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1.01 Mission 

 

 
“Hera’s goal is to be the best multi-utility in Italy for its 
customers, workforce and shareholders. It aims to achieve this 
through further development of an original corporate model 
capable of innovation and of forging strong links with the areas in 
which it operates by respecting the local environment.  
 
 
For Hera, being the best means inspiring the pride and trust of: 
customers, who receive, thanks to Hera’s responsiveness to their needs, quality services that 
satisfy their expectations; the women and men who work at Hera, whose skills, engagement and 
passion are the foundation of the company’s success; shareholders, confident that the economic 
value of the company will continue to be generated, in full respect for the principles of social 
responsibility; the areas in which Hera operates, where economic, social and environmental 
health represent the promise of a sustainable future; and suppliers, key elements in the value 
chain and partners for growth”.  
 
 
Following the development achieved over the last 3 years, which has led the Hera Group to found 
over 15 companies, and achieve coverage of approximately 70% of the Emilia-Romagna region, at 
the end of 2005, the process of redefining the mission and values was initiated, in order to render 
them consistent with the new characteristics and new objectives of the Hera Group. 
 
The main objective was to highlight underlying strategic objectives, in order to create value, with a 
multi-stakeholder approach that could be sustained over time, based on the efficiency of a 
business model capable of producing significant growth in size, with the creation of increased 
levels of efficiency. 
 
A work group was set up for the purpose of reviewing the company mission, composed of the 
Corporate Social Responsibility Unit, the Personnel and Organisation management team, the 
General Manager of Hera Bologna and the External Relations department. It was considered 
important to involve all employees of the Group in the process by way of a number of focus groups, 
and the circulation of a questionnaire for their concrete participation in designing the mission of the 
group. the mayors of Hera’s 15 shareholder municipalities, among the largest areas of the group, 
were also involved in this process. 
 
The results were presented and approved by the Executive Committee and the Board of Directors 
in June 2006, paving the way for the final draft of the mission, charter of values and working 
principles. 
 
Moreover, an update of the Ethical Code currently in force is scheduled, based on the new mission. 
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Hera Charter of Values 
 

 
Integrity 
We want to be known for our correctness, honesty, fairness and impartiality in all our 
dealings inside and outside the company. We are convinced that sharing these principles 
allows for: 
- establishing enduring relationships with customers and suppliers, 
- ensure transparency in dealings with third parties, 
- provide appropriate, fair-minded compensation for the work of our employees. 
 
Transparency 
In Hera, we are committed to keeping all stakeholders fully informed as to all actions at 
every corporate level. We provide this information with all due clarity, fully, and in a timely 
manner, in order to meet information and knowledge needs relative to the economic, social 
and environmental impacts of corporate activities. 
 
Personal responsibility 
Working for Hera means commitment to building relationships of trust with colleagues, and, 
more generally, with all stakeholders in the Company. We consider it essential to act to 
achieve company objectives in the spirit of loyalty and efficiency, with each individual fully 
aware of the nature of his/her duties and responsibilities. 
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Hera Principles 
 
 
Creation of value and social responsibility 
Hera is committed to combining the creation of economic and social value, in the interest of 
all stakeholders. Hera considers compliance with the principles of social responsibility to 
be a key element in its efforts toward sustainable development. 
  
Service quality and excellence 
We believe that customer satisfaction is a fundamental element for the growth of the Group. 
It is Hera’s daily mission to supply unique, reliable responses to the expectations of its 
customers. Hera’s organisational resources, professional approach and business culture 
are the outcome of its focus on listening to customers and serving their needs. 
 
Efficiency 
In Hera, we are committed to pursuing our objectives quickly and efficiently through the 
application of the principle of optimisation across the board. This method is used in 
managing human resources, as well as the financial and technological resources used. 
 
Innovation and ongoing improvement 
Hera aims to introduce at various organisational levels all those aspects of innovation that 
are both "useful and possible" in the areas of technology, organisation, management and 
process, and is a determined supporter of encouraging an attitude of changing for the 
better. 
 
Engagement and optimisation of personnel 
Every day, Hera is committed to making the most of everyone’s experience and developing 
their skills, in order to achieve the company objectives: work should not only be an 
important factor for the success of the Group, but should also become a source of 
satisfaction and personal pride. Therefore, we reward professional conduct in keeping with 
the company mission and core values. 
Hera supports the development of a feeling of belonging to a single, integrated Group.  
The process of recognition and development of human resources revolves around 
differentiation based on merit. 
 
Empowerment to choose 
In pursuing our mission, we select business areas and development strategies to increase 
market competitiveness and corporate value of the Group. 
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1.02  Summary results 
 
€ Millions 1H2003 % 1H2004 % 1H2005 % 1H2006 % inc% 05-06 Cagr% 
Revenues 632.5 89.4% 707.2 100.0% 896.4 100.0% 1198.0 100.0% 33.6% 23.7% 
Oper. costs (440.4) (62.3%) (526.5) (74.4%) (672.5) (75.0%) (915.7) (77.5%) 38.0% 28.2% 

Personnel costs (96.9) (13.7%) (97.7) (13.8%) (117.3) (13.1%) (142.3) (11.9%) 21.3% 13.7% 

Capitalised costs 26.9 3.8% 50.0 7.1% 48.3 5.4% 69.9 6.9% 70.1% 45.1% 

Ebitda 122.1 17.3% 133.0 18.8% 154.9 17.3% 209.9 17.5% 35.5% 19.8% 
Amort., Depr. & 
Allocations (64.0) (9.0%) (49.7) (7.0%) (59.8) (6.7%) (87.8) (7.3%) 46.7% 11.1% 

Ebit 58.1 8.2% 83.3 11.8% 95.1 10.6% 122.2 10.2% 28.4% 28.1% 

Charges/Income (12.8) (1.8%) (14.1) (2.0%) (23.2) (2.6%) (22.9) (1.9%) (1.3%) 21.4% 

Ebt 45.3 6.4% 69.2 9.8% 71.9 8.0% 99.3 8.3% 38.0% 29.9% 

Taxes - - (24.5) (3.5%) (25.0) (2.8%) (39.9) (3.3%) 59.6% - 

Net profit - - 44.7 6.3% 46.9 5.2% 59.4 5.0% 26.5% - 
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1.03 Company Officers 

 
Board of Directors 
 
 

 
 
Board of Statutory Auditors 
 

Office Name 
Chairman Antonio Venturini 
Standing Auditor Fernando Lolli 
Standing Auditor Sergio Santi 
Alternate Auditor Roberto Picone 
Alternate Auditor Stefano Ceccacci 

 
 
Internal Control Committee 
 

Office Name and Surname 
Chairman Giorgio Razzoli 
Member Stefano Zolea 
Member Vander Maranini 
Member Luigi Castagna 

 
 
 

Office Name 
Chairman Tomaso Tommasi di Vignano 
Vice Chairman Giorgio Razzoli 
Managing Director Maurizio Chiarini 
Director Mara Bernardini 
Director Filippo Brandolini 
Director Luigi Castagna 
Director Pier Luigi Celli 
Director Piero Collina 
Director Piergiuseppe Dolcini 
Director Giuseppe Fiorani 
Director Lanfranco Maggioli 
Director Vander Maranini 
Director Nicodemo Montanari 
Director Fabio Alberto Roversi Monaco 
Director Roberto Sacchetti 
Director Luciano Sita 
Director Bruno Tani 
Director Stefano Zolea 
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Remuneration Committee 
 

Office Name and Surname 
Chairman Giorgio Razzoli 

Member Pier Luigi Celli 

Member Piero Collina 

Member Nicodemo Montanari 
 
 
 
Executive Committee 
 

Office Name 
Chairman Tomaso Tommasi di Vignano 
Vice Chairman Giorgio Razzoli 
Member Maurizio Chiarini 

 
 
 
Independent Audit Firm 
 

Price WaterhouseCoopers 
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1.04  Strategy and the new industrial plan 
 
Consolidation of the Italian multi-utility sector 
 
In 2006, in the Italian local multi-utility sector, the pace of consolidation among operators increased, 
for the purpose of reaching sizes more suitable for effectively competing in the energy sectors 
dominated by large-scale national and international players.  The ongoing consolidation process is 
subject to renewed attention from the Italian government, which hopes for the creation of a large-
scale Italian multi-utility, as a result of aggregation of the leading listed multi-utilities (based on the 
model achieved by RWE in Germany). Within this process, there are several players attempting to 
create local hubs of increased size. 
 
Starting from its creation in 2002, Hera has always based its Group strategy on increasing in size, 
in order to reach sustainable, competitive positions in all of its key businesses. This strategy has 
been followed by taking further opportunities for expansion, primarily represented my multi-utility 
companies in the neighbouring areas (an important aspect to guarantee the creation of further 
operating efficiencies). These companies have been integrated into the group according to the 
“total” merger model (merger and reorganisation of operations), capable of exploiting economies of 
scale and reaching increased levels of operating efficiency. 
 
The success of this strategy is evident from Hera’s figures, which demonstrate a doubling of the 
Ebidta in three years, as well as from the significant number of further mergers with multi-utility 
companies (3 addition merger operations among the 11 companies which formed the Hera Group 
in 2002). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In 2006, Meta SpA has been completely integrated, and the Group also acquired 46.5% of SAT (a 
multi-utility in Sassuolo, in the province of Modena, operating in water, environment and energy 
services) and increased its shareholding in Aspes (a multi-utility in Pesaro in the Marche region, 
operating in water, environment and energy services, which will probably be a hub for aggregating 
other local enterprises in the neighbouring areas) to 49.79%, thus confirming the capacity of its 
aggregation model. 
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Strengthening of the core businesses of energy and waste 
 
With a view to strengthening the Group’s competitive capacity in its core businesses, Hera follows 
a strategy of “upstream integration” of its gas and electricity sales and distribution businesses, as 
well as its special waste treatment business. 
 
All of the energy resources procurement activities are managed by Hera Trading, a company 
specialised in optimising the purchases of methane gas and electricity. Thus, Hera has prepared 
strategic and organisational initiatives which provide the Group with the opportunity to maximise its 
level of competitiveness and profitability in energy businesses undergoing progressive 
liberalisation.  
 
Hera is the third largest national operator in the gas sales and distribution sector. As regards 
“upstream integration”, the Group has further diversified the procurement of methane gas, 
increasing its international shipping capacity with imports totalling 780 million cubic metres, also 
due to important supply contracts subscribed with the VNG Group (among the most important 
German companies in the sale of methane gas). In 2006, Hera and the VNG Group signed a 
strategic agreement for the sale of gas in Europe, and the expansion of research and development 
activities.  
 
The expansion and rationalisation of the sale and distribution of gas were pursued through the 
acquisition of companies operating in the Group’s market of reference, where the Group has 
reached over 90% penetration. 
 
Acquisitions in the gas sector in 2005 Activity Ownership 
Geat Distribuzione Gas (Rimini) Distribution 100% 
Argile Gas (Bologna) Sales 100% 
Gasgas (Ferrara) Sales 100% 
Tecnometano (Ferrara) Distribution 100% 
TS Distribuzione (Bologna) Distribution 100% 
TS Energia (Bologna) Sales 100% 
SGR Servizi (Rimini) Sales 20% 

In response to the increased competitive pressure in energy product sales, the Hera Group has 
developed a Dual Fuel commercial strategy for Business customers (joint provision of methane gas 
and electricity), and has increased its customer care for “Household” customers.  

The upstream integration strategy pursued by the Group in the electricity sector aims at acquiring 
the power generation capacity required to satisfy the potential demand of Business customers in 
the area. On the whole, Hera already provides these customers with water and environmental 
services, as well as sales and distribution of methane gas. 

In 2003, this policy led to the acquisition (through the Energia Italiana/Acea-Electrabel Consortium) 
of an 5.5% indirect shareholding in Tirrenopower S.p.A. (the third generation company sold by 
ENEL S.p.A. with installed power greater than 2,600 MWh). In addition, in 2004, acquisitions 
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continued, first of 15% of Calenia Energia (a company involved in building an 800 MW CCGT 
plant in Sparanise), and then 39% of SET (a company involved in building a 400 MW CCGT plan in 
Teverola). Moreover, the Group’s investment plans also include the construction of a new CCGT 
cogeneration plant in Imola, with installed capacity of 80 MW. These initiatives will enable 
coverage of an important share of the demand from business customers, with own power 
generation which the Group aims to bring to perfectly balanced levels (taking further opportunities 
for expansion, for approximately 300/400 MW of installed capacity).  
 
Acquisitions in the electricity sector Activity (Capacity installed) Ownership 
Tirreno Power Generation (2,600 MW) 5,5% 
Calenia Energia Generation (800 MW) 15,0% 

SET Generation (400 MW) 39,0% 

The expansion of the energy distribution business, initially limited to the town of Imola, was 
considerably increased in 2005 with the merger of Meta (in the Modena area), and, subsequently, 
with the acquisition of the low and medium-voltage distribution grid located in the province of 
Modena from Enel, bringing the number of customers served to over 250,000. 
 
In the environment business, Hera is the leading national operator in the collection and disposal of 
urban waste, and among the leading players in the treatment of special waste.  
 
With the objective of strengthening its competitive position in the treatment of special waste, Hera 
has increased its plant capacity, through the acquisition of one of the most important WTE plants in 
Italy dedicated to the treatment of industrial waste, by acquiring 100% of the ecological hub in 
Ravenna from ENI.    
 
Innovation and rationalisation 
 
Hera focused particular attention on the industrial integration of the companies merged into the 
Group, through the reorganisation and development of operating activities, in order to improve the 
effectiveness and efficiency of the services provided, and benefit from the economies of scale, the 
synergies realised, and, lastly, to maximise the value of the know-how obtained from the single 
enterprises by sharing it throughout the Group.  
 
The integration process is carried out through the rationalisation of the Group structure, the 
operating business, IT management systems and company equity, and has significantly 
contributed to growth over the last 3 years (over 54% of Ebidta growth in the last 3 years regards 
organic growth and synergies, exceeding the contribution of the increase in company size). 
 
In addition to actions focused on rationalisation, the Group follows a strategy of innovation of 
processes and information systems in order to modernise service management by increasing 
operating efficiency and improving the environmental impact of the services. These policies lead to 
increased satisfaction for the main stakeholders of the Group, and are in line with the objectives 
announced in the Group's mission. 
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Sustainable strategy over the long term and Hera governance 
 
Hera’s underlying strategic objective is to guarantee the creation of wealth over the long term for its 
main stakeholders. This objective takes shape in strategic management attuned to social 
responsibility and the creation of management instruments and methods capable of guaranteeing 
respect for the fundamental principles of the Group.     
 
For Hera, Social Responsibility represents a valid tool for increasing competitivity, and a key 
element for achieving sustainable development. 

 
For this reason, Hera follows strategies balanced as 
regards economic aspects, reducing the impact on 
the environment, and increasing the quality of 
services provided. 
 
Consequently, the Group’s system of governance 
has been refined over the last three years, in order to 
guarantee a sustainable approach, and to obtain the 
commitment of all personnel to the achievement of 
the strategic objective and respect of the principles and values promoted by the Group.  
 
In May 2005, the Corporate Social Responsibility business unit was created, with the Managing 
Director’s staff, in order to guarantee that the principles of Social Responsibility are an integral part 
of company planning and management. The CSR unit defines the Balanced Scorecard system, a 
target-based system of management remuneration, integrated with the sustainability strategies (the 
definition of strategic projects by department, assigning economic-financial and social objectives 
which are closely monitored during the year). 
 
In 2003, the Internal Auditing department was created. Since 2006, it reports to the Vice 
Chairman and performs independent, objective activities of auditing and consulting aimed at 
improving company effectiveness and efficiency. This department is also responsible for the 
constant measurement and monitoring of the main "risk factors". 
 
Hera has also adopted and Ethical Code, which expresses the ethical commitments and 
responsibilities it takes up in carrying out all activities aimed at reaching company objectives, 
respecting the interests of all stakeholders, in compliance with the law, and the principles of loyalty, 
professional correctness and economic efficiency. 
 
Lastly, the Hera Group is committed to the continuous improvement in the quality of services 
provided, in order to prevent negative impacts on the environment and the health of citizens. In 
2005, the Group implemented an environment management system (SGA) to be certified 
according to the international standard ISO 14001. This process of certification, which involved 
formal verification of documents as well as preliminary inspections in 2005, will conclude within 
2006. A further confirmation of Hera’s strong commitment to environmental issues was provided by 
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EMAS registration, over the 2006-20010 period, of the entire Environment Division for a total of 32 
sites (corresponding to 53 waste treatment and disposal plants). Hera also approved the objective 
of obtaining the Occupational Health and Safety Certification OHSAS 18001 by 2007, thus 
completing the integrated Quality Safety Environment certification programme established in 2004 
by obtaining ISO 9001 certification. 
 
The Hera Group's social commitment is detailed in the Sustainability Report, which was published 
in its fourth edition last June. 
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1.05 Business Sectors 
 
The Hera Group operates in the provision of public utility services in over 150 municipalities in the 
Emilia – Romagna region within the provinces of Bologna, Rimini, Ravenna, Forlì—Cesena, 
Ferrara and Modena, in a region with a GDP and per-capita consumption amongst the highest in 
Europe. 
  
Hera has a multi-business portfolio that guarantees an optimal diversification of the typical 
regulation risk of the sector, which is equally divided between regulated services (such as the 
integrated water cycle, collection and treatment of solid urban waste, distribution of methane gas 
and electricity) and businesses managed under “free competition” (such as the sale of methane 
gas and electricity, the treatment of special and industrial waste, and the management of public 
lighting). 
 
Regulated services Urb. Waste Water Gas distrib. Electricity 

Distr. 
Authority 6 Local Authorities AEEG 
Next tariff review 2008 

Expiry of Concessions 2012 2022 2010 2030 

 
The complementary nature of the business activities favours the expansion of turnover (given the 
market opportunities pursued with the “multi-service” commercial proposals), as well as the 
creation of significant cost synergies and higher levels of efficiency. 
 
Solid Urban Waste Business 
 
The Hera Group is a key player in the Italian sector of solid urban waste management (which 
includes waste collection and transport, urban hygiene and waste recovery and disposal). 

Hera manages this service in 6 AATOs (corresponding to the 5 Provinces of the Emilia-Romagna 
region in which the Group operates), on the basis concessions held until 2012, cover a territory of 
approximately 7,500 square kilometres with about 2.3 million inhabitants, and handles the 
collection and disposal of approximately 1.6 million tonnes of solid urban waste. 

The Group boasts one Italy’s most impressive plant structures in Italy, comprising 13 specifically 
dedicated plants and 28 for both private and business use (urban-industrial waste), which include 
selection plants, chemical-physical plants, intert. chemical plants, as well as landfills and waste-to-
energy plants. The “integrated” management of a high number of plants which are spread 
throughout the area of reference enables efficient, evolved logistical waste management, also as 
regards environmental impact. 

The Group is also a leading Italian operator in the recovery of electricity and thermal energy from 
waste with waste-to-energy plants (“WTE"). Hera managed 7 WTE plants (including the Meta plant 
in Modena), with a total treatment capacity equal to over half a million tonnes p.a. and an installed 
electricity generation capacity equal to 57 MW. 
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The Group's investment plan intends to increase the capacity for recovery of energy from waste 
(up to almost 1 million tonnes) and the capacity for energy production up to an installed capacity of 
95 M. These projects will allow for increasing sales of green certificates and will further reduce the 
share of urban waste which is not transformed into energy, which currently is disposed of in 
landfills. The first implementation of this plan involves the new waste-to-energy plant in Bologna, 
with a treatment capacity of 180,000 tonnes/year, and energy recovery equal to approximately 150 
GWh/year, transferred to GRTN at CIP6 tariffs.  
 
The Hera Group manages the service, placing specific attention on the environmental impact of the 
activity: in 2005, over 60% of the waste managed underwent treatment and recovery, exceeding 
the average of national operators by 50%. Moreover, many plants managed by the Group are ISO 
14000, ISO 9000 and EMAS certified, which confirms their correct management and low 
environmental impact. 
 
Special Waste Business 
 
The Hera Group is one of Italy’s top 4 operators in the special waste sector. The activity in this 
sector primarily involves the treatment and disposal of hazardous and non-hazardous industrial 
waste. 

This business is managed under free competition on the Italian market, which is significantly 
scattered among small operators. The supply of these services in Italy is unable to meet the 
domestic demand due to the considerable dearth of infrastructures, which forces national 
producers have part of their waste treated abroad, incurring significant transport costs. Hera is 
equipped with a treatment capacity of 2.2 million tonnes/year, concentrated with its area of 
reference (in which it holds 40% of the market). 
 
The Hera Group boasts 31 specifically dedicated plants and 28 plants for both private and 
business use (both special and urban waste), which have been further expanded with the 
acquisition of the Centro Ecologico of Ravenna in 2004, which is equipped with a waste-to-energy 
plant with a capacity of approximately 30,000 tonnes/year, and other plants for treatment of sludge 
and waste water. 
 
The level of treatment and disposal capacity reached by the Group today enables it to expand its 
presence in a market offering significant opportunities for growth.  
 
Hera recently reorganised its marketing activities in order to implement a full-service marketing 
strategy centred on Business customers to which the Group provides other managed services.  
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Integrated Water Cycle 
 
The Hera Group is one of the five leading Italian operators that provide services pertaining to water 
collection, treatment, adduction, distribution, waste water collection and purification. 

Hera manages this service based on concessions which expire, on average, in 2022, in 6 AATOs 
(corresponding to the 6 Provinces in the Emilia-Romagna region in which the Group operates), 
supplying approximately 230 million cubic metres of drinking water for domestic and industrial use.  

The Group avails of an extensive, efficient water system extending over approximately 24,000 km 
and service about 2.6 million inhabitants, a number which rises considerably in the tourist areas of 
the Adriatic Coast during the summer period. 

Completing the plant structure utilised for the water service is the sewerage network that covers 
11,000 km and includes purification plants. 
 
Energy: Methane Gas and Electricity 
 
The Hera Group is among the leading Italian operators in the sale and distribution of Gas (with 
over 2.4 billion cubic metres sold per year to approximately 950,000 customers, and over 0.4 billion 
cubic metres traded), while in the sale and distribution of electricity, its presence is limited, but has 
grown over the last 3 years (with approximately 3.7 Twh/year sold in 2005) mainly thanks to 
integration of the power grid of the Modena area from Enel. This acquisition enabled the 
distribution business to reach 250,000 customers.   
 
Other Businesses: District Heating and Public Lighting 
 
As a result of the rationalisation of the companies within the Hera Group, the other complementary 
businesses have been reorganised and provided with integrated management. Within this process, 
District Heating activities, in which Hera takes a leading role in Italy, and those relating to Public 
Lighting, in which Hera ranks second on the domestic market, are or particular importance.  
 
The Group provided over 470 GWt/h in 2005 and managed over 293,000 light points within the 
area in which it operates.  
 
These activities are considered strategic in light of the potential for growth in this market, and the 
efficiencies which can be obtained from the economies of scale achieved with the expanded size of 
the Hera Group.  
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1.06 Hera’s Performance on the Stock Exchange 

 
During the first six months of 2006, the Hera share recorded positive performance, the second best 
performance in the sector of listed former municipal enterprises, closing the period at € 2.60 per 
share, with an upturn of +15.2% (from the beginning of the year), sharply outperforming the Mibtel 
index, which recorded +4.1%.  
Buoyed by a wave of renewed interest for the sector, from the beginning of 2006, the Italian public 
utility services sector continues to grow, recording +17.0%.  

Hera Share Performance 
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Hera Mibtel Local Utilities

  

On 6 June, as approved on 27 April by the Shareholders’ Meeting, the annual dividend was issued, 
equal to 7 eurocents per share, paid as per usual starting from 8 June. 

The increase in the share price was recorded in conjunction with the release of the annual report, 
and the subsequent international roadshow. 

+15.2% 
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Hera Share Volumes Traded 

 
The average level of liquidity (an average of 2.7 million shares exchanged daily) rose in 2006 for 
the second consecutive year, thanks to improvement of the medium term profit prospects, the 
exceptional performance achieved in the previous year, the rise in future targets reported in the 
industrial plan in November, operations regarding sector consolidation (acquisition of the Enel Grid 
and Geat Distribuzione Gax), and intense activity in relations with international investors (European 
and American).  
 
The first half of 2006 showed a daily average counter-value of € 6.7 mn, an increase of 
approximately 68% compared to the average value for the same period of 2005. 
 
Particularly intense trading activity was recorded in the last few days of May and the first week of 
June, in which peaks were reached of 35 mn shares traded, as a direct result of the nearing 
dividend payment. 
 
The Hera share is listed on the “Dow Jones Stoxx TMI" and “TMI Utility” indices, as well as on the 
“Axia Ethical Index” and "Kempen SNS Smaller Europe SRI Index”. 
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Share Coverage 

The Hera Group share is one of the most extensively covered in the Italian multi-utility sector, a 
factor which confirms the financial market’s interest. Since the beginning of 2006, 13 independent 
analysts have regularly covered the Hera share: Actinvest, Axia (ethical analyst), Caboto, 
Cazenove, Centrosim, CAI Cheuvreux, Euromobiliare, Intermonte Securities, Banca IMI, Kepler, 
Oddo Securities (ethical analyst), Rasbank and Studi e Investimenti Mobiliari. 

Since July, the Hera share has added a new broker with international prestige, Citigroup 
(recommendation Buy and Target price at € 3 per share), thus confirming the financial market’s 
interest in this Italian sector. 

Further to the international bond issue worth Euro 500 million listed on the Luxembourg market and 
placed by Banca IMI, JP Morgan and Citigroup, implemented on February 2006, some "credit 
analysts" have also started coverage (Banca IMI and UBS). Moreover, Hera has been issued 
ratings by Standard & Poor’s (A+) and Moody’s (A1). 
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Shareholding Structure 

Hera SpA has a widespread shareholding structure with over 180 different public shareholders 
(municipalities in the Emilia Romagna region), approximately 300 Italian and international 
institutional investors and approximately 40,000 private shareholders. The absence of a controlling 
shareholding in Hera’s structure (the largest shareholder is the municipality of Bologna with 
approximately 15%) is a feature which distinguishes Hera from the other Italian Local Utilities. 

Shareholding Structure 

 

Further to the merger through incorporation of the company Meta Spa, 176.8 million new Hera 
shares were issued. Hence the total number of ordinary Hera shares has risen from 839.9 to 
1,016.8 million shares. As at 30 June 2006, the Hera Group capitalised approximately Euro 2.6 
billion. 
 
Relations with the Financial Market 

Relations with market operators were particularly intense, also in the first half of 2006. An 
international road show was organised for the bond issue which involved the management, starting 
from 27 January until 2 February, as well as another road show following the presentation of the 
annual report. The latter road show involved Hera's management in various meetings in the main 
European markets for three weeks, starting from 29 March until 20 April  

On the occasion of the international road show organised following the presentation of Hera's 
annual report, the company participated in the Borsa Italiana conference organised in New York, 
which included the leading Italian listed mid-cap companies. 

Municipality of Bologna; 
14,99%

HSST - Mo SpA; 13,73%

CON.AMI; 5,31%

Free float; 36,81%

Municipality of Rimini; 
2,37%

Municipality of Ferrara; 
2,17%

Municipality of Cesena; 
2,29%

Ravenna Holding; 4,80%

Municipality of Forlì; 
2,15%

Other Municipalities; 
11,22%

Amber Capital LP; 2,16%

Schroeders Investment 
Management Limited; 

2,00%
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More recently, Hera was invited to the conferences organised on 31 May in Milan by Mediobanca, 
on 21 June in Paris by Oddo Securities, and on 23 June in London by Merrill Lynch, in 
collaboration with Borsa Italiana. 

