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To the shareholders of Naturgy Energy Group, S.A.

REPORT ON THE CONSOLIDATED ANNUAL ACCOUNTS

Opinion

We have audited the consolidated annual accounts of Naturgy Energy Group, S.A. (the “Parent”) and
subsidiaries (together the “Group”), which comprise the consolidated balance sheet at 31 December
2022, and the consolidated income statement, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated cash flow statement for the year then
ended, and consolidated notes.

In our opinion, the accompanying consolidated annual accounts give a true and fair view, in all
material respects, of the consolidated equity and consolidated financial position of the Group at 31
December 2022 and of its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with International Financial Reporting Standards as adopted by the
European Union (IFRS-EU) and other provisions of the financial reporting framework applicable in
Spain.

Basis for Opinion

We conducted our audit in accordance with prevailing legislation regulating the audit of accounts in
Spain. Our responsibilities under those standards are further described in the Auditor's
Responsibilities for the Audit of the Consolidated Annual Accounts section of our report.

We are independent of the Group in accordance with the ethical requirements, including those
regarding independence, that are relevant to our audit of the consolidated annual accounts pursuant
to the legislation regulating the audit of accounts in Spain. We have not provided any non-audit
services, nor have any situations or circumstances arisen which, under the aforementioned
regulations, have affected the required independence such that this has been compromised.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.
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Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance
in the audit of the consolidated annual accounts of the current period. These matters were
addressed in the context of our audit of the consolidated annual accounts as a whole, and in forming

our opinion thereon, and we do not provide a separate opinion on these matters.

Revenue recognition: Unbilled energy supplied

See notes 2.4.23, 2.4.25 and 10 to the consolidated annual accounts

Key audit matter

How the matter was addressed in our audit

The Group's businesses that carry out energy
supply activities must make estimates of
unbilled supplies to end customers in the
period between the last meter reading and the
end of the reporting period. At 31 December
2022 the Group has recognised revenue from
unbilled energy supplied in an amount of Euros
1,634 million.

The amount of unbilled energy supplied is
estimated based on internal and external
information that is compared with the readings
contained in the management systems used by
the businesses. Revenue is calculated by
multiplying the volume of estimated unbilled
consumption, a process that is subject to a high
degree of uncertainty, by the tariff agreed for
each customer.

Determining unbilled energy supplied requires
the use of estimates by Group management
with the application of criteria, judgements and
assumptions in its calculations, so the
recognition of revenue from unbilled energy
supplied has been considered a key audit
matter.

Our audit procedures included the following:

— Analysing the design and implementation
and the operating effectiveness of the key
controls related to the calculation of the
unbilled energy supplied.

— Evaluating the reasonableness of the
calculation model used by comparing the
estimates made at the close of the
previous period and actual invoicing data
(retrospective analysis).

— Assessing the reasonableness of the
volume of unbilled energy through an
analysis of historical information and other
available internal and external data.

— Evaluating a selected sample of the tariffs
applied by comparing them with the data
contained in the customer contract
databases.

— We also assessed whether the disclosures
in the consolidated annual accounts meet
the requirements of the financial reporting
framework applicable to the Group.
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Recoverability of non-current assets

See notes 2.4.6, 2.4.25 and 4 to the consolidated annual accounts

Key audit matter

How the matter was addressed in our audit

At 31 December 2022 the Group has
recognised intangible assets including goodwill,
property, plant and equipment, and right-of-use
assets for amounts of Euros 5,972 million,
Euros 17,379 million and Euros 1,162 million,
respectively, allocated to the cash-generating
units (CGUs) detailed in note 4 to the
consolidated annual accounts.

Under IFRS-EU, the recoverable amount of
assets must be analysed when indications of
impairment have been identified. Goodwill,
intangible assets with indefinite useful lives and
in-process intangible assets are not amortised,
but are instead tested for impairment at least
on an annual basis.

The recoverable amount of the non-current
assets indicated in the preceding paragraphs is
generally calculated using methodologies based
on discounted cash flows, the estimation of
which requires the use of a high degree of
judgement by management and the use of
assumptions and estimates. Where fair value is
used, market values offered by third parties
have been applied. Due to the high level of
judgement required, the uncertainty associated
with these estimates and the significance of
the amount of non-current assets, this has
been considered a key audit matter.

Our audit procedures included the following:

- Evaluating the design and implementation of
the key controls related to the process of
estimating the recoverable amount.

- Assessing the appropriateness of the
composition of the CGUs based on our
understanding of management of the
business.

- Analysing the reasonableness and
consistency of the assumptions and cash
flows included in the pricing models with
those considered in the business plans
approved by the governing bodies.

- Evaluating the reasonableness of the
methodology used to calculate value in use
and the main assumptions considered, with
the involvement of our valuation specialists.

- Comparing the cash flow forecasts
estimated in prior years with the actual cash
flows obtained.

- Evaluating the sensitivity of the recoverable
amount to changes in certain assumptions
that can be considered reasonable.

- Comparing the fair value with the offers
received from third parties, where fair value
less costs to sell has been used as the
recoverable amount of the CGU.

- We also assessed whether the disclosures
in the consolidated annual accounts meet
the requirements of the financial reporting
framework applicable to the Group.
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Commitments to purchase natural gas and liquefied natural gas for own use

See notes 2.4.8 and 36 to the consolidated annual accounts

Key audit matter

How the matter was addressed in our audit

At 31 December 2022 the Group has long-term
contractual commitments to purchase natural
gas and liquefied natural gas amounting to
Euros 83,300 million. These contracts are
signed and held to meet the Group’s expected
need for receiving or delivering gas in
accordance with periodical purchase and sale
forecasts. Consequently, the Group classifies
these contracts as for “own use”, adhering to
the exception established by the standard
enabling them to be recognised as executory
contracts, and they are therefore excluded from
the scope of IFRS 9 Financial Instruments.

The assessment of long-term gas supply
contracts to determine whether they should be
classified as for “own use” requires
management to exercise judgement as regards
forecast supply and demand in the short,
medium and long term, and the fulfilment of
the contractual clauses. Consequently, this has
been considered a key audit matter.

Our audit procedures included the following:

- Evaluating the design and implementation
of the key controls linked to the process of
assessing the requirements for classifying
these contracts as for “own use”.

- Reading and analysing a significant sample
of natural gas and liquefied natural gas
supply contracts signed by the Group.

- Analysing whether these supply contracts
meet the definition of “own use”
stipulated in the applicable financial
reporting framework based on an analysis
of the conditions set out therein, the
quantities acquired during the year,
minimum contract quantities and the
reasonableness of the Group’s gas sales
forecasts.

- We also assessed whether the disclosures
in the consolidated annual accounts meet
the requirements of the financial reporting
framework applicable to the Group.

Other Information: Consolidated Directors’ Report

Other information solely comprises the 2022 consolidated directors' report, the preparation of which
is the responsibility of the Parent's Directors and which does not form an integral part of the

consolidated annual accounts.
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Our audit opinion on the consolidated annual accounts does not encompass the consolidated
directors' report. Our responsibility regarding the information contained in the consolidated directors’
report is defined in the legislation regulating the audit of accounts, as follows:

a) Determine, solely, whether the consolidated non-financial information statement and certain
information included in the Annual Corporate Governance Report and the Annual Report on
Directors’ Remuneration, as specified in the Spanish Audit Law, have been provided in the
manner stipulated in the applicable legislation, and if not, to report on this matter.

b) Assess and report on the consistency of the rest of the information included in the consolidated
directors’ report with the consolidated annual accounts, based on knowledge of the Group
obtained during the audit of the aforementioned consolidated annual accounts. Also, assess and
report on whether the content and presentation of this part of the consolidated directors’ report
are in accordance with applicable legislation. If, based on the work we have performed, we
conclude that there are material misstatements, we are required to report them.

Based on the work carried out, as described above, we have observed that the information
mentioned in section a) above has been provided in the manner stipulated in the applicable
legislation, that the rest of the information contained in the consolidated directors’ report is
consistent with that disclosed in the consolidated annual accounts for 2022, and that the content
and presentation of the report are in accordance with applicable legislation.

Directors' and Audit and Control Committee's Responsibilities for the
Consolidated Annual Accounts

The Parent's Directors are responsible for the preparation of the accompanying consolidated annual
accounts in such a way that they give a true and fair view of the consolidated equity, consolidated
financial position and consolidated financial performance of the Group in accordance with IFRS-EU
and other provisions of the financial reporting framework applicable to the Group in Spain, and for
such internal control as they determine is necessary to enable the preparation of consolidated annual
accounts that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated annual accounts, the Parent's Directors are responsible for assessing
the Group's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the Directors either intend to
liguidate the Group or to cease operations, or have no realistic alternative but to do so.

The Parent's audit and control committee is responsible for overseeing the preparation and
presentation of the consolidated annual accounts.
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Auditor's Responsibilities for the Audit of the Consolidated Annual Accounts_

Our objectives are to obtain reasonable assurance about whether the consolidated annual accounts
as a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor's report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with prevailing legislation regulating the audit of accounts in Spain will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated annual accounts.

As part of an audit in accordance with prevailing legislation regulating the audit of accounts in Spain,
we exercise professional judgement and maintain professional scepticism throughout the audit. We
also:

— ldentify and assess the risks of material misstatement of the consolidated annual accounts,
whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

— Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group's internal control.

— Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Parent's Directors.

— Conclude on the appropriateness of the Parent's Directors' use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group's ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor's report to the related disclosures in the consolidated annual accounts or,
if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor's report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

— Evaluate the overall presentation, structure and content of the consolidated annual accounts,
including the disclosures, and whether the consolidated annual accounts represent the
underlying transactions and events in a manner that achieves a true and fair view.

— Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated annual accounts.
We are responsible for the direction, supervision and performance of the Group audit. We
remain solely responsible for our audit opinion.
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We communicate with the audit and control committee of the Parent regarding, among other
matters, the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide the Parent's audit and control committee with a statement that we have complied
with the applicable ethical requirements, including those regarding independence, and to
communicate with them all matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

From the matters communicated to the audit and control committee of the Parent, we determine
those that were of most significance in the audit of the consolidated annual accounts of the current
period and which are therefore the key audit matters.

We describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

European Single Electronic Format

We have examined the digital files of Naturgy Energy Group, S.A. and its subsidiaries for 2022 in
European Single Electronic Format (ESEF), which comprise the XHTML file that includes the
consolidated annual accounts for the aforementioned year and the XBRL files tagged by the
Company, which will form part of the annual financial report.

The Directors of Naturgy Energy Group, S.A. are responsible for the presentation of the 2022 annual
financial report in accordance with the format and mark-up requirements stipulated in Commission
Delegated Regulation (EU) 2019/815 of 17 December 2018 (hereinafter the "ESEF Regulation”).

Our responsibility consists of examining the digital files prepared by the Directors of the Parent, in
accordance with prevailing legislation regulating the audit of accounts in Spain. This legislation
requires that we plan and perform our audit procedures to determine whether the content of the
consolidated annual accounts included in the aforementioned digital files fully corresponds to the
consolidated annual accounts we have audited, and whether the consolidated annual accounts and
the aforementioned files have been formatted and marked up, in all material respects, in accordance
with the requirements of the ESEF Regulation.

In our opinion, the digital files examined fully correspond to the audited consolidated annual
accounts, and these are presented and marked up, in all material respects, in accordance with the
requirements of the ESEF Regulation.

Additional Report to the Audit and Control Committee of the Parent

The opinion expressed in this report is consistent with our additional report to the Parent's audit and
control committee dated 20 February 2023.
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Contract Period

We were appointed as auditor of the Group by the shareholders at the ordinary general meeting on 9
March 2021 for a period of three years, from the year ended 31 December 2021.

KPMG Auditores, S.L.
On the Spanish Official Register of Auditors (“ROAC") with No. S0702

(Signed on original in Spanish)

Eduardo Gonzélez Fernéndez
On the Spanish Official Register of Auditors (“ROAC") with No. 20,435

20 February 2023
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Naturgy
Consolidated Balance Sheet (million euro)
Note 31.12.2022 31.12.2021
ASSETS
Intangible assets 5 5,972 5,734
Goodwill 2,998 2,950
Other intangible assets 2,974 2,784
Property, plant and equipment 6 17,379 16,587
Right-of-use assets 7 1,162 1,229
Investments recorded using the equity method 8 656 630
Non-current financial assets 9 493 394
Other non-current assets 10 496 416
Derivatives 180 126
Other assets 316 290
Deferred tax assets 21 2,210 2,267
NON-CURRENT ASSETS 28,368 27,257
Non-current assets held for sale 11 — 40
Inventories 12 1,828 878
Trade and other receivables 10 5,801 5,714
Trade receivables for sales and services 5,152 4,780
Other receivables 349 339
Derivatives 210 454
Current tax assets 90 141
Other current financial assets 9 408 395
Cash and cash equivalents 13 3,985 3,965
CURRENT ASSETS 12,022 10,992
TOTAL ASSETS 40,390 38,249
EQUITY AND LIABILITIES
Capital 970 970
Share premium 3,808 3,808
Treasury shares (201) (204)
Reserves 4871 4,757
Profit for the period attributed to the parent company 1,649 1,214
Interim dividend (679) (679)
Other equity items (2,844) (3,977)
Equity attributed to the parent company 7,574 5,889
Non-controlling interests 2,405 2,984
EQUITY 14 9,979 8,873
Deferred income 15 926 889
Non-current provisions 16 1,656 1,146
Non-current financial liabilities 17 13,999 15,114
Borrowings 12,689 13,786
Lease liabilities 1,309 1,325
Other financial liabilities 1 3
Deferred tax liabilities 21 1,951 1,787
Other non-current liabilities 19 2,100 1,118
Derivatives 1,664 730
Other liabilities 436 388
NON-CURRENT LIABILITIES 20,632 20,054
Liabilities related to non-current assets held for sale 11 — 26
Current provisions 16 700 589
Current financial liabilities 17 2,302 1,698
Borrowings 2,110 1,493
Lease liabilities 177 196
Other financial liabilities 15 9
Trade and other payables 20 6,562 6,803
Trade payables 4,471 3,407
Other payables 414 559
Derivatives 1,624 2,704
Current tax liabilities 53 133
Other current liabilities 19 215 206
CURRENT LIABILITIES 9,779 9,322
TOTAL EQUITY AND LIABILITIES 40,390 38,249

The accompanying Notes 1 to 39 and Appendices are an integral part of the consolidated balance sheet at 31

December 2022 and 2021.
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Naturgy
Consolidated Income Statement (million euro)
Note 2022 2021
Net sales 22 33,965 22,140
Procurements 23 (27,194) (16,529)
Other operating income 24 183 119
Personnel expenses, net 25 (547) (940)
Other operating expenses 26 (1,511) (1,315)
Gain/(loss) on disposals of fixed assets 27 8 5
Release of fixed asset grants to income and other 15 50 49
GROSS OPERATING PROFIT 4,954 3,529
Depreciation, amortisation and impairment losses 45, 622 12& (1,532) (1,462)
Impairment due to credit losses 10 (228) (99)
Other results 29 (111) 133
OPERATING PROFIT/(LOSS) 3,083 2,101
Financial income 164 200
Financial expenses (837) (598)
Variations in fair value of financial instruments 13 14
Net exchange differences (5) (10)
NET FINANCIAL INCOME /(EXPENSE) 30 (665) (394)
Profit/(loss) of entities recorded by equity method 8 128 90
PROFIT/(LOSS) BEFORE TAXES 2,546 1,797
Corporate income tax 21 (697) (358)
PROFIT/(LOSS) FOR THE YEAR FROM CONTINUING OPERATIONS 1,849 1,439
Profit for the year from discontinued operations, net of taxes 11 (23) 117
CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 1,826 1,556
Attributable to:
The parent company 1,649 1,214
From continuing operations 1,672 1,101
From discontinued operations (23) 113
Non-controlling interests 14 177 342
Basic and diluted earnings per share in euros from continuing operations 1.74 114
attributable to the equity holders of the parent company ) )
Basic and diluted earnings per share in euros from discontinued operations (0.02) 0.12
attributable to the equity holders of the parent company ) )
Basic and diluted earnings per share in euros attributable to the equity 1.72 1.26

holders of the parent company

The accompanying Notes 1 to 39 and Appendices are an integral part of the consolidated income statement for the

years ended 31 December 2022 and 2021.
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Naturgy

Consolidated Statement of Comprehensive Income (million euro)
Note 2022 2021

CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 1,826 1,556

OTHER COMPREHENSIVE INCOME RECOGNISED DIRECTLY IN EQUITY

Items that will not be transferred to profit/(loss): 73 128
Financial assets at fair value through other comprehensive income 9 — 17)
Actuarial gains and losses and other adjustments 16 97 51
Tax effect 21 (24) 94
Items that will subsequently be transferred to profit/(loss): 1,222 (2,238)
Cash flow hedges 18 1,449 (3,031)
Gains / (Losses) per valuation (3,618) (4,053)
Releases to income statement 5,067 1,022
Currency translation differences (14 285
Gains / (Losses) per valuation (14) (50)
Releases to income statement — 335
Equity-consolidated companies 8 17 31
Currency translation differences - Gains / (Losses) per valuation 17 22
Currency translation differences - Releases to income statement — 9

Tax effect 21 (230) 477

OTHER COMPREHENSIVE INCOME FOR THE YEAR 1,295 (2,110)

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 3,121 (554)

Attributable to:

The parent company 2,856 (827)
From continuing operations 2,833 (1,283)
From discontinued operations 23 456

Non-controlling interests 265 273

The accompanying Notes 1 to 39 and Appendices are an integral part of the consolidated statement of comprehensive
income for the years ended 31 December 2022 and 2021.
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Naturgy

