstanding (in millions) 12,126 12,126 12,126 12,126
Earnings per share (basic and diluted)...... 291 367 294 0.14

(*) — Except per-share datawhichisinlire and U.S. dollars

(e) Fair Value of Financial Instruments

Asrequired by SFASNo. 107, “ Disclosures about Fair Value of Financial Instruments’, the Company has
estimated the fair values of its financial instruments held.

In the normal course of its business, the Company utilizes various types of financial instruments. These
instruments include recorded assets and liabilities, as well as items that principally involve off-balance sheet
risk. Information about the fair value of the Company’sfinancial instrumentsis presented below.

Cash and cash equivalents: the carrying values of cash and cash equival ents approximate their fair values
because of their short maturities.
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Social security relief receivable: the fair value of this receivable, including current maturities, is estimated
based on the discounted value of future cash flows expected to be paid, considering current rates of
interest.

Short-term debt: the carrying value of short-term debt approximates fair value because of the short period
of time between the origination and maturity of the borrowings.

Bonds Payable-listed: the fair value of bonds payable-listed is based upon period-end market prices.
Other bonds and long-term debt (including current maturities): the fair values of other bonds and long-
term debt (including current maturities) are based on discounted cash flow analyses.



Social security relief receivable (current and non-
CUITENt POItION)....ee et

Bonds payable-ligted..........cooiiiiii

Other bonds and long-term debt, including
Current MatUrities..........oovvevenieieeii e

Derivative financial instruments: the fair value of derivatives generally reflects the estimated amounts that
the Company would pay or receive to terminate the contracts at the reporting date, thereby taking into
account the current unrealized gains or losses of open contracts. Appropriate pricing models and current
market input data (such as volatility, interest rate curves and foreign exchange rates) have been used to

As of December 31,

1999 2000
Carrying Fair Carrying Fair
Amount Vdue Amount Vdue

(billions of lire)
362 389 189 197
9,657 9,524 8,028 7,931
11,042 11,209 11,434 11,525

estimate the fair value for the Company’ s derivatives.

Interest ral@ SWaPS ......o.vvveieie e e
Interest rate collars .........oovveiiiiiiie e

Total interest rate derivatives

At December 31, 2000, the Company has already recognized in income the entire value of the foreign
exchange derivatives portfolio and the fair value of one interest rate swap. Net of such amounts, the fair
value of the Company’ sfinancial derivatives would have been negative by lire 107 billion. At December
31, 2000, the Company also had euro/dollar forward exchange contracts outstanding with an aggregate
notional amount of lire 4,620 billion, focused on the hedging of foreign exchange risk arising from the time
lag related to the fuel cost reimbursement mechanism. Any changesin fair value of these contracts,
deriving from a possibl e appreciation or depreciation of the euro against the dollar, would be fully offset

As of December, 31
1999 2000
Fair Vadue
(billions of lire)

(170) (115)
(27) (7)
(197) (122)
(10) (49)
(7) 1
an 48)
(214) (170)

by a corresponding change in the amount of the fuel cost reimbursements.

Interest rate derivatives used by the Company mainly consist of interest rate swaps and interest rate
collars, in order to lock in afixed interest rate to balance the fix/floating ratio on itslong-term debt. At
December 31, 2000 and 1999, the Company accrued an amount of lire 24 billion and lire 180 billion,
respectively, as provisions for the restructuring of financial instruments. The accrual coversthe charges,
which may potentially be retrieved, deriving from restructuring of interest rate derivative contracts linked
to medium and long-term debt repaid before expiration during the year. Such costs, calculated asthefair
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value at December 31, 2000 and 1999 of derivative instruments resulting from the restructuring, will be
deferred and spread over the life of the restructured hedging contracts. Net of such provision, and net of
the above mentioned swaps already included in financial expense, the fair value of interest rate derivatives
would be negative lire 84 billion and lire 17 billion, at December 31, 2000 and 1999, respectively.

)] Effects of Requlation

Asdiscussed in Note 3, the Company is subject to the regulatory control of the Energy Authority with
additional oversight provided by numerous laws, decrees and codes. The current regulatory tariff structure
provides the Company with recovery of certain levels of cost through a price cap framework, and not
necessarily its specific cost of providing service. Accordingly, SFASNo. 71, “ Accounting for the Effects of
Certain Types of Regulation”, which relates to an entity whose rates are regulated on an actual cost basis, is
not currently applicable to these consolidated financial statements.