The Hera Investor Relations division maintained close contact with institutional investors also 
through company visits for individual investors organised during the quarter. 

The Investor Relations section available on the Hera website (www.gruppohera.it) contains all 
information on events involving the Group during this half year. The website, now considered to be 
one of the Group’s main communication tools, has also been further developed also in the Investor 
Relations section, also available in English.  
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2.01.01 Corporate Events and Group Structure  

 
The first half of 2006 was characterised by intense rationalisation of the Group’s corporate 
structure, which had already led to the disposal/liquidation of 23 investee companies in 2005, as 
well as 3 mergers/splits, including the merger by absorption of Meta S.p.A. into Hera S.p.A. 
 
The following is a list of the main extraordinary operations that took place during the period: 
 
HERA RETE MODENA S.r.l.: 
On 27 June 2006, executing the preliminary agreement signed on 13 March 2006, Hera S.p.A. and 
Enel Distribuzione S.p.A. signed the final purchase agreement for the entirety of the latter’s 
shareholding in Hera Rete Modena S.r.l., specialised in the distribution and sale of electricity in 18 
municipalities in the Province of Modena. 
The effects of this transaction are considered to have taken effect starting on 30 June 2006. 
 
GEAT DISTRIBUZIONE GAS S.p.A.: 
On 29 June 2006, the deed of merger by absorption of Geat Distribuzione Gas S.p.A. into Hera 
S.p.A. was signed, considered for tax purposes to take effect on 1 July 2006. The former company 
was entirely controlled by the Municipality of Riccione and operates in the distribution of gas in the 
area. 
 
FLAMEENERGY TRADING GmbH: 
On 19 April 2006, Hera Trading S.r.l. (100% owned by Hera S.p.A.) and VNG Erdgascommerz 
GmbH established FlameEnergy Trading GmbH with joint shares; the new company, founded 
under Austrian law and headquartered in Vienna, markets, transports and procures natural gas on 
the Austrian, Swiss, French and Slovenian markets. 
 
The following is a list of disposals of company shareholdings: 
 
PENISOLAVERDE S.p.A., a company providing services relating to waste materials. 
 
FERRARA T.U.A. S.p.A., a company managing services relating to parking and paid stopping. 
 
4ITALY S.r.l., a company that invests and participates in business initiatives in the public service 
sector in Central Eastern Europe. 
 
The following companies were voluntarily wound up: 
 
RIO D’ORZO S.r.l., a company involved in planning, managing and building landfills. 
 
BIOENERGY S.r.l. Unipersonale, a company providing and managing ecological, environmental 
and sanitary services relating to waste processing. 
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TS DISTRIBUZIONE GAS S.r.l. Unipersonale, a company that installs and manages systems that 
transport and distribute combustible liquids and methane gas. 
 
HERA IMMOBILIARE S.r.l. Unipersonale, a company that acquires, exchanges, builds and sells 
real estate. 
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HERA SpA – Share Capital Euro 1,016,752,026 – Situation as at 30 June 2006  

 

REFRI S.r.l.

Democenter - 
Sipe S.c.a r.l.

HERA GAS TRE 
S.p.A.

SEAS S.c.a r.l.

Ecologia 
Ambiente S.r.l.

Calenia Energia 
S.p.A.

SOTRIS S.p.A.

VIVISERVIZI S.r.l. 
Cons.

Hera Rete 
Modena S.r.l.

Hera Energie 
Bologna S.r.l.

interest held by 
HERA TRADING 

TS Energia S.r.l.

interest held by 
HERA COMM S.r.l.

SINERGIA S.r.l.

INGENIA S.r.l.

ITALCIC S.r.l.

interest held by 
HERA COMM S.r.l.

interest held by 
HERA COMM S.r.l.

ERIS S.c.a r.l.

interest held by 
HERA TRADING 

GALSI S.p.A.

interest held by 
HERA COMM S.r.l.

FlameEnergy 
Trading Gmbh

SGR Servizi S.p.A. Ecosfera S.p.A.

YELE S.p.A.

interest held by 
HERA TRADING 

DYNA GREEN 
S.r.l.

CALORPIU' 
ITALIA Soc. 
Cons. a r.l. 

HERA LUCE 
S.r.l.

AMBIENTE 3000 
S.r.l.

FEA S.r.l.

ADRIATICA 
ACQUE S.r.l.

CONSORZIO 
FRULLO

interest held by 
HERA COMM S.r.l.

AMBIENTE MARE 
S.p.A.

interest held by 
HERA COMM S.r.l.

ROMAGNA 
COMPOST S.r.l.

Delta.Web 
S.p.A.

ARES S.p.A. 
Cons.

CONSORZIO 
ENERGIA SERVIZI 

BOLOGNA

CONSORZIO 
RIZZOLI 
ENERGIA

NUOVA GEOVIS 
S.p.A.

SERVICE IMOLA 
S.r.l.

META SERVICE 
S.r.l.

ACANTHO S.p.A.

MEDEA S.p.A.

SINERGIE 
AMBIENTALI 

S.p.A.

ASPES 
MULTISERVIZI 

S.p.A.

ENERGIA 
ITALIANA 

S.p.A.

RECUPERA S.r.l.

METAENERGY 
S.r.l.

MODENA 
NETWORK 

S.p.A.
ASA S.p.A.

CALORPIU' 
MODENA Soc. 

Cons. a r.l. 

interest held by 
HERA COMM S.r.l.

SERVICE 
DIVISION

SALES AND 
MARKETING 
DIVISION

NETWORK AND R&D 
DIVISION

ENVIRONMENT 
DIVISION

FAMULA ON-
LINE S.p.A.

HERA COMM S.r.l.
UNIFLOTTE 

S.r.l.

ISGAS Energit 
Multiutilities S.c.a 

r.l.

HERASOCREM 
S.p.A.ACEF S.r.l.

CALES S.r.l.

HERA TRADING 
S.r.l.

AKRON S.p.A.

GAL.A S.p.A.

SET S.p.A.

HERA SERVIZI 
FUNERARI S.r.l.

HERA BOLOGNA 
S.r.l.

BUSINESS 
DEVELOPMENT

 
Continued 
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HERA SpA – Share Capital Euro 1,016,752,026 – Situation as at 30 June 2006 

 

A.Se.R. 
S.c.a r.l.

VIVISERVIZI S.r.l. 
Cons.

CONSORZIO 
ENERGIA SERVIZI 

BOLOGNA

CONSORZIO 
RIZZOLI 
ENERGIA

AGEA RETI 
S.r.l.

HERA RAVENNA 
S.r.l.

AGESS S.c.a r.l.HERASOCREM 
S.p.A.

CENTURIA 
RIT S.c.a r.l.

HERA SERVIZI 
FUNERARI S.r.l.

HERA MODENA 
S.r.l.

HERA BOLOGNA 
S.r.l.

HERA FERRARA 
S.r.l.

HERA RIMINI 
S.r.l.

HERA FORLI'-
CESENA S.r.l.

HERA IMOLA-
FAENZA S.r.l.

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The following investee companies are to be sold: Estense Global Service S.c.a.r.l., acquired in the AGEA 
and ACOSEA merger/split with HERA S.p.A.; Agenzia per l'Energia e lo Sviluppo Sostenibile. AV2 
Ecosistema S.p.A., Modena Formazione S.r.l. and SO.SEL S.p.A., acquired in the merger of META S.p.A. 
into HERA S.p.A. 
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2.01.02 Performance of the Hera Group in the First Half of 2006 

 
2.01.02.01 Financial and Economic Results 

 

At the end of the first half of 2006, all of the Hera Group's consolidated economic indicators 
were up from the same period of the previous year. 
 
We would like to remind the reader that at the end of 2005 the companies from Modena (Meta 
Group) were absorbed into the Hera Group, and that although this did not have an effect on 
last year’s results, which were prepared according to IAS/IFRS rules, it did, however, have a 
significant effect on the structure and performance of many of the Group’s areas of activity. In 
particular, at the beginning of 2006 Modena-area activities were hived off into the new 
company Hera Modena, which is the seventh locally-operating company in the Group’s 
organisational structure.  
 
The following representation was prepared in full application of IAS rules as established by the 
law for publicly traded companies. 
  
Revenues as at 30 June 2006 rose to Euro 1,179.0 million, compared to Euro 881.7 million in 
the first half of 2005 (+ 33.7%), along with gross operating margin, up from Euro 154.9 million 
to Euro 209.9 million (+ 35.5%), and operating income, up from Euro 95.0 million to Euro 122.2 
million (+ 28.5%): net profit for the period showed a 26.8% increase, as indicated in the 
following table: 
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Income Statement (Euro millions)  30 June 05 Inor.% 30 June 06 Inor.% Change Change 

% 
       

Revenues  881,7  1.179,0  +297,3 +33,7% 

Change in inventories of finished 
products and work in progress 

 (0,2) 0,0% 3,9 0,3% +4,1 -2251,4%

Other operating revenues  14,9 1,7% 15,1 1,3% +0,2 +1,5% 

Raw materials and consumable 
materials 

 (417,3) -47,3% (616,6) -52,3% -199,4 +47,8% 

Service costs  (201,6) -22,9% (240,7) -20,4% -39,1 +19,4% 

Other operating costs  (53,6) -6,1% (58,4) -5,0% -4,8 +8,9% 

Staff costs  (117,3) -13,3% (142,2) -12,1% -24,8 +21,2% 

Capitalised costs  48,3 5,5% 69,9 5,9% +21,5 +44,5% 

     

EBITDA  154,9 17,6% 209,9 17,8% +55,0 +35,5% 

     
Depreciation, Amortisation and 
Provisions 

 (59,8) -6,8% (87,8) -7,4% -27,9 +46,7% 

     

EBIT  95,1 10,8% 122,2 10,4% +27,1 +28,5% 

     

Quota of profits (losses) of 
associated companies 

 (0,3) 0,0% 1,1 0,1% +1,5 -465,6% 

Financial income (charges)  (22,9) -2,6% (24,0) -2,0% -1,1 +5,0% 

     

Pre-tax profit  71,9 8,2% 99,3 8,4% +27,4 +38,2% 

Income taxes  (25,0) -2,8% (39,9) -3,4% -14,9 +59,6% 

     

Net profit (loss) for the year  46,9 5,3% 59,4 5,0% +12,5 +26,7% 

 



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 29

 
In order to help the reader to better understand the economic indicators above mentionated, 
the same set of figures is also provided below in pro-forma format for 2005, including the 
results of the Modena-area companies. 
 
Income Statement (Euro millions)  30 June 05 

pro-forma 
Incr.% 30 June 06 Incr.% Change   Change 

% 
       

Revenues  1.067.2  1,179.0  +111.7 +10.5% 

Change in inventories of finished 
products and work in progress 

 (0.3) 0.0% 3.9 0.3% +4.2 -1364.3%

Other operating revenues  20.6 1.9% 15.1 1.3% -5.5 -26.8% 

Raw materials and consumable 
materials 

 (517.7) -48.5% (616.6) -52.3% -99.0 +19.1% 

Service costs  (229.4) -21.5% (240.7) -20.4% -11.3 +4.9% 

Other operating costs  (62.1) -5.8% (58.4) -5.0% +3.7 -6.0% 

Staff costs  (138.6) -13.0% (142.2) -12.1% -3.6 +2.6% 

Capitalised costs  48.3 4.5% 69.9 5.9% +21.5 +44.5% 

     

EBITDA  188.1 17.6% 209.9 17.8% +21.9 +11.6% 

     
Depreciation, Amortisation and 
Provisions 

 (74.5) -7.0% (87.8) -7.4% -13.2 +17.8% 

     

EBIT  113.6 10.6% 122.2 10.4% +8.6 +7.6% 

     

Quota of profits (losses) of 
associated companies 

 (0.3) 0.0% 1.1 0.1% +1.5 -465.6% 

Financial income (charges)  (23.3) -2.2% (24.0) -2.0% -0.7 +2.9% 

     

Pre-tax profit  89.9 8.4% 99.3 8.4% +9.4 +10.5% 

Income taxes  (32.9) -3.1% (39.9) -3.4% -7.0 +21.3% 

     

Net profit (loss) for the year  57.0 5.3% 59.4 5.0% +2.4 +4.2% 

 
 
 

When the same perimeter is considered, more than 75% of the increase in Revenues from 
Euro 1,067.2 million to Euro 1,179.0 million (+ 10.5%) is due to the increase in the cost of 
natural gas. The other business lines posted considerable increases in revenues in the  
Environment, Water Cycle and Other Services areas. 
  
The Euro 99.0 million (+ 19.1%) increase in Raw materials and consumable materials is 
almost entirely due to the increase in the cost of natural gas. 
 
The total increase in other operating costs (Service costs, up Euro 11.3 million, and Other 
operating costs, down Euro 3.7 million) of Euro 7.6 million (+ 2.6%) was effectively contained 
if considered in relation to increased turnover confirming the efficiency of the process of 
rationalisation and the search for increased efficiency the Group has engaged in since its 
foundation.   
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In 2006 Staff costs rose from Euro 138.6 million to Euro 142.2 million (+ 2.5%), while as a 
percentage of revenues they showed an improvement of nearly one percentage point over the 
first half of 2005. 
 
The increase in Capitalised costs, which rose from Euro 48.3 million to Euro 69.9 million, is 
two-thirds due to increased investment in the water sector over the first half of 2005, and one-
third to the inclusion of the Modena-area businesses into the group’s organisational perimeter.  
 
The Group’s consolidated EBITDA increased by 11.6%, up from Euro 188.1 million in the first 
half of 2005 to Euro 209.9 million in the first half of 2006. This result was attained through the 
positive performance of all of the Group’s areas of activity (Environment, Water Cycle, 
Electricity, Natural Gas, and Other Services).  
 
As a percentage of revenues, gross operating margin was up slightly from the first half of 
2005, increasing from 17.6% to 17.8% in spite of the increase in the cost of natural gas; if the 
effect of this increased cost is ignored, margins increase to 19%. 
 
Amortisation, Depreciation and Provisions increased in absolute value by Euro 13.2 million 
(+ 17.8%): this increase is related to the important investment plan regarding the integrated 
water cycle (with consequent tariff increases) and the Group’s plant systems in support of 
future economic development.  
 
The first half of 2006 ended with an EBIT of Euro 122.2 million, an increase of 7.6% over the 
same period of the previous year, including the results of the Modena-area businesses. This 
result, which takes on added significance in the light of the increase in amortisation and 
depreciation described above, was made possible by the ongoing rationalisation and 
increased efficiency that the Group continues to engage in; furthermore, it should be noted 
that the synergies relating to the integration of the Modena-area companies have yet to 
develop their full potential. 
 
Financial charges remain substantially stable compared to the first half of 2005, increasing 
from Euro 23 million to Euro 24 million, in spite of the following factors: 

o an approximately Euro 200 million increase in debt 
o trend towards increasing interest rates 
o consolidation of all debt over the long term and at fixed rates  
o a 10.5% increase in revenues 

Consequently, as a percentage of revenues, financial charges decreased from 2.2% in the first 
half of 2005 to 2.0% in the first half of this year.  
 
In the light of the above information, the period ended with a Net profit of Euro 59.4 million, up 
4.3% from the same period last year. Growth increases to 26.8% if the Modena area is 
excluded. 
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Analysis of Invested Capital and Sources of Financing  
 
The following table provides a reclassification of the Group’s balance sheet as at 30 June 2006 
compared with the figures as at 31 December 2005, which offers insight into the evolution of the 
performance of net invested capital and sources of financing: 

 
 

(Euro millions) 31 Dec 05 
pro-forma Incr.% 30 June 

06 Incr. % Change 
% 

      
Net fixed assets 2,363.0 95.9% 2,554.2 104.9% 8.1%
Net working capital 322.0 13.1% 111.4 4.6% -65.4%
(Provisions) (220.8) -9.0% (231.3) -9.5% 4.8%
           
Net invested capital 2.464.2 100% 2.434.3 100% -1.2%
      
Shareholders' equity 1,490.2 60.5% 1.461.8 60.0% -1.9%
Long-term debt 523.7 21.3% 995.8 40.9% 90.1%
Net short-term position 450.3 18.3% (23.2) -1.0% -105.2%
Net financial position 974.0 39.5% 972.6 40.0% -0.1%
      
Total sources of financing 2,464.2 100% 2,434.3 100% -1.2%

 
Net invested capital remained substantially constant over the first six months of 2006, falling 
slightly from Euro 2,464 million to Euro 2,434.3 million. This situation is nonetheless the result of 
the equilibrium created by increasing fixed assets and decreasing working capital. 
 
Fixed assets totalled Euro 2,554.2 million in 2006, compared to Euro 2,363.0 million in 2005. This 
increase is due to the high level of investment engaged in during the first half of 2006, for details of 
which the reader is referred to the relative paragraph. 
 
Provisions stood at Euro 231.3 million on 30 June, compared to Euro 220.8 million as at 
31.12.2005. The increase may be ascribed to allocations to employee severance indemnities net of 
use and allocations to provisions for risks and charges, as may be seen in the Income Statement. 
 
The decrease in working capital, which dropped from Euro 322.0 million on 31.12.05 to Euro 111.4 
million on 30.06.06, was of fundamental importance. In addition to seasonal effects, this decrease 
may be ascribed to the implementation of new SAP invoicing systems which resulted in delays in 
issuing invoices and caused a build-up of receivables from clients and made it impossible to issue 
reminders for recovering past due invoices. For a breakdown of the single items that have had an 
effect on net working capital the reader is referred to the explanatory notes. 
 
Shareholders’ equity, which decreased from Euro 1,490.2 million to Euro 1,461.8 million, was 
affected by the payment of dividends last financial year, and includes net profit for the period net of 
the estimated tax effect.  
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The total net financial position remained substantially unchanged from 31 December 
2005, dropping slightly from Euro 974.0 million to Euro 972.5 million at the end of June 
2006. 
 

  31 Dec 05 30 June 06
   
Non-current securities and other financial receivables  53.4 20.5
Due to banks/long-term loans  (521.4) (1,027.3)
Due to financial leases coming due after the next financial year  (39.9) (32.7)
Financial assets   41.9
Derivatives (15.8) 1.8
   
Net medium to long-term debt (523.7) (995.8)
   
Due to financial leases coming during the next financial year  (9.8) (12.7)
Other financial receivables (payables)  (1.2) 2.1
Bank payables/short-term loans  (636.8) (279.3)
Cash in banks and on hand  189.1 307.6
Current financial assets  8.4 5.6
   
Net short-term debt (450.3) 23.3
   

Total net debt (974.0) (972.5)
 
Nonetheless, the different breakdown of medium to long-term debt and short-term debt should be 
noted. This change should be ascribed to the placement of a bond in the first half of 2006 for a 
total value of Euro 500 million. This operation has allowed the Group to improve the balance of its 
asset structure, offsetting the high level of fixed assets with a net financial position consisting 
entirely of medium/long-term debt. 
 
The reliability of the Group’s economic and asset structure is confirmed by the assignment of an 
A+ rating by Standard & Poor’s and an A1 rating by Moody’s.  
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Hera Group Investments 
 
The Group’s tangible and intangible investments totalled Euro 145 million, compared to Euro 130 
million in the same period of the previous year. In order to present homogenous data for 
comparison, the 2005 figures include the effects of the changes relative to the Modena area 
(former Meta Group). 
In the first half of 2006 the Group invested in shareholdings and acquisitions for a total of Euro 
110.9 million (Euro 107.5 million to purchase the Enel Modena networks and Euro 3 million for the 
Calenia Energia shareholding). 
In particular, a breakdown of investments by sector of activity is provided below. 
 

Total Investments     

(Euro millions) 
30 June 

05   30 June 06 
  

     
Gas area  12.1  24.6  
Electricity area 3.6  4.6  
Integrated Water Cycle 
area 30.6  43.8  

Environment area 45.6  35.5  
Other Services area 10.2  12.9  
Central Structure 27.9  23.6  
     

Total  130.0   145.0   
 
Investments in natural gas service in the area in question are mainly relative to expansion and 
enhancement of networks and plant systems. Investments by the company Medea regard the 
completion of the second stage of the project to construct a methane gas pipeline in Sassari, and 
the purchase of plant systems by the company Geat in Riccione is also significant. 
 

Natural Gas     

(Euro millions) 30 June 05   30 June 06   
     
Territory 9.4  10.4  
Medea 2.7  1.1  
GEAT plant systems 
purchase   13.1  

     
Total Natural Gas 12.1   24.6   

 



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 34

 
Investments in the Electricity service relate to the expansion of service and extraordinary 
maintenance in plant systems and distribution networks for the Modena and Imola area, while 
investments in combined cycle gas turbine power plants are in connection to the new Imola facility. 
 

Electricity     

(Euro millions) 30 June 05   30 June 06   
     
Territory 3.5  4.2  
CCGT 0.1  0.4  
     
Total Electricity 3.6   4.6   

 
Investments relative to the integrated water cycle are up on the whole compared to the same 
period of last year, mainly due to agreements signed with local Optimal Territory Environment 
Agencies, consequently reflected in tariff increases. They mainly regard expansion and 
enhancement of networks and plant systems.  
 

Integrated Water Cycle     

(Euro millions) 30 June 05   30 June 06   
     
Aqueduct system 20.0  25.8  
Purification system 3.2  9.0  
Sewerage system 7.4  9.0  
     
Total Water Cycle 30.6   43.8   

 
In the environment area, intervention on plants spread out throughout the territory remained in line 
with the previous year, while intervention by investee companies decreased. Investments in waste-
to-energy plants were mainly concentrated in the Modena and Canal Bianco (FE) facilities, which 
entered the full realisation phase. 
 

Environment     

(Euro millions) 
30 June 

05   30 June 06 
  

     
Territory 4.9  4.6  
Investee Companies 18.4  4.6  
FEA 8.9  1.3  
WTE Canal Bianco 3.2  12.6  
WTE Modena 4th line 9.8  7.8  
Other WTE 0.4  4.6  
     
Total Environment 45.6   35.5   
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Investments in the district heating service are related to expansion of the service in the area of 
Bologna (Euro 2.5 million), Ferrara (Euro 1.1 million), and Imola (Euro 2.0 million).  
Telecommunications investment relates to intervention concluding the regional telecom plan for 
fibre-optic connections. In the Public Lighting sector, investments were in relation to the installation 
of new light units and extraordinary maintenance of already existing units. Investments in Other 
services were mainly aimed at building new micro-cogeneration facilities and heat management of 
thermal plants. 
 

Other services     

(Euro millions) 
30 June 

05   30 June 06 
  

     
District heating 4.3  6.1  
Telecommunications 3.1  0.6  
Public lighting 0.8  2.5  
Other 2.0  3.7  
     
Total Other Services 10.2   12.9   

 
Investments in the central structure were down on the whole. Investments in IT systems were 
mainly relative to implementation of the company IT system, especially the SAP-ISU system and 
its interface with SAP-R3. In the other investments category, investment in the renewal of the 
operating vehicle fleet was of particular importance (Euro 4.5 million). 
 
 

Structure     

(Euro millions) 30 June 05   30 June 06   
     
Real estate investments 3.5  4.4  
IT systems 15.2  12.0  
Other investments 9.2  7.2  
     
Total 27.9   23.6   
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Reconciliation Statement  
 
 

BALANCES AS PER THE PARENT COMPANY'S 64.513 1.408.480
FINANCIAL STATEMENTS FOR THE PERIOD

Elimination of the effects of transactions between
consolidated companies, net of tax effects:

     Reversal of write-down on equity investments in subsidiaries 2.185

Effect of the change and the standardisation of accounting
policies within the Group, net of tax effects:
-     Dividends recorded -49.893
-     Valuation at equity of companies carried at cost in statutory financial statements 107 -5.516

Book value of consolidated equity investments -231.066
Shareholders' equity and net profit for the year of consoldiated companies 39.960 253.076
Allocation of differences to assets of consolidated companies
and related amortisation/depreciation:

-    Goodwill on consolidation 13.790
-     Dividends recorded on an accruals basis
-     Other adjustments -1.654 -6.760

TOTAL 55.218                1.432.004           

Allocation of portion pertaining to minority interests 4.227 29.747

BALANCES AS PER CONSOLIDATED FINANCIAL STATEMENTS 59.445                1.461.752           

RECONCILIATION STATEMENT BETWEEN THE HALF YEARLY SITUATION OF THE PARENT COMPANY AND THE 
CONSOLIDATED HALF YEARLY SITUATION

NET RESULT SHAREHOLDER
S' EQUITY
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2.01.02.02 Regulatory Framework 

 
The main changes that have been made to the regulatory framework and tariff system in the 
reference markets  

 
1. Energy: the evolution of the regulatory framework  

In a context still dominated by the high level of international prices for energy resources and 
concern about the ability of national infrastructures to meet growing demand, especially in regard 
to natural gas, the beginning of the new legislature was marked by intensifying debate about 
reform of competition in energy markets. 

Although intervention by the Parliament and the current Administration is still in the preliminary 
stages, certain legislative trends are emerging: 

• acceleration of the liberalisation process (a bill that would reorganise the energy sector, 
referred to as the "DDL Bersani" ("Bersani bill" and authorise the administration to ratify EU 
sector legislation) with an emphasis on the legal separation of integrated entities that 
manage energy transport infrastructure, the evolution of the role of the regulator (who 
would receive greater powers, although in keeping with the dynamics of a market that is to 
be fully open to competition by 2007), and a revival of policies promoting renewable energy 
sources coordinated with the need to reduce the costs of the system; 

• efficiency of ownership structures in the industry, to be sought out through synergies that 
may be obtained by reducing the current state of fragmentation by granting explicit 
incentives towards utilities combinations (Economic and Financial Planning Document, 
possibly including the adoption of any proposals considered urgent when next year's 
budget is approved) 

• reform of incentives for the use of renewable energy (bill n. 786 proposed by Parliament 
on 11 July 2006 entitled “Regulations for the implementation of the Kyoto protocol by 
developing renewable energy, and efficiency, innovation and mobility in the energy sector”) 
through a gradual abandonment of the current “market” system (use of efficient and 
renewable energy securities) and the adoption of a direct support system granting 
regulated collection prices diversified according to source and technology.  

 

The actions of the Administration and Regulating Authority seem to have been shaped by an 
awareness that a reform of the legislative framework that presides over market function must be 
accompanied by decisive support in bringing underlying infrastructures for exchange and 
importation of primary sources up to standard; the Office of the Prime Minister has set up a 
“command centre” to monitor and accelerate increased cross-border natural gas importation and 
the construction of new re-gasification plants among the 12 already authorised facilities. Increased 
energy demand (3-4 billion additional cubic metres per year) created by the approximately 7 GW of 
new natural gas burning power generation scheduled to come on line shortly, and the gradual 
abandonment of “traditional” fossil fuels in the industrial and residential sectors in favour of natural 
gas mean the effort being made to secure the Italian system a significant additional supply,  
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estimated at approximately 20-25 billion cubic metres per year, in the relatively near term are all 
the more important.  