Consolidated Statement of Changes in Equity

(million euro)

Equity attributed to the parent company (Nota 14)

Share capital Share Treasury andRr:::{r‘::tj (loF;rs‘;fil‘z trgrg{aetri]g\r( Cash flow ;2:?;: Iaatl Other equity Subtotal ?r:::':r‘::;r(ohﬂzg Equity
premium shares earnings the year differences hedges fair value ftems 14)

Balance at 01.01.2021 970 3,808 (201) 5,695 (347) (1,561) 114 (450) (1,897) 8,028 3,237 11,265
Total comprehensive income for the year — — — 39 1,214 324 (2,492) 88 (2,080) (827) 273 (554)
Operations with shareholders or owners — — 3) (1,633) 347 — — — — (1,289) (371) (1,660)
Dividend distribution — — — (1,637) 347 — — — —  (1,290) (371) (1,661)
Capital reduction — — — — — — — — — — — —
Trading in treasury shares — — 3) — — — — — — 3) — 3)
Share-based payments — — — 4 — — — — — 4 — 4
Other transactions with shareholders or owners — — — — — — — — — — — —
Other changes in equity - - — (23) - — — - — (23) (155) (178)
Other changes — — — (23) — — — — — (23) (155) (178)
Balance at 31.12.2021 970 3,808 (204) 4,078 1,214 (1,237) (2,378) (362) (3,977) 5,889 2,984 8,873
Total comprehensive income for the year — — — 74 1,649 (89) 1,222 — 1,133 2,856 265 3,121
Operations with shareholders or owners — — 3 42 (1,214) — — — — (1,169) (303) (1,472)
Dividend distribution —_ —_ —_ 50 (1,214) —_ —_ - — (1,164) (303) (1,467)
Capital reduction — — — — — — — — — — — —
Trading in treasury shares — — 3 — — — — — — 3 — 3
Share-based payments - — — 8 — — — — — (8) - (8)
Other transactions with shareholders or owners — — — — — — — — — — — —
Other changes in equity — — — (2) — — — — — (2) (541) (543)
Other changes — — — ) — — — — — ) (541) (543)
Balance at 31.12.2022 970 3,808 (201) 4,192 1,649 (1,326) (1,156) (362) (2,844) 7,574 2,405 9,979

The accompanying Notes 1 to 39 and Appendices are an integral part of the statement of changes in equity for the years ended 31 December 2022 and 2021.
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Naturgy

Consolidated cash flow statement (million euro)
Note 2022 2021
Profit/(loss) before tax 2,546 1,797
Adjustments to income: 31 3,057 1,520
Depreciation, amortisation and impairment losses 4,5,6,7,12 & 28 1,532 1,462
Other adjustments to net profit 31 1,525 58
Changes in working capital 31 (272) (1,117)
Other cash flow generated from operations: 31 (1,089) (1,199)
Interest paid (520) (488)
Interest collected 87 32
Dividends collected 106 121
Income tax paid (762) (864)
CASH FLOW GENERATED FROM OPERATING ACTIVITIES (1) 4,242 1,001
Cash flows into investing activities: (1,769) (1,056)
Group companies, associates and business units 31 17 317
Property, plant and equipment and intangible assets (1,687) (1,204)
Other financial assets (65) (169)
Proceeds from divestitures: 209 2,891
Group companies, associates and business units 31 25 2,650
Property, plant and equipment and intangible assets 162 207
Other financial assets 22 34
Other cash flows from investing activities: 74 61
Other proceeds from investing activities 15 74 61
CASH FLOWS FROM INVESTING ACTIVITIES (1) (1,486) 1,896
Receipts/(payments) on equity instruments: (503) (29)
Issue/ Disposal 31 — —
Acquisition 31 (503) (29)
Receipts and payments on financial liability instruments: (842) (1,103)
Issue 31 783 1,632
Repayment and amortisation 31 (1,625) (2,735)
Dividends paid (and remuneration on other equity instruments) 14 (1,500) (1,707)
Other cash flows from financing activities 9) (12)
CASH FLOW GENERATED FROM FINANCING ACTIVITIES (1) (2,854) (2,851)
Other changes in cash and cash equivalents 31 — (57)
Effect of fluctuations in exchange rates 118 49
VARIATION IN CASH AND CASH EQUIVALENTS 20 38
Cash and cash equivalents at beginning of the year 13 3,965 3,927
Cash and cash equivalents at year end 13 3,985 3,965

M Includes cash flows from continuing and discontinued operations (Note 11).

The accompanying Notes 1 to 39 and Appendices are an integral part of the consolidated cash flow statement for

the years ended 31 December 2022 and 2021.
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Contents of the notes to the consolidated annual accounts for 2022
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Notes to the consolidated annual accounts of Naturgy for 2022

Note 1. General information

Naturgy Energy Group, S.A. is a public limited company that was incorporated in 1843. Its registered office is located
at Avenida de America 38, Madrid, Spain. On 27 June 2018, the shareholders, in general meeting, agreed to change
the company’s business name to Naturgy Energy Group, S.A,, formerly Gas Natural SDG, S.A.

Naturgy Energy Group, S.A. and subsidiaries (“Naturgy”) form a group that is mainly engaged in the business of gas
(supply, liquefaction, regasification, transport, storage, distribution and sale), electricity (generation, transport,
distribution and sale) and any other existing source of energy. It may also act as a holding company and in this
respect may incorporate or hold shares in other entities, no matter what their corporate objects or nature, by
subscribing, acquiring or holding shares, participation units or any other securities deriving from the same.

Naturgy operates mainly in Spain and, outside Spain, in Latin America, Australia, the USA and the rest of Europe.
Note 3 includes financial information by operating segment.
Appendix | lists the investee companies of Naturgy at the reporting date.

The shares of Naturgy Energy Group, S.A. are listed on the four official Spanish stock exchanges, are traded on the
continuous market and form part of the Ibex35.

On 10 February 2022, Naturgy reported the decision by its Board of Directors concerning the launch of the Géminis
project, consisting of a very significant reorganisation of the corporate group of which Naturgy Energy Group, S.A. is
the parent company. This project specifically envisages the partial spin-off of Naturgy Energy Group, S.A. under the
provisions of Title Il (Article 68 et seq.) of Law 372009 of 3 April on structural modifications in trading companies
(LME), which will give rise to two large groups listed on the Spanish Stock Exchanges with clearly differentiated
business profiles and with the same shareholder composition, at least initially, as a result of the proposed operation.

The first of the groups resulting from the proposed spin-off would be headed by Naturgy itself (MarketsCo after the
spin-off) as the spun-off company, and would bring together on an integrated basis the deregulated businesses
encompassing renewable energies development, the portfolio of energy customers and associated services,
conventional generation facilities and management of wholesale energy markets. The second of the groups resulting
from the proposed spin-off is to be headed by a newly created company and beneficiary of the operation
(NetworksCo) which will bring together all the businesses engaging in the management of regulated gas and
electricity distribution and transport infrastructures.

The Gemini project was designed to simplify and focus the management of each business group in order to
accelerate the Group's Strategic Plan, driving growth and their contribution to the energy transition. However, at the
date of preparation of these consolidated annual accounts the Gemini project had been delayed and no information
on the related time-frame can be provided. The analysis carried out to date confirms the suitability and strategic
sense of the Gemini project although its implementation schedule will have to be adjusted to the current volatile
market environment, developments in the European energy industry and regulatory uncertainties, many of which
have yet to be defined.

As a result, the Board of Directors does not consider, at 31 December 2022, that the conditions for the
materialisation of the Gemini project are very probable, as is required by accounting regulations for the net assets
subject to the spin-off to be classified as held for sale and for any distribution to be made to shareholders.

On 26 January 2021, Global InfraCo O (2), S.a.r.l,, wholly owned by the Australian fund IFM (IFM GIF), announced the
terms and conditions of the partial voluntary offer to acquire shares in Naturgy Energy Group, S.A. for a maximum of
220 million shares, equivalent to 22.689% of Naturgy's share capital ("the Offer"). On 18 February 2021, it was
admitted for processing by the Spanish National Securities Market Commission (CNMV).
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The Offer price of 23 €/share was adjusted to 22.37 €/share due to the supplementary dividend of 0.63 €/share paid
by Naturgy on 17 March 2021 and finally to 22.07 €/share due to the supplementary dividend of 0.30 €/share paid
by Naturgy on 4 August 2021.

On 18 March 2021, the Mexican Federal Competition Commission (COFECE) unanimously and unconditionally
authorised the business concentration that would result from the Offer, thus fulfilling one of the conditions to which
the Offer was subject.

On 8 September 2021, the CNMV authorised the partial voluntary offer. Previously, on 3 August 2021 the offeror
obtained authorisation from the Council of Ministers for the foreign direct investment in Spain, subject to certain
conditions which were accepted by the offeror.

On 14 October 2021 the acceptance level of the offer was released, consisting of 105,021,887 shares which
represented 10.83% of Naturgy's share capital, and the offeror decided to waive the 17% minimum acceptance
condition. The offer was settled on 19 October 2021 and IFM GIF became a significant shareholder of Naturgy.

Note 2.  Basis of presentation and accounting policies

2.1. Basis of presentation

The consolidated annual accounts of Naturgy Energy Group, S.A. for 2021 were approved by the shareholders at a
general meeting held on 15 March 2022.

The consolidated annual accounts for 2022, which were drawn up and signed by the Board of Directors of Naturgy
Energy Group, S.A. on 14 February 2023 and subsequently reformulated, on February 20, 2023, will be submitted,
along with those of the investee companies, to the approval of the respective General Meetings. It is expected that
they will be adopted without any change.

Following the presentation of Naturgy's results for the year 2022, held on February 15, 2023, different requests for
clarifications have been received from users of Naturgy's financial information in relation to the reassessment in
2022 of the effectiveness of the accounting hedges of gas sales, explained in said presentation. These requests have
motivated the inclusion of additional information in note 18 of Naturgy's Consolidated Annual Accounts, after the
formulation of the Board on February 14, 2023, with the aim of improving and facilitating the understanding of the
financial information to be published. As a consequence of this, Naturgy's Consolidated Annual Accounts for the
2022 financial year have been reformulated by the Board of Directors on February 20, 2023.

The consolidated annual accounts of Naturgy for 2022 have been prepared on the basis of the accounting records of
Naturgy Energy Group, S.A. and the other companies in the Group, in accordance with the provisions of International
Financial Reporting Standards adopted by the European Union (hereinafter “IFRS-EU”), as per (EC) Regulation
1606/2002 of the European Parliament and of the Council.

These consolidated annual accounts were drawn up using the historical cost method and, as appropriate, the criteria
for fair value recognition of financial assets at fair value through profit or loss and through other comprehensive
income, derivative financial instruments, business combinations, the application of inflation to the historical cost of
assets in economies classified as hyperinflationary, and defined-benefit pension plans.

These consolidated annual accounts fairly present the consolidated equity and consolidated financial situation of
Naturgy at 31 December 2022, and the consolidated results of its operations, the changes in the consolidated
statement of comprehensive income, changes in consolidated equity and the consolidated cash flows of Naturgy for

the year then ended.

The figures set out in these consolidated annual accounts are stated in million euro, unless indicated otherwise.

2.2. New IFRS-EU and IFRIC interpretations

Standards that came into force on 1 January 2022
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As a result of their approval, publication and entry into force on 1 January 2022 the following standards,
interpretations and amendments adopted by the European Union have been applied:

Standards adopted by the European

Continue to provide lessees with a practical exemption
as a result of the Covid-19 pandemic while allowing 1 April 2021
them to continue to provide useful information about P

IFRS 16 (amendment) "Covid-19-
Related Rent Concessions beyond 30

June 2021 their leases to users of the financial statements.

IAS 37 (amendment) "Provisions, It specifies that the direct cost of fulfilling a contract

Contingent Liabilities and Contingent comprises the incremental costs of contract 1 January 2022
Assets: Provisions for business performance and an allocation of other costs that are Y
contracts directly related to contract performance.

It prohibits deducting from the cost of an item of

property, plant and equipment any revenue from the

sale of goods produced while the entity is preparing the 1 January 2022
asset for its intended use.

IAS 16 (amendment) "Property, Plant
and Equipment: Consideration in
advance of intended use"

Annual Improvement Project Various minor amendments to IFRS 1, IFRS 9, IFRS 16
2018-2020 and IAS 41 1 January 2022

It aligns the definitions of assets and liabilities in a
business combination with those contained in the 1 January 2022
conceptual framework.

IFRS 3 (amendment) "Reference to
the Conceptual Framework"

None of these standards, interpretations or amendments was applied early. The application of those standards,
interpretations and amendments did not have a material impact on these consolidated annual accounts.

The amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 "Interest Rate Benchmark Reform: Phase 2" came into
effect in 2021, addressing the uncertainties related to the reform of interbank rates (IBOR indices) by avoiding
disruption of existing hedging relationships through temporary exceptions to the application of certain specific hedge
accounting requirements. Naturgy adopted the temporary exceptions established as a result of the Benchmark
Interest Rate Reform (hereinafter, IBOR reform) to the application of the specific hedge accounting requirements for
hedging relationships that were in place at 1 January 2021 or those designated subsequently that are directly
affected by the IBOR reform (Note 18).

These amendments to IFRS 9 Financial Instruments (known as "phase 2") apply from the time the amendments to
financial contracts become effective, which will occur mainly in 2023 when most of the Libor-dollar benchmarks
cease being issued.

In particular, a hedging relationship is considered to be directly affected by the IBOR reform if the reform creates
uncertainty about:

— The benchmark interest rate designated as the hedged risk of the hedging relationship (whether specified
contractually or otherwise), or

—  The term or the amount of the flows associated with the benchmark interest rate of the hedged item or
hedging instrument.

The main amendments resulting from the adoption of the new IFRS refer essentially to the amendments to IFRS 9,
IAS 39, IFRS 7, IFRS 4 and IFRS 16, as detailed below:

Specific policies relating to the benchmark interest rate reform
In order to assess whether there is an economic relationship between the hedging instrument and hedged item,

Naturgy assumes that the benchmark variable interest rate has not been altered as a result of the IBOR (Interbank
Offered Rates) reform.
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Naturgy will cease to apply those temporary exceptions in the assessment of the economic relationship between the
hedging instrument and the hedged item when the uncertainty arising from the IBOR reform with respect to the
benchmark interest rate, the term or the amount of its interest settlements disappears, or when the hedging
relationship is discontinued.

The overall reform of benchmark interest rates is a material issue that is monitored continuously by Naturgy since
interbank interest rates (IBOR) are used as a reference in the group's funding contracts and derivative financial
instruments.

Naturgy uses interest rate derivatives (mainly interest rate swaps) to hedge cash flows. Some derivative financial
instruments are indexed to floating interest rates that have been affected by the IBOR reform, mainly Euribor and
Dollar Libor.

Moreover, part of Naturgy's bank funding at 31 December 2022 and 31 December 2021 is indexed to one or more of
those indices.

With respect to Euribor, a new hybrid calculation methodology was developed and approved by the authorities in
2019. Consequently, it is not necessary to amend existing contracts and, likewise, it is understood that those
financial instruments indexed to Euribor are not exposed to a high degree of uncertainty at 31 December 2022 or 31
December 2021.

In the case of the Dollar Libor index, in order to ensure a non-disruptive transition of contracts referenced to this
index that were signed prior to that date, the cessation of publication for most of the index's maturities has been
postponed to June 2023. For this reason, the main market players (regulators, central banks, banks, institutions, etc.)
continue to work on defining the equivalences between these indices and the new benchmark RFR (risk-free rates).
This situation generates a degree of uncertainty regarding the benchmark rates for bank financing and interest rate
derivatives held by Naturgy. For the hedging transactions arranged with these derivatives, Naturgy has applied the
temporary exceptions introduced by IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 (amendments) "Interest Rate
Benchmark Reform".

Given the uncertainty during the transition period, Naturgy is continuously monitoring the IBOR reform and has
implemented an action plan to minimise any potential negative impact, by identifying the affected transactions,
quantifying their notional amount and reviewing the contract language with the counterparties. In this context, at 31
December 2022, the nominal amount of hedging instruments indexed to IBOR indexes, excluding Euribor, is as
follows:

Notional (million USD)
Currency 31/12/2022 31/12/2021
Interest rate swaps indexed to Dollar Libor usD 944 946

The derivative financial instruments are governed by the Master Agreements of the International Swaps and
Derivatives Association (ISDA). The "ISDA 2020 IBOR fallbacks protocol", published by the ISDA on 23 October 2020,
came into force on 25 January 2021. The Naturgy Group companies that hold these IBOR-linked swaps have either
agreed with their counterparties or are negotiating the amendment of the documentation to ensure that the
transition from IBOR to SOFR takes place consistently between the derivative and the corresponding underlyings.

At 31 December 2022 and 31 December 2021, the nominal amount of debts with credit institutions and debt or
other marketable securities indexed to IBOR indexes, excluding Euribor, is as follows:

Notional (million USD)

Currency 31/12/2022 31/12/2021
Bank funding indexed to Dollar Libor usD 2,114 2,349

10
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In the same line as interest rate swaps, financing operations have either been altered to incorporate clauses to
replace the IBOR benchmark or are in the process of being altered with the relevant financial institutions.

The new financing and hedging operations with financial swaps in dollars that may be indexed to an IBOR index
carried out by Naturgy Group companies in 2022 have already been agreed with SOFR-linked rates.

Finally, it should be noted that Naturgy is permanently monitoring any new developments in this final phase of the
global benchmark interest rate reform process brought in by the authorities and other parties involved in the markets
concerned.

Standards that will enter force on or after 1 January 2023

The standards, amendments and interpretations that will come into force for annual periods commencing on or after
1 January 2022 are described below.