(g) Utility Plant

The Company’s net utility plant under U.S. GAAP consisted of the following:

1999 2000 2000
(billions of lire) (millions of
U.S. dollars*)
Utility plant, gross:
Generating Plant:
HydrogleCtliC. ... 12,826 13,347 6,471
Therma.....cocoooiiiie . 38,548 39,552 19,177
Geothermal and other renewable 2,696 2,873 1,393
SOUICES..............
TransmisSoN liNE.......c.ooviiiiii e 9,689 9,942 4,820
Didribution N&tWOrk.............ccocoeiiiiiiiiinen 54,353 56,280 27,287
TeleCoMMUNICAION. .. ..uvveee e veee s - 2,912 1,412
Land and BUildings..........ccvvveiiiiiiiieiieeieeeeine 2,199 3,666 1,778
(@147 SO PRUIUPURPRR: 4,407 4,827 2,340
CoNnStruction iN Progress. ........veeeeuneenieiaeneenenenne 6,756 3,922 1,902
TOE. e 131,474 137,321 66,580
Accumulated Depreciation:
Generating Plant:
HydroglectriC. .....oveeeieceee e 4,063 4,620 2,240
Therma.....cocooiii . 14,688 16,509 8,004
Geothermal and other renewable sources............ 1,001 1,188 576
TransmisSON LiNe........ocoiviiiiniiiiiieice e 3,363 3,726 1,807
Distribution Network 31,595 34,440 16,698
TeleCcomMMUNICAION. ....uvveee e - 535 259
Land and BUildings............oovvvnevinneiiiiiieeieeeann 623 1,035 502
(@10 PP 3,127 2,846 1,380
COoNStruction iN Progress. ........veeeevneenieiaeaeaaneens - - -
TOE ..o 58,460 64,899 31,466
Utility plant, net:
Generating Plant:
Hydrodectric. ......oveeeicc e 8,763 8,727 4,231
Thama. ..o 23,860 23,043 11,173



(h)

@)

Distribution NEetWOrK............covvvvieiiiiiiiiniiieeiie 22,758 21,840 10,589
TelecommMUNICAION. ......ceueeieiiiieiiee e - 2,377 1,153
Land and Buildings............vvveiiniiiiieieeeeeene 1,576 2,631 1,276
OthEr. . 1,280 1,981 960
CoNnStruction iN Progress. ........veeeevneenieieeneenanenne 6,756 3,922 1,902

TOE . e 73,014 72,422 35,114

Impairment of Long-lived Assets

For U.S. GAAP purposes, the Company assesses potential impairment of certain assets under the provisions
of SFASNo. 121, “ Accounting for the Impairment of Long-lived Assets and for Long-lived Assetsto be
Disposed Of”. In applying SFAS No. 121, the Company assesses potential impairment whenever events or
changesin circumstances indicate that the carrying amount of an asset may not be recoverable. In making this
assessment, the Company groups its assets at the lowest level of identifiable cash flowsthat are largely
independent of the cash flows of other utility plant assets. In the Company's case, the assets are grouped by
generation, transmission and distribution assets. Management believes that the recorded costs of its |ong-
lived assets are recoverable.

In 1998 and 1999, the Company continued its analysis of the recoverable val ue associated with two thermal
plants that were halted during construction. In performing this analysis, the Company considered a variety of
potential available options for the ultimate disposal or usage of these assets. Asaresult of the discussions
to-date the Company reduced the carrying value to an amount that could be recoverable on ultimate disposal
and approximating salvage value. The carrying value of these assets, net of reserves, was approximately lire
120 billion as of December 31, 1999. During 2000, the Company classified the amount of these assets, net of
reserves, among the inventory balancein view of an utilisation in the international operations of Enelpower.
Asaresult, the Company wrote-off the book value of the assets and associated reservesin 2000 (see Notes 7
and 13).

Stock-Based Compensation

The Company accounts for all stock-based compensation issued under the provision and related
interpretation of Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to
Employees’. In accordance with SFAS No. 123, “ Accounting for Stock-Based Compensation”, the Company
intends to continue to apply APB No. 25 for purposes of determining net income and to present the pro forma
disclosuresrequired by SFAS No. 123.

In 2000, the Company launched the Stock Option Plan of 2000. Options under this plan are earned if certain
target prices, or other criteria, are met. Since certain targets were not achieved, a portion of the optionswere
cancelled in 2000. The status of the stock options granted under the Stock Option Plan of 2000 is asfollows:

Number of Average
Options Grant Price
(euro)
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0

Granted. ......ooveeeeiiiieeeeeii e 19,690,000 4.30
Exercised.......coovviii - -
Cancded......coovviieeiiiie e (8,663,600 4.30
)
Outstanding at December 31, 11,026,400 4.30

The average fair value of options granted during 2000 was approximately euro 0.47 per share. Thefair value of
each option grant is estimated using a standard Black-Scholes option pricing model with the following
wei ghted-average assumption used for estimating fair value:

Future dividends per share.............cocovviinininnee euro 0.13
Risk-freeinterest rate.............coovveiiiiiiiiniinnnnn 4.77%
Expected life.......coooviiiiii 2.5years
Expected volatility...........oovviiiiiiiiiiii 22%