When the new infrastructure has been built, the stage will be set for structural reform of the entire 
market structure, which is currently severely limited by the rigidity of procurement structure, and for 
creation of the liquidity needed to transform the national network in the continental "hub" 
envisioned by regulators.  

 

The attempt to limit the potential consequences of a new "gas crisis" in the short term are no less 
important, given that it cannot be excluded that such an event will occur during the next thermal 
year, due to continuing insufficiency of infrastructure. In this light, urgent measures have been 
taken regarding obligations on capacity-holders to maximise their natural gas importations, to "fill" 
reserve sites, and regarding management of "interruptables”.  

 

Legislative activity in the electricity sector, on the other hand, began with consulting overseen by 
the Ministry of the Environment and will most likely be finalised in the autumn with the new national 
plan on the allocation of CO2 emissions certificates. The directive that promotes the EU market 
for the exchange of emissions rights has completed the first phase of “nearing” its final goals; in the 
period from 2008 to 2012, Member States will have to guarantee that emission reduction 
commitments are kept (for Italy -6.5% from the base year, 1990). The new plan is likely to contain 
further restrictions on allocations guaranteed during the first phase, at the end of which Italy was 
already reported for having a “debt” of redeemed certificates compared to actual emissions. As a 
result, the power generation sector will be penalised; measures are currently being studied to 
reduce the economic burden, which, however, has already been partly passed on by operators to 
customers in the form of increases in the price of wholesale distribution.   

 

1.1 Electricity: Regulations and the Tariff Framework 

Oil price dynamics and the influence of “systemic” components (prices set for renewable and 
similar energy sources, research and “stranded” costs, which were higher due to legal interest 
owed on delayed payment) led the Authority for Electricity and Gas to implement a 5.8% average 
increase of the non-eligible electricity tariff, gross of taxes, the equivalent of an increase of Euro 
0.0084 per kWh as part of its review for third quarter 2006. The update for the second quarter had 
entailed an analogous increase (5.7% on average, equivalent to Euro 0.0078 per kWh, and a Euro 
20 yearly increase in the bill of a "typical" non-eligible customer). 

Later increases were in response to worsening procurement conditions encountered by the sole 
purchaser for the electricity market, which continues to report prices substantially higher than the 
European average in spite of the gradual introduction of efficient plants (gas-fired combined cycle 
units).  

The Authority, partly in response to the apparent “disconnection” of price forming mechanisms on 
the day-to-day market from industry fundamentals, decided to resume analysis of the behaviour of 
producers ("Update of the preliminary investigation of the state of liberalisation o the wholesale  
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electricity market”, resolution 197/06), after it had concluded during an earlier investigation that it 
was plausible that exercise of market power was among the determining factors that had led to 
structurally high wholesale prices.  

At the same time, the Authority completed its reform of the time slots on which the public utility 
price structure is based; the new system, which will go into effect on 1 January 2007, combines the 
current four slots into three (peak, intermediate, and off-peak) in order to better respond to actual 
market price forming conditions.  

 

Reform of the “avoided fuel cost” component for compensation of energy provided by CIP 6 
plants, which the Authority intends to bring into line with the new criteria for the economic 
condition of the supply of natural gas set out by resolution 248/04, should serve to offset, at least 
partially, the effects of constantly rising wholesale prices and non-eligible electricity prices; 
consultation on the issue was initiated in June 2006. However, any manoeuvres to lessen the 
burden of electricity bills on Italian consumers, even if they are currently in the consulting stages 
and their legislative destiny is still uncertain, would seem to be compromised by the intervention, 
currently being finalised, to cover increased expense sustained by producers, who have been 
allowed to increase the use of fuel oil instead of natural gas in poly-combustible power plants in 
response to last winter's gas crisis.  

 

A number of provisions were adopted or are currently being finalised with a view to the total 
opening of the electricity market to competition, which according to EU legislation is scheduled to 
take place in July 2007; the "package" promoted by the Authority ranges from marketing issues 
(regulations to facilitate "switching", an inquiry on call centre management), to quality 
(unambiguous determination of interruption of service to low-tension customers and expansion of 
indemnities for interruption of distribution), to widespread implementation of distance management 
technologies for metre devices.    

 

The Authority has also initiated the procedure to comply with the sentence handed down by the 
Council of State, which provided its definitive judgment of the dispute regarding the value to assign 
to distribution assets formerly belonging to Enel for tariff purposes; these assets were 
purchased by municipal enterprises as part of the Bersani law, and the court determined their 
value should be determined based on their sale price, if set by arbitration, or by "financial 
techniques" when arbitration was not involved.  

Lastly, of the provisions relevant to the HERA Group’s activity, we would like to draw the reader’s 
attention to resolution n. 188 of 6 August, which established directives for the compensation fund 
on the correct valuation of the contribution of fossil fuels to the functioning of biomass and waste-
fired plants, and increased the generic limit to 5%; this limit is the "absolute minimum" quantity a 
plant must use to be considered a "renewable energy plant", and in particular cases (incinerators 
that recoup energy from dangerous waste) permits managers to submit well-motivated petitions for 
recognition of a higher admissible threshold on an individual basis.  



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 40

 

1.2 Natural Gas: Regulations and the Tariff Framework 

Subsequent to the Council of State’s granting, on 21 March 2006, of the appeal by the Authority for 
Electricity and Gas against the previous trial ruling that had voided its resolution 248/04, the 
regulator intervened with a series of provisions that re-establish the principles of 248/04 and the 
similar resolution 298/04 affecting mechanisms for updating of the resource component in order to 
partially offset the effects of constantly rising international crude oil prices.  

In its usual tariff adjustment resolution for second quarter 2006 (n. 63), the Authority nonetheless 
proceeded with an approximately Euro 0.0143 increase per cubic metre for non-eligible customers 
(those who consume less than 200,000 cubic metres a year), equivalent to an average tariff 
increase of 2.1%, due to the effect of the adjustment of end prices to the development of 
international energy markets.  

In furtherance of its aims of reforming the economic conditions of supply (suspended de facto 
pending the decision of the administrative appellate court), the Authority also adopted two 
provisions (nos. 64 and 65), which: 

• set a "discount” of Euro 0.0025 per cubic metre on the tariff as partial compensation for 
any sums owed by sellers to end customers due to failure to apply previous resolution 
195/02 in the stead of 248/04 in 2005 and pending the decision of the administrative court 
(the latter resolution, as described in previous reports, was declared void at trial); 

• asks retailers to document contacts and negotiations with wholesalers in order to check for 
compliance with the provisions set out by article 2 of resolution 284/04, which “shifted” the 
greater burden in applying the new criteria of revision of the resource component from 
sellers to wholesalers; 

• launches a review of the entire issue, partly motivated by the serious conflict created by the 
opposition that natural gas operators have put up against provisions revising the 
adjustment mechanism, which, however, had taken place when procurement contracts 
were already in place and during a period of great tension in the world energy market.  

This review, after due consultation with the affected parties, was concluded with the adoption of 
resolution n. 134 28 June 2006, which has left many points of debate unresolved and has not put 
to rest the industry’s concerns regarding the economic feasibility of the tariff manoeuvre. 
Resolution 134/06: 

• establishes an increase in the economic conditions of supply of € 0.015 until July 2008 in 
order to cover greater fixed sales costs 

• allows for a nearly total recovery of greater procurement costs if systematic increases raise 
the price of oil over $ 60 a barrel. 

• introduces a “renegotiation incentive” in the form of retrocession to the seller of 50% of the 
difference between the economic conditions (more favourable to the retailer) triggered by 
the application in 2005 of resolution 195/2002 and the new conditions set out by resolution 
248/04 for sellers who prove they have negotiated with their wholesalers to obtain 
procurement conditions in line with new procurement criteria for the "resource" component.  
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The resolution does not address criteria for covering the increased costs borne by sellers (due to 
the impact of the application of provisions re-implementing the criteria of former resolutions 298/05 
and the above-mentioned 63/06) in the first half of 2006, thereby creating a further level of 
uncertainty; indeed, the regulations place the burden on wholesalers, but the mechanisms by 
which the burden will actually be charged are not yet clear.  

Partly due to the effect of continuing legal uncertainty (the Council of State is expected to deliver its 
decision on the Authority's appeal in October, which is still pending for numerous appellants, 
against the earlier voiding of resolution 284/04), it is not known how effective the new regulations 
will be, and the overall economic impact on the economic conditions of supply is hard to imagine, 
as is a possible impact on sellers.  

It should be noted that resolution 134, like the previous quarterly adjustment provision, increases 
conditions of supply to non-eligible customers by an average of 4.2% (+ 0.0178 Euro per cubic 
metre) for third quarter 2006, also as a consequence of accentuated international price dynamics 
of energy resources.   

 

As for distribution, the process to comply with the sentence partially voiding resolution 284/04 has 
been launched for the aspect of resolution 170/04 that reforms natural gas distribution tariffs in 
terms of the application of recovery of productivity.  

The new procedure being evaluated by the Authority, which is currently engaged in consultation on 
the issue, involves an (albeit minimal) reduction of the price cap set by resolution 170 (5% of the 
sum of operating costs and amortisation and depreciation for each year of the regulatory period). 
The important new development involves an incentive towards combinations between local 
distributors in the form of a reduction of the mandatory recovery of productivity (2% granted to 
operators who increase their customers served by 10% through combination or acquisition of 
operations).  

 

The network type code was also approved and published for distribution using local gas 
pipelines. Retailers may adopt it without further formality, or, if they so desire, they may introduce 
their own code, which then needs to be approved by the Authority beforehand.  

 

Consultation regarding the regulations governing functional and accounting separation (also 
applied to the electricity sector) was concluded; in anticipation of the adoption of suitable 
provisions, the outcome of the consultation has led us to believe that the new regulations will 
create a desirable convergence between the two sectors (electricity and gas) and greater certainty 
for operators, with consequent improved comparability between economic and financial figures to 
the benefit of tariff regulation.   
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2. Local Public Services: The Evolution of the Regulatory Framework  

The debate at the beginning of the new session of the Italian legislature on the evolution of public 
utilities is not limited to the energy market reforms summarised at the beginning of this capital. Bill 
no. 772 authorising the reorganisation of local public services (put before the Senate on 7 July but 
yet to be examined by Parliament), the Administration has proposed a systematic reform, which is 
made necessary by the numerous (and not always consistent) attempts at legislative intervention 
in favour of competition that have taken place over the last few years. For the moment, the 
legislative initiative does not seem to include material relating to water service.  

It is expected that the reform of economically important local public services, which must be 
coordinated with other structural provisions, act in support the spread of an industrially-oriented 
management model and the stabilisation of the regulatory framework, partially through protection 
(regulation of "transition” with a view towards the definitive opening to the market) of the rights 
acquired by entities that have based their investment plans and industrial strategies on certain 
credit line durations. The bill states, for the first time, the explicit “residual” nature of direct credit 
lines, particularly those given by local entities to companies wholly under their control (“in-house"), 
subject of a bitter dispute at the level of EU law.  

 

Furthermore, an intense review is currently underway of the regulations triggered by legislative 
decree 3 April 2006 no. 152 regarding environmental law. The Administration has obtained the 
authority to take action through urgent measures directed towards the most controversial issues 
(for example, dumping and the concept of "waste", the latter of which seemingly contrasts with 
relevant EU regulations in the form set out by the legislative decree), which had stirred up a great 
deal of opposition during the previous legislature, and which are part of the dispute that the 
Regions brought before the Constitutional Court.  

The urgent measures were the subject of an opinion by the Environment Commissions of the 
Chamber and Senate, and were submitted to the Unified Session for consent. The Ministry of the 
Environment set up a special commission to study the issue, which will consult specialists and 
legal experts in the field.  

The organic reform of the “environmental code”, beyond urgent measures, has been postponed 
until further provisions due to the time needed to examine and reform a highly complicated issue 
(the legislative decree currently in force, which is a combination of a number of previous decrees, 
includes 318 articles and ranges from soil and water protection to waste management, 
authorisation procedures, and atmospheric emissions).  

 

2.1 Regulation and the Local Tariff Framework   

The absorption of META SpA, effective on 1 January 2006, allowed Hera Group to extend its 
integrated water and environmental hygiene services to the municipality and part of the province of 
Modena; the pre-existing conventions for management stipulated with the Optimal Territory 
Environment Agency in the province of Modena are currently being renegotiated and adjusted to 
the new management situation. For services that fall under the competence of Modena’s Optimal 
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Territory Environment Agency, the duration of conventions will be aligned with that already 
provided for in other provinces (twenty years for the water cycle and at least ten years for urban 
hygiene) in respect of national and regional sector legislation.  
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2.01.02.03 Tariffs 

 
Gas Distribution 
 
The first half of 2006, in continuity with the end of 2005, presents tariff uncertainties that have still 
not been wholly resolved. 
 
In particular: 
-  the proposed tariffs for thermal year 2005/06, although they have already been processed 
and transmitted by the Authority for Electricity and Natural Gas, still have not been approved by 
this same Authority; 
 
- definition and formal approval of the 2005/06 tariff proposals will necessarily come after the 
Authority for Electricity and Natural Gas has issued a provision ratifying the indications provided by 
the Council of State regarding the reduction of productivity recovery of the costs established for the 
entire current regulatory period, and therefore for thermal year 2005/06 as well.  
 
Tariff revenues from gas distribution from the first half of 2006 have therefore been determined by 
using as a reference the tariffs presented to the Authority for thermal year 2005/06 according to 
resolution 170/04, as modified by resolution 122/05, with a prudential hypothesis of a 5% rate of 
productivity recovery compared to the previous thermal year.  This value is in line with the initial 
provisions of resolution 170/04, and the higher indicative value (4.6%) given by the Authority in the 
document issued on 25 July 2006, which opened the consultation process that precedes the issue 
of the resolution setting the recovery rate. 
 
In this context, compared to the first half of 2005 the results of tariff revenues from gas distribution 
for the first half of 2006 show a decrease in the average unit tariff of approximately 2%, dropping 
from 0.0488 Euro per cubic metre to 0.0477 Euro per cubic metre, which, along with a 2% 
decrease in volumes (from 1,143 to 1,124 million cubic metres), led to an overall reduction in 
revenue of approximately 4%. This comparison was made by isolating the effect of the expansion 
of perimeter due to the merger with META SpA, which had not yet been proposed at the end of the 
first half of 2005. 
 
Electricity Distribution 
 
The first half of 2006 was marked by substantial continuity with the first half of 2005 in terms of 
the tariff system that regulates electricity distribution. In fact, both of the periods in question fall 
into the second regulatory period introduced by resolution 5/04 of the Authority for Electricity and 
Natural Gas. 
 
In this framework, the main differences compared to the first half of 2005 relate to resolution 
202/05, which adjusted tariff parameters for distribution and transmission in 2006, leading to 
increases over the previous year. 
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Other elements, such as time slots and measurement tariffs, are nearly unchanged from the same 
period of the previous year. 
Moreover, the equalisation mechanisms that had been provided for were confirmed. 
  
In this context, compared to the first half of 2005, the results of tariff revenues from electricity 
distribution for the first half of 2006, when analysed with like accounting methods, point to a 
decrease in average unit revenue of 2.5%, which dropped from 0.0234 Euro per kWh to 0.0228 
Euro per KWh. Even when partially offset by an increase in distributed volumes of approximately 
2.3% (from 746 GWh in the first half of 2005 to 763 GWh in the first half of 2006), the result is still a 
decrease in overall revenue of approximately 0.27%.  
 
Integrated Water Cycle 
The tariff framework relative to the integrated water cycle in 2006 presents a remarkably stable 
picture, based on agreements already entered into with Optimal Territory Environment Agencies 
that establish a 4% average tariff increase, including the 5% increase corresponding to the 
companies formerly belonging to the Meta Group. 
It should be noted that these agreed-upon increases do not account for the recovery of incremental 
costs deriving from the removal of mud from the facility. 
 
Urban Hygiene 
Agreements regarding urban hygiene were also entered into with Optimal Territory Environment 
Agencies in all of Italy in 2006. The average tariff increase established by these agreements, all 
other conditions being equal (volumes collected and service provided), was equal to 2%, including 
the increase due to companies formerly belonging to the Meta Group, equal to 2-3%. 
 
In the first half of 2006, the urban hygiene service was provided to 135 municipalities. Of these, 
46% (62 municipalities) adopted the tariff system in accordance with Presidential Decree 158/99 
covering 62% of the population in the areas served. The considerable increase in population 
served occurred through the transition to the tariff system on the part of municipalities of 
considerable size, such as Modena, Faenza and Forlimpopoli. 
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2.01.02.04 Analysis by Business Area 

 
An analysis is presented below of the operating results achieved in the business areas in which the 
Group operates: (i) sector concerned with the distribution and sale of methane gas and LPG, (ii) 
sector concerned with the distribution and sale of Electricity, (iii) Integrated Water Cycle sector 
(Aqueducts, Purification and Sewerage), (iv) Environment Sector (Waste Collection and 
Treatment) and (v) other activities (District Heating, Public Lighting, Heat Management and other 
minor services).  
 
The business areas have basically not changed as a result of the integration of Meta, which 
operated within the same spheres: by contrast, the Electricity area, in which the Modena-based 
company was leader in its province, emerges as greatly enhanced. This leadership position is 
destined to growth further for the Group, following its recent acquisition of the Enel grid.  
 
In order to provide more detailed information on the results for the first half 2006, an analysis is 
shown of the business areas in which the Group operates. The composition and evolution for the 
corresponding periods of 2005 and 2006 in terms of Revenues and EBITDA are shown in the 
graphs below: 
 

COMPOSITION OF THE BUSINESS PORTFOLIO 
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The following sections contain an analysis of the operating results generated by business area. 
The income statements by business area include structural costs, including inter-divisional 
transactions valued at current market prices and, for 2005, are inclusive of the figures relating to 
the integrated Modena area. 
 
It should also be noted that the analysis of the business areas includes the increases in 
construction on a time and materials basis/work in progress and, therefore, the related costs. 
These items, as envisaged in the indications of the IAS standards, is indicated by way of 
adjustment of the costs as costs capitalised in the individual tables. 
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Analysis of the Gas Area 
 
In the first six months of 2006, the weight of the Gas business area decreased as compared to the 
same period of the previous year, in line with expectations, in favour of other business areas of the 
Group. 
 
The importance of this business area with respect to total Group activities is illustrated below:  
 
(mn/€)  30-Jun-05 

pro-forma 
30-Jun-06  Change  % 

Change 
    

Area Ebitda  65.0 67.1  +2.1 +3.3%

    

Group Ebitda  188.1 209.9  +21.8 +11.6%

    
Percentage  34.6% 32.0%  -2.6 p.p. 

    

 
 
The results in the Gas business area for the first half 2006, while affected by the increase in the 
cost of raw materials, deriving from the high level of oil prices, and the commercial aggressivity of 
competitors for business customers, demonstrated an improvement compared to the previous 
year. This was achieved as a result of an increased number of works for customers, the acquisition 
of the distribution company Gas Riccione and the benefit of several extraordinary items of 
commercial income. 
 
The results are summarised below: 
 
Income Statement (mn/€)  30-Jun-05 

pro-forma
% Incr. 30-Jun-06 % Incr. Change % 

Change 

    
Revenues  457.3 564.4  +107.1 +23.4%

Operating costs  (376.4) -82.3% (483.2) -85.6% -106.7 +28.4%

Personnel costs  (24.5) -5.4% (24.5) -4.3% -0.0 +0.0%

Capitalised costs  8.6 1.9% 10.3 1.8% +1.8 +20.6%

    

Ebitda  65.0 14.2% 67.1 11.9% +2.1 +3.3%

 
 
Revenues in the Gas area rose by 23.4%, passing from Euro 457.3 million to Euro 564.4 million in 
the first six months of 2006, essentially in relation to the increase in the costs of raw materials, 
transferred onto the sales price. 
 
The following table sets forth the performance of the main quantitative factors which determined 
the results of the distribution and sales business: it is noted that a milder spring in this period led to 
a drop in volumes distributed and sold. The trading business fell significantly due to the lesser 
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interest expressed by international suppliers in the Italian market, and the Group’s decreased 
transport capacity. 
 
Quantitative data  30-Jun-05 

pro-forma 
30-Jun-06  Change % 

change 

    
Number of customers (thousand 
units) 

 947,756 955,236  +7,480 +0.8%

Distributed volumes (millions of m2)  1,361.5 1,340.0  -21.5 -1.6%

Volumes sold (millions of m2)  1,505.6 1,448.0  -57.6 -3.8%

- of which trading  176.0 134.2  -41.8 -23.7%

    

 
The EBITDA in the Gas business area, in relation to the effects described above, rose by Euro 2.1 
million, from Euro 65.0 million to Euro 67.1 million. 



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 50

 
Analysis of the Electricity Area 
 
The Electricity area, which represents a marginal share in terms of Group profitability, increased its 
percentage weight with the integration of the Modena area.  
 
It is also worth noting that the requent acquisition of the former Enel network in the Province of 
Modena will lead to a futher increase in the importance of this business area for the Group, starting 
from the beginning of the second half of 2006. 
 
(mn/€)  30-Jun-05 

pro-forma 
30-Jun-06  Change % 

change 

    
Area Ebitda  10.4 11.6  +1.2 +11.6%

    

Group Ebitda  188.1 209.9  +21.8 +11.6%

    

Percentage  5.5% 5.5%  +0.0 p.p. 
    

 
 
In the first half of 2006 the Electricity business area also felt the effects of the increase in the cost 
of raw materials, as evidenced in the Gas business area. This business area was repositioning in 
order to make electricity available to customers offering greater profitability. 
 
The impact of these effects is shown in the summary income statement below: 
 
Income Statement (mn/€)  30-Jun-05 

pro-forma
% Inc. 30-Jun-06 % Inc. Change % 

change 

    
Revenues  208.0 183.4  -24.6 -11.8%

Operating costs  (194.3) -93.4% (170.4) -92.9% +23.9 -12.3%

Personnel costs  (4.7) -2.3% (5.0) -2.7% -0.3 +6.9%

Capitalised costs  1.3 0.6% 3.6 1.9% +2.2 +164.1%

    

Ebitda  10.4 5.0% 11.6 6.3% +1.2 +11.6%

 
The table below shows the breakdown of revenues for the Area by type of customer, and highlights 
the decrease in volumes linked to the management policies described above. 
 
(millions of euro)  30-Jun-05 

pro-forma
% Incr. 30-Jun-06 % Incr. Change % 

change 

    
Revenues from non-eligible 
customers/distribution 

 42.3 20.7% 72.7 39.6% +30.4 +71.9%

Revenues from eligible customers  160.1 78.5% 107.5 58.6% -52.6 -32.9%

Other  1.5 0.8% 3.3 1.8% +1.8 +116.0%

    

Total revenues  203.9 100.0% 183.4 100.0% -20.4 -10.0%
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The EBITDA was not affected by the loss in volumes and, also due to the synergies provided by 
the incorporation of the Modena area, increased by 11.6%, from Euro 10.4 million to Euro 11.6 
million. 
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Analysis of the Integrated Water Cycle Area 
 
By means of the integration of the Modena area, the Group currently operates in the Integrated 
Water Cycle management sector in 170 municipalities, with more than 2.3 million inhabitants, 
linked up to a network of approximately 24 thousand km and with more or less complete coverage 
of the area in question. 

Hera operates in 6 ATOs coinciding with the Provinces of Ravenna, Ferrara, Forlì-Cesena, Rimini, 
Modena and Bologna. 

Agreements were set up with the afore-mentioned Agencies, regulating the Integrated Water 
Service and guaranteeing the Group not only the extension of the concession on average until 
2022, but also the certainty of tariff development until the end of 2007 and the guarantee of 
achieving the anticipated return on investment, in accordance with the provisions of the Galli Law, 
when fully implemented as from 2008. 
 
Also in relation to that set forth above, the Integrated Water Cycle Area demonstrated improved 
results, and confirms its percentage weight, as shown in the table below:  
 
(mn/€)  30-Jun-05 

pro-forma 
30-Jun-06  Change % change

    
Area Ebitda  42.2 47.4  +5.1 +12.1%

    

Group Ebitda  188.1 209.9  +21.8 +11.6%

    

Percentage  22.5% 22.6%  +0.1 p.p. 
    

 
The first half 2006, compared to the same period of 2005, demonstrates performance in line with 
expectations, with an increase in revenues linked both to the tariff scheme approved by the ATOs, 
and an increased number of works for customers. The increase in costs derived mainly from 
increased internal capitalisation regarding investments in the Environmental Plan and increased 
charges linked to costs for electricity. 
 
An analysis of the operating results achieved in the Integrated Water Cycle business is shown 
below: 
 
Income Statement (mn/€)  30-Jun-05 

pro-forma
% Inc. 30-Jun-06 % Inc. Change % 

change 

    
Revenues  169.0 185.0  +16.1 +9.5%

Operating costs  (117.3) -69.4% (143.1) -77.3% -25.8 +22.0%

Personnel costs  (37.9) -22.4% (39.6) -21.4% -1.7 +4.5%

Capitalised costs  28.4 16.8% 45.0 24.3% +16.6 +58.3%

    

Ebitda  42.2 25.0% 47.4 25.6% +5.1 +12.1%
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In the first six months of 2006, sales amounted to Euro 185.0 million, an increase of 9.5% 
compared to the same period of 2005, in relation to tariff increases connected to the 
aforementioned agreements with the ATOs and greater income from works. 
 
The main quantitative figures of the business area, shown in the table below, do not demonstrate 
significant variations between the two periods in question. 
 
Quantitative data  30-Jun-05 

pro-forma 
30-Jun-06  Change % 

change 

    
Volumes sold (millions of m2)  305.8 308.6  +2.9 +0.9%
Aqueduct  112.6 111.8  -0.8 -0.7%

Purification  98.0 100.1  +2.0 +2.1%

Sewerage  95.1 96.7  +1.6 +1.6%

    

 
As at 30 June 2006, the EBITDA increased by Euro 5.1 million, to Euro 47.4 million euro from Euro 
42.2 million in the same period of the previous year. 
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Analysis of the Environment Area 
 
Partly due to the contribution of the Modena area, the Environment business was the sector which 
presented the highest levels of growth in terms of Ebitda in the first six months of 2006, increasing 
its percentage by almost 2% as compared to the previous year. 
 
(mn/€)  30-Jun-05 

pro-forma 
30-Jun-06  Change % change

    
Area Ebitda  58.7 68.8  +10.1 +17.3%

    

Group Ebitda  188.1 209.9  +21.8 +11.6%

    

Percentage  31.2% 32.8%  +1.6 p.p. 
    

 
The Hera Group proves itself to be one of the most important integrated operators in the sector at 
European level due to its range of treatment and disposal plants for urban and special waste. 
 
As already indicated, in the Integrated Water Cycle area, the Group operates within the sphere of 
the 6 ATOs in the Provinces of Ravenna, Forlì-Cesena, Rimini, Bologna, Ferrara and Modena.  In 
this sector as well, agreements were finalised in compliance with the current regulations in force . 
 
An analysis of the operating results achieved in the Environment area is shown below: 
 
Income Statement (mn/€)  30-Jun-05 

pro-forma
% Incr. 30-Jun-06 % Incr. Change % change

    
Revenues  229.4 255.7  +26.3 +11.5%

Operating costs  (114.2) -49.8% (128.0) -50.1% -13.8 +12.1%

Personnel costs  (58.5) -25.5% (61.3) -24.0% -2.8 +4.8%

Capitalised costs  2.0 0.9% 2.5 1.0% +0.4 +22.3%

    

Ebitda  58.7 25.6% 68.8 26.9% +10.1 +17.3%

 
 
The figures for the first half 2006 are positively influenced by the full operations of several plants, in 
particular the waste-to-energy plant in Bologna and the plants of Ravenna’s Centro Ecologico, 
which were not completely operational in the corresponding period of the previous year. 
 