Entry into force for annual periods

Standards adopted by the European Union commencing

IFRS 17 “Insurance Contracts” New standard that replaces IFRS 4. 1 January 2023

IAS 8 (amendment) "Definition of

Accounting Estimates” New definition of accounting estimates. 1 January 2023

IAS 1 (amendment) "Disclosure of Elaborates on the criteria for disclosing material

Accounting Policies" accounting policies. 1 January 2023

Standards issued by the IASB and yet to be adopted by the European

Union Entry into force for years commencing

IAS 1 Presentation of Financial

Statements (amendment) Classification of liabilities as current and non-current. 1 January 2023

IAS 12 (amendment) "Deferred

Taxes relating to Assets" and IAS 12 Limits the exemption on initial recognition for deferred

(amendment) "Deferred Taxes tax assets and liabilities for certain one-time 1 January 2023
Relating to Assets and Liabilities transactions.

arising from a Single Transaction"

IFRS 17 (amendment) "Initial Transitional option relating to comparative information
Application of IFRS 17 and IFRS 9—  on financial assets presented upon initial application of 1 January 2023
Comparative Information" IFRS 17.

None of these standards or amendments was applied early. No significant impact is expected from the
implementation of these amendments.

2.3. Comparability
The information contained in these notes to the consolidated annual accounts for the year 2022 includes the

information relating to the year 2021 for comparative purposes. No events that might affect the comparability of the
information took place in 2022.

11
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2.4. Accounting policies

The main accounting policies used in the preparation of these consolidated annual accounts have been as follows:

2.4.1. Consolidation

a. Subsidiaries

Subsidiaries are consolidated as from the date on which control is transferred to Naturgy and are deconsolidated on
the date on which this control ceases.

Subsidiaries are companies controlled by Naturgy. Naturgy controls an entity when, as a result of its involvement, it is
exposed or entitled to variable returns and has the capacity to influence those returns through the power exercised
in the entity.

The profit or loss of subsidiaries acquired or disposed of during the year are included in the consolidated income
statement from the effective date of acquisition or until the effective date of disposal.

In the consolidation process, transactions and balances between Naturgy's subsidiaries and unrealised gains relating
to non-Group third parties are eliminated. Unrealized losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred.

Non-controlling interests in the equity and profit or loss of the subsidiary companies is broken down under “Non-
controlling interests” in the consolidated balance sheet and “Profit attributable to non-controlling interests” in the
consolidated income statement.

The acquisition of subsidiaries is accounted for using the acquisition method. The cost of acquisition is the fair value
of the assets delivered of the equity instruments issued and the liabilities incurred and borne on the date of the
exchange, the fair value of any additional consideration that depends on future events (provided that they are likely
to occur and can be reliably measured).

In business combinations with acquisition dates subsequent to 1 January 2020, Naturgy applies the definition of
"Business" when assessing whether it acquired a business or a group of assets. A business is defined as an integrated
set of activities and assets that is capable of being conducted and managed for the purpose of providing goods or
services to customers, generating investment income (such as dividends or interest) or generating other income from
ordinary activities.

Naturgy also has the option of applying a "concentration test" that, if met, eliminates the need for further
assessment, by determining whether or not an acquired set of activities or assets constitutes a business. The test is
met if substantially all of the fair value of gross assets acquired is concentrated in a single identifiable asset (or a
group of similar identifiable assets), in which case the assets acquired would not represent a business.

The intangible assets acquired through a business combination must be recognised separately from goodwill if they
met the criteria for asset recognition, whether they are separable or they arise from legal or contractual rights and

when their fair value can be reliably measured.

Identifiable assets acquired and liabilities or contingent liabilities incurred or assumed as a result of the transaction
are stated initially at acquisition date fair value.

For each business combination, Naturgy may opt to recognise any non-controlling interest in the acquiree at fair
value or as the non-controlling interest's proportional part of the recognised values of the acquiree's net identifiable

assets.

Acquisition costs are expensed in the year when they are incurred.

12
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The amount by which the acquisition cost exceeds the fair value of Naturgy’s shareholding in the net identifiable
assets acquired is recognised as goodwill. If, after measuring the amount of the consideration delivered and the net
assets acquired, the acquisition cost is less than the fair value of the net assets of the acquired subsidiary, the
difference is recognised directly in the consolidated income statement.

The measurement period for business combinations begins on the acquisition date and ends when Naturgy concludes
that it cannot obtain further information on the events and circumstances that existed at the acquisition date. This
period may not in any case exceed one year as from the acquisition date. During the measurement period, the
business combination is deemed to be provisional and adjustments to the provisional amount will be recognised, if
applicable, as if the business combination had been fully recognised on the acquisition date.

In a business combination achieved in stages, Naturgy values its prior interest in the target's equity at the fair value
on the control date, recognising resulting gains or losses in the consolidated income statement.

In relation to the acquisition of holdings in entities over which Naturgy already had control, or the sale of
shareholdings without loss of control, the difference between the price paid or received and the net carrying amount
is recognised in equity and not as goodwill or profit or loss.

When an investment is deconsolidated due to a loss of control, any interest retained in the entity is re-measured at
fair value and the change in the carrying amount is recognised in the consolidated income statement. This fair value
then becomes the initial carrying amount for the purposes of the subsequent recognition of the retained interest as
an associate, jointly controlled entity or financial asset. In addition, any amount previously recognised in other
comprehensive income in relation to the entity concerned is recorded as if the Group had disposed of the related
assets or liabilities directly.

The sale options given to minority shareholders of subsidiary companies in relation to shareholdings in these
companies are stated at the current value of the reimbursement, i.e., their exercise price and are carried under “Other
liabilities”.

The subsidiaries' accounting policies have been adapted to Naturgy's accounting policies for transactions and other
events that, being similar, took place in similar circumstances.

The subsidiaries' financial statements that are used in the consolidation process are as of the same reporting date
and for the same period as those of Naturgy.

b. Joint arrangements

In a joint arrangement, the parties are bound by a contractual agreement that grants joint control to two or more of
the parties. Joint control exists when the decisions about material activities require the unanimous consent of all the
parties sharing control.

A joint arrangement is classed as a joint operation if the parties hold rights to its assets and have obligations in
respect of its liabilities, or as a joint venture if the partners hold rights only to the investees' net assets.

Joint operations

Holdings in joint operations are proportionately consolidated, so that the assets and liabilities assigned to joint
operations are recognised in the consolidated balance sheet in accordance with their specific nature and in
proportion to Naturgy's percentage interest. Revenues and expenses from joint operations are reflected in the
consolidated income statement in accordance with their nature and in proportion to Naturgy's percentage interest.

Jointly-controlled entities

Holdings in jointly-controlled entities are recognised by the equity method.

Under the equity method, interests in joint ventures are recognised initially at cost and are adjusted thereafter to
reflect Naturgy's interest in post-acquisition gains and losses and movements in other comprehensive income.

13
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At each reporting date, Naturgy determines whether there is objective evidence of the impairment of its investment
in a joint venture. If impairment is identified, Naturgy calculates the amount of the impairment loss as the difference
between the joint venture's recoverable amount and carrying amount, recognising it in the item “Profit/(loss) from
equity-consolidated companies” in the consolidated income statement.

C. Associates

Associates are all entities over which Naturgy has significant influence and the ability to participate in financial and
operational decisions, but not control or joint control. This is generally the case when the holding is between 20% and
50% of the voting rights.

Investments in associates are accounted for by the equity method as set out above.

d. Consolidation scope

Appendix | includes the investee companies directly and indirectly owned by Naturgy that have been included in the
consolidation scope.

Appendix Il lists the main consolidation scope changes in 2022 and 2021, the most salient of which are detailed
below.

2022

On 8 February, 33.33% of Infraestructuras San Servan SET 400, S.L. was acquired and on 8 March 2022, 100% of
Montalto di Castro Solar, S.R.L. was acquired. On 15 July 2022, 100% of Foggia Solar, S.r.l. was acquired. These
acquisitions had no material impact on the consolidated annual accounts. On 15 November, 13.77% of
Infraestructuras San Servan SET 400, S.L. was sold.

In May 2022, through its subsidiary Naturgy Renovables, S.L.U., Naturgy acquired an additional 50% of Desarrollo de
Energias Renovables de Navarra, S.A. and P.E. Cinseiro, S.L., thereby obtaining a 100% controlling interest. These
companies are now consolidated as subsidiaries (Note 32).

In December 2022, the sale of 100% of the holding in Naturgy Almacenamientos Andalucia, S.A. was completed,
generating a pre-tax loss of Euros 2 million. The assets of Petroleum Oil & Gas Espafia, S.A. were also sold, generating
a pre-tax profit of Euros 5.4 million (Notes 11 and 29).

On 12 December 2022 the operation that merged Unién Fenosa Gas, S.A. with Naturgy Aprovisionamientos, S.A is
registered with an accounting effective date settled in the beginning of 2022. For these purposes, the merger
balance sheet of Unién Fenosa Gas, S.A. at 31 December 2021 and the inclusion in Naturgy Aprovisionamientos,
S.A!'s financial statements of the accounting movements generated in the year by the merged company have been
taken into consideration. This operation had no material impact on the consolidated annual accounts.

2021

On 14 January 2021, Naturgy, through its wholly-owned subsidiary Naturgy Solar USA, LLC, acquired the entire
equity of US company Hamel Renewables, LLC, which owns a portfolio of 8 GW of solar projects together with 4.6
GW of energy storage projects located in 9 US states (Note 32).

In February 2021 Naturgy completed the sale of a 60% interest in Lean Corporate Services, S.L., Lean Customer
Services, S.L., Lean Grids Services, S.L. and Naturgy IT, S.L. Previously, in 2020, it had disposed of an initial 25%, which
enabled strategic partners to participate in the delivery of the related services. Therefore, after the sale of 60%,
Naturgy retains a 15% stake in those companies, meaning that it has ceased to control those companies; this did not
have a material impact on the consolidated annual accounts.

14
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In March 2021, Naturgy, ENI and the Arab Republic of Egypt completed the agreement reached on 1 December
2020 to amicably resolve the disputes affecting Unién Fenosa Gas (UFG). As a result, UFG received a number of cash
payments and the majority of the assets located outside Egypt, excluding UFG's supply business in Spain. This also
entailed the termination of the annual gas supply contract of around 3.5 bem for supplying combined cycle plants in
Spain that was due to end in 2029, while maintaining its contract with Oman which expires in 2025. At the same
time, Naturgy acquired the remaining 50% of UFG for Euros 466 million with the result that it now owns 100%,
having gained control and fully consolidated it as a subsidiary (Note 32). The transaction produced a capital gain of
Euros 127 million, recognised under "Other results" in the consolidated income statement (Note 29), as it was
classified as a business combination carried out in stages.

The 40% interest in Cogeneracién del Noroeste, S.L. was disposed of in June 2021 (Note 8 and 29).

On 13 July 2021, Mobilgaz S.A.S., the French company that had previously received the assets corresponding to the
natural gas for vehicle fuel business from Gas Natural Europe, S.A.S., was sold for an amount of Euros 11 million. This
transaction produced capital gain of Euros 7 million which was recognized under "Other results" in the consolidated
income statement (Note 29).

The 96.04% interest in Compafiia General de Electricidad S.A. (CGE) in Chile, the company that engages in the
electricity network business in Chile, was sold to State Grid International Development Limited (SGID) for a total
purchase price (equity value) of Euros 2,570 million on 26 July 2021. This transaction generated a capital gain of
Euros 64 million in 2021, which was recognised under "Profit from discontinued operations" in the consolidated
income statement (Note 11).

The sale of 100% of Irish company Naturgy Ltd., which engages in gas and electricity supply in Ireland, was
completed for Euros 38 million on 20 December 2021. This transaction resulted in a capital loss of Euros 8 million,
recognised under "Other results" in the consolidated income statement (Note 29).

On 23 December 2021 a 100% interest in Parque Eélico El Almendro, S.L.U. with a capacity of 44 MW was acquired,
on the same date as the start of the commercial operation on which it was conditional (Note 32).

As a result of Naturgy's corporate reorganisation process, the purpose of which is to restructure the activities carried
out by various companies belonging to the same corporate group, minimising and diversifying risks and simplifying
and adapting the current corporate structure to make the vision of each activity clearer and simpler, in October 2021
Naturgy Generacién, S.L.U. spun off the combined cycle electricity generation activity to Naturgy Ciclos Combinados,
S.L.U. and the nuclear, coal and fuel oil electricity generation activity to Naturgy Térmica, S.L.U. with effect for
accounting purposes from 1 January 2021. These operations had no material impact on the consolidated annual
accounts.

2.4.2. Foreign currency transactions

Items reported in the consolidated annual accounts of each of Naturgy’s entities are measured using the currency of
the primary economic environment in which the entity operates (functional currency). The consolidated annual
accounts are presented in euros, which is the parent company's presentation currency.

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and
from the translation at the year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognized in the Consolidated income statement.

The results and financial position of all Naturgy entities that have a functional currency different from the
presentational currency are translated into the presentational currency as follows:

— Assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that
balance sheet.

15
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— Income and expenses for each income statement are translated at monthly average exchange rates, unless
this average is not a reasonable approximation of the cumulative effect of the rates prevailing on the
transaction dates, in which case income and expenses are translated at the rate on the dates of the
transactions.

— Allthe currency translation differences are recognised in the Consolidated Statement of Comprehensive
Income, and the cumulate amount under the heading Cumulative translation adjustments in equity.

Before being converted to euros the financial statements of Group companies with the functional currency of a
hyperinflationary economy are adjusted for inflation following the procedure described below. Once restated, all
items in the financial statements are converted to euro applying the year-end exchange rate. The figures for previous
periods, which are given for comparative purposes, are not altered.

To determine the existence of hyperinflation, the Group assesses the qualitative characteristics of the economic
environment, as well fluctuations in inflation rates in the last three years. The financial statements of companies
whose functional currency is that of an economy considered to be highly inflationary are adjusted to reflect changes
in the purchasing power of the local currency, such that all items on the balance sheet that are not expressed in
current terms (non-monetary items), are restated taking as reference a representative price index at the year end
and all income and expenses, gains and losses, are restated on a monthly basis applying appropriate corrective
factors. The difference between the initial amounts and the adjusted figures is taken to profit and loss.

The adjustments to goodwill and the fair value arising from the acquisition of a foreign company are treated as assets
and liabilities of that company and are translated at the closing exchange rate.

With effect from 1 July 2018, applying the criteria established by IAS 29 "Reporting in Hyperinflationary Economies",
the Argentinian economy has been treated as hyperinflationary with effects backdated to 1 January 2018.

The inflation rates used were the domestic wholesale price index (IPIM) until 31 December 2016 and the consumer
price index (CPI) from 1 January 2017 onwards.

With effects backdated to 1 January 2018, an increase in equity was recognised as a result of applying the change in
inflation to the historical cost of non-monetary assets from the date of their acquisition or consolidation, recognising
the corresponding deferred tax liability. This effect was reflected in currency translation differences at the beginning
of 2018.

From 1 January 2018:
— An adjustment to revenue and expense items was made to apply the variation in inflation from the date
they were recognised in the income statement, and to reflect the losses derived from the net monetary

position.

—  Thetranslation into euro of the figures thus adjusted in the consolidated annual accounts is performed
applying the year end peso/euro exchange rate.

The exchange rates against the euro (EUR) of the main currencies of Naturgy companies at 31 December 2022 and
2021 have been as follows:
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31.12.2022 31.12.2021
Average Average
Closing Rate accumuéiged Rate Closing Rate accumuéiged Rate
US Dollar (USD) 1.07 1.04 1.13 1.18
Argentinian Peso (ARS) 189.70 189.70 116.94 116.94
Brazilian Real (BRL) 5.64 5.38 6.31 6.38
Chilean Peso (CLP) 910.75 917.61 968.99 898.36
Mexican Peso (MXN) 20.86 20.94 23.14 23.98
Australian Dollar (AUD) 1.57 1.50 1.56 1.57

(1) In Argentina, the closing exchange rate was used because Argentina is classified as a hyperinflationary economy.

2.4.3. Intangible assets
a. Goodwill

Goodwill represents the amount by which the acquisition cost exceeds the acquisition date fair value of the share in
the net identifiable assets of the acquired subsidiary, joint arrangement or associate. Goodwill on acquisitions of
subsidiaries or joint arrangements is included in Intangible assets while goodwill related to acquisitions of associates
is recorded under Investments using the equity method.

Goodwill is not amortised and it is tested for impairment annually. It is recognised in the consolidated balance sheet
at cost less cumulative impairment losses.

Impairment of goodwill cannot be reversed.

b. Concessions under IFRIC 12 and other similar concessions

This heading refers to the acquisition cost of concessions if they are acquired directly from a public entity or similar,
the fair value attributed to concessions acquired as part of a business combination, or the cost of infrastructure
construction and improvements assigned to concessions, in accordance with IFRIC 12 “Service concession
agreements”.

Assets affected by IFRIC 12, which are those in which the licensor controls the services that Naturgy (operator) must
provide, and any material residual interest in the infrastructure at the end of the concession term are recognised as
financial assets if the operator holds an unconditional right to receive cash from the licensor and as intangible assets
if the operator does not hold such a right but is entitled to charge users for the service. Revenues and expenses on
construction services or infrastructure improvements are recognised at their gross amount. Given that concession
agreements do not specify the remuneration pertaining to these items, the value of the is estimated based on the
expenses incurred, without any margin.

Assets under this heading are depreciated using the straight-line method over the duration of the concession.