The following table summarizes certain information for the options outstanding at December 31, 2000:

Options Outstanding Options exercisable
Weighte Weighte
Weighted d d Weighted
Average Average  Average Average
Range of Remaining Grant Grant Grant
Grant Prices Options Life Price Options Price
(euro) (euro) (euro)
4.30 11,026,40 2.5years 4.30 -
0

The Company’ s pro forma earnings per share for the year ended December 31, 2000, had compensation costs
been recorded in accordance with SFAS No. 123, are presented below (billions of lire, except per share
amounts):

AsReported  ProForma
NELINCOME. ..., 3,565 3,555
Basic and diluted earnings per share...... 29 293

The effects of applying SFAS No. 123 in this pro forma disclosure should not be interpreted as being
indicative of future effects.

Pension and Other Postretirement Benefit Costs

Certain employees of the ENEL Group are covered under pension plans, which allow for retirement benefits
based upon compensation and years of service (see Notes 2 and 12). In accordance with SFAS No. 87, the

Company accrues the amount due to each employee at year-end based upon these dates and certain
assumptions.

Certain employees of the ENEL Group are also covered under certain other postretirement benefit plans (see

Note 2). In accordance with SFAS No. 106, the Company accrues the amount due to each employee at year-
end based upon these dates and certain assumptions.



The following table displays the assumptions used for pension and other postretirement benefits costs, a
reconciliation of the benefit obligations, plan assets and funded status of the plans:

Weighted Average Assumptions as of December 31:

Other
Pensions Benefits Postretirement Benefits

1999 2000 1999 2000
DISCOUME FAE ...t 5.0% 5.5% 5.0% 5.5%
Expected long term rate of return on plan assets N/A N/A N/A N/A
Rate of compensation iNCrease ... ....covvvven veiiiiiieeieeeenenn. 3.0% 3.5% N/A N/A
Changein Benefit Obligation:

1999 2000 1999 2000

(billions of lire)

Benefit obligation a January 1 ............cevvevniiiiiniienneinnnns 7,438 5,870 1,959 2,096
SEVICE 00R ..ttt e ettt ettt e 281 286 52 24
[ = oS TP UUPPT 327 270 87 102
Actuaria (GaiN) 10SS ... c.uieniiiiiee e 4 (151) 91 (156)
Curtallment COSE .....uviiiiiiiii e - (206) - -
Benefit paid from corporate assets (2,172) (1,863) (93) (90)
Benefit obligation at December 5,870 4,206 2,096 1,976
Bl
Reconciliation of Funded Status of the
Plans:
Funded (unfunded) SEAUS ........oevvneiinieeii e (5,870) (4,206) (2,096) (1,976)
Unrecognized net (gain) 10SS ........oveeiieiiiiii e 1,460 1,033 91 (66)
Unrecognized net transition obligation (125) (102) - -
Prepaid (accrued) benefit cost ..........ovvvviiiiiiiie e (4,535) (3,275) (2,005) (2,042)
Adjustment for minimum ligbility .............cocvveiiiiiinne (965) (590) - -
Amount recognized in Balance Sheet ............ccceevvvniviinninnne (5,500) (3,865) (2,005) (2,042)
Components of Net Periodic Benefit
Cost:
Service cost (net of employee contribution) 281 287 52 24
INEErESE COS vt e 327 270 87 102
Net amortization and deferral .........coovvviiiiiiiiii 51 46 - -
Net periodic benefit COSt ........cuvuvirriiiiiiiiiieii e 659 603 139 126
CUrtalmENt GaiN ....eeee e - (45) - -
SAUEMENE CO ..vieniei i 45 251 - -
Total COSEOCIUAL .. ..o e 704 809 139 126

Changein Plan Assets:



There are not assets with respect to any of the plans



(@7)

SUBSEQUENT EVENTS

Acquisition of Infostrada

In March 2001, the Company acquired from Vodafone Group all of the outstanding shares of Infostrada, one
of Italy’ sleading providers of fixed line telecommunications services and the owner and operator of one of
Italy’ sleading internet portals. The Company used the purchase method of accounting to account for the
acquisition, and accordingly, the results of operations of Infostradawill be presented for the periods
subsequent to the date of its acquisition.

Stock Option Plan of 2002

In April 2001, the Company issued a hew stock option plan (“Plan 2001") granting 68,548,100 stock optionsto
certain managers. Theright to exercise the options shall vest and be exercisable if the Company’ s average
share price exceeds certain predetermined target market prices, or other alternative criteria established by the
Board of Directors.

Dividend
At the Company’ s shareholders’ meeting on May 25, 2001, the sharehol ders approved the Board of Directors’

proposal to pay an aggregate dividend of lire 3,056 billion, or lire 252 per ordinary share, in respect to the year
ended December 31, 2000.
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