Revenues at the end of June demonstrate a rise of 11.5%, passing from Euro 229.4 million in 2005 
to Euro 255.7 million in 2006. The increase in sales is linked to the increased volumes of energy 
sold by Group plants, for about one third, and, for the remaining amount, to the increased volumes 
disposed and the acquisition of the company ASA. 
 
As the table below shows, the volumes of waste disposed increased by 7.7%, also due to an 
increase in the area of special waste. The classification of volumes treated in the first half of 2005 
has been aligned with the criteria of the current year, which provides for the elision of the sub- 
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products of the Group plants. As well, the details of the disposal method by type of waste have 
been added to the table. 
 
Quantitative data  30-Jun-05 

pro-forma 
30-Jun-06  Change % change

    
Urban waste from municipalities with 
agreements 

740,846 45,5% 784,444 44,8% +43.598 +5,9%

Waste from the market  886,039 54,5% 967,288 55.2% +81,249 +9.2%

    

Waste treated by type  1,626,885 100,0% 1,751,732 100.0% +124,847 +7.7%
    

Landfills  606,077 37,3% 645,824 36.9% +39,746 +6.6%

Waste to Energy plants  272,008 16,7% 284,949 16.3% +12,941 +4.8%

Selection plants  150,580 9,3% 141,552 8.1% -9,028 -6.0%

Compost plants  54,594 3,4% 66,169 3.8% +11,575 +21.2%

Inert. and chemical plants  396,241 24,4% 396,787 22.7% +545 +0.1%

Other  147,384 9,1% 216,452 12.4% +69,067 +46.9%

    

Waste treated in Group plants  1,626,885 100,0% 1,751,732 100.0% +124,847 +7.7%
    

 
 

Final destination of waste     
     

 
 1st half 2006    

Volumes disposed by destination  
 

Urb. Waste Special 
Waste 

Sub-
products 

TOTAL 

Landfills 275,373 314,789 55,662 645,824
Waste to Energy plants 234,461 50,215 273 284,948
Selection plants + other 93,249 48,009 294 141,552
Compost plants 47,453 18,705 11 66,169
Inert. and chemical plants 68 241,045 155,674 396,787
Third party plants 133,841 53,064 29,548 216,453

Total 784,444 725,826 241,462 1,751,732
 

 1st half 2006   
% of total Urb. Waste Special 

Waste 
Sub-

products 
TOTAL 

Landfills 35.10% 43.37% 23.05% 36.87%
Waste to Energy plants 29.89% 6.92% 0.11% 16.27%
Selection plants + other 11.89% 6.61% 0.12% 8.08%
Compost plants 6.05% 2.58% 0.00% 3.78%
Inert. and chemical plants 0.01% 33.21% 64.47% 22.65%
Third party plants 17.06% 7.31% 12.24% 12.36%

Total 100.00% 100.00% 100.00% 100.00%
 
The EBITDA for the first six months of the year increased by 17.3%, passing from Euro 58.7 million 
to Euro 68.8 million. It is important to note that the percentage EBITDA increased by over one 
percentage point, passing from 25.6% in the first half 2005 to 26.9% in the same period of 2006.
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Analysis of Other Services Area 
 
Also in the first six months of 2006, the rationalisation and reorganisation of the Other Services 
area continued, which led to the progressive disposal of almost all services not linked to the core 
business of the Group. 
 
Despite this, the percentage weight of the Other Services area on total EBITDA of the group 
increased by almost one percentage point:  
 
(mn/€)  30-Jun-05 

pro-forma 
30-Jun-06  Change % 

change 

    
Area Ebitda 11.7 15.0  +3.3 +27.8%

    

Group Ebitda  188.1 209.9  +21.8 +11.6%

    

Percentage  6.2% 7.1%  +0.9 p.p. 
    

 
 
In the first half of 2006, the “Other Services” business area, which includes, specifically, Public 
Lighting and District Heating services, achieved very positive results, as shown in the table below: 
 
Income Statement (mn/€)  30-Jun-05 

pro-forma
% Inc. 30-Jun-06 % Inc. Change % 

change 

    
Revenues  71.1 81.1  +9.9 +13.9%

Operating costs  (53.8) -75.6% (62.0) -76.5% -8.2 +15.3%

Personnel costs  (13.6) -19.1% (11.8) -14.6% +1.8 -13.0%

Capitalised costs  8.0 11.2% 7.8 9.6% -0.2 -2.9%

    

Ebitda  11.7 16.5% 15.0 18.5% +3.3 +27.8%

 
Despite the above-mentioned disposals, revenues increased, passing from Euro 71.1 million to 
Euro 81.1 million, especially as a result of the increase in revenues in district heating, linked, as it 
is wel-known, to the trend in energy raw materials prices, and the growth in business volumes in 
the Public Lighting business. 
 
The reorganisation and focussing of the business allowed for the achievement of efficiency levels 
that enabled these services to progressively improve both the EBITDA, rising to Euro 15.0 million 
compare to Euro 11.7 million in the first half of 2005, and the percentage-related marginality . 
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2.01.03 Commercial Policy and Customer Care 

 
The Hera Group set the following commercial goals for itself in 2006: 

• standardise the approach to customers in a consistent manner for all areas 
• integrate Modena customers into the Group’s commercial strategy 
• put updated IT systems to the best possible commercial use 
• improve bills  
• continue to perfect the system of supply and sale to business customers 
• organise a solid and reliable control system 
• organise commercial planning in a manner consistent with market targets 

 
In particular, in the first half of the year, two customer satisfaction surveys were conducted for the 
second consecutive year, one for the residential market and one for the business market. The goal 
of these surveys was to identify quality components and processes with the greatest impact on 
satisfaction, and consequently to highlight Hera's operating priorities. Perceived quality was 
measured for the Group's four fundamental services, environmental hygiene, water, gas, 
electricity, as well as on the customer contact and management channels. 
As for the residential market survey, the level of satisfaction was good, with values similar to last 
year. These values are comparable to those for private companies, while satisfaction with public 
sector companies is usually lower.  
However, some differences were still found between the services: gas, electricity, and water 
remain at a good level of satisfaction, with reliability and safety remaining strong points, while 
communication, billing and branches showed slightly lower levels of satisfaction due to the change 
in IT systems. Hera is already taking action towards improving quality in these areas. First of all, in 
the first half of the year it reached its goal of regular posting of bills and implemented bimonthly 
invoicing, which introduced some new services for better planning of expenses. Furthermore, Hera 
launched a process for global bill improvement, to be implemented in 2007, with the twofold aim of 
better meeting customers’ needs and reducing costs in an attempt to improve overall efficiency. 
 
In the first half of 2006, competition on the residential gas market was less keen than last year: a 
total of 4,631 customers were lost (excluding the 10 from Modena), compared to 16,700 customers 
at the end of 2005, corresponding to a volume of 4.4 million cubic metres.  
The Group is currently running initiatives to fully exploit its residential customers through loyalty 
programmes. Participation reached the 50,000 mark.  
 
In the first half of the year, new IT systems became operational in Bologna, Ravenna, Forlì-Cesena 
and Imola.  
 
Modena customers were integrated into the group’s commercial policies, and front-end and 
customer communication procedures were standardised. 
The Modena call centre was integrated into unified management of the group’s centres.  
 
The number of dual-fuel contracts in the business market reached 2,173. In the first half of 2006, 
138 customers were lost in the business market, but 912 were acquired outside of the network.  



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 58

 
2.01.04 Trading and Procurement Policy 

 
The first six months of 2006 witnessed regular operation of natural gas procurement contracts, 
both those in effect since October 2005 and multi-year agreements. 
 
In regard to Hera Trading's shipping operations, a note must be made on the impact of the state of 
emergency declared by Snam Rete Gas on instruction from the Ministry of Productive Activity due 
to high winter consumption and reduction in the supply from Russia as a consequence of 
especially several temperatures in Eastern Europe. 
 
All the largest operators in the system had to make use of their strategic gas reserves. Hera 
Trading, combining the flexibility of its contracts with preventative trading operations at virtual 
exchange points, was able to avoid using its strategic reserves and the consequent economic 
burdens. 
 
In May, following the launch of an investigation by the Authority for Electricity and Gas possibly 
leading to financial administrative sanctions for operators for improper use of reserve capacity 
granted in 2004/2005 and 2005/2006, including Hera Trading (Res. 37/06), a technical report on 
Hera Trading’s operations was sent with the intention of proving their correctness. 
On 7 August, the Legal Department of the Authority for Electricity and Gas made formal 
communication that it considered Hera Trading to have been justified and had closed the 
investigation against them, recommending that the Authority not issue sanctions. 
 
In regard to electricity, the first six months of 2006 were characterised by 
management/optimisation of Hera Comm’s acquisition portfolio through operations on the stock 
market and bilateral and settlement platforms, as well as activation of a trading desk operating on 
platforms managed by European brokers (TFS), which was used for short-term broking operations 
and reducing Hera Comm's national standard price. 
These new operations also made a contribution to the positive economic results in the electricity 
area. 
 
As for management of price and exchange rate risk, the operation, long consolidated in the gas 
area, underwent strong development in the electricity area as well. 
 
Lastly, at the conclusion of auctions at the end of 2004, Hera Trading emerged as one of the 
suppliers for the Sole Purchaser for the non-eligible market. The operation should be considered 
as a hedge for positions that would otherwise be subject to price and exchange rate risk (fuels). 
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2.01.05 Financial Policy and Rating 

 
The first half of 2006 was very important for the Hera Group, and it obtained satisfying results in 
this area, especially in regard to the impact of new financial policy choices, the cost of money, 
normalisation of the invoicing process and the active cycle in general, and the relative impact on 
working capital. 
  
These items are discussed in greater detail below. 
 
Financial Policy 
 
Bonds 
 
In order to fully consolidate its debt over the long term, Hera S.p.A. successfully launched its first 
Eurobond on 16 February 2006. The bond was issued for Euro 500 million, with Euro 2.2 billion of 
demand, and has a bullet duration of 10 years and annual coupons with a fixed rate of 4.125%. 
The rating agency Standard & Poor’s gave the bond and the Group an “A+” rating, while Moody’s 
gave it an “A1” rating; both are important opinions that bear witness to the solidity of the Group's 
assets. 
 
Irrevocable Stand-By Credit Lines 
 
In order to ensure punctual payment of all financial obligations for at least the next twelve months 
(rolling), two irrevocable, three-year financing agreements for a total of Euro 200 million were 
signed with two leading lending institutions.  At the date of writing these credit lines were fully 
available. 
 
Credit Lines 
 
Short-term credit lines as at 30 June were double those as at January 2006, totalling Euro 1,328 
billion; net of cash in banks and on hand, they remain wholly unused.  
 
Cost of Money 
 
The overall average rate is approximately 4%. All debt (approximately Euro 972 million) is currently 
long term and at fixed rates.  
Short-term debt is at an average of Euribor plus 20 basis points. This spread was reduced by 
approximately 100 basis points over the course of the first half of the year.  
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Implementation of the Invoicing Process 
 
The invoicing process, which had been slowed down by the implementation of the new SAP IT 
system, is now nearly fully implemented. Invoicing delays have been largely recovered and normal 
credit recovery procedures have been launched.  
 
Working Capital 

 
The effect of the above factors on net working capital resulted in a decrease of Euro 210 million, 
reducing it from Euro 322 million on 31 December 2005 to Euro 111.4 million on 30 June 2006.  
 
Rating 
 
The rating agency Standard & Poor’s gave the bond and the Group an “A+” rating, while Moody’s 
gave it an “A1” rating; both are important opinions that bear witness to the solidity of the Group's 
assets. 
 
In this context, Hera is committed to maintaining: 
 

• A solid financial structure; 
• An adequate level of cash in banks and on hand and available irrevocable financing 

capable to fulfilling all financing commitments, at least over the next twelve months rolling. 
• A defensive, non-speculative policy for managing interest rate, currency and resource risk. 
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2.01.06 Research and Development 

 
The Hera Group’s research and development activity is geared towards increasing plant 
performance, reducing physical leaks, minimising the risks from service management, and 
containing environmental impact insofar as is possible--in other words, developing activity that has 
a direct effect on business. 
 
At the same time, the Group carries out actions aimed at encouraging and directing outside 
research on issues of direct interest to the Group through outside technical and scientific 
collaboration with institutions (universities, research centres, other companies and public entities), 
partnerships and sponsorships. 
 
The decision to invest significant resources in research is motivated by reaching the following 
goals: 

• an efficient use of water and energy resources: this goal may be reached through improving 
plant and network performance, including reducing physical leaks; 

• improving products/services offered: projects and studies are aimed at improving the quality 
of products and services made available to customers; 

• prevention and reduction of risks to the environment from operations; 
• increasing gross operating margin: best practices for management and maintenance of 

networks and plants are spread by defining technical specifications for materials, services, 
and projects; this is favoured by the Group's common business operating model, which 
permits performance to be measured and controlled.  

 
 
Principal Current Research Projects 
 
Environment Area 
 
CO2 Project: launched in 2005, the project involves experimentation with an innovative technology 
for capturing the CO2 present in waste gases produced by any sort of combustion process and 
then using it in anaerobic digestion of purification mud.   
The goals are to: 
- reduce CO2 emissions by a pre-established amount; 
- use captured CO2 to reduce mud in digesters in purification plants;  
- produce greater quantities of biogas with better characteristics. 
The first phase, i.e. that of capturing the CO2, was concluded in the first half of 2006, and yielded 
highly positive results.  
The second phase is currently underway and is scheduled to conclude in 2007.  
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The King Midas Project: the “King Midas” project is a series of applied research initiatives in the 
field of disposal and energy recovery of purification mud, with the medium-to-long term goal of 
experimenting with innovative technologies for low-cost mud disposal. 
 
 
Mud Reclamation through Electro-kinetic Processes:  experimentation with techniques used to 
reclaim polluted sites and treatment of purification mud. The project is still in the preliminary stage. 
A prototype has been created to carry out the first experimental testing. The results of these first 
tests appear encouraging for the efficiency of removal of organic and inorganic pollutants. 
 
 
Network Area (Water and Power) 
 
The X-WATER Project:  experimentation with remote reading of water meters applied to a pilot 
district in the distribution network. The project aims to provide information on the applicability of 
remote reading systems for the detection of physical network leaks. Through continuous control of 
the district’s water balance (synchronous detection of volumes introduced into the system and 
supplied to customers) it is possible to detect water leaks in a timely manner and launch research 
and repair activity, thus reducing lost volume. The project has had some very interesting results 
with regard to the possibility of developing an evolved accounting system, offering post-meter 
services, and early detection of leaks, even when concealed. We now intend to continue with 
experimentation to evaluate systems to locate leaks punctually and automatically. 
 
Polluting Defence Project: the project involves developing and applying new instruments for remote 
monitoring of the quality of natural, potable and waste water, as well as of gas emissions. The goal 
is to monitor many important parameters for water and air quality in real time and thereby reduce 
the risk of pollution and laboratory analysis costs. After the positive experience in Val di Setta with 
online monitoring of water destined for purification, similar instruments are now being installed in 
treatment plants in Ravenna and Ferrara to monitor the effectiveness of purification processes. 
 
The Ferrara Water Project: the project involves a series of actions aimed at supporting waterway 
network management in the Ferrara area, with the primary goal of containing leaks. The activity, 
which is still underway, involves developing and using advanced mathematical simulations in 
support of decision making. The mathematical model of the network has been completed and 
research on leaks has been launched that has yielded especially positive results. The project is 
scheduled to conclude in 2007 with the definition of management models and practices. 
 
The Marecchia Project: the project consists in an overall study of the alluvial fan of the Marecchia 
river aimed at defining, among other things, conditions for sustainable management of the 
significant underground water resources in the area. The project has been developed in 
partnership with the Authority for the Interregional Marecchia-Conca Basin, the Emilia Romagna 
Region, the Province of Rimini, the Municipality of Rimini, and the Optimal Territory Environment 
Agency of the Province of Rimini. The activity is currently being concluded. The results will be 
presented at the end of 2006. 
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Other Initiatives 
 
The Fuel Cell Project: realisation of distributed electricity and heat production plants using fuel 
cells that burn hydrogen obtained from methane using an integrated device. In 2004 the project 
obtained financing from the Emilia Romagna Region as part of the Regional Programme for 
Industrial Research, Innovation, and Technology Transfer. The first prototype is scheduled to 
become operational in Autumn 2006. 
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2.01.07 Human Resources and Organisation 

 

1DPO - Sviluppo Organizzativo 24 aprile 2006
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Human Resources 
The Hera Group had 5,928 employees as at 30 June 2006 (consolidated companies), with the 
following breakdown by role: managers (97), middle managers (257), employees (2,513), and 
workers (3,061). This workforce was the result of the following changes: hiring (94), acquisition of 
staff through perimeter change (15), departures (85). It should also be noted that hiring was 
essentially aimed at changing the employee mix by increasing the number of qualified staff. Lastly, 
there was an overall increase in the number of employees with university degrees of 40 units (from 
550 units, or 9.32% of total indefinite-term employee, to 590 units, or 9.98%). 
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Organisation 
In the first half of 2006 absorption of Meta into Hera was completed. In addition to the launch of the 
Società Territoriale di Hera Modena, the project also involved centralising direction and 
coordination in the Holding Company and the transfer of direct management of plants and 
operations to the Environment, Services and Sales, and Marketing departments. At the same time, 
partly in consideration of the abilities acquired from Modena, Hera decided to concentrate its 
electricity business by establishing a new department dedicated to planning and building plants 
and coordinating the Group’s electric power grids. 
 
Furthermore, in order to improve efficiency and effectiveness of certain of the Group's key 
processes, important centralisation projects were launched, which due to their technical, 
technological and management complexity involve a multi-year implementation phase.  In 
particular: 

⎯ Rationalisation of analysis laboratories: this involves centralising analysis, until now spread 
out across the territory, into two specialised laboratories, one for water services and the 
other for environmental services; 

⎯ Centralisation of remote control: this involves creating a single remote control centre for all 
of Hera’s fluid networks (water cycle, gas, and district heating), and centralising remote 
control of power grids in the Modena centre. 

 
Lastly, a process was launched to integrate the power grids from the province of Modena acquired 
from Enel, scheduled to become operational on 1 July 2006. 
 
Industrial Relations 
Labour union activity initially focused on the absorption of Meta SpA, including the correct 
allocation of its activities into subsidiaries such as Hera Comm, Famula On-line, and Hera Luce 
according to the Group's organisation. 
Moreover, based on a labour union platform that had already been presented at the end of 2005, 
discussion of important issues was concluded with the signing of a collective supplementary 
agreement for the Hera Group. The issues defined by the agreement include setting up 
performance related pay based on a single system for goals and economic stakes. Definition of the 
area of application of the various national collective labour agreements in force in the Group will 
permit uniform legal and economic treatment of staff working in the same production cycle. For 
example, employees who work on networks will benefit from application of the same collective 
labour agreement regardless of the area or company in which they work. 
Furthermore, an agreement was also reached to harmonise a series of economic indemnities not 
part of contractual discipline, a measure also aimed at equalising compensation practices for staff 
in the various areas where the Group operates. 
The collective labour agreement also contains additional subjects that regard the homogenisation 
of behaviour. Noteworthy among these is a Group policy on corporate social responsibility 
involving participation in deciding which initiatives are to be taken up by labour unions. Codes of 
rules have been set out on safety and worker training, as well as tenders, governing Group 
relations with contractors. 



                                   Hera Group SpA – Directors’ Report as at 30 June 2006 

 66

 
Training 

In the first half of 2006, the intense training activity launched last year continued and was 
expanded to the Modena area. 

Particularly intense effort was dedicated to professional training and updating of technical and 
operational staff, and activity oriented towards maintenance and reinforcement of operational skills 
in critical areas. 

On this subject, the pilot projects for the School of Trades are currently being completed (operation 
of special SUR vehicles, remote control, operation of waste-to-energy plants, network 
maintenance). In the second half of the year, in addition to concluding the projects that have 
already been launched, the Group will proceed with new action in areas that have not yet been 
involved. 

To develop skills in the area of sales, marketing, and customer management, the actions described 
in the training plan were initiated (integrated management of business processes, one-on-one 
training for junior salesmen, training for teller and call centre staff) and will continue into the second 
half of the year. 

In the first half of 2006, the investment in support of the implementation of new business IT 
systems continued, as well as on specific issues regarding quality, safety and environmental 
issues. In particular, based on the needs expressed by competent company structures, a training 
programme was launched about safety and work accident prevention in compliance with legal 
obligations (fire protection, first aid, etc.). Moreover, in support of the current certification process 
for the environmental management system, two editions of courses for internal evaluators were 
run.  

Planned action was also taken downstream of the climate survey in order to encourage 
involvement, continuing improvement and adherence to company values (Plenary Meetings with 
Upper Company Management, Improvement Groups, Focus Groups, Seminars for the 
Management Committee, New Employee Training). 
To support the development of management  skills, one-on-one coaching activity was initiated. The 
second edition of the institutional training course part of the Graduate Project was also held. 
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A total of 59,000 man hours (see the table below) were put in by approximately 4,900 people 
(~80% of staff), for a total of 9,700 participations in professional training/updating events. 
Investment for the period, net of costs for unrealised production, stands at more than Euro 
425,000. 

Training Programme Man Hours

Professional training and specialised courses 41,790

Quality, Safety and Environment 6,300

Managerial training 2,110

Information Technology 8,800

Total 59,000
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2.01.08 Information Systems 

 
In the first half of 2006, the Group completed the implementation phase for the new SAP IS-U 
billing system in the areas of Rimini, Bologna, Ravenna, Forli-Cesena, and Imola-Faena, with a 
total of more than 4,400,000 bills emitted compared to approximately 2,250,000 in the first half of 
2005. It should be noted that one fourth of the bills refer to more than one service. 
Moreover, more than 130,000 payment reminders were issued, an activity which had been 
suspended in 2005, leading to the first important improvements in working capital. 
 
The next stage of the implementation programme involves extending the new billing system to the 
business customer area and the Modena area (second half of 2006) as well as the Ferrara area 
(first half of 2007).  
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2.01.09 Quality and Environment 

 
Hera upheld its strong commitment to quality and the environment in the first half of 2006. 
Nonetheless, one of the goals most important to the Group's plans, 
UNI EN ISO 14001:2004 environmental certification, was postponed due to a careful evaluation of 
the impact that the system generates for management processes. It is now scheduled for the 
second half of 2006, when consolidation of the system can be guaranteed at all 
levels of the company. 
This decision was influenced by the effort necessary to integrate Meta Modena’s certified system 
into the Group's system, which will be first realised in the second half of 2006. 
In the first half of the year, on the other hand, the Group completed the process of integrating the 
quality and environment systems of the former Ferrara companies (Agea and Acosea), which were 
absorbed into Hera in 2004. 
The group also launched its five year plan 2006-2010 for registration with EMAS of the entire 
environment area, for which the Ecolabel Ecoaudit Committee awarded Hera the International 
European Emas Award in 2005; the plan schedules completion of the first phase of registration for 
the second half of 2006 including the first 4 sites (6 plants) out of a total of 32 sites (53 plants). 
As for the EMAS registration project for the environment area, the gradual widening of Hera’s area 
of activity has entailed and will continue to entail an analogous parallel process of adaptation and 
integration of services in plants in these areas to the Group system. 
As part of the certified environmental systems, a registration and accounting system for 
greenhouse gas emissions was launched and consolidated (insofar as applicable) in the 1st half of 
2006, in accordance with the stated goals of the Kyoto Protocol and its subsequent ratification by 
the European Union. 
As for concrete actions to sensitise citizens towards environmental issues important initiatives were 
launched in the first half of the year, such as informative campaigns about recycling, free 
distribution of energy efficient light bulbs, and flow-reducers for water conservation. 
The last important area to reaching the goal of integrated group environmental safety quality, on 
schedule to be met by the end of 2007, namely safety, will enter into a first formal implementation 
phase in the end of 2006 and the beginning of 2007.  
In the meantime, however, policies and actions taken to favour increased safety in all areas in 
which Hera operates have allowed the Group to continue the positive trend in the industrial 
accident rate it had reported in the three year period 2003-2005. 
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2.01.10 Relevant Events After the End of the Period 

 
The following is a list of the events most relevant to the Group's activity that have occurred in the 
first few months of the second half of 2006. 
 
Hera Increases its Stake in Aspes Multiservizi 
Hera increased its shareholding in Aspes Multiservizi from 26.87% to 49.79%. this operation is an 
important step in the process to consolidation of relations with public shareholders in the Pesaro 
area, and does not conflict (indeed, it is in harmony) with the project to create a unified company 
for the whole province by involving the other local operators (Megas from Urbino and Aset from 
Fano) 
 
Purchase of a 46.5% Stake in SAT from Sassuolo (MO) 
Hera won the tender to purchase 46.5% of the share capital of SAT (Servizi Ambiente Territorio), a 
multiutility from the province of Modena, with a bid of Euro 34 million. The remainder of share 
capital will be held by the municipalities of Sassuolo, Formigine, Maranello, Fiorano and 
Serramazzoni. 
The purchase will be executed within 75 days from the award of the tender, once the necessary 
authorisation has been obtained from the Antitrust Authority and certain procedures have been 
followed. 
 
Galsi 
At the end of August, the procedure initiated by Sonatrach to contract out gas supply through Galsi 
was completed.  
Hera signed a preliminary agreement to supply a full operational capacity of 1 billion cubic metres 
per year for 15 years FOB Algeria, i.e. at the entrance to the gas pipeline. Supply will be launched 
upon completion of Galsi, scheduled for the end of 2009.  
 
On the infrastructure planning front, amendments to company by-laws necessary to launch the 
phase of development and realisation are currently being finalised. Shareholders will be called to 
approve and sign the first increase in share capital of Euro 30 million, as well as to approve the 
amendments to company by-laws, by October.   
 