The concessions for electricity distribution in Spain, and the concessions for gas distribution in Chile, all acquired
basically as part of a business combination, are not subject to any legal or other limit. Accordingly, as these are
intangible assets with an undefined life, they are not amortised, although they are tested for possible impairment
annually, as explained in Note 2.4.6.

c. Computer software

Costs associated directly with the production of computer software programs that are likely to generate economic
profit greater than the costs related to their production are recognised as intangible assets. The direct costs include
the personnel costs of the employees involved in developing the programs.

17



Naturgy Energy Group, S.A. and subsidiaries | Annual financial report 2022

Computer software development costs recognised as assets are amortised on a straight—line basis over a period of
five years as from the time the assets are ready to be brought into use.

d. Research costs

Research activities are expensed in the consolidated income statement as incurred.

e Customer acquisition costs

The incremental costs incurred directly to obtain customer contracts, which reflect the commissions paid to obtain
energy supply contracts with such customers and which are expected to be recovered over the projected duration of
the contract, are recognised as intangible assets.

Customer acquisition costs recognised as assets are amortised systematically in the consolidated income statement
over the average expected useful life of the contracts with customers, which ranges from two to eight years.

f. Other intangible assets

Other intangible assets mainly include the following:

—  The costs of licences for renewable generation facilities, mainly acquired as part of a business combination,
which are amortised over their remaining useful lives.

—  Gas supply contracts and other contractual rights purchased as part of a business combination, which are
valuated at fair value and amortised over the contract term that does not differ significantly from the
expected consumption pattern.

There are no intangible assets with an indefinite useful life apart from goodwill and the aforementioned electricity
and gas distribution concessions.

2.4.4. Property, plant and equipment
Property, plant and equipment are carried at cost less accumulated depreciation and any impairment.
a. Cost

All property, plant and equipment are presented at acquisition or production cost, or the value attributed to the
asset in the event that it was acquired as part of a business combination.

The cost of financing technical installations until the asset is ready to be brought into use forms part of property,
plant and equipment.

Renewal, extension or improvement costs are capitalised as an increase in an asset's value only if they entail an
increase in capacity, productivity or useful life. Major maintenance expenditures are capitalised and amortised over
the estimated useful life of the asset (generally 2 to 6 years) while minor maintenance is expensed as incurred.

Own work capitalised under Property, plant and equipment relates to the direct cost of production.

Expenses arising from actions designed to protect and improve the environment are expensed in the year they are
incurred.

When such costs entail additions to property, plant and equipment the purpose of which is to minimise the

environmental impact and to protect and improve the environment, they are accounted for as an increase in the
value of property, plant and equipment.
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The future costs which Naturgy must meet in relation to the closure and decommissioning of certain facilities are
included in the value of the assets at their discounted present value by means of the corresponding provision (Note
2.4.19).

Revenues from the sale and the costs of items arising during the period over which the property, plant and
equipment are brought into operation are recognized in consolidated profit or loss as from 1 January 2022.

Gains and losses on disposals are determined by comparing the sale price with the carrying amount, and are
recognised in the consolidated income statement.

b. Depreciation

Assets are depreciated using the straight-line method over their estimated useful lives, or over the duration of the
concession agreement, if shorter. Estimated useful lives are as follows:

Estimated useful life (years)

Buildings 33-50
Gas tankers 25-30
Gas transportation and distribution network 20-40
Hydroelectric plants 14-65
Combined cycle gas turbine: (CCGT) 35-40
Nuclear energy plants 44-47
Wind farms 25-30
Photovoltaic farms 25-30
Electricity transmission network 30-40
Electricity distribution network 18-40
Computer hardware 4
Vehicles 6
Other 3-20

The hydroelectric plants are covered by temporary administrative concessions. Upon termination of the terms
established for the administrative concessions, the plants revert to the Government in proper condition, which is
achieved by stringent maintenance programs. The calculation of the depreciation charge for the hydro-electric
plants differentiates between the different types of assets of which they are composed, distinguishing between
investments in civil works (which are depreciated on the basis of the concession period), electro-mechanical
equipment (40 years) and the other fixed assets (14 years), taking into account, in any event, the use of the plant and
the maximum term of the concessions (expiring between 2023 and 2063).

Naturgy depreciates its nuclear power plants over a useful life of between 44 and 47 years, which corresponds to the
life determined in the protocol signed in 2019 with Enresa and the other owners of such facilities. Operating licences
for these plants usually have 10-year terms and renewal may not be requested until shortly before the expiration of
each licence. Nonetheless, in view of the optimal performance of these facilities and the related maintenance
programmes, the permits are expected to be renewed at least until the end of their useful lives.

In July 2021, Naturgy completed technical surveys to estimate the useful lives of the wind and photovoltaic farms
and it modified their useful lives prospectively from 25 to 30 years effective 1 July 2021. The effect of this change in
estimated useful lives on the "Depreciation/amortisation and impairment losses" account in the 2021 consolidated
income statement was a reduction of depreciation by Euros 15 million. In 2022, this change in the useful life of the
wind farms and photovoltaic plants resulted in a decrease in depreciation of Euros 31 million.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

An asset is written down immediately to its recoverable amount when its carrying amount exceeds its estimated
recoverable amount or it ceases to be useful, e.g. due to rerouting of the distribution network (Note 2.4.6).
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2.4.5. Right-of-use assets

Naturgy recognises a right-of-use asset on the lease commencement date (Note 2.4.20). The cost of the right-of-use
asset includes the initial amount of the lease liability, any initial direct cost, lease payments made before or on the
commencement date, and an estimate of any decommissioning costs to be incurred in relation to the asset. The
right-of-use asset is recognised subsequently for the cost less accumulated amortisation and any impairment (note
2.4.6), and is adjusted to reflect any subsequent re-measurement of the liability or amendment of the lease.

Naturgy applies the exemption for short-term leases (defined as 12 months or less) and leases of low-value assets.
For such leases, Naturgy recognises the lease payments as an operating expense on a straight-line basis over the
term of the lease unless there is another systematic basis which better represents the timeframe in which the
economic benefits of the leased asset are consumed.

Right-of-use assets are amortised on a straight-line basis over the lease term or the underlying asset's useful life,
whichever is shorter. If a lease transfers ownership of the underlying asset or if the cost of the right-of-use asset
reflects that Naturgy expects to exercise a purchase option, the right-of-use asset is amortised over the useful life of
the underlying asset. Amortisation begins on the lease commencement date.

2.4.6. Non-financial asset impairment losses

Non-financial assets are tested for impairment whenever an event or change in circumstances indicates that their
carrying amount might not be recoverable. Additionally, regardless of whether or not there is any sign of impairment,
goodwill and intangible assets not in use or with indefinite useful lives are tested for impairment at least annually.

When the recoverable amount is lower than the asset's carrying amount, an impairment loss is recognised in the
consolidated income statement for the difference. The recoverable amount is calculated as the higher of fair value
less selling costs and the value in use, using the discounted future cash flows method. Naturgy generally considers
value in use, calculated as described below, to be the recoverable amount.

For the purposes of assessing impairment losses, assets are grouped together at the lowest level for which there are
separately identifiable cash flows. Assets, including assets with an undefined useful life, and goodwill are assigned to
these cash-generating units (CGUs).

For those CGUs that required an impairment analysis, the cash flows are based on the best forward-looking
information available for the coming years, extended as far as a ten-year period or by the remaining useful life for
certain assets and concessions, on the basis of regulations and expected market evolution, drawing on available
industry forecasts and past experience of price trends and production volumes.

The extension by the additional years to reach a period of ten years for the cash flow projections or by the remaining
useful life of the assets and concessions is explained by the fact that in many cases long-term energy sale
agreements have been concluded, long-term estimated price curves are available that are used in the Group's
ordinary operations (for contracts, hedging, etc.), the electricity and gas supply business is influenced by long-term
government policies and is based on stable customer relations, there are lengthy regulatory periods and, in the case
of electricity and gas transport and distribution concessions, because the mechanism for calculating the new tariff
that the relevant regulator will use at the beginning of the new regulatory period is foreseen.

Naturgy believes that its projections are reliable and that it can reliably predict additional cash flows beyond the
initial projections.

The cash flows after the ten-year projection period are extrapolated using the growth rates estimated for each CGU,
which in no case exceed the average long-term growth rate for the business and country in which they operate. In all
cases, they are lower than the growth rates projected for the next ten years. In order to estimate future cash flows
for the calculation of residual values, all maintenance investments are taken into account as well as any renovation
investments needed to maintain the CGUs' production capacity.
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The parameters taken into account to determine the growth rates, which represent the long-term growth of each
line of business, are in line with the long-term growth of the country, obtained from inflation estimates from various
sources: analyst consensus (Bloomberg), the International Monetary Fund (IMF), the Organisation for Economic
Cooperation and Development (OECD), Central Banks, other government agencies and the European Commission for
the period 2023-2025 and from 2026 onwards, the Economist Intelligence Unit (EIU).

The parameters taken into account for the composition of the discount rates before taxes are as follows:

— Risk-free rate: Based on the sovereign bond yield, bearing in mind country risk, currency and market of
reference for the CGU, as well as surveys and other sources of information (Damodaran, EIU, etc.).

—  Market risk premium: Premium based on surveys and other sources of information (Kroll, Damodaran, Pablo
Fernandez, etc.).

— Deleveraged Beta: Based on estimated betas for each CGU based on comparables (Bloomberg).

—  Cost of financial debt: comprises the functional currency interest rate swap, with a term of 10 to 30 years,
plus a spread for credit risk.

—  Debt-equity ratio: Based on industry comparables.

A CGU may contain a right-of-use asset and a lease liability. In the impairment test, the liability is included when
determining the recoverable amount of the CGU, if it is determined that if the CGU is available, the buyer should
assume the lease liability. In this case, the treatment is as follows:

— Ifthe recoverable value is determined using the value in use, the value of the lease liability is considered
both in the value of the tested assets and in their value in use; without considering the cash outflows linked
to the lease contracts in the test flows, but directly deducting the value in use by the book value of the
lease debt.

— Ifthe recoverable value is determined using fair value less costs to sell, the value of the lease liability is
considered in the value of the tested assets; and the recoverable value is determined as what would be
obtained by disposing of the assets of the CGU and the liabilities linked to the rights of use.The liability is
discounted using the interest rate implicit in the lease.

Impairment of an asset, individually considered, is recognised in the consolidated income statement by reducing the
carrying amount of the asset to its recoverable amount. The asset's depreciation charges are adjusted in future
periods in order to apportion the revised carrying amount of the asset, less any residual value, systematically over its
remaining useful life.

An impairment loss is recognised for a CGU if its recoverable amount is less than the carrying amount. This loss is
allocated firstly, to the goodwill, and then to the other CGU assets in proportion to their respective carrying values.
These reductions are treated as impairment losses on individual assets. The carrying amount of an asset is not
reduced below the higher of its recoverable amount and zero, and this undistributed loss is allocated on a pro-rata
basis among the other assets of the CGU.

Impairment adjustments to an asset, other than goodwill, that were recognised in previous periods may be reversed

if and only if there was a change in the estimates used to determine the recoverable amount since the most recent
impairment loss was recognised.
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2.4.7. Financial assets and liabilities

Financial assets

Naturgy classifies its financial assets based on their valuation category, which is determined on the basis of the
business model and the characteristics of the contractual cash flows, and reclassifies financial assets if and only if it
changes its business model for managing such assets.

Purchases and sales of investments are recognised on the trade date, which is the date on which Naturgy undertakes
to purchase or sell the asset.

Upon initial recognition, they are classified in the following categories:

a.

Financial assets at amortised cost

These are debt instruments which are held to collect contractual cash flows when those cash flows consist
only of principal and interest payments. They include current assets, except for those maturing after twelve
months as from the balance sheet date, which are classified as non-current assets.

They are recorded initially at fair value and then at amortised cost using the effective interest rate method.
Interest income from these financial assets is included in financial income. Any gain or loss that arises when
they are derecognised is recognized directly in consolidated results and any impairment losses are recorded
as a separate item in the consolidated income statement for the year.

Financial assets at fair value through profit or loss

These are assets acquired for short-term sale. Derivatives form part of this category unless they are
designated as hedges. These financial assets are stated, both initially and in later valuations, at their fair
value, and the changes in their value are taken to the Consolidated Income statement for the year.

Equity instruments classified in this category are recognised at fair value and any gain or loss arising from
fair value changes and the proceeds from their sale are recognised in consolidated Income statement.

The fair values of listed investments are based on their listed prices (Level 1). In the case of shareholdings in
unlisted companies, fair value is determined using valuation techniques that include the use of recent
transactions between willing and knowledgeable parties, references to other instruments that are
substantially the same and the analysis of discounted future cash flows (Levels 2 and 3). If recent available
information is insufficient to determine fair value, or if there is a range of possible fair value measurements
and the cost is the best estimate within that range, the investments are recognised at acquisition cost less
any impairment.

Equity instruments at fair value through other comprehensive income

These are equity instruments with respect to which Naturgy has made an irrevocable decision at the time of
initial recognition to record them in this category. They are recognised at fair value and any increases or
reductions arising from fair value fluctuations are recorded under other comprehensive income, except for
dividends derived from these investments which are recognised under income for the year. Therefore no
impairment losses are recognised in the income statement, and at the time of their sale, no gains or losses
are reclassified to the consolidated income statement.

Fair value measurements recognised in these consolidated annual accounts are classified using a fair value hierarchy
that reflects the relevance of the variables employed to perform the measurement. This ranking has three levels:

Level 1: Valuations based on the quotation price of identical instruments in an official market. The fair value
is based on quoted market prices at the balance sheet date.
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— Level 2: Valuations based on variables that are observable for the asset or liability. The fair value of financial
assets included in this category is determined using valuation techniques. These measurement techniques
maximise the use of available observable market data inputs and rely as little as possible on entity-specific
estimates made by Naturgy. If all significant inputs required to calculate the fair value are observable, the
instrument is included in Level 2. If one or more of the significant inputs are not based on observable market
data, the instrument is included in Level 3.

— Level 3: Measurements where any of the significant variables is not based on observable market
information.

Financial assets are derecognised when the contractual rights to the asset's cash flows have expired or have been
transferred; in the latter case, the risks and rewards of ownership must have been substantially transferred. Financial
assets are not written off, and a liability is recognised in the same amount as the payment received, in asset
assignments where the risks and rewards of ownership are retained.

Receivables assignment agreements are treated as factoring without recourse provided that the risks and rewards
inherent in ownership of the financial assets assigned are transferred.

The impairment of financial assets is based on an expected loss model. Naturgy accounts for the expected loss and
the changes therein at each reporting date to reflect the changes in credit risk from the date of initial recognition,
without waiting for an impairment event to occur.

Naturgy applies the general expected loss model for financial assets with the exception of Trade and other
receivable without a significant financial component, for which the simplified expected loss model is used.

The general model requires the recognition of the expected loss resulting from a default event in the coming 12
months or over the duration of the contract, depending on the evolution of credit risk on the financial asset since
initial recognition in the balance sheet. In the simplified model, credit losses expected over the duration of the
contract are recognised from the outset, taking into account available information on past events (such as customer
payment behaviour), current conditions and forward-looking factors (macroeconomic factors such as GDP,
unemployment, inflation, interest rates, etc.) that might impact the credit risk of Naturgy's debtors.

Financial liabilities
Upon initial recognition, they are classified in the following categories:

a. Financial liabilities at amortised cost
Borrowings are initially recognised at their fair value, net of any transaction costs incurred. Any difference between
the amount received and the repayment value is recognised in the Consolidated income statement during the period
of repayment using the effective interest rate method.
In the event of contractual modifications of a liability at amortised cost that do not result in derecognition, the
modified contractual flows of the refinanced debt are discounted at the original effective interest rate, and the
resulting difference with respect to the original carrying amount is recognised in consolidated income statement or

loss on the date of the modification.

The difference between the carrying amount of a derecognised financial liability and the consideration paid is
recognised in profit or loss for the period.

Borrowings are classified as current liabilities unless they mature in more than twelve months as from the
consolidated balance sheet date, or include tacit renewal clauses at Naturgy's option.

In addition, trade and other current payables are financial liabilities that fall due in less than twelve months; they are
initially recognised at fair value, do not accrue explicit interest, and are carried at their nominal value.
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b. Financial liabilities at fair value through profit or loss

These are liabilities acquired for short-term sale. Derivatives form part of this category unless they are designated as
hedges. These financial liabilities are stated both at inception and afterwards at their fair value, and the changes in
this value are taken to the consolidated income statement for the year.

2.4.8. Derivatives and other financial instruments

Financial derivatives are recognised initially at fair value on the contract date and are subsequently re-measured at
fair value. The method of recognising the resulting gain or loss depends on whether the derivative is designated as a
hedging instrument, and if so, the nature of the asset being hedged.

Naturgy aligns its accounting with its management of financial risk. Risk management objectives and the hedging
strategy are reviewed periodically and a description of the risk management objective pursued is carried out.

In order for each hedging operation to be considered effective, Naturgy documents that the economic relationship
between the hedging instrument and the hedged asset is aligned with its risk management objectives. When defining
the hedging operation, the hedging ratio, understood as the amount of the hedged item divided by the amount of the
hedging item, is calculated and any potential causes of ineffectiveness are determined, which are normally linked to
changes in the expected dates of the purchase and sale transactions, a reduction in the volumes hedged and
decoupling with respect to the indices hedged in the purchase and sale transactions.

The market value of financial instruments is calculated using the following procedures:
— Derivatives listed on an official market are calculated on the basis of their year-end quotation (Level 1).

— Derivatives that are not traded on official markets are calculated on the basis of the discounting of cash
flows based on year-end market conditions or, in the case of non-financial items, on the best estimate of
the forward price curves of such items (Level 2 and 3).

The fair values are adjusted for the expected impact of observable counterparty credit risk in positive valuation
scenarios and the impact of observable credit risk in negative valuation scenarios.