Gas Importation Agreements 
In July, following acquisition of transport capacity on Transitgas for a total of 320 million cubic 
metres distributed in the next three years, gas procurement contracts were finalised with VNG. 
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Lastly, in terms of the state of advancement of projects regarding new waste-to-energy and electric 
power plants, the reader should note the following: 
 

- construction of WTE plants in Ferrara, Modena and Forli is proceeding and is 
scheduled to be completed before the end of 2007; 

- the 400 MW Teverola plant (before the end of the second half of 2006) and the 800 
MW Sparanise plant (before the first half of 2007) are in the advanced stages of 
completion; 

- the Imola construction site (80 MW, cogeneration), is scheduled to open in October 
2006 

- final authorisation for the Rimini WTE should be forthcoming in September 2006, 
and construction is scheduled to begin in January 2007 and to be completed by the 
second half of 2008. 
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2.02 – INTERIM SUMMARY OF THE CONSOLIDATED FINANCIAL 
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2.02.01 Interim Income Statement as at 30 June 2006 
 

30 June 2006 30-Jun-2005
€ /000 € /000 

Revenues 1,178,959 881,704
Change in inventories of finished 

products and work in progress 3,894 -181
Other operating income 15,100 14,870
Use of raw materials and consumables

(net of changes in inventories of raw materials and stock) -616,636 -417,272
Service costs -240,676 -201,567
Personnel costs -142,176 -117,373
Amortisation, depreciation, and provisions -87,765 -59,844
Other operating costs -58,390 -53,638
Capitalised costs 69,861 48,341

EBIT 122,171 95,040

Portion of profit (loss) pertaining to associated companies 1,148 -314
Financial income 17,290 3,222
Financial charges -41,275 -26,072

Pre-tax profit 99,334 71,876

Taxes for the period -39,889 -24,986

Net profit for the year 59,445 46,890
Attributable to:
Shareholders of the parent company 55,218 40,617
Minority shareholders 4,227 6,273

Profit per share

base 0.054 0.048

diluted 0.054 0.048
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2.02.02 Interim Balance Sheet as at 30 June 2006 

 
30 June 2006 31-Dec-2005

€ /000 € /000 

ASSETS

Non-current assets

Tangible fixed assets 1,967,884 1,914,946
Intangible assets 215,834 212,847
Goodwill and consolidation difference 291,535 273,432
Equity investments and securities 203,381 91,831
Financial assets 65,296 54,441
Deferred tax assets 38,079 41,474
Financial instruments - derivatives 4,882 3,413
Other non-current assets 25,850 33,799

2,812,741 2,626,183

Current assets

Inventories 35,205 35,751
Trade receivables 854,287 895,657
Contract work in progress 24,614 20,688
Financial assets 14,579 13,918
Other current assets 75,219 145,527
Cash and cash equivalents 307,553 189,107

1,311,457 1,300,648

 
 
 

cont.d 
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€ /000 € /000 

SHAREHOLDERS' EQUITY AND LIABILITIES

Share capital and reserves
Share capital 1.016.752 1.016.752
  Reserve for own shares, nominal value -5.526
Reserves 372.040 360.020
  Reserve for own shares, exceeding nominal value -8.533
Reserve for derivative instruments carried at fair value 2.055 -4.185
Profit (loss) carried forward 0 0
Profit (loss) for the period 55.218 80.346
Shareholders' equity for the Group 1.432.006 1.452.933

Minority interest share 29.747 30.603

Total net shareholders' equity 1.461.753 1.483.536

Non-current liabilities
Financing - payable beyond one year 1.030.259 534.518
Employee severance indemnity and other benefits 102.617 100.902
Provisions for risks and charges 128.689 119.923
Deferred tax assets 100.235 94.614
Financial lease payables - payable beyond one year 32.670 39.859
Financial instruments - derivatives 3.038 19.225
Other non-current liabilities 88.136 105.344

1.485.644 1.014.385

Current liabilities
Banks and financing - payable within one year 286.210 645.628
Financial lease payables - payable within one year 12.691 9.784
Trade payables 518.705 670.051
Taxes payable 183.293 32.545
Other current liabilities 175.902 70.902

1.176.801 1.428.910

Total liabilities 2.662.445 2.443.295

TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 4.124.198 3.926.831



            Hera Group SpA – Interim Summary of the Consolidated Financial Statements  
as at 30 June 2006 

 

 76

 
2.02.03 Explanatory notes 

 
1 INTRODUCTION 
 
HERA SpA (the Company) is a joint-stock company established in Italy and enrolled in the Bologna 
Companies’ Register.    The addresses of the registered offices and the locations where the main 
activities of the Group are carried out are indicated in the introduction to the Financial Statement 
Dossier.     The main activities of the Company and its subsidiaries (the Group) are described in 
the report on operations. 
 
When comparing the balance sheet balances as at 30 June 2006 and as at 31 December 2005 it is 
necessary to take into account that the first includes the contribution from the Geat Distribuzione 
Gas Group; the merger by incorporation of Geat Distribuzione Gas SpA into Hera SpA was 
resolved as at 1 January 2006, the date from which Hera SpA had effective control of the 
company. 
 
When comparing the balance sheet balances as at 30 June 2006 and 30 June 2005, aside from 
that set forth above, it is also necessary to take into account that the latter do not include the 
contribution from the Meta Group; in fact, the merger by incorporation of Meta SpA into Hera SpA 
was resolved as at 31 December 2005, the date from which Hera SpA had effective control of the 
company. 
 
The consolidated balance sheet and income statement schedules and the information included in 
the explanatory notes are expressed in thousands of Euro, unless otherwise indicated. 
 
2 CONSOLIDATION AREA 
 
The half year report of the Hera Group as at 30 June 2006 includes the interim financial statements 
of the Parent Company, Hera SpA and those of the subsidiary companies.   Control is obtained 
when the Parent Company has the power to determine the financial and operating policies of a 
company in such a way as to benefit from its activities. 
 
Subsidiary companies whose size is insignificant, where the voting rights are subject to serious 
and long term restrictions and the subsidiary companies held for the exclusive purpose of their 
subsequent disposal are excluded from the scope of line-by-line consolidation. 
 
Investments representing non-current assets in associated companies whose size is significant are 
carried at equity.   Those of an insignificant size are instead carried at cost. 
 
The companies held exclusively for the purpose of their disposal are excluded from consolidation 
and assessed at the lower between cost and fair value. These investments are recorded as 
separate items. 
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There are no companies consolidated under the proportional method. 
 
The list of companies included within the scope of consolidation, including the changes with 
respect to the previous year, is illustrated at the end of these notes. 
 
3 ACCOUNTING POLICIES AND CONSOLIDATION PRINCIPLES 
 
The consolidated financial statements as at 30 June 2006, hereinafter also referred to as the 
“Interim summary statements”, are composed of the balance sheet, income statement, cash flow 
statement, changes in shareholders’ equity and the explanatory notes, and are drafted in 
compliance with International Financial Reporting Standards (IFRS) issued by the International 
Accounting Standards Board (IASB) and adopted by the European Union. The interim statements 
and explanatory notes are prepared in accordance with indications given in IAS 34 “Interim 
financial statements”. As permitted under IAS 34, these interim statements provide detailed rather 
than summary tables in order to provide a more concise and clear view of the economic, equity 
and financial positions.  
 
The explanatory notes were drafted in summary format as prescribed by IAS 34, integrated where 
necessary in order to provide relevant data on events occurring in the half year. The interim 
financial statements as at 30 June 2006 must be read in conjunction with the annual financial 
statements as at 31 December 2005. 
In drafting the financial statements as at 30 June 2006, the same formats, principles and criteria 
used in drafting the annual statements as at 31 December 2005 were applied. The adopted criteria 
and principles are indicated below. 
 
The financial statements used for the preparation of the balance sheet and income statement 
schedules were those which the companies included within the scope of consolidation reclassified 
and adjusted (on the basis of specific instructions issued by the Parent Company) for the purposes 
of consistency with the accounting policies and principles of the Hera Group.  With regard to 
associated companies, adjustments in shareholders’ equity values were considered in order to 
adapt to IAS/IFRS principles. 
When drawing up the consolidated balance sheet and income statement schedules, the assets and 
liabilities as well as the income and expenses of the consolidated companies are included on a 
line-by-line basis.   However, the receivables and payables, income and expenses, gains and 
losses resulting from operations carried out between companies included in the scope of 
consolidation have been eliminated. The book value of the equity investments is eliminated against 
the corresponding portion of the subsidiary’s shareholders’ equity. 
 
The difference between the book value of the equity investments and the corresponding portion of 
shareholders’ equity is recorded in the consolidated shareholders’ equity. In the case of 
acquisitions, the above-mentioned difference is allocated to the assets and liabilities. Any 
remaining difference, if negative, is recorded under the consolidation reserve item in relation to 
purchases made prior to 31 March 2004, (or, if it is the result of expected unfavourable economic 
results, in the account “consolidation provision for future risks and charges"); if it is positive, the 
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difference is recorded as an asset under "consolidation differences".   The total of capital and 
reserves of subsidiaries pertaining to minority interests is recorded within shareholders’ equity in 
the account "minority interests in capital and reserves". The portion of the consolidated result 
relating to minority interests is recorded in the account “Net profit (loss) for the period pertaining to 
minority interests”. 
 
The dividends collected by the parent company and recorded among financial income in the 
income statement are eliminated during the process of consolidation of the various companies, 
against the retained earnings reserves under shareholders’ equity. 
 
The valuation of the financial statement items has been carried out aspiring to the general criteria 
of prudence and accruals, with a view to the business as a going-concern.   For the purposes of 
the accounting entries, priority is given to the economic substance of the transactions rather than 
their legal form. 
 
ACCOUTING STANDARDS AND POLICIES 
 
Tangible assets – Tangible assets are recorded at acquisition or production costs, including 
accessory costs, or at the value based on expert appraisals of the business assets, if relating to 
purchased companies, net of the related accumulated depreciation and any impairment.    The 
production cost includes the portion of the direct and indirect costs reasonably attributable to the 
asset (such as: transport, customs duty, costs for the preparation of the installation location, final 
test & inspection costs, notary fees, land registry expenses). Cost includes any professional fees 
and, for certain assets, capitalised financial charges up to the moment the asset enters into 
service. Cost also comprises the costs for reclamation of the site on which the tangible fixed asset 
exists, if complying with the provisions of IAS 37. 
 
As of the date of changeover to the IFRS – 1 January 2004 – the Group adopted the criteria of fair 
value as a replacement for cost (fair value as deemed cost) for the tangible fixed assets, applying it 
selectively to certain categories of assets; the additional value which emerged was credited directly 
to the reserves.   The adoption of the fair value occurred on the basis of an expert appraisal carried 
out by an independent expert which made it possible, amongst other things, to identify the 
individual plant and machinery components of a significant amount and with a different useful life, 
in accordance with the approach for components envisaged by IAS 16. 
 
Ordinary maintenance costs are charged in full to the income statement. Improvement, 
modernisation and transformation costs which increase the value of the assets are charged to the 
balance sheet assets concerned.  
 
The book value of tangible fixed assets is subject to assessment so as to identify any losses in 
value, and on any occasion that events or changes in circumstances indicate that the book value 
cannot be recovered (for details, see the section “losses in value – impairment”).  
 



            Hera Group SpA – Interim Summary of the Consolidated Financial Statements  
as at 30 June 2006 

 

 79

Depreciation starts to be applied when the assets are ready for use. The tangible fixed assets are 
systematically depreciated in each accounting period using the economic-technical rates 
considered representative of the residual possible usefulness of the assets.   The following tables 
contain the useful lives taken into account for the depreciation of the assets.    
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General services min % max %
     
Land 0 0
Buildings 1.50 3.00
Property complex - Via Razzaboni Mo  
 - land 0 0
 - buildings  1 – 1.25 2 – 2.5
 - external building works 1.66 3.33
Light construction 5.00 10.00
General plant 7.50 15.00
Equipment 5.00 10.00
Office furniture and machines 6.00 12.00
EDP machines 10.00 20.00
Vehicles and internal means of transport 10.00 20.00
Automobiles 12.50 25.00
Measurement and laboratory equipment 5.00 10.00
Remote control equipment 10.00 20.00
 - remote control apparatus (RTU) 5.00 10.00
 - supervision centres 4.16 8.33
 - data transmission network (telephone cable) 2.50 5.00
 - data transmission network (fibre optics) 3.33 6.67
Public lighting 4.00 8.00
 - type 1 centre 2.00 4.00
 - type 2 centre 1.25 2.50
 - lighting unit (multiple points) 1.25 2.50
 - lighting unit (single points/columns) 2.00 4.00
 - flux controllers 1.25 2.50
 - distribution network 1.43 2.86
 - votive lighting 1.66 3.33
Electricity substations 3.50 7.00

   
Purification service min % max %
     
Land 0.00 0.00
Buildings/Civil works 1.50 3.00
Buildings IDAR construction section 1.50 3.00
General and specific plant 7.50 15.00
Specific IDAR plant 5.00 10.00
Specific ITFI plants 5.00 10.00
Specific plant 5.00 10.00
 - Purification plant/Civil works 1.66 3.33
 - Purification plant 3.33 6.67
Lifting plant 6.00 12.00
Laboratory equipment 5.00 10.00
Network 2.50 5.00
Electricity substations 3.50 7.00
Equipment 5.00 10.00
Furniture 6.00 12.00
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District heating and gas service min % max %
     
Land 0 0
1st  stage pressure reducer stations - Abstraction    
- Buildings 2.50 5.50
- General plant 7.50 15.00
- Specific plant 4.00 10.00
2nd stage pressure reducer stations – district – Specific 
plant-user stations 5.00 10.00
User transformers – Specific plant 4.00 8.00
Distribution network in steel 2.22 8.00
Distribution network in cast iron or spheroidal cast iron 2.00 8.00
Distribution network in PE or PVC 2.86 8.00
Outlets/Intakes 2.50 8.00
Meters 4.00 10.00
Cathodic protection 4.00 8.00
Electricity substations – Specific plant 3.50 7.00
Cogeneration and district heating:    
- Production – Buildings 2.50 5.50
- Production – General plant 4.50 9.00
- Production – Specific plant 4.50 9.00
Distribution network 2.86 8.00
Meters 2.50 5.00
Heat exchange units 4.50 9.00
 - Boilers 1.43 2.86
 - Heat exchangers 2.50 5.00
 - Expansion tanks 1.66 3.33
Pumping stations   
 - Electricity substations 2.00 4.00
 - Generators 2.75 4.55
 - Pumps 3.33 6.67
- Electricity substations 3.50 7.00
Equipment 5.00 10.00
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Water service min % max %
     
Land 0 0
Buildings/Civil works 1.75 3.50
Wells    
- Buildings/Civil works 1.75 3.50
- General and specific plant 1.25 2.50
 - Disinfection plant 2.50 5.00
 - Pumps 5.00 10.00
 - Building works 1.43 2.86
Abstraction – Buildings/Civil works 1.25 2.50
Lifting and fresh water stations    
- Buildings/Civil works 1.75 3.50
- General plant 7.50 15.00
- Specific plant 6.00 12.00
- Fresh water plant 4.00 8.00
 - Disinfection plant 2.50 5.00
 - Transformers 2.00 4.00
 - Pumps 3.34 6.67
 - Reservoirs 1.25 2.5
 - Filtration plant and filters 2.78 5.56
 - Generators and blowers 2.28 4.55
 - Building works 1.43 2.86
Reservoirs 2.00 4.00
 - Disinfection plant 2.50 5.00
 - Building works 1.11 2.22
Pipelines and distribution network 2.50 5.00
Distribution network in steel, cast iron or spheroidal cast 
iron 1.00 2.00
Distribution network in reinforced cement-PE-PVC 1.43 2.86
Outlets/intakes and connections 2.22 5.00
Meters 4.00 10.00
Electricity substations – Specific plant 3.50 7.00
Vehicles 10.00 20.00
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Electricity production and distribution service Min % max %
     
Land 0 0
Buildings 1.50 3.00
MV underground and overhead distribution network 2.00 4.00
LV underground and overhead distribution network 4.00 8.00
HV/MV – LV/MV transformers 3.50 7.00
 - station transformers 2.00 4.00
 - pole transformers 2.50 5.00
Connectors 3.33 8.00
Meters 4.00 10.00
Tables 1.66 3.33
Limiting devices 1.66 3.33
Masonry and single-pole stations 1.66 3.33
Polyfers 1.25 2.50
Receiver stations 1.66 3.33
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Environmental service min % max %
     
Land 0 0
Buildings 1.50 3.00
Secondary building units (warehouse) 1.50 3.00
General plant 7.50 15.00
Specific IIR plant 5.00 10.00
 - land 0 0
 - buildings 1.00 – 1.25 2.00 – 2.50
 fixed plant with real estate pertinency 1.66 – 2.00 3.33 – 4.00
 - external building works 1.66 3.33
 - electricity generation plant 2.00 4.00
 - general plant 2.50 5.00
 - waste-to-energy post-combustion furnace boiler and fume recovery 
line 2.50 5.00
 - waste-to-energy heater with fluid bed boiler line 3.57 7.14
 - steam turbine and electricity generation                   2.50 5.00
 - waste-to-energy line control systems                   5.00 10.00
Specific BIOGAS plant, storage  + IRE 5.00 10.00
 - land 0 0
 - buildings 1.00 – 1.25 2.00 – 2.50
 fixed plant with real estate pertinency 1.66 – 2.00 3.33 – 4.00
 - external building works 1.66 3.33
 - electricity generation plant 2.50 5.00
 - CDR packing 2.50 5.00
 - selection, chopping, feeding and sorting plant 2.50 – 3.33 5.00 – 6.67
 - ventilation plant 3.33 6.67
 - general plant – deactivation plant –  storage reservoirs 2.50 5.00
 - control systems 5.00 10.00
 - containers and bins 5.00 – 10.00 10.00 – 20.00
 - internal handling equipment 4.16 8.33
Specific waste composting plant 5.00 10.00
 - land 0 0
 - buildings 1.00 – 1.25 2.00 – 2.50
 fixed plant with real estate pertinency 1.66 – 2.00 3.33 – 4.00
 - external building works 1.66 3.33
 - general plant and lifting equipment 3.33 6.67
 - pre-selection plant 2.50 5.00
 - mixing plant 3.33 – 5.00 6.67-10.0
 - palleting plant 5.00 10.00
 - energy recovery plant 2.50 5.00
 screening and refining plant 3.33 – 4.16 6.67-8.33
 - weighing plant 2.25 5.00
 - deoxidisation / organic treatment systems 3.33 6.67
 - second maturing 5.00 10.00
 - cumulus turning and internal handling equipment 4.16 8.33
Vehicles and internal means of transport 10.00 20.00
Waste containers and equipment 5.00 10.00
General equipment 5.00 10.00
Snow service equipment 5.00 10.00
Sanitary equipment 5.00 10.00
Light construction 5.00 10.00
Automobiles 12.50 25.00

Controlled landfills   
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Land is not depreciated.   The landfills are depreciated on the basis of the percentage filled. 
 
Gains and losses deriving from the sale or disposal of assets are determined as the difference 
between the sales revenues and the net book value of the assets, and are charged to the income 
statement. 
 
Leasing – Leasing agreements are classified as financial leases when the terms of the agreement 
are such that they essentially transfer all the risks and benefits of ownership to the lessee. The 
assets forming the subject matter of financial leasing agreements are recorded among tangible 
fixed assets and stated as Group assets at their fair value as of the date of acquisition, or, if lower, 
at the current value of the minimum payments due for the lease; they are depreciated on the basis 
of their estimated useful life on a consistent basis with the assets owned. The corresponding 
liability vis-à-vis the lessor is recorded in the balance sheet. The payments for lease instalments 
are divided up into the principal portion and the interest portion and the financial charges are 
booked directly to the income statement for the period.   All the other leases are considered to be 
operating leases and the related costs for the lease instalments are recorded on the basis of the 
conditions anticipated in the agreement. 
 
Intangible assets – Intangible assets which are identifiable and can be monitored, and whose cost 
can be reliably determined based on the supposition that said assets will generate future economic 
benefits, are recorded in the accounts.   These assets are stated at cost in accordance with the 
policies indicated for tangible fixed assets and if they have a defined useful life they are amortised 
systematically over the period of the estimated useful life.   The amortisation commences when the 
asset is available for utilisation or in any case begins to produce economic benefit for the business.    
If the intangible fixed assets have an undefined useful life, they are not amortised but subjected to 
an annual impairment test, even in the absence of indicators which disclose losses in value. 
 
Research and development costs for new products and/or processes are essentially booked to the 
income statement in the period they are incurred. 
 
Advertising expenses are charged directly to the income statement. 
 
Industrial patent rights and know-how are representative of assets which are identifiable and 
capable of generating future economic benefits under the company’s control; these rights are 
amortised over their useful life. 
 
Concessions and licences mainly comprise rights for the concession under management of local 
public services and are amortised on a straight-line basis over either the economic-technical life of 
the assets granted or the duration of the concession involved, whichever period is shorter. The 
residual value of the intangible fixed assets which corresponds with the water concessions 
contributed by the merged companies and/or the spun-off business segments is by contrast 
amortised in consideration of the average residual management duration in light of the agreements 
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currently in force with the area agencies. The residual value of the intangible fixed assets which 
corresponds with the concessions for the management of the methane gas distribution networks 
contributed by the merged companies and/or the spun-off business segments is amortised in 
consideration of the residual transitory management duration anticipated by current legislation 
(Letta Decree and Marzano Decree). 
 
The gains and losses deriving from the disposal of an intangible fixed asset are determined as the 
difference between the disposal value and book value of the assets; they are recorded in the 
income statement at the time of disposal. 
 
Business combinations – IFRS 3 is applicable to the business combinations which have come 
about as from 31 March 2004. The Company has applied this standard for the acquisitions of the 
Agea Group, the Meta Group and the Geat Distribuzione Gas Group. 
 
IFRS 3 anticipates that the business combinations be recorded in accordance with the acquisition 
method.   Specifically, the acquisition cost is determined by the sum total of the current values, as 
of the date of exchange, of the activities given, the liabilities incurred or undertaken and the 
financial instruments issued by the group in exchange for control over the company acquired, in 
addition to the costs directly attributable to the combination; the only exception is represented by 
non-current assets which are classified as “held for sale” in compliance with IFRS 5 and stated and 
valued at current values less the sales costs. 
 
The goodwill deriving from the acquisition is recorded as an asset and initially valued at cost, 
represented by the surplus of the acquisition cost with respect to the Group share in the current 
values of the identifiable assets, liabilities and potential liabilities recorded.    If, after the 
redetermination of these values, the Group share in the current values of the identifiable assets, 
liabilities and potential liabilities exceeds the acquisition cost, the surplus is recorded immediately 
in the income statement 
 
Availing itself of the faculty envisaged by the IRFS, the Group has not retroactively applied IFRS 3 
to the business combination transactions which took place before the date of changeover to the 
IAS/IFRS Standards; these transactions have been recorded at the same values determined on 
the basis of the previous accounting principles. 
 
Goodwill deriving from consolidation represents the additional value of the acquisition cost with 
respect to the percentage due to the Group of the assets and liabilities, stated at fair value, of the 
subsidiary, associated or jointly controlled investee companies as of the acquisition date. 
 
Goodwill deriving from the acquisition of an associated company is included in the book value of 
the investee company. 
 
Losses in value (Impairment) - As of each balance sheet date and when events or situation 
changes indicated that the book value cannot be recovered, the Group takes into consideration the 
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book value of the tangible and intangible fixed assets in order to assess whether there is any 
indication that said assets have suffered a reduction in value.    If there is any indication in this 
sense, the recoverable amount of said assets is estimated so as to determine the total of the write-
down.    The recoverable amount is either the net sales price or the usage value, whichever is the 
greater.   Where it is not possible to estimate the recoverable value of an asset individually, the 
Group estimates the recoverable value of the unit generating the financial flows to which said 
assets belong.   Future cash flows are discounted back to a discount rate (net of taxation) which 
reflects the current valuation of the market and takes into account the risks associated with the 
specific business activities. 
 
If the recoverable amount of an asset (or of a unit generating financial flows) is estimated as lower 
than the related book value, the book value of the assets is reduced to the lower recoverable value 
and the loss in value is booked to the income statement.    When there is no longer any reason for 
a write-down to be maintained, the book value of the asset (or the unit generating financial flows), 
with the exception of goodwill, is restated at the new value deriving from the estimate of its 
recoverable value; however, this new value cannot exceed the net book value which the asset 
would have had if the write-down had not been made for the loss in value. The write back of the 
value is charged to the income statement, unless the asset is valued at revalued value, in which 
case the value write back is charged to the revaluation reserve. 
 
Treasury shares 
 
In application of IAS 32 and 39, treasury shares are recognised as a reduction in shareholders’ 
equity. Also, any differences generated by future purchase or sale transactions are recorded 
directly as changes in shareholders’ equity, without passing via the income statement. 
 
Equity investments and securities – The equity investments recorded in this item relate to long-
term investments. 
 

 Investments in associated companies – An associated company is a company over 
which the Group is able to exercise significant influence, (but not control, or joint control), 
by means of participation in the decisions on the financial and operating policies of the 
investee company. Investments in associated companies are carried at equity, except in 
the cases where they are classified as “held for sale”, or when they are not of a significant 
value; in such an event they are carried at cost, with write-down if necessary based on 
“impairment test” results.    In accordance with the equity method, the investments are 
stated in the balance sheet at cost, as adjusted for the changes subsequent to acquisition 
in the net assets of the associated companies, net of losses in value of the individual 
investments. The additional value of the acquisition cost with respect to the percentage due 
the Group of the current value of the identifiable assets, liabilities and potential liabilities of 
the associated company as of the acquisition date is recognised as goodwill. The goodwill 
is included in the book value of the investment and subject to an impairment test. 
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 Other equity investments and securities – The other equity investments and securities 
belong to the category anticipated by IAS 39 “financial assets available for sale”. They 
comprise instruments representative of shareholders’ equity and are stated at fair value.   
When the market price or fair value cannot be calculated, they are assessed at cost and 
can be adjusted in application of IAS 36. 

 
If the reasons for the write-down cease to exist, the investments carried at cost are 
revalued within the limits of the write downs made and the effect is booked to the income 
statement, or to shareholders’ equity if the investments are held as assets available for 
sale. The risk deriving from any losses exceeding the book value of the investment is 
recorded in a specific reserve to the extent that the holder is obliged to fulfil legal or implicit 
obligations vis-à-vis the investee company or in any event cover its losses. 
Financial assets which the company intends or is able to maintain until maturity, are stated 
at cost represented by the fair value of the initial payment made in exchange, increased by 
the transaction costs. Following initial recording, the financial assets are valued on an 
amortised cost basis using the effective interest rate method. 

 
Other non-current assets – These are stated at their face value, and possibly adjusted for any 
losses in value. 
 
Contract work in progress – When the result of a contract can be reliably estimated, contract 
work in progress is valued on the basis of the contractual payments accrued with reasonable 
certainty, on a percentage of completion basis (so-called cost to cost), so as to allocate the 
revenues and the economic result of the contract to the pertinent individual accounting periods, in 
proportion to the stage of completion of the work. The positive or negative difference between the 
value of the contracts and the advance payments received is recorded respectively among the 
balance sheet assets or liabilities. Contract revenues, in addition to the contractual payments, 
include the variations, the price review and the recognition of the incentives up to the extent it is 
probable that they represent effective revenues which can be determined reliably.  
 
When the result of a contract cannot be reliably estimated, the revenues referable to the related 
contract are recorded solely within the limits of the contract costs incurred which will probably be 
recovered. The contract costs are recorded as expenses during the accounting period in which 
they are incurred. 
 
When it is probable that the total contract costs will be greater than the contractual revenues, the 
expected loss is immediately stated at cost. 
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Inventories – Inventories are recorded at purchase cost, including directly chargeable related 
costs, or net estimated realizable value, whichever is the lower. Cost is determined on the basis of 
constant average cost. The net realizable value is calculated on the basis of the current costs of 
the inventories at year end, less the estimated costs necessary for achieving the sale. 
 
The value of obsolete and slow-moving stock is written down in relation to the possible use or 
realization, by means of the provision of a specific materials obsolescence allowance. 
 
Inventories of work in progress and finished products are valued at weighted average 
manufacturing cost for the period, which comprises the raw materials, the consumables and the 
direct and indirect production costs excluding general expenses. 
 
Trade receivables – Trade receivables are recorded at face value, reduced by an appropriate 
write-down in order to reflect the expected realisable value.  
 
Financial assets – Financial assets are recorded and reversed from the financial statements on 
the basis of the date of transaction and are initially valued at cost, inclusive of the charges directly 
associated with the acquisition.   As of subsequent balance sheet dates, the financial assets which 
the Group intends and is able to hold until maturity are recorded at cost, amortized/depreciated on 
the basis of the effective interest rate method, net of the write-downs made in order to reflect any 
losses in value.    Financial assets other than those held until maturity, are classified as held for 
trading purposes or available for sale and are valued at fair value at each period end, with 
recognition to the income statement or shareholders’ equity.  
 
Cash and cash equivalents – The item relating to liquid funds and cash equivalents includes 
cash and bank current accounts and deposits repayable on demand and other short-term financial 
investments with high liquidity which are readily convertible into cash and are subject to an 
insignificant risk regarding their change in value. 
 
Loans – Financial liabilities, with the exception of derivatives, are initially stated at cost, 
corresponding to the fair value of the liability net of the transaction costs which are directly 
attributable to the issue of said liability.   Following the initial statement, financial liabilities are 
valued on the basis of amortized cost, using the original effective interest rate method.  
 
Employee leaving indemnity and other employee benefits – The liabilities relating to the 
defined-benefits plans (such as employee leaving indemnities - TFR) are calculated net of any 
assets serving the plan on the basis of actuarial suppositions and on an accruals basis in line with 
the employment services necessary for obtaining the benefits; the valuation of the liability is 
checked by independent actuaries.     The gains and losses deriving from carrying out the actuarial 
calculation are charged to the income statement as a cost or revenue when the net cumulative 
value of the "actuarial" gains and losses not recorded for each plan at the end of the previous 
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accounting period exceeds 10% of the highest value among the obligations referring to defined 
benefit plans (so-called corridor method).  
 
Provisions for risks and charges – The provisions for risks and charges comprise the amounts 
set aside as recorded in the financial statements on the basis of current obligations (as emerging 
from past events), which the Group believes it probably will have to meet.    The provisions are set 
aside on the basis of the best estimate of the costs required to meet the fulfilment, as of the 
balance sheet date, and are discounted back when the effect is significant and the necessary 
information is available.    In such an event, the provisions are determined by discounting back the 
future cash flows at a pre-taxation discount rate which reflects the current market valuation and 
takes into account the risk associated with the business activities.    When the discounting back is 
carried out, the increase in the provision due to the passing of time is recorded as a financial 
charge.   If the liability is associated with an intangible asset (such as the recovery of sites), the 
provision is recorded as a matching entry to the asset to which it refers and the recording of the 
charge in the income statement takes place by means of the depreciation process of the tangible 
fixed asset to which the charge refers.  
 
Trade payables – These concern commercial supply transactions. 
 
Other current liabilities – These concern sundry transactions and are stated at face value.  
 
Derivative financial instruments – The Group holds derivative instruments for the purpose of 
hedging its exposure to the risk of interest rate fluctuations and the risk of changes in methane gas 
and electricity prices.   In relation to said activities, the Group must handle the risks associated with 
the misalignment between the index-linking formulas relating to the purchase of gas and electricity 
and the index-linking formulas linked to the sale of said commodities.    The instruments used for 
handling the price risk, both with regards to the price of the goods and the related Euro/Dollar 
exchange rate, are substantiated in commodity-swap agreements, finalized at pre-establishing the 
effects on the sales margins irrespective of the changes in the afore-mentioned market conditions. 
 
On a consistent basis with the chosen strategy, the Group does not enter into derivative 
transactions for speculative purposes.  
 
The transactions which, in observance of the risk management policies, satisfy the requisites laid 
down by the accounting standards for hedge accounting treatment are classified as “hedging”, 
while those which, despite being entered into for hedging purposes, do not satisfy the requirements 
required by the standards, are classified as “trading”.  
 
For registration purposes, the hedging transactions are classified as “fair value hedges” if they 
cover the risk of fluctuation in the market value of the underlying asset or liability; or as “cash flow 
hedges” if they cover the risk of changes in financial flows deriving both from an existing asset or 
liability, or from a future transaction. 
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As far as derivative instruments classified as “fair value hedges” are concerned, which observe the 
conditions for the accounting treatment as hedging transactions, the gains and losses deriving from 
the determination of their market value are booked to the income statement. The gains and losses 
deriving from the adjustment to fair value of the element underlying the hedge, are also booked to 
the income statement. 
 
In relation to the instruments classified as “cash flow hedges” which observe the conditions for the 
accounting treatment as hedging transactions, the gains and losses deriving from the 
determination of their market value are booked to shareholders’ equity. 
 
The changes in the fair value of the derivative instruments which are not classified as hedging, are 
recorded in the income statements for the period in which they occur. 
 
Grants – Capital grants are stated in the income statement over the period necessary for 
correlating them to the related costs; they are represented in the balance sheet by recording the 
grant as deferred revenue.   Operating grants, including those received from users for connection 
purposes, are considered to be revenues for services carried out during the accounting period and 
are therefore recorded on an accruals basis. 
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Revenue recognition - Revenues and income are stated net of returned items, discounts and 
rebates, and net of direct taxes related to the sales of products and services rendered.   They are 
broken down into revenues deriving from operating activities and financial income which accrues 
between the sale date and the payment date.  
 
In particular: 
 

 the revenues from energy, gas and water sales are recognised and recorded at the 
moment of the provision of the service and include the services provided, but not yet 
invoiced (estimated on the basis of historical analyses determined according to previous 
consumption levels), 

 revenues from services rendered are recognised on the basis of services provided and in 
compliance with the relevant contracts, 

 revenues from the sale of goods are recognised at the time the Group transfers the 
significant risks and benefits associated with ownership of the assets to the purchaser, 

 costs are stated in accordance with the accruals principle 
 
Financial income and charges – Financial income and charges are recognised in accordance 
with the accruals principle.  
 
Income taxes – Within the current half-year situation, income taxes of each company that is 
consolidated using the line-by-line method (or the equity method) were estimated, in most cases, 
by using the average tax rate for the period.   Deferred and prepaid taxes were also calculated on 
the differences which are generated by the application of the international accounting standards 
 
Translation of foreign currency balances – The functional and reporting currency adopted by 
the HERA Group is the Euro. Foreign currency transactions are initially recorded using the 
exchange rate in force as of the transaction date. Foreign currency assets and liabilities, with the 
exception of fixed assets, are recorded using the exchange rate ruling as of the year end date and 
the related exchange gains and losses are duly charged to the income statement; any net gain 
which might arise, is set aside in a specific restricted reserve until the date of realization. 
 
Earnings per share – The earnings per share are represented by the net profit for the period 
attributable to the shareholders holding ordinary shares, taking into account the weighted average 
of the ordinary shares in circulation during the year.    The diluted earnings per share are obtained 
by means of the adjustment of the weighted average of the shares in circulation, taking into 
account all the potential ordinary shares with dilution effect. 
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4. Revenues 
The revenues for the first half-year 2006 amounted to Euro 1,197,953 thousand.  The breakdown 
is presented below. 
 
 30/06/2006 30/06/2005 Change 
 €/000 €/000 €/000

    
Revenues from sales and services 1,178,959 881,704 297,255
Change in inventories of work in progress, semi-finished and 
finished products 3,894 -181 4,075
Other revenues and income 15,100 14,870 230
Total 1,197,953 896,393 301,560
 
The analysis of the sales performance by business sector is presented in the report on operations.   
The Group mainly operates in Italy 
 
The breakdown for change in inventories is presented below: 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

Change in inventories of work in progress, semi-finished and 
finished products -78 -1,846 1,768

Change in contract work in progress 3,972 1,665 2,307
  
Total 3,894 -181 4,075
 
5  Other operating income 
Other operating income amount to Euro 15,100 thousand and comprises the following. 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
     

Insurance reimbursements 905 3,251 -2,346
Sale of materials and stock to third parties 267 130 137
Portion of capital grants 1,215 1,243 -28
Portion of operating grants and from separated waste collection 5,444 2,292 3,152
Rents 918 693 225
Use of provisions 957 1,318 -361
Ordinary capital gains 122 609 -487
Costs reimbursed 541 637 -97
Other 4,731 4,697 34
Total 15,100 14,870 230
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The item “Insurance reimbursements” disclosed a decrease with respect to the previous period due 
mainly to the enforcement of a guarantee policy by the subsidiary company Frullo Energia 
Ambiente SrL for Euro 2,500 thousand during the first half of 2005. 
 
6 Costs for raw materials and consumables (net of the change in inventories for raw materials 
and stock) 
 
The breakdown is as follows. 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

Methane ready for sale and LPG net of inventory changes 411,161 264,510 146,651
Fuel for heat generation 1,550 1,501 49
Electricity ready for sale 139,720 96,365 43,355
Water 14,312 14,054 258
Maintenance materials: handling and spare parts net of change 
in stock 

23,489 16,566 6,923

Electricity 9,130 8,471 659
Fuels and lubricants 5,530 4,130 1,400
Methane for industrial use 1,520 1,436 84
Water for industrial use 297 890 -593
Chemical products 5,650 3,807 1,843
Consumables and sundry materials 4,277 5,542 -1,265
  
Total 616,636 417,272 199,364
 
The analysis of the trend in costs for raw materials and consumables is presented in the report on 
operations. 
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7 Costs for services 
The breakdown is as follows. 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

Industrial utilities: for water, methane, heat and energy services 2,497 2,845 -348
Charges for work and maintenance 88,150 72,988 15,162
Energy transport and storage 37,520 34,714 2,806
Insurance costs 5,876 5,223 653
Cleaning and security costs 2,333 1,924 409
Waste transportation, disposal and collection services 50,697 42,610 8,087
Announcements, advertising and disputes 3,471 2,426 1,045
Transport costs 722 380 342

Technical, organization, legal and tax assistance consultancy 15,949 11,765 4,184
Remuneration of Directors and Statutory Auditors 2,558 2,034 524
Meter reading 2,227 1,124 1,103
Postal and telephone costs 1,703 1,751 -48
Recruitment, training and other staff costs 4,323 3,939 384
Laboratory analyses 959 992 -33
Bank fees and charges 2,351 1,950 401
Other 19,340 14,902 4,438

Total 240,676 201,567 39,109
 
The changes in the main operating costs with respect to the previous period have been illustrated 
in the report on operations. 
 
8 Personnel cost 
The breakdown of personnel costs in the two accounting periods is as follows: 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

      
Wages and salaries 99,601 83,125 16,476
Social security contributions 33,763 28,623 5,140
Employee leaving indemnity provision 4,813 3,861 952
Other costs 3,999 1,764 2,235

Total 142,176 117,373 24,803
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The average number of employees in the periods in question, analysed by category, is as follows: 
 

30/06/2006 30/06/2005 Change 
 
 

Executives 
99 88 

 
11 

Managers 
253 200 

 
53 

Administration 
2,502 2,029 

 
473 

Manual 
3,076 2,734 

 
342 

  
Total 5,930 5,051 879

 
Overall the average per-capita cost as at June 30, 2006 came to Euro 24 thousand, up by 3.4% 
when compared with June 30, 2005 (Euro 23,2 thousand). 
 
As at June 30, 2006 employees numbered 5,928; the increase with respect to the previous period 
is mainly due to the merger of the Meta Group. 
 
9 Other operating costs 
The breakdown of other operating costs is as follows. 
 
 30/06/2006 30/06/2005 Change 
  €/000 €/000 €/000

    
Fees paid to local authorities 31,238 25,583 5,655
Rents and leases payable 11,006 10,662 344
Taxation other than income taxes 1,882 1,681 201
Fees payable 2,237 2,188 49
Membership fees 813 1,053 -240
Special landfill levy 6,502 5,643 859
Losses on the sale of assets 239 306 -67
Losses on receivables not covered by the allowance 238 1,971 -1,733
Other minor charges 4,235 4,551 -316
Total 58,390 53,638 4,752
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10 Capitalized costs 
 
This item is analysed as follows. 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

Increases in fixed assets for internal work 69,861 48,341 21,520
      
Total 69,861 48,341 21,520
 
This item is mainly represented by the investments made by the area operating companies for the 
Parent Company Hera SpA    For the investment analysis, reference should be made to the notes 
to the balance sheet assets analysis of tangible and intangible fixed assets. 
 
11 Portion of profit (loss) pertaining to investee companies 
 
 30/06/2006 30/06/2005 Change 

 €/000 €/000 €/000
    

Income pertaining to investee companies 1,793 925  868
Losses pertaining to investee companies -645 -1,239  594
Total 1,148 -314 1,462
 
The change with respect to the previous period is mainly due to the capital gain from the transfer of  
Four Italy SpA for 0.9 million Euro and to the valuation of the investments in associated companies 
using the equity method.  
 
12. Financial income and charges 
Financial income is analysed in the following table: 
 

 30/6/2006 30/6/2005 Change 
 €/000 €/000 €/000
    

Bank interest income 2,106 807  1,299 
Interest income on other short-term receivables 135 59  76 
Interest charged to customers 395 432  -37 
Financial income generated by derivatives on commodities 9,734 384  9,350
Financial income generated by derivatives on rates 2,033 473        1,560 
Other financial income 2,887 1,067  1,820 
Total 17,290 3,222  14,068 
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Financial charges are analysed in the following table: 

 30/6/2006 30/6/2005 Change 
 €/000 €/000 €/000
    

Interest expense on bank current account overdrafts 4,271 4,552  -281 
Interest expense charged by banks for medium/long-term loans 18,462 8,992  9,470 
Financial charges generated by derivatives on commodities 8,874 3,565  5,309 
Financial charges generated by derivatives on rates 841 2,003  -1,162
Financial charges as a result of IAS 19 1,362 935 427
Financial charges generated by the application of “other 
international accounting standards” 4,582 3,611 971
Other 2,883 2,414  469
Total 41,275 26,072  15,203 
 
The increase when compared with June 30, 2005 in "Interest expense charged by banks for 
medium/long-term loans" is mainly attributable to the financial charges accrued during the period in 
relation to the bond issue issued on February 16, 2006 (500 million Euro Eurobond with a rate of 
4.125%). 
 
The change with respect to June 30, 2005 regarding Financial charges generated by derivatives on 
commodities is due to an increase in the operating activity of the subsidiary company Hera Trading 
in the electricity sector. 
 
As regards interest rate derivative income and charges, the increase in the interest rates occurred 
during the first half of the year has led to the payment of greater income/less charges with respect 
to the corresponding period of the previous year. 
 
The item Financial charges generated by the application of “other international accounting 
standards" comprises the charges deriving from recordings made in accordance with the IAS 17 
principle (financial leasing) and IAS 37 (landfill post-closure provision and provision for restoration 
of third party assets). 
 
 
13 Income taxes 
This item is made up as follows: 
 
 30/06/2006 30/06/2005 Change 

€/000 €/000 €/000
   

 
Current, deferred and prepaid taxes 39,889 24,986 14,903
 39,889 24,986 14,903

 
The total percentage of income taxes for the period on the pre-tax result came to 40.16%. 
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Shareholders are hereby informed that in accordance with and for the purposes of Article 27 of 
Italian Law No. 62 dated April 18, 2005, which established the procedure for the recovery of 
government aid declared illegitimate by the Ruling of the European Commission No. 2003/193 
dated June 5, 2002, Hera S.p.A has presented tax declarations relating to the tax periods affected 
by the exemption regime. The Inland Revenue office responsible for the area has completed the 
assessment activities at the Company relating to the afore-mentioned declarations, issuing a 
verification proceedings report as at October 17, 2005; the Company therefore presented briefs on 
1 December 2005. Furthermore, section 132 of the Finance Bill, Italian Law No 266 dated 23 
December 2005 introduced significant amendments to Article 27 of Italian Law No. 62 dated April 
18, 2005, foreseeing, among other things, the extension of the timescale for the recovery of the aid 
and a change of responsibility from the Exchequer to the Home Office. 
 
Shareholders are also informed that, in accordance with the matters established by the 
agreements between the shareholders at the time of the corporate merger which led to the 
formation of HERA, as contained in the Stockmarket listing Information Prospectus, “the Local 
Authorities pledged to compensate HERA for any costs, losses or damages suffered by the same 
in relation to compulsory legislative rulings which revoke the tax concessions which the Company 
and the companies taking part in the merger have availed of”. Consequently, HERA SpA did not 
provide for any additional provision against charges in the accounts. 
 
In relation to the former Meta SpA, please note that the tax periods affected by the moratorium 
have been subject to automatic definition (“tax amnesty”) as per Article 9 of Italian Law No. 
289/2002 and therefore all assessment activities in relation to the same are precluded in 
accordance with the matters laid down by Article 9.9 of the afore-mentioned Italian Law 
No.289/2002. This financial statements do not contain any provision for this purpose since the 
Directors believe that the risk of having to repay the taxes following a negative final outcome of the 
entire infraction procedure is possible but not probable. Prudently, it was considered expedient to 
restrict a portion of the Unrestricted Reserves, amounting to Euro 4,100 thousand, for the possible 
liability generated by the merger with Meta SpA, on a consistent basis with the resolution adopted 
on January 15, 2003 by said company; this amount would cover any charges consequent to the 
recovery of the government aid declared illegitimate by the European Commission. 
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13.1 Earnings per share 
 
        1st Half of 2006 1st Half of 2005

   
    

Group profits (losses) for the period (A)  (Euro thousands):   55,218 40,617
           
Average weighted number of outstanding shares        
 for the purposes of calculating earnings (losses) per 
share:        

           
           

- base (B)        
  

1,011,225,946  
 

839,903,881 

- diluted (C)        
  

1,011,225,946  
 

839,903,881 
           
Earnings (losses) per share (in Euro)         
           

- base (A/B)        
  

0.055  
 

0.048 

- diluted (A/C)        
  

0.055  
 

0.048 
 

 
 
The base earnings per share is calculated on the economic result attributable to holders of ordinary 
shares of the parent company.  The diluted earnings per share is equal to the base earnings in that 
no share categories exist other than ordinary shares and there are no instruments convertible to 
shares.  The weighted average number of shares in circulation in the first half of 2006 has changed 
with respect to the same period in 2005, following the 31 December issue of 176,848,148 shares in 
the swap resulting from the merger with the Meta Group and following the purchase of own shares 
which led to a 5,526,083 reduction in capital shares in circulation. 
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14 Tangible fixed assets 
 
Tangible fixed assets are recorded net of the accumulated depreciation provision, with composition 
and changes as follows: 
 

Euro thousands
Land and 
buildings

Machinery 
and 

equipment

Other 
moveable 

assets
Work in 
progress

Total 
tangible fixed 

assets

PURCHASE COST
Balance as at 31/12/2005 292,534 1,858,828 248,447 206,193 2,606,002

Increases 2,204 55,358 5,002 58,862 121,426
Disinvestment -191 -174 -3,666 0 -4,031
Change in consolidation area 0 -1,000 22 154 -824
Other changes 305 3,348 579 -11,424 -7,192
Balance as at 30/06/2006 294,852       1,916,360    250,385       253,785       2,715,381    
ACCUMULATED DEPRECIATION
Balance as at 31/12/2005 43,622 511,454 135,979 0 691,055

Depreciation for the year 3,037 47,122 10,806 0 60,964
Disinvestment -29 -111 -2,826 0 -2,966
Change in consolidation area 0 -7 9 0 2
Other changes 303 -1,021 -840 0 -1,558
Balance as at 30/06/2006 46,933         557,437       143,128       -              747,498       

Net value
Balance as at 31/12/2005 248,911       1,347,374    112,468       206,193       1,914,946    
Balance as at 30/06/2006 247,919       1,358,923    107,257       253,785       1,967,884     

 
For an analysis of investments in the period, reference should be made to details given in the 
Management Report. 



            Hera Group SpA – Interim Summary of the Consolidated Financial Statements  
as at 30 June 2006 

 

 102

 
15 Intangible fixed assets 
 
Intangible fixed assets are composed as follows:  
 

Euro thousands Patents

Franchise, 
licenses, 

trademarks 
and similar 

rights Other 

Work in 
progress and 
prepayments

Total 
intangible 

assets

PURCHASE COST

Balance as at 31/12/2005 79,144 242,221 18,730 15,334 355,429       

Increases 3,147 7 2,132 14,237 19,523         
Disinvestment 0 -1 -21 -255 277-              
Change in consolidation area 2 0 -5 45 42                
Other changes -233 -84 3,367 -4,941 1,891-           

Balance as at 30/06/2006 82,060         242,143       24,203         24,420           372,826       

ACCUMULATED DEPRECIATION

Balance as at 31/12/2005 28,704 105,817 8,061 0 142,582       

Depreciation for the year 7,594 6,486 1,299 0 15,379         
Disinvestment 0 0 -21 0 21-                
Change in consolidation area 1 0 0 0 1                  
Other changes -592 -69 -289 0 950-              

Balance as at 30/06/2006 35,707         112,234       9,051           -                 156,992       

Net value
Balance as at 31/12/2005 50,440         136,404       10,669         15,334           212,847       

INTANGIBLE FIXED ASSETS

 
Patents and know-how, totalling euro 46,353 thousand as at 30 June 2006, mainly relate to costs 
sustained for the purchase and implementation of the SAP R/3 and SAP/ISU IT systems. These 
costs are amortised over five years. 
 
Franchises, licenses, trademarks and similar rights, totalling euro 129,908 thousand as at 30 June 
2006 (down euro 6,496 thousand on the previous year), are for the most part composed of the 
parent company franchise value of gas, water and waste treatment systems. 
 
Work in progress, euro 24,420 thousand as at 30 June 2006, mainly represents costs sustained in 
IT projects not yet completed.  
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16 Goodwill and consolidation differences 
As at 30 June 2006, goodwill and consolidation differences totalled euro 291,535 thousand. 
Detailed below are the main goodwill items generated from extraordinary mergers and absorptions 
involving group companies or branches. 
 

 Residual goodwill from the 2002 integration resulting in the creation of Hera SpA of euro 
86,516 thousand; 

 goodwill from the integration of Agea SpA in 2004 of euro 41,658 thousand.  This goodwill 
represents the excess purchase cost over and above the fair value of assets and liabilities 
recognised for the group.   In particular, with regard to the fair value of Hera SpA shares 
issued following the increase in capital from the merger by absorption of Agea, in 
accordance with IFRS 3 the share value was calculated as the effective date of control 
takeover of Agea SpA; 

 goodwill relating to the META Group merger by absorption of euro 118,064 thousand. This 
goodwill, initially recognised under assets at cost, represents the excess purchase cost 
over and above the fair value of assets and liabilities recognised for the group. In particular, 
with regard to the fair value of Hera SpA shares issued following the increase in capital 
from the merger by absorption of META SpA, this value was calculated as of the end of 
2005, essentially accepted as the effective date of control takeover of META SpA; 

 goodwill relating to the merger of Geat Distribuzione Gas SpA into Hera SpA.  This 
transaction was effective as of 1 January 2006, calculated as the effective date of control 
takeover by Hera SpA.  This goodwill of euro 13,551 thousand represents the excess 
purchase cost over and above the fair value of assets and liabilities recognised for the 
Group. This value will be recognised on completion of the identification of values for 
acquired assets and liabilities.    

 
In accordance with IFRS 3, as of 2004 goodwill is no longer subject to amortisation and an 
impairment test is performed on the residual value at the end of the period. 
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17 Equity investments and securities 
 

 30/06/2006 31/12/2005 Changes
 €/000 €/000 €/000
    
Investments in non-consolidated associate companies:    
Argilegas S.r.l. - 19 -19
Calorpiù Italia Scarl 5 5 -
Calorpiù Modena Scarl 6 6 -
Consorzio Energia Servizi 3 3 -
Hera Clion S.r.l. 200 200 -
Hera Rete Modena 107,497 - 107,497
Hera Immobiliare S.r.l. 100 100 -
Hera Modena S.r.l. - 10 -10
Hera Servizi Funerari S.r.l. - 10 -10
Rio d'Orzo 202 202 -  

 

Investments in associated companies:    
Acantho S.p.a. 5,791 6,288 -497
Agea Reti S.r.l. 7,746 7,739 7
Ambiente 3000 S.r.l. - 54 -54
Aspes Multiservizi S.p.A 13,898 13,995 -97
Attivabologna S.r.l. 1,804 1,803 1
Bio Energy S.r.l. 230 - 230
Dyna Green S.r.L. 159 193 -34
FlamEnergy Trading Gmbh 253 0 253
Gas Gas S.r.l. 105 105 -
Meta Rete Gas (In liquidation) 204 204 -
Modena Network 417 417 -
Refri 1,638 1,706 -68
SET S.p.A 22,893 23,028 -135
SGR  Servizi S.p.A 5,484 5,144 340
Tecnometano S.r.l. 591 591 -
TS Distribuzione S.r.l. 1,090 - 1,090
Yele S.p.A 184 177 7
Other lesser items 668 583 85
    
Total 63,155 62,027 1,128  
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Investments in other 
companies:    
Energia Italiana S.p.A. 24,695 24,695 -
Galsi 639 639 -
Ambiente Mare 300 300 -
Calenia 5,875 2,835 3,040
Other companies 631 707 -76
    
Total 32,140 29,176 2,964
    
Total investments 203,359 91,809 111,550
    
Securities    
Fixed-income securities 22 22 -
Variable-income securities - - -
    
Total Securities 22 22 0
    
TOTAL INVESTMENTS 
AND SECURITIES 203,381 91,831 111,550  

 
 
Investments in subsidiaries not consolidated 
 
Illustrated below are the changes with respect to 31 December 2005: 
 
Hera Modena S.r.L, incorporated on 24 November 2005 following merger of the Meta Group into 
Hera Spa, became operative as of 1 January 2006 and is therefore consolidated by the integral 
method from that date. 
 
On 28 June 2006 the winding-up of Argilegas S.r.L. was completed. 
 
On 7 April 2006 Rio d’Orzo S.r.L. was placed under liquidation. 
  
Hera Servizi Funerari S.r.L. became operative as of 1 January 2006 and is consolidated by the 
integral method. 
 
On 30 June 2006, Hera SpA acquired 100% of Hera Rete Modena Srl, a company for the 
distribution and sale of electricity to restricted customers and distribution only to open market 
customers in the districts of Castelnuovo Rangone, Fanano, Fiumalbo, Guiglia, Lama Mocogno, 
Marano sul Panaro, Montecreto, Montese, Pavullo nel Frignano, Pievepelago, Polinago, Riolunato, 
San Cesario sul Panaro, Savignano sul Panaro, Sestola, Spilamberto, Vignola and Zocca, for a 
total value of euro 107,497 thousand from ENEL Distribuzione spa.   As the financial position of the 
company as at 30 June 2006 was not available in time for inclusion in these consolidated 
statements, this subsidiary was not consolidated. Consolidation and recognition of significant 
values will be included in the Financial Statements as at 31 December 2006 with effect from 30 
June 2006. 
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Investments in associates 
 
Illustrated below are the main changes with respect to 31 December 2005: 
 
On 4 April 2006 the Hera Group sold 496,000 Acantho SpA shares to Infracomm, equal to 3.124% 
of share capital, for a total euro 496,000. As a result of this transaction, Hera SpA controls 47.46% 
of Acantho SpA. 
 
Ambiente 3000 S.r.L., assessed by the equity method as at 31 December 2005, became operative 
as of 1 January 2006 and was fully consolidated as from that date.  
 