As described in Note 2.2., Naturgy adopted the temporary exceptions, established as a result of the Interest Rate
Benchmark Reform, from the application of specific hedge accounting requirements to hedging relationships existing
at 1 January 2021 or those designated subsequently that are directly affected by the IBOR reform.

Derivatives embedded in other financial instruments or in other host contracts are recognised separately as
derivatives only when their financial characteristics and inherent risks are not strictly related to the instruments in
which they are embedded and the whole item is not being carried at fair value through consolidated income
statement.

For accounting purposes, the operations are classified as follows:
1. Derivatives eligible for hedge accounting

a. Fair value hedge

Fair value changes in designated derivatives that qualify as fair value hedges are recognised in consolidated income
statement together with any fair value changes in the hedged item.

b. Cash flow hedges

The portion identified as an effective hedge of fair value changes in derivatives that are designated and qualify as
cash flow hedges is recognised in equity under other comprehensive income. The gain or loss relating to the
ineffective portion is recognised immediately in consolidated income statement under the relevant heading based on
the nature of the hedged item. An ineffective portion is considered to exist when the change in value of the hedging
instrument, in absolute terms, is greater than the change in value of the hedged item.
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When derivatives are arranged, the hedging ratio, understood as the amount of the hedged item divided by the
amount of the hedging item, is calculated and any potential causes of ineffectiveness are determined, which are
normally linked to changes in the expected dates of the purchase and sale transactions, a reduction in the volumes
hedged and decoupling with respect to the indices hedged in the purchase and sale transactions.

When options contracts are used to hedge planned transactions, the Group designates only the intrinsic value of the
option contract as a hedging instrument.

Amounts accumulated in equity are transferred to consolidated income statement in the period in which the hedged
item affects income statement, as follows:

- The gain or loss relating to the effective portion of interest rate swaps is recognised as a financial
expense at the same time as the interest expense on the hedged loans.

- When a hedging instrument covers a forecast transaction, the accumulated amounts remain in
equity until the forecast transaction takes place. When the forecast transaction does not occur, the amount
accumulated in equity is immediately reclassified to income for the period.

If the hedged item subsequently results in the recognition of an asset, the amount accumulated in equity will be
recognised in the initial cost of the asset.

If this amount is a loss and it is not expected to be recovered, it will be reclassified immediately to consolidated
income statement as a reclassification adjustment.

c. Hedges of net foreign investments

The accounting treatment is similar to cash flow hedges. The variations in value of the effective part of the hedging
instrument are carried on the consolidated balance sheet under “Cumulative translation differences”. The gain or loss
from the non-effective part is recognised immediately under “Exchange differences” on the consolidated income
statement. The accumulated amount of the valuation recorded under “Cumulative translation differences” is
released to the consolidated income statement as the foreign investment that gave rise to it is sold.

2. Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge accounting. The changes in the fair value of any derivative
instruments that do not qualify for hedge accounting are recognized immediately in the consolidated income
statement.

In addition, commodity derivatives not considered as hedges for accounting purposes are recorded in operating profit
as they essentially constitute a hedge because of the match between the critical terms of the derivative and the
hedged item.

3. Energy purchase and sale agreements

In the normal course of business, Naturgy enters into energy purchase and sale agreements which in most cases
include “take or pay” clauses by virtue of which the buyer takes on the obligation to pay the value of the energy
contracted irrespective of whether the buyer receives it or not. These agreements are executed and maintained in
order to meet the needs to receive or take physical delivery of energy that are projected by Naturgy in accordance
with periodic energy purchase and sale estimates, which are monitored systematically and adjusted in all cases
through physical delivery. Consequently, these are contracts for “own use” and therefore fall outside the scope of
IFRS 9.

2.4.9. Non-current assets held for sale and discontinued operations

Naturgy classifies as held-for-sale all the assets and related liabilities for which active measures have been taken to
sell them, they are available for sale in their current situation, and the sale is highly likely to take place within the
following twelve months.
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These assets are stated at the lower of their carrying amount or fair value minus the costs necessary for their sale
and are not depreciated from the date they are classified as non-current assets held for sale.

In the event of delays caused by events or circumstances beyond Naturgy's control and if there is sufficient evidence
that the commitment to the plan to sell those classified as held for sale is maintained, the classification is maintained
even though the period to complete the sale is extended beyond one year.

Non-current assets held for sale are disclosed as follows on the consolidated balance sheet: the assets are carried

under a single account “Non-current assets held for sale” and the liabilities are also carried under a single account
called “Liabilities linked to non-current assets held for sale”.

Additionally, Naturgy classifies as discontinued operations the components (cash generating units or groups of cash
generating units) that make up a business line or geographic area of operations which are material and be considered
separately from the rest and which have been sold or otherwise disposed of or which meet the conditions to be

classified as held-for-sale. Entities acquired solely for resale are also classed as discontinued operations.

The income statement from discontinued activities is presented in a single line on the consolidated income
statement called “Profit for the year from discontinued operations net of taxes”.

2.4.10. Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined using weighted average cost.

Costs of inventories include the cost of raw materials and those that are directly attributable to the acquisition and/
or production, including the costs of transporting inventories to the current location.

Nuclear fuel is measured on the basis of the costs actually incurred in its acquisition and preparation. The
consumption of nuclear fuel is charged to income statement on the basis of the energy capacity consumed.

Emission allowances are stated at the lower of weighted average acquisition price and net realisable value. When the
allowances are delivered, they are derecognised against the provision recorded when the CO2 emissions took place
(Note 2.4.19).

Net realisable value is the estimated selling price in the ordinary course of business, less applicable variable selling

expenses. For raw materials, the Group assesses whether or not the net realisable value of finished goods is greater
than their production cost.

2.4.11. Share capital

Share capital is represented by ordinary shares.

Incremental costs directly attributable to the issue of new shares or options, net of tax, are deducted from equity as
a deduction from Reserves.

Dividends on ordinary shares are recognised as a deduction from equity in the period they are approved.

Acquisitions of treasury shares are recorded at acquisition cost, deducted from equity until disposal. The Gains and
losses on disposal of treasury shares are recognised under "Reserves" in the consolidated balance sheet.
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2.4.12. Share-based payments

Share-based payments settled in shares are valued on the basis of the fair value of the equity instruments granted
on the grant date. In addition, the effects of changes that increase the fair value of share-based payment
arrangements will be recognised.

The resulting cost is recognised under Personnel expenses in the consolidated income statement as services are
rendered by the employees during the relevant vesting period, with a balancing entry in “Reserves” in the

consolidated balance sheet.

The amounts recognised in consolidated equity are not subsequently re-measured as a result of trends in external
market conditions.

2.4.13. Earnings per share

Basic earnings per share are calculated as the quotient between consolidated profit for the year attributable to
equity holders of the Parent Company and the average number of ordinary shares outstanding during this period,
excluding the average number of shares of the Parent Company held by the Group.

Diluted earnings per share are calculated as the quotient between consolidated profit for the year attributable to the
ordinary equity holders of the company adjusted by the effect attributable to potential ordinary shares with a dilutive
effect and the average number of ordinary shares outstanding during this period, adjusted by the weighted average
number of ordinary shares that would be issued if all the potential ordinary shares were converted into ordinary

shares of the Parent Company. For these purposes, conversion is considered to take place at the beginning of the
period or at the time of issue of the potential ordinary shares, if they were issued during the reporting period.

2.4.14. Borrowings and equity instruments

Borrowings and equity instruments issued by Naturgy are classified based on the nature of the issue.
Naturgy treats all contracts that represent a residual share in net assets as equity instruments.

Equity instrument issuance costs are presented as a deduction in equity.

2.4.15. Preference shares and subordinated perpetual debentures
Preference shares and subordinated perpetual debentures are classified as equity instruments if and only if:

— They do not include the contractual obligation for the issuer to repurchase them, under conditions involving
certain amounts and at certain dates or determinable amounts and at determinable dates, or the right of
the holder to demand their redemption.

—  The payment of interest is at the discretion of the issuer.

—  The parent company controls the remuneration policy that determines cash outflows.

In the case of issues of preference shares made by a subsidiary of the Group that fulfil the foregoing conditions, the
amount received is classified in the consolidated balance sheet under “Non-controlling interests”.
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2.4.16. Deferred income
This heading mainly includes:

— Capital grants received, relating basically to agreements with Regional Governments for the gasification or
electrification of municipalities and other investments in gas or electricity infrastructure, for which Naturgy
has met all the conditions established and which are stated at the amount granted. The amounts allocated
are recognised in income statement systematically over the useful life of the subsidised asset, offsetting the
amortisation expense.

— Revenue received for the construction of facilities for connecting to the gas or electricity distribution
network (connections), which is recognised for the cash amount received, as well as such facilities received
under assignment, which are recognised at fair value. The allocated amounts are recognised systematically
in income statement over the useful life of the facilities.

2.4.17. Value of adjustments for deviations in market price, pursuant to Article 22 of Royal
Decree 413/2014

On 22 October 2021, the CNMYV issued a communiqué establishing the criteria for recognising the value of
adjustments for deviations in the market price in accordance with Article 22 of Royal Decree 413/2014, of 6 June,
which regulates electricity generation from renewable energy sources, cogeneration and waste (RD 413/2014).

The value of the adjustments for deviations in the market price includes the differences arising each year between
the revenue from energy sales at the price estimated by the regulator at the beginning of each regulatory semi-
period and the actual average market price in that year.

Following the approach established by the CNMV in 2021, Naturgy generally recognises each market deviation,
whether positive and negative, arising under RD 413/2014 as assets and liabilities in the consolidated balance sheet.

However, if, according to our best estimates of the future evolution of energy market prices, it would be highly
probable that market returns in excess of those established in RD 413/2014 would be obtained over the residual
regulatory life of the facilities and, consequently, abandoning this remuneration regime would not have significantly
more adverse economic consequences than remaining in it, only assets in that situation are recognised.

In the case of a facility that is in the last semi-period of its regulatory life, or where Naturgy has given notice of early
abandonment of the remuneration regime established in RD 413/2014, an asset or liability will be recognised in each
year for the net accumulated amount of the positive and negative deviations generated in that semi-period up to the
closing date of that year.

2.4.18. Provisions for employee benefits

a. Post-employment pension obligations and similar
- Defined contribution plans

Naturgy Energy Group, S.A., together with other group companies, is the promoter of a joint occupational pension
plan, which is a defined contribution plan for retirement and a defined benefit plan for the so-called risk
contingencies, which are insured.

Additionally, there is a defined contribution plan for a group of executives, for which Naturgy undertakes to make
certain contributions to an insurance policy, guaranteeing this group a yield of 125% of the CPI of the contributions
made to the insurance policy. All the risks have been transferred to the insurance company, since it also insures the
guarantee indicated above.
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The contributions made have been recorded under Personnel expenses on the consolidated income statement.
-  Defined benefit plans

For certain groups there are defined benefit commitments relating to the payment of supplementary retirement,
death and disability pensions, in accordance with the benefits agreed by the entity and which have been externalised
in Spain through single premium insurance policies under Royal Decree 1588/1999 of 15 October, which adopted
the Regulations on the arrangement of company pension commitments.

The liability recognised for the defined benefit pension plans is the present value of the liability at the balance sheet
date less the fair value of the plan-related assets. The defined benefit liability is calculated annually by independent
actuaries using the projected unit credit method. The current value of the liability is determined discounting the
estimated future cash flows at interest rates on bonds denominated in the currency in which the benefits will be paid
and having similar maturities to those of the respective liabilities.

Actuarial losses and gains arising from changes in actuarial assumptions or from differences between assumptions
and reality are recognised in full directly in "Other comprehensive income" under equity in the period in which they
arise.

Past-service costs are recognized immediately in the consolidated income statement under “Personnel expenses”.

b.  Other post-employment obligations

Some of Naturgy’s companies provide post-employment benefits to their employees. The entitlement to these
benefits is usually conditional on the employee remaining in service up to retirement age and the completion of a
minimum service period. The expected costs of these benefits are accrued over the period of employment using an
accounting methodology similar to that used for defined benefit pension plans. Actuarial gains and losses arising
from changes in actuarial assumptions are charged or credited, directly in equity, to Other comprehensive income.

C. Termination benefits

Termination benefits are payable when employment is terminated before the normal retirement date, or when an
employee accepts termination voluntarily in exchange for these benefits. Naturgy recognises these benefits when it
has undertaken demonstrably to terminate current employees according to a detailed formal plan without possibility
of withdrawal, or to provide termination benefits. In the event that mutual agreement is required, the provision is
only recorded in those situations in which Naturgy has decided to give its consent to voluntary redundancies once
they have been requested by the employees.

2.4.19. Provisions

Provisions are recognised when Naturgy has a legal or implicit present obligation as a result of past events, it is more
likely than not that an outflow of resources will be required to settle the obligation, and the amount can be reliably
estimated. Provisions are not recognised for future operating losses.

Provisions are measured at the best estimate available at the consolidated balance sheet date of the present value
of the amount required to settle the obligation.

When it is expected that part of the disbursement needed to settle the provision will be paid by a third party, the
receipt is recognised as a separate asset, provided that its receipt is practically assured.

Naturgy must incur costs for dismantling its production facilities, including the cost of the work required to prepare
the land on which they are located. In the case of nuclear power plants, all of which are located in Spain, it covers the
costs incurred by the plant operator from the end of its useful life until the public business entity Empresa Nacional
de Residuos Radiactivos, S.A. (ENRESA) takes over the decommissioning and waste management.
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For these purposes, the estimated present value of these costs is recognised as an increase in the value of the asset
by credit to "Provisions" at the beginning of the asset's life. This estimate is reviewed regularly to ensure that the
provision reflects the present value of all estimated future costs. The value of the asset is adjusted only for variances
from the initial estimate. For facilities that have reached the end of their useful lives and the decommissioning stage
has commenced, the provision is recognised in the income statement for the period.

Naturgy applies a risk-free rate to discount the provision as the future cash flows estimated to meet the obligation
reflect the specific risks of the related liability. The risk-free rate used pertains to yields on government bonds of
sufficient depth and creditworthiness at the end of the reporting period, in the same currency and with a similar
maturity to the obligation. The variation in the provision arising from discounting is recorded against “Financial
expenses” in the consolidated income statement.

In contracts in which the obligations undertaken include unavoidable costs greater than the economic benefits
expected to be received from them, the expenses and respective provisions are recognised in the amount of the
present value of the existing difference. The unavoidable costs of the contract will reflect the lower net costs of
terminating the contract, i.e. the lower of the cost of complying with the terms of the contract and the compensation
derived from non-compliance. As from 1 January 2022, Naturgy has considered that the costs directly related to a
contract comprise the incremental costs of contract performance and an allocation of other costs that are directly
related to contract performance.

In order to cover the obligation concerning the delivery of CO2 emission allowances for emissions made during the
year, the heading Current provisions record the CO2 allowances to be delivered valued at acquisition cost for
allowances purchased recorded under Inventories and, if not all necessary emission allowances are held, at fair value
for allowances pending purchase.

2.4.20. Leases

At the commencement of a contract, Naturgy evaluates whether the contract is or contains a lease. A contract is, or
contains, a lease if it conveys the right to control the use of an identified asset for a period of time in exchange for a
consideration.

The lease term is the non-cancellable period considering the initial term of each contract unless Naturgy has a
unilateral extension or termination option and there is reasonable certainty that this option will be exercised, in

which case the corresponding extension term or early termination will be taken into account.

Naturgy re-evaluates whether a contract is, or contains, a lease only if the terms and conditions of the contract
change.

Lessee

In contracts where Naturgy is the lessee, it recognises an asset for the right-of-use and a financial liability for the
lease (Notes 2.4.5.and 2.4.21.).

Lessor

Naturgy will classify each lease contract in which it is the lessor as either an operating lease or a finance lease.

A lease will be classified as a finance lease when Naturgy transfers substantially all the risks and rewards incidental
to the ownership of an underlying asset to the customer. A lease will be classified as an operating lease if
substantially all the risks and rewards incidental to the ownership of an underlying asset are not transferred.

—  Operating leases: Operating lease payments are recognised as revenue in the lessor's income statement on
a straight-line basis over the term of the contract unless another basis is more representative of the pattern
of the benefit from the underlying asset.

- Finance leases: Naturgy will recognise an account receivable in its balance sheet for an amount equal to the

present value of lease receipts, plus the non-assured residual value, discounted using the interest rate
implicit in the lease agreement.
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Subsequently, the lessor will recognise the financial revenues over the lease term so as to obtain in each period a
constant interest rate on the outstanding net financial investment in the lease (leased asset). It will apply the lease
payments against the gross investment to reduce both the principal and the accrued financial income.

When a contract includes lease and non-lease components, Naturgy applies IFRS 15 to allocate the consideration
under the contract between the components.

2.4.21. Lease financial liabilities

On the lease commencement date, Naturgy recognises the lease liability for the present value of the lease payments
to be made over the lease term, discounted using the interest rate implicit in the lease or, if this cannot be readily
determined, the incremental borrowing rate.

The incremental interest rate for financing used by Naturgy is differentiated based on the portfolio of similar leases,
country and contract term. The weighted average incremental borrowing rate for 2022 was 5.1% in Spain and
10.9% in Latin America.

The lease payments to be made will include the fixed payments less any lease incentives, variable payments that
depend on an index or a rate, as well as residual value guarantees expected to be incurred, the strike price of a
purchase option, if such option is expected to be exercised, and penalty payments for terminating the lease, if the
term of the lease reflects that the lessee will exercise an option to terminate.

Any other variable payments are excluded from the measurement of the lease liability and right-of-use asset.

Subsequently, the lease financial liability will be increased by the interest on the lease liability and reduced by the
payments made. The liability will be remeasured if there are changes in the amounts payable and the terms of the
lease.