Bio Energy S.r.L, fully consolidated as from 31 December 2005, was placed under liquidation on 
21 April 2006. As a result, the company is assessed by the equity method. 
  
On 19 April 2006, Flame Energy Trading GmbH was incorporated. The company sells, transports 
and procures natural gas on European markets in Austria, Switzerland, France and Slovenia. The 
Hera Group purchased 50% of the company. 
 
TS Distribuzione Gas S.r.L. was placed under liquidation on 9 May 2006. This company was fully 
consolidated as of 31 December 2005 and is therefore assessed by the equity method. 
 
Other changes reflect the shareholders’ equity of associated companies. 
 
Investments in other companies 
 
The main change since 31 December 2005 is that the parent company paid in sums for the future 
increase in share capital of affiliate Calenia Energy SpA for a total of euro 3,040 thousand, to 
complete the construction project of a combined cycle power plant in the district of Sparanise.  
 
18 Financial assets 
 
As at 30 June 2006 this item totalled euro 65,296 thousand (euro 54,441 thousand as at 31 
December 2005) and is mainly composed of: 
 

 loans to subsidiaries for a total euro 21,158 thousand, comprising:  euro 1,343 thousand 
Oikothen, euro 276 thousand 4 Italy, euro 18,810 thousand SET, euro 500 thousand Rio 
d’Orzo, euro 229 thousand Delta Web and CPL Nupi; 

 security deposits of euro 41,892 thousand (including euro 12,000 thousand deposit on the 
business branch for the rental agreement between network owner Acosea Reti S.r.L. and 
Hera SpA, and euro 29,892 thousand guarantee deposits in favour of the Forlì Cesena 
and Ravenna Provincial Governments for post-mortem landfill management by Hera SpA 
and Sotris SpA); 

 loans recoverable on mortgages of euro 330 thousand; 
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The euro 10,855 thousand increase on 31 December 2005 is due to integration of the above-
mentioned security deposits of euro 363 thousand, further financing granted to SET and the 
reclassification of euro 3,860 thousand security paid by Sotris SpA to the Provincial Government, 
classified in 2005 as “other non-current assets”. 
 
19 Deferred tax assets 
 
As at 30 June 2006 these total euro 38,079 thousand (euro 41,474 thousand as at 31 December 
2005).   Receivables on deferred tax assets are generated from the temporary differences between 
the balance sheet profit and the related taxable income, mainly on the taxed provision for bad 
debts, write-down of investments, amortisation of goodwill and taxed provisions for risks and 
charges.   The balance sheet item also includes differences deriving from the application of 
IAS/IFRS, particularly IAS 38 for a total of euro 4,775 thousand, IAS 19 for euro 1,024 thousand 
and euro 1,548 thousand following the application of IAS 39 in relation to derivatives.  
 
20.  Financial instruments - Derivatives 
Derivatives classified as non-current assets as at 30 June 2006 total euro 4,882 thousand and 
comprise euro 4,151 thousand interest-rate derivatives and euro 731 thousand commodity 
derivatives. 
 
Derivatives classified as non-current liabilities as at 30 June 2006 total euro 3,038 thousand and 
comprise euro 2,981 thousand interest-rate derivatives and euro 57 thousand commodity 
derivatives. 
 
Overall, the Hera Group is exposed to interest-rate risk, on energy product prices and related 
exchange risk, whereas exposure to liquidity risk is essentially zero. 
 
In particular, with regard to interest-rate risk, the Hera Group is exposed to the risk of an interest-
rate increase that generates increased future financial charges against medium-long term variable 
rate financing sources.    Therefore, with the aim of mitigating such risk, in recent financial periods 
the group has stipulated a number of interest-rate derivatives to cover part of its current and future 
financial liabilities. More specifically, the position as at 30 June 2006 is as follows: 
 

• 6 Interest Rate Swap contracts for a total notional amount of euro 158.6 million against 
variable rate mortgages for the same sum.   The value of these contracts is +euro 2.1 
million (-euro 3.4 million as at 31 December 2005); 

• 3 Interest Rate Cap contracts for a notional amount on closure of the financial statements 
of euro 147.3 million against variable rate mortgages for the same sum. The value of these 
contracts is -euro 0.1 million (euro 0.5 million as at 31 December 2005); 

 



            Hera Group SpA – Interim Summary of the Consolidated Financial Statements  
as at 30 June 2006 

 

 108

All hedges as cover of the above-mentioned derivative contracts and related underlying liabilities 
are classed as Cash Flow Hedges in application of International Accounting Standards, for which a 
specific equity provision of euro 2.1 million has been allocated. 
 
The Hera Group also has interests in other interest-rate derivatives, including in structured format, 
for a residual notional amount of euro 69.6 million, with a value on closure of the financial 
statements of -euro 0.9 million (against euro 2.3 million as at 31 December 2005). 
 
As already mentioned, the Hera Group is also exposed to energy product price risk and exchange 
risk resulting from the different pricing conditions applied on the sale and purchase of gas and 
electricity.   In this context, the Group aims to mitigate the risk of margin volatility in its related 
budget, and amongst other things also in relation to the reference market discipline (e.g.: CIP6 and 
transport usage considerations). Special commodity hedges were therefore stipulated with respect 
to gas and electricity in order to summarily align the sale and purchase price indexing formulas, 
whether fixed or variable. 
As at 30 June 2006 existing hedges are as follows: 
 

• 3 Swap hedges on the price of natural gas, the overall fair value of which is +euro 4 million; 
• 5 Swap hedges on the price of electricity, the overall fair value of which is +euro 0.2 million; 
 

All hedges regarding the above derivative contracts and underlying elements qualify as Cash Flow 
Hedges under the terms of the International Accounting Standards.  
The Hera Group is also party to other derivative contracts in the electricity sector.    Given the 
current uncertainty in future development of the reference parameters (unified national price, Brent, 
fuel oil, etc.), and their demonstrated extreme changeability, it was cautiously decided not to 
express their value in the balance sheet (in any event estimated to be positive) at least until 
models exist that are commonly accepted by the leading market operators.   Included among these 
is the power administration agreement signed with ATEL for the 01.01.2004-31.12.2018 period, 
later transformed into a forward rate agreement on the launch of the Italian Electricity Exchange. 
With reference to the current period, the economic terms of the forward rate agreement were 
modified by a special addendum valid until 31.12.2006. On this basis, the agreement has allowed 
the Hera Group to already achieve maximum benefit during the first half-year, for a value of euro 
3.7 million, recognised as included in the operating income for the period. The agreement will not, 
therefore, produce further effects in the 2006 period. With regard to calculation of the related fair 
value, no assessment was made due to the uncertainty intrinsic to future development of the 
related reference parameters (unified national price of fuel oil included in the purchase formula) 
until expiry of the reference time interval (31.12.2018), and due to the advanced stage in the 
process of renegotiation of the agreement with the aim of updating to the level of physical supply of 
electricity (notwithstanding income already matured). 
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21. Other non-current assets 
 
As at 30 June 2006, other non-current assets total euro 25,850 thousand (euro 33,799 thousand 
as at 31 December 2005) and mainly relate to: 
 

• security deposits of euro 6,423 thousand; 
• trade receivables of euro 4,718 thousand; 
• receivables on advanced Employee Severance Indemnity of euro 1,293 thousand plus a 

further euro 1,124 thousand; 
• subscribed capital unpaid of euro 200 thousand (of which euro 30 thousand called, and 

euro 170 thousand not yet called); 
• substitute tax receivables on mortgages and on the release of goodwill generated from the 

incorporation of Hera Spa in November 2002 of euro 10,235 thousand. 
 

The decrease with respect to 31 December 2005, equal to euro 7,949 thousand, is mainly due to 
the reclassification of euro 3,860 thousand regarding the deposit paid by Sotris SpA to the 
Provincial Government, classified in 2005 under “other non-current assets” and now included 
under “financial assets”, and to a euro 1,801 thousand reduction in substitute tax receivables. 
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22. Inventories 
 
The inventories are composed as follows: 
 
 30/06/2006 31/12/2005 Change

€/000 €/000 €/000
   
Raw materials and consumables 34,301 34,730 -429
Components and work in progress 286 284 2
Finished goods 579 682 -103
Advances 39 55 -16
Total 35,205 35,751 -546

 
The inventories as at 30 June 2006 are recorded net of the provision of obsolete goods and total 
euro 1,325 thousand (euro 1,408 thousand as at 31 December 2005).   Inventories of raw 
materials and consumables are mainly composed of spares and equipment destined primarily for 
maintenance and operation of existing systems, plus methane stocks held, for a total euro 12,617 
thousand. 
 
23. Trade receivables 
Trade receivables as at 30 June 2006 total euro 854,287 thousand (euro 895,657 thousand as at 
31 December 2005) and include estimated total due this period in relation to bills and invoices to 
be issued after 30 June 2006.  The recorded values are net of the provision for bad debts of euro 
24,210 thousand (euro 23,442 thousand as at 31 December 2005), which is considered congruent 
and prudent in relation to the break-up value of the receivables. Allocation to the provision is based 
on analytical assessments in relation to specific receivables, integrated with assessments based 
on historic analysis of overall trade receivables (in relation to age of the debt, type of recovery 
action taken and the debtor status).  The reduction in trade receivables with respect to the previous 
period, other than merely seasonal, lies in the full operational launch of the new customer IT 
system (SAP/ISU), particularly with regard to the collection procedures and terms concerning trade 
receivables. 
 
 
 
€/000 

31/12/2005 Provision Utilisation Change in 
consolidatio

n area 

30/06/2006 

      
Provision for bad debts 23,442 3,085 -2,382 65 24,210 

 
      
Total 23,442 3,085 -2,382 65 24,210 
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24. Long-term contracts 
Long-term contracts as at 30 June 2006 show a balance of euro 24,614 thousand, against euro 
20,688 thousand as at 31 December 2005.  
 
 
25. Financial assets 
Totalling euro 14,579 thousand as at 30 June 2006, financial assets are mainly composed of loans 
granted to Municipal Authorities of euro 2,130 thousand, loans recoverable on mortgages for euro 
5,855 thousand, and portfolio securities and financing policies amounting to euro 5,573 thousand. 
The total as at 31 December 2005 was euro 13,918 thousand and mainly related to equity 
investments held for sale of euro 465 thousand, securities of euro 5,062 thousand, loans 
recoverable on mortgages of euro 5,483 thousand and loans granted to Municipal Authorities of 
euro 2,381 thousand. 
 
 
26. Other current assets 
Other current assets are composed as follows: 
 

30/06/2006 31/12/2005 Change
€/000 €/000 €/000

   
Direct/indirect tax 12,887 82,472 -69,585
Advances for IRES/IRAP 11,564 11,924 -360
Withholding tax on interest 538 6 532
Miscellaneous tax credits 5,388 9,100 -3,712
Contributions 2,270 4,475 -2,205
Advances to suppliers/employees 11,099 6,923 4,176
Social Security receivables 464 564           -100 
Insurance reimbursements 439 94 345
Other receivables 30,570 29,969            601 
Total 75,219 145,527 -70,308

 
Direct/indirect tax of euro 12,887 thousand is composed mainly of receivables from excise paid in 
advance and additional payments to regional tax authorities. The balance as at 31 December 2005 
was instead mainly composed of receivables, still regarding excise and additional regional tax, in 
relation to gas. This has resulted in the decrease of euro 69,585 thousand since 31 December 
2005. 
Particularly with regard to methane, other than full repayment of the credit position as at 31 
December 2005, a consistent debit position is now recorded (see note 36). This phenomenon is 
directly attributable to implementation of the invoicing process. As described fully in the 
management report, these processes had slowed following the introduction of the SAP-ISU 
customer IT system. Most of these delays have now been overcome and the increased invoiced 
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amount has allowed recovery of the receivables in existence as at 31 December 2005 and, as can 
be seen, has generated a tax authority debit position. 
 
Advances for IRES/IRAP of euro 11,564 thousand relate mainly to 2005 IRES and IRAP credit 
balances from the "tax consolidation" procedure.  
 
Other receivables totalling euro 30,570 thousand include receivables due from Assets companies 
of euro 3,234 thousand and from anticipated costs of euro 14,554 thousand, comprised mainly of 
substitute tax charges of euro 2,883 thousand, contributions of euro 343 thousand, personnel costs 
of euro 1,400 thousand, license and franchise instalments of euro 721 thousand, costs for services 
of euro 856 thousand, anticipated raw materials costs of euro 2,281 thousand and gas release 
rights of euro 940 thousand. 
 
27. Cash and cash equivalents 
Cash and cash equivalents totalled euro 307,553 thousand as at 30 June 2006 (euro 189,107 
thousand as at 31 December 2005) and include cash, cash equivalent effects, bank cheques and 
drafts held in central and decentralized accounts for a total of euro 184 thousand, plus bank 
deposits available for current transactions and post office accounts totalling euro 307,369 
thousand. An increase of euro 118,446 thousand is recorded with respect to the temporarily 
available funds in the current account. 
 
28. Capital and reserves 
 
Share capital 
 
As at 30 June 2006 share capital was euro 1,016,752,029, fully paid-up and represented by 
1,016,752,029 ordinary shares with a par value of 1 euro each.  
 
Reserves for own shares 
 
The item Reserves for own shares includes the “reserve for own shares at par value” with a 
negative total of -euro 5,526 thousand and the “reserve for own shares exceeding par value” with a 
negative total of -euro 8,533 thousand.     These reserves, established in observance of IAS/IFRS 
accounting standards reflect the purchase of own shares as a result of the Shareholders Meeting 
resolution of 27 April 2006 and will be utilised in the transaction for the merger by absorption of 
Geat Distribuzione Gas SpA for related share swap purposes. 
 
Reserves 
 
Reserves recorded as euro 372,040 thousand include euro 265,355 thousand as "share premium 
reserve", euro 13,955 thousand "legal reserve", euro 2,855 “revaluation reserves”, 13,593 
thousand “extraordinary reserve”, euro 17,244 thousand “merger transaction gains” reserve, euro 
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5,400 thousand “capital account payments” reserve, negative euro 18,155 thousand “undivided 
profits” reserve and euro 71,763 thousand “IAS/IFRS” reserve. 
 
Cash Flow Hedge Reserve 
 
As at 30 June 2006 this reserve totalled euro 2,055 thousand following movements confirmed by 
fair value assessment of the hedges. 
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29. Banks and medium/long term and short term loans 
 
As at 30 June 2006, medium/long term loans totalled euro 1,030,259 thousand (euro 534,518 
thousand as at 31 December 2005), and mainly relate to mortgages and loans of euro 530,259 
thousand and the bond issue of euro 500,000 thousand described later in these notes. 
 
Medium/long term payables to banks also include loans obtained by subsidiary FEA Srl for a total 
euro 85,008 thousand. These loans are backed by mortgages and special privileges in favour of 
the pool of banks undersigning the no-claim financing project as guarantee for the required 
financing. Repayment of this loan, expiring on 31 December 2017, is established under contract in 
half-yearly floating rate instalments indexed to the 6m Euribor rate. 
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A list of the main mortgages existing as at 30 June 2006 is provided below, expressed in 
thousands of euro. 
 

Lender
Residual 
balance

Current 
portion

Portion due 
within 5 

years
Portion due beyond 5 

years

BANCA INTESA 114,258 10,626 80,305 23,327
BANCA OPI 91,659 6,736 61,440 23,483
MEDIOCREDITO 60,000 0 60,000 0
UNIPOL 58,500 6,500 52,000 0
UNICREDIT 56,554 2,771 33,548 20,235
MCC 41,093 0 1,718 39,375
CASSA DEPOSITI E PRESTITI 31,642 1,888 14,638 15,116
MONTE DEI PASCHI DI SIENA 24,084 2,426 19,313 2,345
EFIBANCA 15,296 516 7,265 7,515
BANCA ANTONVENETA 9,599 0 5,416 4,183
BAYERISCHE 9,599 0 5,416 4,183
CASSA DI RISPARMIO DI CESENA 8,964 1,132 5,625 2,207
BANCO DI SARDEGNA 8,598 726 2,669 5,203
INTERBANCA 7,477 1,060 6,417
BANCA POPOLARE DI MILANO 6,966 0 3,930 3,036
CARISBO 6,594 371 3,381 2,842
FON SPA 5,385 260 2,320 2,804
S.PAOLO IMI 2,290 126 1,886 278
CASSA DI RISPARMIO DI RAVENNA 2,020 42 378 1,600
BANCA DI ROMAGNA 1,788 621 1,167 0
CASSA DI RISPARMIO DI CENTO 1,238 198 1,040 0
CREDIOP 995 402 593
BANCA DELLE MARCHE 955 85 763 107
CARIFE 539 200 339 0
BANCA DI SICILIA 448 107 341 0
BNL 387 129 258 0
BANCA POPOLARE DI RAVENNA 293 40 253 0

TOTAL 567,223 36,964 372,419 157,840  
 
On 16 February 2006, parent company Hera SpA issued a euro 500 million 10-year eurobond 
repayable in full on maturity. The loan is regulated by 4.125% fixed rate annual warrants.  
 
As at the end of this period, the group has no debit positions calling for the application of 
covenants. The contract governing the bond issue, on the other hand, contains a “negative pledge” 
clause in line with international market practices. 
 
As at 30 June 2006, short term loans totalled euro 286,210 thousand (euro 645,628 thousand as at 
31 December 2005) and include payables to banks and other lenders.   
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30. Employee severance indemnity and other employee benefits 
 
This item illustrates provisions in favour of employees for the severance indemnity payable by law 
(in Italy), net of advances to employees, calculated on the overall sum matured as payable to the 
employee on the date he/she is expected to leave the company (based on actuarial assessment 
and techniques), quantifying the share of future liability discounted at the balance sheet date. 
 
In accordance with Italian civil law, the employee severance indemnity is reflected in the balance 
sheet according to a calculation methodology based on the matured indemnity for each employee 
as at the balance sheet date, were all employees to terminate their employment contract on that 
date. This methodology is still considered acceptable by international accounting principles.  
IAS 19 instead plans the adoption of a methodology whereby the total liabilities for benefits 
purchased should reflect the expected resignation date and must be discounted. 
 
 

Euro thousands 31/12/2005 Service cost
Financial 
charges

Use and 
other 

movement
s

Change in 
consolidati

on area 30/06/2006

Provision for employee
leaving indemnity 95,626 4,771 1,237 -3,997 -7 97,630
Gas discount

3,394 1 39
 

-
  

 - 3,434
Premungas Fund

1,882 1 38 -368
  
- 1,553

Total 100,902 4,773 1,314 -4,365 -7 102,617  
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The main assumptions used in the actuarial estimate of employee benefits are as follows: 
 

  
 
  
Average discounting rate 3.6%
Average labour cost increase rate 2.8%

 
 
31. Provisions for risks and charges 
 
The composition and analysis of movements in the provisions for risks and charges are as follows: 
 
 

Euro thousands           38,717  Allocations 
 Use and 

other 
movements 

 Change in 
consolidation 

area 
          38,898 

Pensions and similar
commitments 

               128                   - -                92                -                     36 

 Staff disputes and legal costs             9,864             1,369 -           1,801                -                9,432 

Landfill closure and post-
closure costs 

          52,548             3,220 -              403                -              55,365 

Provision for restoration of
third party assets 

          35,819             6,016                304                -              42,139 

 Other provisions: 
Provisions for risks and

charges 
          17,903             1,491 -           1,399                -              17,995 

 Provision for tariff reductions             3,661                  61                 -                   -                3,722 

 Total         119,923           12,157 -           3,391                -            128,689 

 
 
The provision for legal and employee litigation expenses of euro 9,432 thousand reflects 
assessments on the outcome of legal proceedings and disputes instigated by employees. 
 
The provision also includes euro 1,974 thousand in relation to an existing social security litigation 
concerning the claim for payment of contributions for involuntary unemployment, welfare benefits 
(CIG, CIGS, Mobility) and employee sickness benefits.  
 
With regard to involuntary unemployment, the Group considers that no payment is due with respect 
to that contribution as a result of specific contractual clauses which, restricting employer rights of 
withdrawal, in fact guarantee employment stability to employees.   For this contribution, 
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exoneration claims have been presented for each company in the Group.  In cases where the 
Ministry has rejected the claim, the Rejection Order has been contested. 
 
In relation to CIG, CIGS and Mobility contributions the exclusion, other than by specific legal 
provisions, is also supported by the fundamental consideration that welfare benefits are in effect 
unusable since the Hera Group provides essential services that must be constantly guaranteed.   
On their part, social security authorities consider that transformation into a joint-stock company and 
the sale to private entities even of just part of the share capital, is sufficient to consider the 
contributions as compulsory.   The Group claim was accepted in 2004 by order of the Court of 
Genoa, but later overturned by the court of appeal. The claim is currently pending hearing before 
the Court of Cassation. 
 
To conclude, the sickness benefit contributions are considered not payable in that, by express 
contractual clause, the Group assumes responsibility for the entire economic treatment of 
sickness.   This by virtue of a corporate law regulation pacifically applied for the last 60 years.   In 
2003, a sentence of the Court of Cassation confirmed, however, the subsistence of compulsory 
contributions by the employer also when social security authorities are not obliged to pay sickness 
benefits, calling upon a general principle of solidarity.   Following this change of direction in case 
law, the Hera Group decided to pay sickness benefit contributions as of 1 January 2005, continuing 
to oppose the existing litigation with respect to previous periods. 
 
Given the above, together with a sentence in favour expressed by the Council of State at the 
request of the Ministry for Employment and Social Policy in relation to the application of this 
measure to ENEL SpA (opinion dated 8 February 2006), the Hera Group, already as at 31 
December 2005, qualified the liability risk as possible but not likely.    The provision reflected in this 
half-yearly report is therefore recognised on a precautionary basis and refers to the total of only 
those files received – not those suspended by order of the court – and to legal expenses matured 
to date. 
 
The second case of social security authority litigation (deriving from the merger of Meta SpA) 
instead concerns the interpretation of art. 41, Italian Law 488/1999 (Finance Act 2000) in relation to 
the rates reduction in contribution for family allowances (CUAF) and maternity allowance to 
employees governed by the National Pay Agreement for the electricity industry.   The problem was 
resolved with the Insurance Position Management Office of the Modena social security 
department, who confirmed that the claim had been correct at the time of its presentation.   
Therefore, as from 2001, the former Meta SpA applied the reduced rate together with the request 
for reimbursement of excess contributions paid, but not due, in relation to the 2000 financial period 
(reimbursement being received between 2001 and 2002).   As of November 2003, the social 
security authority issued notices claiming the payment of full rate contributions, completely 
modifying the previously accepted interpretation, in the consideration that rate balancing due in the 
electrical industry was not applicable to employees who were members of INPDAP (Italian Social 
Security Authority for Public Administration Employees).   The company involved the 
“Federenergia” industrial association in the problem, which submitted the matter to the Ministry for 
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Employment. The decision to be adopted is still pending.   In the meantime, precautionary 
provisions have been set aside to cover the contributions that could be disputed for the period 1 
January 2000-30 June 2006, totalling euro 3,129 thousand. 
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The provision for landfill closure and post-closure represents the sum allocated by the Group 
to cover costs to be sustained in managing the closure and post-closure of landfills currently in 
use.    Future expenses, calculated for each landfill by a specific technical estimate, were 
discounted in accordance with IAS 37. Increases in the provision are composed of the financial 
element deduced from the discounting procedure, whereas utilisation represents actual expenses 
calculated for the period. 
 
The provision for restoration of third party assets again includes sums allocated in relation to 
legal and contractual restrictions upon the Group as leaseholder of asset company-owned 
distribution networks.   These sums were allocated on the basis of normal amortisation rates for 
the assets in question, the rates being established under contract in order to indemnify leasing 
companies against deterioration of the assets used in business operations and applied on the 
value of the leased assets. 
 
In accordance with IAS 37, the provision reflects the current value of such payments to be 
determined in future periods (normally on expiry of agreements signed with the authorities 
concerned, with regard to water supply services and to expiry of the temporary period envisaged 
by current law for gas distribution).   Increases in the provision are composed of the total 
allocations for the period, these discounted also, and financial charges reflecting the discounted 
cash flow element. 
 
The provision for risks and charges, under “other provisions”, of euro 17,995 thousand includes 
sums allocated to cover miscellaneous risks (all relatively modest amounts). 
With regard to the problem of applying Resolution 248/04 of the Electrical and Gas Energy 
Authority, reference should be made to the more detailed description under paragraph 3.01.02.02 
of the Management Report.  
 
The provision for tariff reduction of euro 3,722 thousand was established to cover charges 
deriving from relief on energy consumption costs recognised to retired staff. 
 
32. Deferred tax liabilities 
 
As at 30 June 2006 these total euro 100,235 thousand (euro 94,614 thousand as at 31 December 
2005).   The provision for deferred taxes includes temporary differences between the balance 
sheet profit and taxable income (capital allowance exceeding statutory depreciation and capital 
gains instalments), and differences emerging following the application of IAS/IFRS. 
The latter mainly relate to:  

 euro 4,450 thousand IAS 17 (financial leasing); 
 euro 42,000 thousand IAS 16 (fair value assessment of certain asset categories); 
 euro 32,958 thousand IAS 37 (discounting of the provisions for post-mortem landfill and 

restoration of third party assets); 
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 euro 4,298 thousand IAS 19 (discounting of Employee Severance Indemnity and other 
employee benefits); 

 euro 2,088 thousand IAS 39 (fair value of financial instruments). 
 
 

33. Financial lease payables 
As at 30 June 2006 these total euro 45,361 thousand (euro 49,643 thousand as at 31 December 
2005). 
 

 
Residual total Due in short term Due in long 

term 
    

Financial lease payables 45,361 12,691 32,670
    
 
This item represents the recognition of payables under the terms of IAS 17 on financial leases. 
 
34. Other non-current liabilities 
As at 30 June 2006, other non-current liabilities total euro 88,136 thousand (euro 105,344 
thousand as at 31 December 2005) and are composed as follows: 
 

30/06/2006 31/12/2005 Change
€/000 €/000 €/000

  
    
Social Security payables 4 11 -7
Security deposits 51,008 50,836 172
Payables for outlets, connections and other 
contributions 34,594 51,818 -17,224
Advances 1,527 1,527 0
Suppliers 835 920 -85
Miscellaneous 168 232 -64
  
Total 88,136 105,344 -17,208

 
 
35. Trade payables 
Trade payables, all of a commercial nature and included in sums provisioned to cover invoices 
due, total euro 518,705 thousand as at 30 June 2006 (euro 670,051 thousand as at 31 December 
2005). The decrease of euro 151,346 thousand is for the most part due to seasonal fluctuations in 
the purchase price of basic raw materials.  
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36. Tax liabilities 
 
As at 30 June 2006, tax liabilities total euro 183,293 thousand (euro 32,545 thousand as at 31 
December 2005) and are composed as follows: 
 
 30/06/2006 31/12/2005 Change 

€/000 €/000 €/000 
    
 

 
 

 
 
Income tax (IRES, IRAP) and consumer tax payables 145,266 17,237 128,029 
VAT payables          21,300 334 20,966 
Employee withholding tax payables 6,413 5,718 695 
Substitute tax 3 76 -73 
Sewerage fees               255 652 -397 
Other tax liabilities 10,056 8,528 1,528 
   
Total 183,293 32,545 150,748 

 
Income tax and consumer tax payables record an increase with respect to 31 December 2005 of 
euro 128,029 thousand.    The difference is the result of increased income tax payables (IRES and 
IRAP) of euro 35,103 thousand and a residual euro 92,926 thousand due to the combined effect of 
increases and decreases in excise duties and additional regional tax, respectively, on gas and 
electricity.   Assets item 26 explains the reasons for the significant increase in the debt position in 
relation to gas. 
 
The increase in VAT payables with respect to 31 December 2005, totalling euro 20,966 thousand, 
is also mainly attributable to the same reasons (recovery of amounts invoiced). 
 
Other tax liabilities record an increase with respect to 31 December 2005 of euro 1,528 thousand 
due mainly to an increase in the sum payable to the Energy Sector Equalisation Fund.  
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37. Other current payables 
 
As at 30 June 2006, other payables total euro 175,902 thousand (euro 70,902 thousand as at 31 
December 2005) and are composed as follows: 
 
   30/06/2006 31/12/2005 Change 

€/000 €/000 €/000
   
Due to social security authorities:  
     INPS 2,146 2,544 -398
     INPDAP 5,295 5,362 -67
     INAIL 32 0 32
     Other authorities 6,186 5,992 194
Dividends 4,594 7 4,587
Due to employees 15,720 15,967 -247
Due to Directors and Statutory Auditors 449 343 106
Security deposits 486 33 453
Due to customers 148 272 -124
Due for provisional plans 5,530 12,288 -6,758
Other 135,316 28,094 107,222
  
Total 175,902 70,902 105,000
  

 
Dividend payables record an increase with respect to 31 December 2005 of euro 4,587 thousand 
due to dividends unpaid by subsidiaries: euro 4,209 thousand Fea, euro 264 thousand Sinergia 
and euro 114 thousand Asa. 
 
Sums payable for provisional plans show a decrease with respect to 31 December 2005 of euro 
6,758 thousand, due to the recovery of sums invoiced in previous years.  
 
"Other" payables increased with respect to 31 December 2005 by euro 107,222 thousand mainly 
due to the sum of euro 89,997 thousand payable to ENEL Distribuzione SpA for purchase of the 
holding in Hera Rete Modena S.r.L. and euro 14,059 thousand to shareholders of Geat 
Distribuzione Gas S.r.L. following the share swap in their favour from the merger by absorption of 
that company as of 1 January 2006. 
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IAS 14: Information by business area 
 

Income Statement 30 June 2006

Gas El Pow
Water
Cycle

Environme
nt

Other
Services

Structure Total

Consolidat
ed 

Statutory
Financial 

Statement
s

Direct revenues 539.0 149.3 174.5 232.8 80.5 17.9 1,194.1 1,194.1
Infra-cycle revenues 19.1 33.4 4.6 10.2 5.3 3.0 75.6
Total direct revenues 558.1 182.7 179.2 243.0 85.7 20.9 1,269.7 1,194.1
INDIRECT REVENUES 6.3 0.7 5.9 6.7 1.3 -20.9 0.0
TOTAL REVENUES 564.4 183.4 185.0 249.7 87.1 0.0 1,269.7 1,194.1

EBITDA 72.6 6.0 51.6 63.2 16.6 0.0 209.9 209.9

Amort., Depr. and Prov. 16.8 5.7 22.4 34.4 8.5 87.8 87.8

 
 
 
 

Income Statement 30.06.05

Gas El Pow
Water
Cycle

Environme
nt

Other
Services

Structure Total

Consolidat
ed 

Statutory
Financial 

Statement
s

Direct revenues 380.1 117.7 174.6 192.7 62.4 17.1 944.7 944.7
Infra-cycle revenues 12.0 14.1 0.7 2.5 8.1 4.4 41.8
Total direct revenues 392.1 131.8 175.3 195.2 70.5 21.5 986.5 944.7
INDIRECT REVENUES 11.0 0.6 5.0 4.2 0.8 -21.5 0.0
TOTAL REVENUES 403.1 132.4 180.3 199.4 71.3 0.0 986.6 944.7

EBITDA 53.2 2.8 36.7 51.9 10.3 0.0 154.9 154.9

Amort., Depr. and Prov. 12.3 0.3 19.7 20.8 6.7 59.8 59.8

EBIT 40.9 2.5 17.0 31.1 3.6 0.0 95.1 95.1
 

 
 
 



            Hera Group SpA – Interim Summary of the Consolidated Financial Statements  
as at 30 June 2006 

 

 125

 
 
 

Balance Sheet 30 June 2006

Gas El. Pow. Water 
Cycle

Environm
ent

Other 
services Structure

Consolidat
ed 

Statutory 
Financial 

Statement
s

Net working capital 52,4 34,0 -16,9 41,5 0,4 111,4
Net fixed assets 431,9 285,8 649,8 714,9 216,3 255,5 2554,2

Provisions 51,9 6,4 50,9 109,3 12,8 231,3

Hera net invested capital 432,4 313,4 582,0 647,1 203,9 255,5 2434,3

Shareholders' equity 1461,7
Net financial position 972,6
 

 
 
 

Balance Sheet 31 December 2005

Gas El. Pow. Water 
Cycle

Environm
ent

Other 
services Structure

Consolidat
ed 

Statutory 
Financial 

Statement
s

Net working capital 132,6 61,5 34,0 79,7 14,2 322,0

Net fixed assets 412,0 169,2 616,8 702,5 211,9 243,9 2356,3

Provisions 43,4 7,8 50,9 105,4 13,3 220,8

Hera net invested capital 501,2 222,9 599,9 676,8 212,8 243,9 2457,5
Shareholders' equity 1483,5

Net financial position 974,0
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TRANSACTIONS WITH RELATED PARTIES 
 
 
Service management 
 
As sole agency, the Hera Group provides local public services of an economic nature and subject 
to license or franchise (distribution of natural gas via local pipelines, integrated water services and 
environmental services, including scavenging, collection, transportation and organization of waste 
treatment and disposal) to almost all related Municipal party areas. The electricity distribution 
service is provided in the Imola district and in the municipal district of Modena, extended on 1 July 
2006 following the acquisition of rights from the previous provider (Enel Distribuzione) to part of 
Modena province.  
Other utilities (urban distance-controlled heating systems, heat management, public lighting, 
cemetery-related services and public parkland management) are provided under market 
conditions, i.e. through specific agreements with local authorities in certain municipalities, mainly 
but non necessarily related parties. HERA is responsible for waste treatment and disposal service 
via special agreements with local authorities, precluded from exclusive rights under Italian regional 
law 25/1999 but subject to monitoring by the regional public services regulatory authority.  
The above-mentioned regional law has appointed AATOs, as required under the national reference 
law, to organize and monitor integrated water services and urban cleansing service management 
previously covered by the licensing municipalities. With regard to provisions of the regional law and 
relevant national law (particularly art. 113 of the consolidated local authority act), the HERA Group 
has signed special agreements with the AATOs determining the implementation of technical 
planning and local tariffs.  
 
Energy Sector 
 
For the Gas Area, management of the distribution service is, in practice, exclusively assigned to 
the HERA Group. Certain agreements stipulated prior to the enactment of industry regulations (the 
‘Letta’ decree) involve the production and distribution of heat energy (“energy services”).  
The duration of licenses for the distribution of natural gas via local pipelines, initially ten to thirty 
years from the original deeds of assignment signed with Municipal Authorities, has been reviewed 
under Italian Decree 164/2000 (the Letta Decree, in enactment of EC directive 98/30/CE) and 
subsequent reform of the energy markets (including the “Marzano law”). The residual duration of 
distribution agreements is not less than that foreseen in the HERA stock exchange listing.   
The purpose of distribution agreement-related licenses is for the distribution of methane or similar 
for heating, domestic, trade, industrial and other general uses. Gas distribution tariffs applied to the 
consumer are collected by HERA and established in accordance with current law and rulings of the 
Electrical and Gas Energy Authority (AEEG).  
Negotiation agreements discipline customer relations, service management formats, respective 
accessory commitments of the parties, maintenance required for distribution network operations 
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and the service performance penalties usually differentiated according to the type and seriousness 
of the violation. 
With regard to electricity, the purpose of agreements is the distribution of energy including, 
amongst other things, distribution network management, maintenance decision-making, planning 
and the identification of development options, system operations, maintenance implementation and 
the implementation of improvements. 
The most important electricity distribution agreement was stipulated with the Municipal Authority of 
Imola, with a 30-year duration expiring on 31/12/2030, renewable under the terms of article 2 of the 
Italian Bersani Decree. A similar agreement exists for the management of networks previously 
assigned to META SpA, under HERA responsibility as from 1 January 2006 following the merger of 
this former local government-run agency.  
The AEEG may order the suspension or cancellation of the agreement, based on a set procedure, 
in proven cases of breach of contract or violations attributable to the agent which could seriously 
jeopardize the electricity distribution service supply. 
The agent is obliged to apply consumer tariffs set by current law and rulings adopted by the AEEG. 
 
Water sector 
 
Hera manages the integrated water supply service under agreements with the AATOs of varying 
duration (not less than twenty years), for water system services, sewerage and waste treatment 
services or for a combination of these services. 
The public water system service includes capture, potabilisation, distribution and sale of drinking 
water for civil and industrial use. The sewerage and waste treatment service includes sewerage 
network management and waste treatment unit management. 
In certain cases, the agreements also include the design and implementation of new networks and  
the construction of new systems for service management purposes. 
Management of the service is the sole responsibility of HERA for the territory of municipal districts 
covered by the various Agreements, with Municipal Authority obligation to refuse third party 
placement on its territory or pipeline state property areas without prior consent from the Company. 
The agreements also govern other aspects of the relationship, such as service management 
formats and mutual commitments between the parties, mainly with regard to responsibility for 
ordinary and extraordinary maintenance on networks and systems necessary for service 
operations. 
Normally the local authorities grant rights of use, even free of charge, to the management company 
for the integrated water service network and systems operations. In most cases involving areas 
managed by HERA, the local authorities have transferred ownership of the network and systems to 
special Asset Companies indicated in a later section of this document.  
On termination of the agreement, HERA is obliged to return any assets used in provision of the 
service to the Asset Companies or local authorities. Any improvement or upgrading works on the 
networks must also be reassigned on termination of the agreement, compensated by payment of 
the residual value of the assets. 
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HERA relations with consumers are governed and regulated by specific Service Charters 
containing detailed descriptions of the service provided by the management company and 
consumer rights.  
Considerations payable to HERA for management of the integrated water service are equal to the 
payment of current tariffs established in 2004, based on the standardised method criteria 
introduced by the Italian Galli law and subsequent application regulations.  
 
Environment sector 
 
The purpose of agreements signed by HERA with the Efficiency Agencies is the exclusive 
management of waste collection services, street cleansing and waste recovery and disposal 
organization. 
The duration of Agreements is ten years in accordance with regional law. The agreements govern 
the service supply terms, considerations payable to Hera for services provided (equal to the tariff 
established by Italian Presidential Decree 158/1999, where applicable), mutual commitments of the 
parties and licensing fees for the use or occupation of streets and related fixtures in 
implementation of the service provided by the management company. 
For waste treatment unit operations the HERA group has stipulated special agreements with the 
Municipalities in which the units are installed. 
 
Network, system and related asset management 
 
The infrastructures used for local public services, i.e. the gas networks, water supply networks and 
sewer systems are partly owned by HERA and partly by third parties (municipal authorities, 
municipal consortiums, local authority-owned asset companies). Relations between the service 
management company and authorities owning the assets are governed by special agreements. In 
a number of cases, rental agreements are established to discipline economic relations, specifying 
considerations due to owner authorities from the management company for use of the networks 
and systems.  
Under such agreements, HERA is obliged, at its own care and expense, to perform ordinary and 
extraordinary maintenance and upgrading of the network, as specified in the investment plan 
agreed with the Asset Companies. 
On expiry of the agreement, HERA will return the business concern and at the same time claim a 
compensatory payment based on the difference between the initial asset value on stipulation of the 
agreement (equal to that recorded in Asset Company financial statements, less any amortisation 
applied prior to leasing) and the value of the assets on expiry of the agreement. The latter value 
will be calculated by detracting amortisation, sustained by the HERA Group on assets included in 
the business concern up to the date of return, from the initial value of those assets, then adding the 
net value of any investments (i.e. investments less any amortisation applied by HERA up to the 
date of return). 
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Integrated water cycle 
 
For the duration of the agreement after 31 December 2006, the lease is equal to a sum 
corresponding to the final value (as indicated in the business concern lease agreement) multiplied 
by the percentage established in the tariff as percentage remuneration of the net capital 
investment, determined by application of the standardized tariff calculation method indicated in the 
Italian Regional Law 25/1999. 
 
Gas distribution 
 
The business concern lease agreement relating to energy services does not specify lease 
instalment amounts for periods beyond 31 December 2006. 
 
Assets leased by CONAMI 
 
There is an existing lease agreement with the CONAMI consortium, Imola, for the use of networks 
and assets required to provide the gas and electricity distribution service, environmental services, 
water services and the CONAMI-owned district heating service. This agreement contains 
provisions similar to those in agreements stipulated with the Asset Companies. 
 
 
State property usage granted to HERA with services assignments 
 
The state property used by HERA to provide services are granted alongside assignment of the 
related public service. 
 
Relations between HERA and Romagna Acque 
 
The Municipal Authorities of Ravenna, Forlì-Cesena and Rimini, majority shareholders in HERA, 
are the major shareholders of Romagna Acque, with whom AMF, AMIR, AREA, SIS, TEAM and 
UNICA, all companies participating in the Integration, stipulated agreements for the procurement of 
water prior to the merger into HERA SpA. Following the merger and demerger agreements 
regarding business concerns of the above-mentioned companies, HERA assumed responsibility 
for the existing procurement contracts. 
In 2004, Municipal Authority shareholders in Romagna Acque transferred ownership of water 
sources to that company, formerly attributed to the relevant asset companies. At the same time, 
Romagna Acque changed its name to “Romagna Acque – Società delle Fonti”. For the Ravenna, 
Forlì-Cesena and Rimini districts, therefore, Romagna Acque – società delle Fonti has sole 
ownership of the procurement assets, whereas ownership of the networks is retained by the asset 
companies.  
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Listed below are the Hera Group costs, revenues, payables and receivables recorded with respect 
to related parties.  
 

in euro  receivables payables revenues  costs 

Comune di Bologna     20,292,654 
 

-4,874,067 -32,289,998 3,685,807

CON. AMI 
1,087,136 -2,893,767 -175,181 4,150,546

Romagna Acque 
SpA 33,685 -12,652,114 -77,436 13,887,241

Unica reti assets 
757,410 -1,453,586 -53,802 4,189,495

AMF assets 
29,679 -47,548 -8,685 21,055

AMIA assets 
8,295 -- -- --

AMIR assets 
2,249,582 -820,294 -209,130 1,287,417

AREA assets 
1,972,081 -894,100 -639,540 3,051,402

TEAM assets 
479,508 -1,075,001 -1,974 951,005

SIS SpA 
0 -1,243,221 -37,741 1,185,195

Comune di Modena 
4,027,737 -17,545,130 -6,869,348 2,238,476
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2.02.04 Changes in Shareholders’ Equity 

 
 
The following table summarises the differences between the parent company financial statements 
and the consolidated financial statements in relation to items with a significant impact on the result 
for the period and on shareholders' equity. 
 
 

Capital Reserves reserves 
for 

derivative 
instrument
s valued 

at fair 
value

Profit for 
the period

Sharehold
ers' equity

Minority 
interest 
share

Total

Balance as at 31 December 2005
1,016,752 360,020 -4,185 80,346 1,452,933 30,603 1,483,536

merger GDG 323 323 323
own shares in portfolio -5,526 -8,533 -14,059 -14,059
change in the fair value of
derivatives for the period

2,815 6,240 9,055
660

9,715

use of reserves 0 0
other movements -292 -292 -133 -425
appropriation of profits 2005: 0 0
- dividends paid out -19,405 -51,767 -71,172 -5,610 -76,782
- allocation of undivided profits to
reserves

-7,792 7,792 0 0

- allocation to other reserves 4,240 -4,240 0 0
- profits after the impact of IAS 32,131 -32,131 0 0
Profit for the period 55,218 55,218 4,227      59,445
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2.02.05 Lists of equity investments 
cont.d on next page 
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Name Registered 
offices Share capital Total

Direct Indirect

Parent company:
Hera S.p.A. Bologna 1,016,752,029

Akron S.p.A. Imola (BO) 1,152,940 57.50% 57.50% 57.50%
Ambiente 3000 S.r.l. Bologna 100,000 51.00% 51.00% 51.00%
Ares S.p.A. consortile Bologna 1,125,240 100.00% 100.00% 100.00%

Asa S.p.A. Castelmaggi
ore (BO) 1,820,000 51.00% 51.00% 51.00%

Cales S.r.l. Naples 250,000 50.01% 50.01% 50.01%
Ecologia Ambiente S.r.l. Ravenna 20,000,000 100.00% 100.00% 100.00%
Ecosfera S.p.A. Ferrara 1,000,000 51.00% 51.00% 51.00%
Eris S.c.r.l. Ravenna 300,000 51.00% 51.00% 51.00%
Famula On-line S.p.A. Bologna 3,316,427 60.00%  60.00% 60.00%

Frullo Energia Ambiente S.r.l. Bologna 17,139,100 51.00% 51.00% 51.00%

Gal.A. S.p.A. Bologna 300,000 60.00% 60.00% 60.00%

Gas Riccione S.p.A. Riccione 
(RN) 748,600 100.00% 100.00% 100.00%

Hera Bologna S.r.l. Bologna 1,250,000 100.00% 100.00% 100.00%
Hera Comm S.r.l. Imola (BO) 88,591,541 100.00% 100.00% 100.00%
Hera Energie Bologna S.r.l. Bologna 500,000 67.00% 67.00% 67.00%

Hera Ferrara S.r.l. Cassana 
(FE) 810,000 100.00% 100.00% 100.00%

Hera Forlì-Cesena S.r.l. Cesena (FC) 650,000 100.00% 100.00% 100.00%

HERA GAS TRE Spa Bologna 120,000 100.00% 100.00% 100.00%
Hera Imola-Faenza S.r.l. Imola (BO) 750,000 100.00% 100.00% 100.00%

Hera Luce S.r.l. San Mauro 
Pascoli (FC) 216,600 87.30% 87.30% 87.30%

Hera Modena S.r.l. Modena 1,000,000 100.00% 100.00% 100.00%
Hera Ravenna S.r.l. Ravenna 850,000 100.00% 100.00% 100.00%
Hera Rimini S.r.l. Rimini 1,050,000 100.00% 100.00% 100.00%
Hera Servizi Funerari S.r.l. Bologna 10,000 100.00% 100.00% 100.00%
Herasocrem S.p.A. Bologna 2,218,368 51.00% 51.00% 51.00%
Hera Trading S.r.l. Imola (BO) 2,600,000 100.00% 100.00% 100.00%
Ingenia S.r.l. Imola (BO) 52,000 74.00% 74.00% 74.00%
Medea S.p.A. Sassari 4,500,000 100.00% 100.00% 100.00%
Metaenergy S.r.l. Modena 13,795,000 100.00% 100.00% 100.00%
Metaservice S.r.l. Modena 2,492,000 51.00% 51.00% 51.00%

Nuova Geovis S.p.A.
Sant’Agata 
Bolognese 
(BO)

2,205,000 51.00% 51.00% 51.00%

Recupera S.r.l. Cassana 
(FE) 1,673,290 93.95% 93.95% 93.95%

Romagna Compost S.r.l. Cesena  
(FC) 310,000 60.00% 60.00% 60.00%

Seas Lavori e Servizi s.c.ar.l. Bologna 51,000 6.00% 94.00% 100.00% 100.00%

Sinergia S.r.l. Forlì  (FC) 579,600 59.00% 59.00% 59.00%
Sotris S.p.A. Ravenna 2,340,000 70.00% 70.00% 70.00%

TS Energia S.r.l. Monghidoro 
(BO) 10,000 100.00% 100.00% 100.00%

Uniflotte S.r.l. Bologna 2,254,177 99.00% 99.00% 99.00%
Viviservizi S.r.l. Consortile Bologna 250,000 81.74% 81.74% 81.74%

Percentage held Overall 
share

LIST OF COMPANIES CONSOLIDATED WITH THE LINE-BY-LINE METHOD
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Illustrated below are the changes with respect to 31 December 2005. 
 
Agea One S.r.L., placed in liquidation on 19 April 2005 and wound up on 29 June 2006, from which 
date it is no longer included in the Hera Group scope of consolidation. 
 
Ambiente 3000 S.r.L., consolidated by the equity method on 31 December 2005, was consolidated 
by the integral method on 30 June 2006 as it became operative as from 1 January 2006. 
 
Bio EnergY S.r.L., consolidated by the integral method on 31 December 2005, was consolidated by 
the equity method as from 30 June 2006 as the company was placed in liquidation on 21 April 
2006. 
 
Gas Riccione SpA is included among the fully consolidated companies as at 30 June 2006 
following the merger of Geat Distribuzione Gas S.r.L. into Hera SpA 
 
On 16 January 2006, Hera SpA acquired a further 18% of share capital in Hera Luce S.r.L. from 
Gemmo SpA The value of the acquisition was euro 2,850,000. This increased the Hera Group 
percentage held from 69.3% to 87.3%. 
 
Hera Modena S.r.L. and Hera Servizi Funerari S.r.l., subsidiaries not consolidated as at 31 
December 2005, became operative as of 1 January 2006 and are therefore consolidated by the 
integral method as from that date. 
 
TS Distribuzione S.r.L., consolidated by the integral method on 31 December 2005, was 
consolidated by the equity method as from 30 June 2006 since it was place in liquidation on 9 May 
2006. 
 
In January 2006, Viviservizi S.r.L. reduced its share capital from euro 451,000 to euro 142,725, 
releasing shareholders from calls in arrear. A further reduction in share capital was then 
implemented from euro 142,725 to euro 54,486 to cover losses, and later restored to euro 250,000. 
As a result of these transactions, Hera SpA controls 81.74%. 
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Name Registered 
offices Share capital Total

Direct Indirect

Acantho S.p.A. Imola (BO) 15,875,781 47.46% 47.46% 47.46%
Adriatica Acque  S.r.l. Rimini (RN) 89,033 22.32% 22.32% 22.32%
Agea Reti S.r.l. Ferrara 19,000,000 39.72% 39.72% 39.72%
Agess s.c.ar.l. Forlì (FC) 79,750 21.44% 21.44% 21.44%

Aspes Multiservizi S.p.A. Pesaro 10,963,627 26.87% 26.87% 26.87%

Attivabologna S.r.l. Cons. 
in liquid. Bologna 2,558,600 96.40% 96.40% 96.40%

Bio Energy S.r.l. Modena 100,000 100.00% 100.00% 100.00%
DYNA Green Srl Milano 30,000 33.00% 33.00% 33.00%
Estense global service Ferrara 10,000 23.00% 23.00% 23.00%
Gasgas S.r.l. Ferrara 10,000 100.00% 100.00% 100.00%
Meta Rete Gas Modena 99,000 100.00% 100.00% 100.00%

Modena Network S.p.A. Modena 2,000,000 30.00% 30.00% 30.00%

Oikoten S.c.r.l. Siracusa 1,101,730 46.10% 46.10% 46.10%
Refri S.r.l. Reggio Emilia 2,800,000 20.00% 20.00% 20.00%
SGR Servizi SpA. Rimini 5,264,000        20.00% 20.00% 20.00%

Service Imola S.r.l. Borgo Tossignano 
(BO) 10,000 40.00% 40.00% 40.00%

SET S.p.A. Milano 120,000 39.00% 39.00% 39.00%

Sinergie Ambientali S.r.l. Bologna 100,000 50.00% 50.00% 50.00%

Tecnometano S.r.l. Comacchio (FE) 10,400 100.00% 100.00% 100.00%
TS Distribuzione gas 
S.r.l. Monghidoro (BO) 100,000 100.00% 100.00% 100.00%

Yele S.p.A. Vallo della Lucania 
(SA) 103,400 35.00% 35.00% 35.00%

LIST OF COMPANIES CONSOLIDATED WITH THE LINE-BY-LINE METHOD

Percentage held
Overall share

 
 
 
Illustrated below are the changes with respect to 31 December 2005. 
 
4 Italy Energy & Environment SpA  was sold on 27 June 2006 to Demont S.r.L. and Tecnofin SpA 
for a total of euro 1,000,000. 
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2.02.06 Interim summary – consolidated cash flow statement 

 
 

30/06/2006 30/06/2005
€/000 €/000

Operating activities
Cash flow
Net profit pertaining to Group and minority 59,445 46,890
Depreciation and writedowns of tangible fixed assets 60,964 39,951
Amortisation and writedowns of intangible assets 15,437 9,308
Goodwill -18,103 1,134
Total cash flow 117,743 97,283

Changes in prepaid and deferred taxation 9,016 -6,302
Employee leaving indemnities and other benefits
Provisions / (uses) 1,715 56
Provisions for risks and charges
Provisions / (uses) 8,766 20,876
Other non-current liabilities
Provisions / (uses) -17,208 -3,896

Working capital
Change in trade receivables 41,370 -113,445
Change in inventories -3,380 9,419
Change in other current assets 70,308 -4,538
Change in trade payables -151,346 -66,173
Change in tax liabilities 150,748 36,300
Change in other current liabilities 105,000 -695
Change in working capital 212,700 -139,131

Liability generated by operations 332,732 -31,114 a)

Investment activities
Disposal/(investment) in tangible fixed assets
net of net investments/disposals -113,902 -101,016
Disposal/(investment) in intangible assets, net
of net investments/disposals -18,424 -710
Investments in equity investments net of disposals -111,550 -6,662
Change in non-current receivables -10,855 -19,556
Other non-current assets 7,949 22,874
Liquidity generated (absorbed) by investment activities 246,782- 105,069- b)

Financing activities
Medium/long-term loans 495,741 82,599
Change in shareholders' equity accounts -10,055 -15,938
Change in securities 0 0
Change in current portions of medium/long-term loans -359,418 62,126
Dividends paid -71,173 -52,641
Change n financial leasing payables -4,282 17,750
Change in financial instruments - derivatives -17,656 17,712
Liquidity generated/(absorbed) by financing activities 33,157 111,608 c)

119,107 (a+b+c) 24,576- (a+b+c)
Change in net financial position
Opening short-term financial position 203,025 209,199
Closing short-term financial position 322,132 184,622

119,107 -24,577
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2.02.07 Net financial position 

 

(Euro/000000)
30-giu-06 31-dic-05 30-giu-05

Non-current securities and other financial receivables 20,5          53,4
Due to banks/long-term loans 1.027,3-     -521,4 -571,7
Due to financial leases coming due after the next fina 32,7-          -39,9 -35,6
Financial assets 41,9          34,3
Derivatives 1,8            -15,8 -17,8

Net medium to long-term debt 995,8-        523,70-      590,80-      

Due to financial leases coming due during the next fin 12,7-          -9,8 -10,9
Other financial receivables (payables) 2,1            -1,2 2,2
Bank payables/short-term loans 279,3-        -636,8 -334,0
Cash in banks and on hand 307,6        189,1 182,4
Current financial assets 5,6            8,4 4,2

Net short-term debt 23,3          450,30-      156,10-      

Total net debt -972,536 -974 -746,9  
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2.02.08 Statutory Auditors’ report 
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2.02.09 Independent Auditors’ report  
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