2.4.22. Corporate income tax

Corporate income tax expense includes the deferred tax expense and the current tax expense, the latter being the
amount payable (or refundable) in connection with taxable income for the year.

Naturgy considers the effect of uncertainty in tax treatment when determining taxable earnings, tax bases, unused
tax losses, unused tax credits and tax rates.

Deferred taxes are recognised by applying, to the timing differences that arise between the tax base of assets and
liabilities and their respective carrying amounts in the consolidated annual accounts, the tax rates that are expected
to be in force when the assets and liabilities are realised. No deferred taxes are recognised for profits not distributed
by subsidiaries when Naturgy can control the reversal of the timing differences and it is likely that they will not
reverse in the foreseeable future.

Deferred taxes arising from direct charges or credits to equity accounts are also charged or credited to equity.
Deferred income tax assets and tax credits are recorded only when there are no doubts as to their future
recoverability through the future taxable profits that can be used to offset temporary differences and implement the
tax credits.

When tax rates change, deferred tax assets and liabilities are reestimated. These amounts are charged or credited to

consolidated income statement or to “Other comprehensive income for the year” in the consolidated statement of
comprehensive income, depending on the account to which the original amount was charged or credited.
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When there is uncertainty regarding income tax treatments, Naturgy assesses whether a tax authority is likely to
accept an uncertain tax treatment. If it concludes that the tax authority is unlikely to accept an uncertain tax
treatment, the effect of the uncertainty on taxable income, tax bases and unused tax losses and credits is
recognised. The effect of the uncertainty is recognised using the method that, in each case, best reflects the
outcome of the uncertainty: the most likely or the expected value. In each case, Naturgy assesses whether to
consider each uncertain tax treatment separately or together with one or more other uncertain tax treatments,
depending on the approach that best reflects the projected resolution of the uncertainty.

2.4.23. Recoghnition of income and expenses

a. General

Revenue derived from contracts with customers is recognised on the basis of fulfilment of the performance
obligations to customers.

Revenue reflects the transfer of goods or services to customers at an amount that reflects the consideration to
which Naturgy expects to be entitled in exchange for such goods or services.

Five steps are established for the recognition of revenue:

Identify the customer's contract(s).

Identify the performance obligations.

Determine the price of the transaction.

Allocate the transaction price to the performance obligations.
Recognise the revenue according to the fulfilment of each obligation.

auahrnNRE

Based on this recognition model, sales are recognised when products are delivered to the customer and have been
accepted by the customer, even if they have not been invoiced, or if applicable, services are rendered, and it is
probable that the economic benefits associated with the transaction will flow to the entity. Revenue for the year
includes the estimate of the energy supplied that has not yet been invoiced.

Expenses are recognised on an accruals basis, immediately in the case of disbursements that are not going to
generate future economic profits or when the requirements for recording them as assets are not met.

Sales are stated net of tax and discounts, and transactions between Naturgy companies are eliminated.

b. Revenue from gas transportation and distribution network access
National Commission for Markets and Competition (CNMC) Circular 4/2020, of 31 March 2020, established the
methodology for determining the remuneration for natural gas distribution applicable from 1 January 2021.

The remuneration for the regulated gas distribution activity is set annually for each distribution company based on
the customers connected to them and the volume of gas supplied.

CNMC Circular 9/2019, of 12 December 2019 lays down the methodology for determining the remuneration of
natural gas transportation facilities and liquefied natural gas plants as from 1 January 2021.

The annual remuneration for the regulated gas transportation activity is set taking into account the investment and
operating costs of these facilities.

The regulatory framework of the natural gas sector in Spain (Annex IV.) regulates a payment procedure for the

redistribution of the net revenues obtained among companies in the sector, applying the tolls obtained, so that each
company receives the remuneration recognised for its regulated activities.
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Royal Decree 1184/2020 of 29 December 2020, which lays down the methodologies for calculating gas system
charges, regulated remuneration for basic underground storage facilities and the fees charged for their use, provides
that, as from 1 October 2021, settlements will be made by gas year and by activity, differentiating between
revenues from the application of tolls, fees and charges.

Subsequently, Order TED/1022/2021 of 27 September 2021 was published to further develop this Royal Decree,
regulating the procedures for settling regulated activity remuneration, charges and quotas with specific destinations
in the gas sector.

At the date of authorisation of these consolidated annual accounts, no final settlements from prior remuneration
periods are outstanding.

The CNMC Resolution of 20 May 2021, published in the Official State Gazette on 03 June 2021, established the
remuneration for regulated gas transportation and distribution activities for the 2022 gas year (1 October 2021 to
30 September 2022).

The CNMC Resolution of 19 May 2022, published in the Official State Gazette on 25 May 2022, established the
remuneration for regulated gas transportation and distribution activities for the 2023 gas year (1 October 2022 to
30 September 2023).

Both remunerations are financed by revenues from tolls and fees for network use. These tolls and fees are set
annually, in accordance with CNMC Circular 6/2020, which lays down the method for calculating natural gas
transportation, local network and regasification tolls, published in July 2020.

The 2021 gas system remuneration period ended 2022 with a surplus according to the final settlement for that year
approved on 28 July 2022 by the CNMC, which has been applied as a partial early amortisation of the deficit from
2014 in accordance with Law 18/2014.

The commissioning of distribution facilities to deliver gas to supply points is considered to be a single performance
obligation and, therefore, the remuneration for the regulated gas transportation and distribution activity is
recognised as revenue on a straight-line basis since the service provided is similar over time.

c. Revenues from gas sales

Revenue includes the amount of both last-resort gas sales and free market sales, since the last-resort supplier and
the free-market supplier are deemed to be principals and not commission agents in those supplies.

Royal Decree-Law 17/2021, of 14 September, on urgent measures to mitigate the impact of the escalation of
natural gas prices on retail gas and electricity markets, limits the increase in the gas cost to be charged in the natural
gas last resort tariff applicable from 1 October 2021 to 35% of the current value (Appendix IV). In the review at 1
January 2022, the maximum increase in the raw material cost compared to the figure applicable under the review at
1 October 2021 is set at 15%.

The difference between the raw material cost increase and the increase allocated in the tariff will be recovered in the
reviews taking place after 1 January 2022, with a limit of 15% in the raw material cost increase.

The procedure for the recovery of the amounts owed cannot be terminated until the last resort supply companies
have recovered the full amount owed, including any applicable interest. These payments will be covered out of
billings under the last resort tariff and, failing that, they will be classified as a mismatch between revenues and costs
in the gas system, in accordance with the provisions of Article 61 of Law 18/2014, of 15 October, approving urgent
measures for growth, competitiveness and efficiency (as introduced by Royal Decree-Law 27/2021). However, this
exceptional limit has been extended by successive Royal Decree-Laws until 31 December 2023, also modifying,
under Royal Decree-Law 18/2022 of 18 October, the mechanism for recovering the amounts owed to last resort
supply companies in order for them to be covered by the National Budget.

Under the previous regulations, Naturgy recognised as revenue the raw material cost variances not included in the
last resort tariff applied from 1 October 2021 (Note 10).
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Exchanges of gas that have been done with other supplier companies are considered collaboration contracts
between same sector companies and are not included in the net sales because they don’t have the consideration of
costumer contracts.

The amount of gas sales is recorded as revenue at the time of delivery to customers, based on the quantities supplied
and including an estimate of energy supplied but not yet read on customers’ meters (Note 2.4.25.).

d. Revenue from electricity transmission and distribution network access

The remuneration for electricity distribution and transmission has been set annually by the Ministry for the Ecological
Transition (until 2019) and by the CNMC (since 2020), applying the approved methodology which recognises
remuneration for investment and remuneration for asset operation and maintenance.

The commissioning of distribution facilities to deliver electricity to supply points is considered to be a single
performance obligation and, therefore, the remuneration for the regulated electricity transmission and distribution
activity is recognised as revenue on a straight-line basis since the service provided is similar over time.

The regulatory framework of the electricity sector in Spain (Appendix IV) regulates a payment procedure for the
redistribution among companies in the sector of the net revenues obtained, so that each company receives the
remuneration recognised for its regulated activities.

In 2022, the transmission and distribution remuneration for 2017 to 2019 and some orders relating to remuneration
for previous years were approved:
= Order TED/490/2022 of 31 May implemented the Supreme Court judgement whereby Order
IET/980/2016 of 10 June, which set the remuneration of electricity distribution companies for 2016, was
declared to be damaging to the public interest.
= Order TED/749/2022 of 27 July approved the remuneration of distribution companies for 2017, 2018 and
20109, as well as the incentive for reducing distribution losses for 2016.
= Order TED/1343/2022 of 23 December approved the remuneration of companies owning electricity
transmission facilities for 2017, 2018 and 2019.

At the date of publication of these consolidated annual accounts, the remuneration for years 2020 onwards, for
which the CNMC is responsible, has not been published.

Following the enactment of Electricity Sector Law 24/2013, of 26 December 2013, temporary mismatches between
electricity system revenues and costs are funded by the companies that are subject to the settlement system,
including Naturgy, and they are entitled to recover the corresponding amount over the following five years, including
interest at a market rate. Consequently, financing for the electricity system revenue shortfall is recognised as a
financial asset since, on the basis of this regulation, Naturgy is entitled to reimbursement and there are no contingent
future factors.

In 2021 there was a revenue surplus in the industry which, in accordance with the provisions of Royal Decree-Law
17/2022, has been applied to cover temporary mismatches between revenues and system costs in 2022.

e. Revenue from the sale of electricity

Revenue includes the amount of electricity sold in both the PVPC market and the free market, since the last-resort
supplier and the free-market supplier are deemed to be principals and not commission agents in those supplies.
Consequently, power purchases and sales are recognised for the total amount. Nonetheless, power purchases and
sales from the pool made by the Group's generation and supply companies in the same time band are eliminated
during the consolidation process.

The amount of electricity sales is recognised as revenue at the time of delivery to customers, based on the quantities
supplied and including an estimate of energy supplied but not yet read on customers’ meters (Note 2.4.25.).
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In accordance with the provisions of Royal Decree 413/2014 (RD 413/2014), renewable energy generation facilities
in Spain receive certain incentives (specific remuneration regime). RD 413/2014 establishes that certain
remuneration parameters will be updated by ministerial order in each regulatory semi-period. In this regard, Order
TED/171/2020 established the remuneration parameters for estimating these incentives for the 2020-2022
regulatory period.

RD 413/2014 regulates the procedure to be followed in the event that actual market prices in the semi-periods of
the regulatory useful life of the asset prove to be lower (positive adjustments) or higher (negative adjustments) than
the prices estimated by the regulator at the beginning of the regulatory semi-period and which were used to
determine the incentives to be received for the investments under the scope of the regulation.

The remuneration parameters for the regulatory half-period (1 January 2020 to 31 December 2022) were regulated
under Order TED/171/2020, although Article 5 of RDL 6/2022, on an extraordinary basis, subdivided the current
regulatory half-period and thus created a new half-period between 1 January 2022 and 31 December 2022. As a
result, and notwithstanding the adjustment to be made for the half-period commencing on 1 January 2023, RDL
6/2022 mandates the approval of a ministerial order updating the remuneration parameters established in Order
TED/171/2020 of 24 February for 2022, no later than 31 May 2022, which materialised in Order TED/1232/2022
of 2 December.

Although RDL 6/2022 established that the adjustment mechanism for market deviations would not apply to energy
generated from 2023 onwards in order to encourage forward contracting, RDL 10/2022 subsequently reintroduced
the adjustment for market price deviations. As a result, for 2023 and subsequent years this mechanism includes
references to forward market products in the annual average price of the daily and intraday market.

The accounting treatment for market price deviations applied by Naturgy conforms to “Criteria to record the value of
the adjustments for deviations to the market price” (Vadjm), in accordance with article 22 Real Decreto 413/2014”
published by the CNMV on 22 October 2021 (Note 2.4.17.), whereby:

— Asageneralrule, the positive and negative market deviations arising under RD 413/2014 are recognised in
the consolidated balance sheet with a balancing entry in revenue. The amount of the liabilities will be
limited to the amount of the deviations at the price that would have enabled the minimum profitability
guaranteed by the Royal Decree to be obtained, up to the limit of the facility's net asset value (NAV).

— However, if, according to Naturgy's best estimates of the future evolution of energy market prices, it would
be highly probable that market returns in excess of those established in RD 413/2014 would be obtained
over the residual regulatory life of the facilities and, consequently, abandoning this remuneration regime
would not have significantly more adverse economic consequences than remaining in it, the general
approach is not followed and only the asset is recognised in the event of positive market deviations. The
following facilities are in this situation:

a. Facilities for which, at the date of closing of these consolidated annual accounts, considering the estimated
market prices for 2023 and subsequent years, inclusion in the premium regime is indifferent either because
the NAV (as defined in RD 413/2014) has already been fully recovered or because it is estimated that the
observable prices will not give rise to the supplementary remuneration for investment (Rinv) from 2023
onwards. In either case, these facilities would have achieved the reasonable returns established by RD
413/2014 before the end of their regulatory useful life.

b.  Facilities which, at the date of closing of these consolidated annual accounts, will need to be supplemented
by Rinv until the end of their regulatory useful life but for which abandoning the remuneration system would
not have significantly more adverse economic consequences than remaining in it. The threshold established
by the Group to determine whether the economic consequences are not materially adverse was calculated
as the difference between the present value of the cash flows of these facilities if they remain in the specific
remuneration regime or they abandon it, where this difference is less than or equal to 5%.

The Group regularly reviews the foreseeable future evolution of market prices as well as other qualitative factors and
determines whether abandoning the remuneration system would have significantly more adverse economic
consequences than remaining in the system and whether the facility remains within the aforementioned threshold.
Otherwise, the general approach is applied.
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At the end of the asset's regulatory life, positive adjustments net of negative adjustments arising in the last
regulatory semi-period are recognised, based on their balance, in asset or liability accounts with a balancing entry in
revenue. At the date of closing of these consolidated annual accounts, there were no facilities in the last semi-period
of their regulatory useful life.

Although for some facilities it is estimated that abandoning the remuneration system would not have significantly
more adverse economic consequences than remaining in it, they have not abandoned it nor are there any plans to do
so in the short term, mainly because it does not generate material additional obligations other than those inherent to
efficiently managing the facilities and power generation.

Naturgy has estimated market prices over the remaining regulatory useful lives of the facilities based on internal
estimates used in Naturgy's normal budgeting operations, which are in line with the market consensus.

f. Other revenues

Naturgy has power generation capacity assignment contracts with the Federal Electricity Commission for its
combined-cycle plants in Mexico (CFE), for a 25-year term as from the commencement of commercial operations.
These contracts stipulate a pre-established collection schedule for the assignment of power supply capacity. As
Naturgy has the capacity to operate and manage the plants and retains the rewards and risks of operations, taking
relevant decisions that will affect future cash flows, these contracts represent provisions of services and are thus
recognised on a percentage-of-completion basis.

Revenue from new customer connections, which consist of coupling the gas reception facility to the network, as well
as revenue from facility verifications, are recognised at the time these actions are carried out since it is at that time
that the customer obtains the benefits of the service provided and there is no associated future obligation.

Revenue from the rental of meters and facilities is recorded as income over the period of the rental service that
constitutes the performance obligation.

Revenues from contracts for the provision of services are recognised on a percentage-of-completion basis under
which, when the revenues can be reliably estimated, they are recognised over time based on the progress of contract
execution at year-end, calculated as the proportion of costs incurred to date over the estimated total costs
necessary to execute the contract.

If the contract revenues cannot be estimated reliably, revenues are only recognised for an amount equivalent to the

costs incurred in the period, provided that those costs can be recovered. The contract margin is not recognised until
there is certainty that it will materialise based on cost and revenue planning.

2.4.24. Cash flow statement

The consolidated cash flow statement was drawn up using the indirect method and contains the following terms,
with their respective meanings:

a. Operating activities: activities that provide the group's ordinary revenues, as well as other activities that
cannot be classified as investing or financing.

b. Investing activities: acquisition, sale or disposal band other means of assets in the long-term and other
investments not included in cash and cash equivalents.

c. Financing activities: activities that generate changes in the size and composition of equity and liabilities that
do not form part of operating activities.

2.4.25. Significant accounting estimates and judgments

The preparation of Consolidated annual accounts requires the use of estimates and judgements. The measurement
standards that require a large number of estimates are set out below:

a. Intangible assets and property, plant and equipment (Notes 2.4.3 and 2.4.4)
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The useful lives of intangible assets and property, plant and equipment are determined using estimates of the
degree of use of the assets and of expected technological progress. The assumptions regarding the degree of use,
technological framework and future development involve a significant degree of judgement, insofar as the timing
and nature of future events are difficult to foresee.

b. Impairment of non-financial assets (Note 2.4.6)

The estimated recoverable value of the CGUs that is used in impairment tests has been determined using
discounted cash flows based on projections made by Naturgy, which have been substantially met in the past.

Note 4 details the main assumptions used to determine the recoverable value of non-financial assets.

c. Derivatives, other financial instruments and gas purchase and sale contracts (Note 2.4.8)
The fair value of financial instruments traded in active markets is based on quoted market prices at the
consolidated balance sheet date. The quoted market price used for financial assets is the current bid price.

The fair value of financial instruments that are not traded in an active market is determined by using valuation
techniques. Naturgy uses a variety of methods and makes assumptions that are based on market conditions
existing at each consolidated balance sheet date:

- The fair value of interest rate swaps is calculated as the present value of the estimated future cash flows.

—  The fair value of forward foreign exchange contracts is determined using quoted forward exchange rates at
the consolidated balance sheet date.

—  The fair value of commodity derivatives is calculated by using the curves of forward prices quoted in the
market at the consolidated balance sheet date. For the purpose of measuring the effective portion of the
commodity hedges, the Group has taken into account the current situation in the gas markets, considering
the discounts applied in physical gas sales on the benchmark indices to which the hedges are associated and
considering that this market volatility will extend until 2024.

In the course of its business, Naturgy has contracts for the purchase and sale of gas. The evaluation to determine
their qualification as “own use” contracts requires the application of judgments by the management in relation to
the gas supply and demand forecasts, which are followed up systematically.

For disclosure purposes, it is assumed that the carrying amount of trade and other receivables less expected
impairment losses approximates their fair value. The fair value of other financial liabilities for disclosure purposes
is estimated by discounting the future contractual cash flows at the current market interest rate that is available
to Naturgy for similar financial instruments.

d. Provisions for employee benefits (Note 2.4.18)

The calculation of the pension expense, other post-employment benefit expenses and other post-employment
liabilities requires a number of assumptions to be made. Naturgy estimates at each year end the provision
necessary to meet its pension liabilities and the like, in accordance with the advice from independent actuaries.
The changes affecting such assumptions may result in the recording of different amounts and liabilities. The most
significant assumptions for the measurement of pension or post-retirement benefit liabilities are energy
consumption by beneficiaries during retirement, retirement age, inflation and the discount rate employed. Social
security coverage assumptions are also essential to determine other post-retirement benefits. Future changes to
these assumptions will have an impact on future pension costs and liabilities.
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e. Provisions (Note 2.4.19)

Naturgy makes an estimate of the amounts to be settled in the future, including amounts relating to contractual
obligations, business contracts derived from them, pending litigation, future dismantling and decommissioning of
certain facilities, land restoration, and other liabilities. These estimates are subject to the interpretation of current
events and circumstances, projections of future events and estimates of their financial effects, as well as the
outcome of negotiations associated with gas supply contracts.

f.  Corporate income tax (Note 2.4.22.)

The calculation of the income tax expense requires interpretations of tax legislation in the jurisdictions in which
Naturgy operates. The decision as to whether the tax authority will accept a given uncertain tax treatment and
the expected outcome of outstanding litigation requires material estimates and judgements to be made. Naturgy
evaluates the recoverability of deferred tax assets based on estimates of future taxable income and the capacity
to generate sufficient income in the periods in which such deferred taxes are deductible. Deferred tax liabilities
are recognised based on estimates of the net assets that will not be tax deductible in the future.

g. Revenue recognition (Note 2.4.23.)

Revenues from the sale of energy are recognised when the good is delivered to the customer based on regular
meter readings. They also include an estimate of the energy supplied but not yet billed at the closing date, due to
the fact that it has not been measured in the normal course of the meter reading cycle.

Energy accrued but not yet billed is estimated differently in each of the group's business segments, based on their
characteristics. The main variables involved in estimating revenues are the price and the volumes consumed and
purchased.

—  Prices: determined as a function of the prices for different customer types based on the estimated
consumption curves.

—  Consumption: based on estimated daily consumption derived from seasonally-adjusted historical profiles for
the various customer types and other factors than can be measured and affect consumption.

—  Volume of energy purchased by the Group's supply companies to meet demand.

Naturgy has sufficient experience and sufficiently well-developed information systems to guarantee the accuracy
of the estimates recorded for this item under Net sales in the consolidated income statement, as well as
compliance with the relevant accounting legislation. Historically, no material adjustments have been made
relating to the amounts recognised as unbilled revenues and none are expected in the future.

Certain aggregates for the electricity and gas system, including those relating to other companies which allow for
the estimate of the overall settlement of the electricity system that must materialise in the respective final
payments, could affect the calculation of the shortfall in the settlements of electricity and gas regulated
activities in Spain.

h. Determining lease terms (Note 2.4.20.)

In determining the lease term, Naturgy considers all relevant facts and circumstances that create a significant
economic incentive for the lessee to exercise the renewal option or not to exercise the termination option.
Renewal or termination options are only included in the determination of the lease term if it is reasonably certain
that the lease will be extended or not terminated. If any significant event or significant change in circumstances
arises that could affect the determination of the term, Naturgy reviews the valuations made when determining
the lease term.

i. COVID-19
The spread of COVID-19 has entailed significant challenges for commercial activities and has introduced a high

degree of uncertainty concerning world-wide business activity and energy demand, particularly during 2020 and
2021.
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The global recovery that commenced in the second half of 2021 continued in 2022. Some impacts have
continued to be felt, however, such as those arising from the measures imposed in China under its "zero COVID"
policy, leading to disruptions in the supply chain of technology components in Europe which are necessary, for
instance, for maintaining strong investment growth in renewable energy.

During 2022, countries have also gradually lifted the mobility restrictions imposed to curb the spread of the
pandemic. While this has boosted business activity it has also led to a certain resurgence of infections, such as in
China towards the end of the year. This has resulted in certain countries considering, or already implementing,
restrictions on the entry of travellers from China. This increase in infections could negatively impact China's
economic growth and again put pressure on global supply chains.

The Group tracks the impact of the COVID health crisis on the economic cycle in the short and long term, with
the aim of minimising the possibility of any further deterioration or sudden recovery in the economic conditions in
the markets in which it operates having material adverse effects on the Group's business, prospects, financial
situation and results.

The prospects set out in the corresponding notes were considered when making the estimates and assumptions
that are necessary to draw up the consolidated annual accounts.

j.  Estimated revenue from renewable energy generation facilities under the specific remuneration scheme

In accordance with the provisions of Royal Decree 413/2014 (RD 413/2014), renewable energy generation
facilities in Spain receive certain incentives (specific remuneration regime). RD 413/2014 establishes that certain
remuneration parameters will be updated by ministerial order in each regulatory semi-period.

RD 413/2014 regulates the procedure to be followed in the event that actual market prices in the semi-periods
of the regulatory useful life of the asset prove to be lower (positive adjustments) or higher (negative adjustments)
than the prices estimated by the regulator at the beginning of the regulatory semi-period and which were used to
determine the incentives to be received for the investments under the scope of the regulation.

To determine the accounting adjustment for deviations in the market price of renewable generation facilities
subject to the specific remuneration regime, Naturgy, in accordance with its best estimate of future energy
market prices, estimates the Net Present Value (NPV), as well as the return on investment to be obtained in each
of the standard facilities (TI) in which the Group operates in Spain in the recalculation of remuneration
parameters of the next regulatory half-period.

These estimates together with the analysis of other qualitative factors determine whether leaving the
remuneration scheme would not have significantly more adverse economic consequences than remaining in the
scheme and therefore the general accounting treatment is not applied and the asset is only recognised in the
event of positive market deviations. The amount relating to negative deviations not recognised for this reason at
31 December 2022 and 31 December 2021 is Euros 145 million and Euros 104 million, respectively.

The estimate of future market prices at 31 December 2022 for 2023 and subsequent years is as follows:

2023 2024 2025 2026 2027
Prices Euro/MWh 172.4 144.1 149.5 120.1 91.7

k. Climate change and the Paris Agreement
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Naturgy's 2021-2025 Strategic Plan includes a number of goals set by the Group in order to comply with the
objectives of the Paris and Glasgow Summits for restricting the global temperature increase to below 2 °C and
achieving climate neutrality by 2050, and with the Sustainable Development Goals (SDGs) of the United Nations.
Upon completion of the Strategic Plan, the Group's greenhouse gas emissions are expected to be reduced by 24%
(Scope 1, 2 and 3 emissions) compared with 2017.

The key factors envisaged for achieving these goals include the following:

—  No coal-fired electricity has been generated in 2022 or 2021 due to the closure in the first half of 2020 of all
Naturgy's coal-fired power plants, which implies a significant reduction in emissions of CO2 and other
atmospheric pollutants.

— The Strategic Plan provides for investments in renewable energies, in particular in solar photovoltaic, onshore
wind and storage technology, as well as the development of innovation projects for distributed generation,
biogas and hydrogen, and sustainable mobility

— Additionally, investments are also envisaged to adapt existing grid infrastructures that will play an essential role
in the energy transition.

These investments will contribute to the future objective of transforming the energy mix envisaged in the PNIEC,
which is also aligned with the European objective of achieving climate neutrality by 2050.

Information on the Group's decarbonisation strategy is disclosed in the group 2022 Non-Financial Information
Statement , which is prepared in line with the recommendations of the Task Force on Climate-Related Financial
Disclosures (TCFD) to which Naturgy has adhered.

These consolidated annual accounts have been prepared taking into account the decarbonisation commitments
undertaken by Naturgy, in addition to the risks and uncertainties related to climate change and the decarbonisation
of the economy. The IASB publication "Effects of climate-related issues on financial statements" concerning the
impact of climate change on the application of IFRS in financial reporting has been taken into account in its
preparation.

The main estimates and accounting judgements made by Naturgy's management and directors when preparing the
2022 consolidated annual accounts related to the expected effects of climate change and the energy transition
are described below.

1. Recoverability of non-financial assets

As described in Note 2.4.6., the cash-flow projections used in the non-financial asset impairment tests are based
on the best available forward-looking information and reflect the investment plans in place in each CGU at the time
for maintaining the CGUs' operating capacity. These projections are in line with Naturgy's strategy that takes into
consideration the objectives of the Paris Agreement and have therefore been prepared based on the range of
economic conditions that might exist in the foreseeable future in relation to climate change and the energy
transition. The projections have taken into account the expected impact on wholesale and retail electricity market
prices resulting from the entry into operation of new renewable generation facilities and developments in gas, oil
and emission allowance prices, as well as expected demand.

Regarding emission rights, most of Naturgy's thermal electricity generation facilities in Spain are regulated by the
European Emission Trading Directive. Naturgy carries out comprehensive portfolio management for the acquisition
of emission allowances equivalent to the verified emissions of its combined cycle and cogeneration facilities,
regulated by the European Emissions Trading Directive, Phase IV 2021-2030. This phase takes into account the
CO2 emission reduction target of 55% by 2030 compared with 1990, in line with the 2050 goal of zero net
emissions set out in the European Green Deal. For this supply, Naturgy actively participates in both the primary
market, through auctions, and in the secondary market. These emissions relate mainly to the combined cycle gas
plants in Spain and represent 89.6% of Naturgy's direct emissions (scope 1) in 2022.
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In Mexico, the Emissions Trading System (ETS) Test Programme has been implemented, which includes emissions
from combined cycle power plants. This test phase began in 2020 and ended in 2022. Installations registered in the
ETS must submit allowances equivalent to the tonnes of CO2 they emit. Currently, Naturgy's combined cycle
plants in Mexico are registered in the ETS and have received emission allowances from the authority for 2020 and
2021.

The CO2 prices considered in the impairment test are detailed in Note 4. other relevant information on emission
allowance costs in 2022 and 2021 is disclosed in Note 16. Other current and non-current provisions.

The estimated cash flows for each CGU, as required by accounting regulations, take into account the current
condition of the assets without considering future improvements and therefore do not include future investments
due to technological changes or any strategic investments foreseen in the energy transition.

Naturgy will continue to update its operational plans and pricing outlook to take into account changes in the
economic environment and the pace of the energy transition.

2. Group's main assets subject to climate change and energy transition risk:
Coal-fired power plants

As mentioned above, in 2022 and 2021 the Group has not generated any coal-fired electricity due to the closure in
the first half of 2020 of all Naturgy's coal-fired power plants. These facilities are fully depreciated/provisioned at
31 December 2022. Their decommissioning commenced following the closure and is expected to be completed by
the end of the first quarter of 2025.

Combined cycle gas power plants

In Spain, it is important to bear in mind that the operation of these plants is included in the Integrated National
Energy and Climate Plan (PNIEC), aligned with the European objective of achieving climate neutrality by 2050, and
that they are an essential factor in ensuring the growth of renewable energies in the national electricity system
since they form the back-up for ensuring the electricity supply in the event of any lack of wind, sunlight or water.
The Group's gas-fired combined cycle plants (in Spain and Mexico) currently represent the most eco-efficient
generation technology available to provide the necessary back-up for renewable energies and enable their
widespread implementation, which is key to the energy transition.

At 31 December 2022, the carrying value of these fixed assets is Euros 1,942 million, of which Euros 994 million
relates to combined cycle plants in Spain. The carrying value of the total combined cycle generation facilities in
Spain is estimated for 2030, 2040 and 2050 at Euros 522 million, Euros 219 million and zero, respectively. The
carrying value, excluding goodwill, of the combined cycle plants in Mexico is estimated for 2030, 2040 and 2050 at
Euros 613 million, Euros 289 million and zero, respectively.

The use of external projections based on lower energy prices compared with the assumptions used by Naturgy and
indicated in Note 4 could have an impact on the recoverability of the carrying value of these assets recognised in
the balance sheet at 31 December 2022. See the sensitivity analysis in Note 4 below.

Hydroelectric power plants

At 31 December 2022, the carrying value of these fixed assets in Spain was Euros 982 million. The recoverable
value of these assets could be affected by a larger than expected hypothetical future reduction in hydroelectricity
due to climate change, particularly in run-of-river plants. The assumptions used in the hydroelectric power
generation CGU impairment test includes developments in hydraulicity and their impact on hydrographic flows and
therefore on production.
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Renewable energy assets

At 31 December 2022, the carrying value of these fixed assets is Euros 4,999 million, of which Euros 4,141 million
relates to assets in Spain. The main perceived risk is the potential negative future evolution of solar and wind
resources, which are the key variables in the performance of this line of business. There may also be reductions in
the remuneration arrangements for renewable energies and lower prices in marginal wholesale markets due to an
increase in renewable production with reduced variable costs. In the impairment tests for 2022, no changes in the
remuneration arrangements yet to be approved have been considered and the forecasts for solar and wind
resources have been taken into account.

Electricity and gas transportation and distribution assets

At 31 December 2022, the carrying value of these fixed assets is Euros 13,740 million, of which Euros 8,950 million
relates to assets in Spain. These regulated assets are considered to be resilient to the energy transition. Increases
in temperature and a higher frequency of extreme weather events could lead to increased technical losses,
deterioration in service quality levels, higher operating and maintenance costs and higher annual investments,
albeit in volumes that can be easily assumed via the multi-year tariff reviews of these regulated businesses. The
investment and response plans already in place, accumulated experience and network design (meshing and
undergrounding of lines) would act as mitigating measures. A potential massive development of distributed
generation would be partially offset by the increasing electrification of the economy (e.g. electric cars) and
investments in smart grids.

Supply

The supply business CGU has net operating assets totalling Euros 1,431 million at 31 December 2022. The impact
of climate change and the energy transition on the supply business is considered to be minor, as potential negative
impacts from efficiency measures and temperature changes could be offset by the higher growth that is expected
to result from the electrification of the economy.

In terms of transition risks, the Group's current positioning, resulting from its investment focus on renewables and
grids, provides it with favourable situation for facing these risks. The Group considers that the opportunities arising
from the decarbonisation of the global economy (growth in renewables, investment in smart integrating grids,
transport electrification, green hydrogen, etc.) outweigh the risks.

3. Useful lives of non-financial assets

The calculation of useful lives (Note 2.4.4) takes into account the objectives of the National Integrated Energy and
Climate Plan (PNIEC) and the energy transition, the protocol signed with Enresa in the case of nuclear plants and
the terms of administrative concessions in the case of hydroelectric plants.

As mentioned in the previous section, a very significant percentage of the carrying amount of combined cycle
plants at 31 December 2022 will be depreciated by 2030, and they will be fully depreciated in 2050.

The energy transition and the rate at which it progresses may impact the remaining useful lives of assets, although
remaining useful lives are reviewed annually.

4. Decommissioning provisions

The energy transition and the pace at which it progresses may also bring forward the decommissioning of
combined cycle plants. Most of the combined cycle plants in Spain are expected to start decommissioning in the
period 2042-2046.

Hydroelectric plants are covered by the temporary administrative concession regime. On completion of the terms
of administrative concessions, the facilities must revert to the Government in good condition and this is ensured

through maintenance programmes. Therefore, no decommissioning provisions need to be recorded.

In addition to the timeframe of decommissioning and restoration activities, Naturgy has also taken into account the
discount rate in line with the average remaining useful life of these assets.
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Estimates of decommissioning costs are based on the regulatory and external environment that is knowable at the
current date.

5. Recoverability of deferred tax assets

Sufficient taxable profits are expected to be generated within the planning period to ensure the recovery of the
deferred tax assets recognised for accounting purposes at 31 December 2022. The estimate of the recoverability
of these assets has been made using the same judgements and assumptions as those used to calculate the
recoverable amount of non-financial assets.

6. Regulation

The Paris Agreement has had a major impact on the development of new climate policies and the adoption of new
regulations. The European Union (EU), having assumed the commitment to climate neutrality by 2050 and "The
European Green Deal" which embodies the EU's new growth strategy, has approved various regulations in this area.
Spain has also issued regulations relating to these matters and therefore climate change and energy transition
rules are constantly evolving and could have negative effects on the Group's activities.

7. Dividend payment

Climate change risks are not expected to affect the Company's capacity to pay dividends to shareholders due to
strong cash generation and existing reserves.

In the case of regulated lines of business, a scenario in which the conditions for maintaining the current rate of
investment continue to exist is compatible with the levels of dividend payments that may be observed to date.
However, in the case of deregulated lines of business, their future capacity to pay dividends is difficult to foresee
due to unknown risks and uncertainties that could cause actual results, performance or events to differ
substantially from those envisaged in the Group's projections.

8. Physical risks

The design and construction of Naturgy's assets includes the mitigation of physical risks, whether or not related to
climate change, and the associated costs are included in the initial recognition of these assets in the consolidated
balance sheet. Naturgy recognises the need for a more comprehensive analysis and assessment of the climate-
change resilience of all its assets, while continuing to monitor this issue to ensure that its operations are safe and
that the Group's facilities can continue to operate in extreme weather conditions. In recent years, there have been
no weather events causing significant repercussions on operations or major financial damage. These physical risks
are assessed for all the Group's assets and are considered in impairment tests through the generation/utilisation
rates of each asset.

In the long term, the Naturgy's business portfolio is expected to evolve in line with the energy transition. Decision-
making on the future business portfolio will be guided by the pace of the Company's progress as it moves towards
meeting the objectives of the Paris Agreement. Setting the energy system on the path to net zero emissions will
require unprecedented coordinated action between energy suppliers, consumers and, above all, governments.

L Military conflict between Russia and Ukraine

On 24 February 2022, war broke out between Russia and Ukraine. There has not been an invasion of a European
country since the middle of the last century, and it has had devastating humanitarian consequences and major
implications for the world economy and financial markets.

Following Russia's invasion of Ukraine, the European Union and countries such as the United States, Australia,
Japan and the United Kingdom have imposed unprecedented measures and sanctions on Russia. These measures,
as well as the sanctions introduced by Russia as a response, have had a global impact, leading to rises in
commodity prices, inflationary pressures, supply chain constraints and volatility in financial and commodity
markets.
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One of the most deeply affected sectors is the energy industry, with significant increases in oil and gas prices.
Faced with a possible gas shortage caused by the conflict, prices in the European gas market have risen sharply and
the seriousness of the situation has also generated considerable market volatility, with the corresponding impact
on electricity prices. These difficulties have also increased due to the higher level of technological risk to which
companies and governments are exposed, which has also led to the adoption of defensive measures and stringent
internal controls to protect digital infrastructures.

Considering the scenario in question and in compliance with the recent recommendations by the European
Securities and Markets Authority (ESMA) dated 13 May 2022 and 28 October 2022, respectively, Naturgy is
monitoring the status and evolution of the situation generated by the crisis in order to manage potential risks. The
analyses carried out aim to assess the indirect impacts of the conflict on business activity, the financial situation
and economic performance, with particular reference to the generalised increase in commodities prices and the
reduced availability of material supplies from areas affected by the conflict. In this context, as part of its diversified
portfolio, Naturgy is party to a long-term contract concluded in 2013 with an international consortium for the
supply of gas originating in Russian

formed by Novatek (50.1%), TotalEnergies (20%), CNPC (20%) and Silk Road Fund (9.9%) which is not affected by
any sanctions. In 2022, volume under this contract accounted for 14% of Naturgy's global supply. In addition,
Naturgy has no counterparties potentially affected by the sanctions.

Likewise, Naturgy has no holdings in companies operating in Russia or Belarus, or investments in these countries.
Nor does it record any cash or cash equivalent balances that are unavailable as a result of the above measures and
sanctions. For further details on interest rate, commodity price, credit and liquidity risks, see Note 18.

As this scenario is constantly evolving and as it is difficult to predict the extent or duration of the conflict's impact,
Naturgy constantly monitors the relevant macroeconomic and business variables in order to obtain the best
estimate of potential impacts in real time, also taking into account recommendations by national and international
supervisory bodies on the matter.
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Note 3. Segment financial information

Naturgy organises its business around three strategic areas: Energy and Network Management, Renewables and
New Business, and supply. This organisation improves the visibility of development in the lines of business and
enables the operating segments to be redefined based on the following criteria:

- Energy and Network Management:

Iberian Networks:

Gas networks Spain: encompasses the regulated gas distribution business in Spain.
Electricity networks Spain: encompasses the regulated electricity distribution business in Spain.

. Latin American networks:

Gas and electricity networks in Argentina.

Gas networks in Brazil.

Gas and electricity networks and supply in Chile (the latter considered as a discontinued activity until
its sale in July 2021, see Note 11).

Gas networks in Mexico.

Electricity networks in Panama.

. Energy Management:

International LNG: includes both the sale of liquefied natural gas and the sea transport business.
Markets and supplies: includes supply and other gas infrastructure management and sales to high
energy-intensive consumers. Since 2021, following the operation described in Note 2.4.1.d,, it has also
included the activity of Unién Fenosa Gas, S.A. (which merged with Naturgy Aprovisionamientos, S.A.
with effect from 1 January 2022), which was accounted for using the equity method until March 2021
and subsequently fully consolidated.

Gas pipelines: Manage the Maghreb-Europe gas pipelines (until the end of the concession in October
2021) and the Medgaz pipeline (accounted for using the equity method).

Thermal generation Spain: includes the management of conventional thermal generation (which uses
fuel for heat generation and which is not covered by a special regime) in Spain (nuclear and combined
cycle).

Thermal generation Latin America: includes management of conventional thermal generation facilities
of Global Power Generation (GPG) in Mexico, Dominican Republic and Puerto Rico, the latter
accounted for using the equity method through EcoEléctrica LP.

- Renewables and New Business:

Renewables Spain, United States and New Business: includes the management of facilities and
generation projects for wind energy, mini hydro, solar and cogeneration, additionally incorporating
hydroelectric generation. The activities included in this segment are mainly carried out in Spain and the
United States.

Renewables Latin America: includes the management of the facilities and renewable electricity
generation projects of GPG located in Latin America (Brazil, Chile, Costa Rica, Mexico and Panama).
Renewables Australia: includes the management of the facilities and the renewable electricity
generation projects of GPG in Australia.

—  Supply:

Its objective is to manage the commercial model for end customers for both gas and electricity,

incorporating new technologies and services and developing the full potential of the brand.

-  Other:

Basically includes the corporation's operating expenses.

Segment results and investments for the periods of reference are as follows:
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Segment financial information - Income statement

Networks and Energy management

Renewables and New businesses

Networks Spain

Networks Latam

Energy management

2022 Supply Rest Eli. Total
Gas  Electr. Mzrrl](;ts LNG Pipelines Europe Latam Spain &
net. net. Total Argentina Brazil Chile Mexico Panama Total Procurem. (EMPL) ca ca Total Total TJSA Latam Australia Total
Consolidated Net sales 1,041 803 1,844 572 1,932 895 1,035 891 5,325 6,748 5,937 — 3,309 1,080 17,074 24,243 214 125 32 371 9,349 2 —_ 33,965
Net sales between segments 94 36 130 — — — — — —_ 1,628 — — 2,757 — 4,385 4,515 476 9 1 486 1,795 54 (6,850) —_
Intersegment Net sales — — —_ — — — — — —_ 10,505 (630) (356) — 9,519 9,519 — — — —_ —_ —_ (9,519) —_
Net sales (by segment) 1,135 839 1,974 572 1,932 895 1,035 891 5,325 18,881 5,307 —_ 5,710 1,080 30,978 38,277 690 134 33 857 11,144 56 (16,369) 33,965
Procurements (by segment) (133) (3) (136) (319) (1,535) (664) (735)  (694) (3,947) (17,748) (5,428) — (4993) (760) (28,929) (33,012) (198)  (19) — (217) (10,269) (4) 16,308 (27,194)
Personnel expenses, net (52) (44)  (96) (53) 21 @27 17) 9 (127) (27) (12) 9) (58) (19) (125) (348) 49)  (14) 3) (66) (68) (65) — (547)
Other operating income/expenses (113)  (109) (222) (111) (69) (44) (27) 45)  (296) 25 (11) 2 (239) (36) (259) (777)  (166)  (27) (15) (208) (264) (82) 61  (1,270)
EBITDA 837 683 1,520 89 307 160 256 143 955 1,131 (144) 7 420 265 1,665 4,140 277 74 15 366 543 (95) —_ 4,954
Depreciation, amortisation &
impairment losses (390)  (252) (642) 6) (52) (58) (55) (54) (225) (20) 83) — (99) (83) (285) (1,152)  (156)  (65) (12) (233) (100) (47) — (1,532)
Impairment due to credit losses (1) 11 (12) 3) 26) (2 (8) (12) (51) — — — (23) ) (24) (87) — — — — (141) — — (228)
Other results — — — — — (128) — — (128) 3 — — — — 3 (125) 9 — — 9 —_ 5 —_ (111)
Operating profit/(loss) 446 420 866 80 229 (28) 193 77 551 1,114 (227) (7) 298 181 1,359 2,776 130 9 3 142 302 (137) _ 3,083
Profit/(loss) of entities recorded
by equity method —_ 1 1 —_ —_ 18 2 —_ 20 18 —_ 19 —_ 50 87 108 20 _ _ 20 _ _ _ 128
Networks and Energy management R bles and New b
2021 Networks Spain Networks Latam Energy management Supply  Rest - Total
G ety I e ine Rpsss Eugpe Latam |
Total Argentina Brazil Chile Mexico Panama  Total Procurem. Total Total USA Latam Australia Total
Consolidated Net sales 1,129 802 1,931 515 1,288 620 776 727 3,926 3,681 2,880 69 1,892 1,013 9,535 15,392 128 141 21 290 6,457 1 —_ 22,140
Net sales between segments 77 38 115 — — — — — — 1,143 2 142 199 —_ 1,486 1,601 379 S —_ 388 1,486 56 (3,531) —_
Intersegment Net sales — — —_ — — — — — —_ 3,405 534 — — — 3,939 3,939 — — — —_ —_ — (3,939 —_
Net sales (by segment) 1,206 840 2,046 515 1,288 620 776 727 3,926 8,229 3,416 211 2,091 1,013 14,960 20,932 507 150 21 678 7,943 57 (7,470) 22,140
Procurements (by segment) (87) — (87 (311)  (995) (380) (508) (560) (2,754) (8,040) (3,005) — (1,695) (723) (13,463) (16,304) (90) (39) — (129) (7,506) 7) 7,417 (16,529)
Personnel expenses, net (144)  (136) (280) (46) (19) (26) (20) (10)  (121) (39) (25) ) (86) (16) (175) (576) (82) (20) (2) (104) (141) (119) — (940)
Other operating income/expenses (118)  (113) (231) (95) 43) (23)  (30) (32) (223) (60) (13) (11)  (219) (29) (332) (786) 73 (20) (10) 43  (392) (60) 53  (1,142)
EBITDA 857 591 1,448 63 231 191 218 125 828 90 373 191 91 245 990 3,266 408 71 9 488 (96) (129) —_ 3,529
Depreciation, amortisation &
impairment losses (291)  (248) (539) (5) (46) (59)  (52) (46)  (208) 17)  (181) (47) (84) (63) (392) (1,139)  (152) (29) (10) (191) (80) (52) —  (1,462)
Impairment due to credit losses 3) @) (10) (12) (13) (6) (5) (5) (41) 1 — — 1 — 2 (49) — — — —_ (50) —_ —_ (99)
Other results — — — — — — 4 — 4 127 ) — — — 120 124 2 — — 2 7 _ _ 133
Operating profit/(loss) 563 336 899 46 172 126 165 74 583 201 185 144 8 182 720 2,202 258 42 (1) 299 (219) (181) _ 2,101
Profit/(loss) of entities recorded by
equity method — 1 1 — —_ 9 1 —_ 10 (2) — 12 — 54 64 75 15 —_ —_ 15 —_ —_ —_ 90
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Segment financial information - Assets, liabilities and investments

Networks and Energy management

bl

and New b

Networks Spain

Networks Latam

Energy management

2022
Markets L )
Pipelines Europe Latam Spain & :
Electr. proond NG e cG ca Usa  Latam Australia
Gas net. net. Total Argentina Brazil Chile Mexico Panama Total . Total Total Total Supply Rest Eli. Total
Operating assets (a) 3,070 5,187 8,257 320 1,008 2,015 848 1,444 5,635 3,275 1,794 — 2012 1278 8,359 22,251 3977 808 916 5,701 2,637 286 (1,812) 29,063
Investments under equity method — 6 6 — — 30 3 — 33 54 — 199 10 271 534 573 78 — — 78 — 5 — 656
Operating liabilities (a) 724 1,065 1,789 151 502 405 108 350 1,516 2397 542 5 1,439 180 4,563 7,868 413 112 315 840 1,206 371 (1,812) 8,473
Investment in intangible assets (b) 16 34 50 41 57 1 14 1 114 4 — — 3 1 8 172 9 5 2 16 131 14 —_ 333
'(';;’e“' in property, plant & equipment 100 287 387 2 — 39 54 130 225 — 1 — 84 76 161 773 551 22 223 796 1 4 — 1574
Business combinations (Note 32) — — —_ — — — — — —_ — — — — — —_ —_ 58 — — 58 — — — 58
Networks and Energy management R bles and New b
2021 Networks Spain Networks Latam Energy management
Markets T .
Pipelines Europe Latam Spain & .
Electr. prnd - LNG - EmpL) ca ca Usa  latam Australia
Gas net. net. Total Argentina Brazil Chile Mexico Panama Total : Total Total Total Supply Rest Eli. Total

Operating assets (a) 3,373 5,077 8,450 269 845 1,878 773 1,300 5,065 2,741 1,546 3 1636 1,199 7,125 20,640 3515 720 787 5,022 2,673 312 (1,925) 26,722
Investments under equity method — 7 7 — — 23 3 1 27 40 — 192 13 263 508 542 82 — — 82 - 6 - 630
Operating liabilities (a) 635 903 1,538 168 316 56 110 263 913 1,284 337 7 1512 174 3,314 5,765 358 265 110 733 1,693 454 (1,925) 6,720
Investment in intangible assets (b) 18 29 47 31 28 1 11 2 73 5 1 — 5 — 11 131 7 1 1 9 136 12 —_ 288
'(2;’55t in property, plant & equipment 98 229 327 1 - 37 38 97 173 2 9 — 50 26 87 587 231 39 327 597 — 12 — 1,196
Business combinations (Note 32) — — — — — — — — — 860 — — — — 860 860 93 — — 93 _ —_ —_ 953
(a) There follows a breakdown of the reconciliation of “Operating assets” and “Operating liabilities” with consolidated “Total assets” and “Total liabilities”:

2022 2021 2022 2021
Operating assets 29,063 26,722 Operating liabilities 8,473 6,720
Goodwill 2,998 2,950 Equity 9,979 8,873
Investments carried under the equity method 656 630 Non-current financial liabilities 13,999 15,114
Non-current financial assets 493 394 Deferred tax liabilities 1,951 1,787
Deferred tax assets 2,210 2,267 Liabilities related to non-current assets held for sale (Note 11) — 26
Non-current assets held for sale (Note 11) — 40 Current financial liabilities 2,302 1,698
Derivative financial instruments (Note 9 and 10) 390 580 Derivative financial instruments (Notes 19 and 20) 3,288 3,434
Public administrations (Note 10) 97 165 Dividend payable (Note 19) 14 25
Current tax assets 90 141 Public administrations (Note 20) 331 439
Other current financial assets 408 395 Current tax liabilities (Note 20) 53 133
Cash and cash equivalents 3,985 3,965 Total Equity and liabilities 40,390 38,249
Total assets 40,390 38,249

(b) Includes the investment in "Intangible assets" (Note 5), broken down by operating segment

(c) Includes the investment in "Property, plant and equipment" (Note 6), broken down by operating segment.
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Reporting by geographic area

Naturgy's assets, which include operating assets in line with the criterion applied in the above breakdown, and
investments recorded using the equity method are as follows based on their location:

31.12.2022 31.12.2021

Spain 18,992 17,624
Latin America 8,025 7,274
Argentina 320 269
Brazil 1,127 958
Chile 2,377 2,316
Mexico 2,316 2,146
Panama 1,487 1,342
Latam Rest 398 243
Rest of Europe 1,441 1,385
Other 1,261 1,069
Australia 916 787
USA 345 131
Other countries — 151
Total 29,719 27,352

The investments in property, plant and equipment and other intangible assets of Naturgy, as described above,
assigned according to the location of the assets are as follows:

31.12.2022 31.12.2021

Spain 1,070 809
Latin America 442 312
Argentina 43 32
Brazil 57 28
Chile 63 75
Mexico 143 74
Panama 131 99
Latam Rest 5 4
Rest of Europe — 2
Other 395 361
Australia 225 328
USA 170 33
Total 1,907 1,484

Net sales by geographical area are detailed in Note 22.
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Note 4. Non-financial asset impairment losses

Definition of Cash Generating Unit

At 31 December 2022 and 2021, the Cash Generating Units (CGUs) are grouped following the business structure
reorganisation carried out by Naturgy in 2020.

Energy and Network Management:
—  Iberian Networks:

= Gas networks Spain: Is a single CGU as the development, operation and maintenance of the gas
distribution network is managed jointly.

= Electricity networks Spain: This makes up a single CGU since the network comprises a group of
interrelated assets the development, operation and maintenance of which is managed jointly.

- Latin American networks: A CGU is understood to exist for each business and country in which there are
operations since the businesses are subject to different regulatory frameworks. It includes the regulated gas

distribution business in Argentina, Brazil, Chile and Mexico and the regulated electricity distribution business
in Argentina, Panama and Chile (until July 2021).

—  Energy Management:

= International LNG: There is considered to be a single CGU, since the supply of liquefied natural gas and the
maritime transport activity are managed on a global level.

= Markets and supplies: A CGU is considered to exist since it manages supply and other gas infrastructures,
as well as sales to major energy-intensive consumers.

= Gas pipelines: Includes the CGU which manages the Maghreb-Europe gas pipeline (until October 2021), as
well as the CGU for the Medgaz gas pipeline.

= Thermal generation Spain: A single CGU is considered to exist for thermal power generation in Spain
(nuclear and combined cycle).

= Thermal generation Latin America: A thermal power generation CGU is understood to exist in each

country in which there are operations (Mexico, Dominican Republic and Puerto Rico) since the businesses
are subject to different regulatory frameworks and are managed independently.

Renewables and New Business:

— Spain: One CGU is considered for renewable electricity generation (win