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1.1 Results of the HERA Group 

 

(Euro millions) Sept 30, 03 Sept 30, 04 ch. % 3 Q 2003 3 Q 2004 ch. %

Revenues 856,6 966,5 12,8% 233,6 276,0 18,2%

Other income 16,3 22,6 38,7% (0,2) 7,2 -   

Internal constructions 52,3 76,6 46,5% 32,3 26,6 (17,6%)

Value of production 925,2 1.065,7 15,2% 265,7 309,8 16,6%

Operating costs (609,1) (737,0) 21,0% (168,5) (215,7) 28,0%
in % (65,8%) (69,2%) (63,4%) (69,6%)

Personnel costs (146,2) (146,4) 0,1% (49,3) (46,2) (6,3%)
in % (15,8%) (13,7%) (18,6%) (14,9%)

Ebitda 169,9 182,3 7,3% 47,9 47,9 0,0%
margin % 18% 17% 18% 15%

Amort., depreciation & provisions (97,5) (99,4) 1,9% (33,5) (34,4) 2,7%
in % (10,5%) (9,3%) (12,6%) (11,1%)

Ebit 72,4 82,9 14,5% 14,4 13,5 (6,2%)
Financial interest & adjust. to 
financial assets (13,7) (15,0) 9,5% (4,1) (3,9) (4,9%)

Extraordinary income (charges 0,4 (2,9) -   3,7 (0,5) -   

Pre-tax result 59,1 65,0 10,0% 14,0 9,1 (35,0%)
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1.2 Corporate Boards 
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1.3 The mission of Hera  
 
• Gain a market position that maximises the value of the plant, networks 

and experience in the core business sectors of the companies that have 
taken part in the integration; increase the value of the Group and its 
competitive capacity, to take advantage of the opportunities presented 
with the liberalisation of the markets 

 
• Fulfil the “Hera system”, creating synergies, optimising the available 

resources to achieve a better price/quality structure and ensuring further 
margins of growth and development 

 
• To combine the capacity to respond positively to market expectations with 

the objective of always providing adequate responses to the needs of the 
customers/clients, guaranteeing the quality, continuity and safety of the 
services, respecting the environment and maintaining constant relations 
with the territory 

 
• To develop the core business activities in adjacent territories to those 

currently served, which present the possibilities for the attainment of 
economies of scale and synergies in the short-medium term 
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1.4 Strategy 

 
The progressive liberalisation of the demand and the increase in competitive 
pressures in the public sector services is the driving force behind companies 
in the sector to achieve adequate levels of business activities in order to 
compete in an increasingly co mpetitive market place. 
 
The Hera Group was created at the end of 2002 with the most important 
integration operation in the local utilities sector in Italy: following the 
integration the group is positioned among the top three companies in the 
management of local public services, with a Value of Production of over Euro 
1,330 million in 2003. 
 
The strategy of growth and creation of value for the Group is centred on the 
following priorities: 

 
1. Development, the strengthening of the competitive presence in the 

core businesses, through increasing commercial penetration in the 
sectors liberalised, the consolidation and integration of generation and 
waste disposal plant, continuation of the territorial integration process;  

 
2. Efficiency, that is cost improvement, and efficiency in the operating 

structure, through optimisation in recourse to the external market for 
goods and services; 

 
3. Rationalisation , in relation to both the investment portfolio and the 

valuation of some “minor” businesses with good potential such as 
district heating and public lighting. 

 
The results for the first nine months of 2004 confirm the continuation of good 
results in all areas that constitute the growth strategic of the Group, and in 
particular: 

 
• the increase in electricity volume sales to eligible customers 
(+93.8% compared to the first nine months of 2003) confirms the 
validity of the commercial strategy and “dual fuel” policy; 
 
• the negotiations for the acquisition of the Ecologic Centre at 
Ravenna were completed; with this acquisition, concluded in October, 
the Hera Group consolidates its presence in the sector for the 
treatment of special waste; 

 
• the important investment plans in waste-to-energy continued with 
the completion of the Frullo plant, that entered into full operational 
production at the end of September; in addition the construction work 
for the new Ferrara waste-to-energy plant was assigned, while the 
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plant at Forlì successfully passed the V.IA. procedures; for the 
construction project of the co-generation plant of 80MW at Imola, the 
final conference meeting was concluded successfully; finally the 
agreement with the Swiss company EGL was finalised for the 
participation (15%) of the Group in the plant under construction of 
800MW at Sparanise;  

 
• the procedures for the integration of Agea into Hera were 
concluded positively; after the acquisition of the first 49% following the 
public tender, the remaining 51% will be acquired and merged into 
Hera through a reserved share capital increase; this operation will 
have retrospective effect, as of 01/01/2004; 

 
• significant synergies deriving from the recent integration through 
the optimisation of costs and management processes continued in the 
period. In particular, it is noted the awarding of the so -called “ENI gas 
release” that permits Hera to import approximately 200 million cubic 
metres of methane gas at competitive prices; 

 
• in relation to the rationalisation and simplification of the Group 
investments, in the first nine months of 2004 the merger took place 
into a single corporate entity (Selecta Srl) of the three subsidiaries of 
Hera operating in the selection and treatment of waste;  

 
• in relation to the rationalisation and valorisation of the so -called 
“minor” complementary businesses, a single corporate entity operating 
in the Public Lighting sector was incorporated, Hera Luce that, with 
over 220,000 light points, is positioned among the major operators in 
the sector.  In the district heating sector Hera is the fourth operator in 
the national market, considering the contribution from the Agea 
geothermal plant (one of the largest in Europe).   

 
Finally, it is recalled two important results obtained by the Hera group in 
relation to Sustainability, an important strategic aim of the Group: 
 

• recently the Group published its Sustainability Report for 2003, a 
document which is the most appropriate and evolved 
communication and management control tool to fully integrate 
the three elements of sustainability: economic, social and 
environment.  

 
• at the end of July 2004, Hera successfully completed the 

procedures to obtain the certificate ISO 9001/2000 for all of the 
activities relating to the provision of the services for the 
integrated management of the water resources, energy 
resources and waste management resources; this unification, 
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the first in Italy at Group level, extends to Hera Spa and all of its 
operating divisions as well as the LOC’s.  
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1.5 Description of the business 

Hera operates in the offer of services in the following business areas:  

• Energy, that includes the sectors of gas (distribution and sale of methane 
gas and LPG and the  provision of other services) and electricity 
(distribution and sale); 

• Integrated water cycle, that includes abstraction, adduction, distribution, 
sewerage and purification services; 

• Waste Management, which relates to territorial operating services 
(collection and transport of  refuse, sweeping, urban hygiene) and 
treatment activity (recovery and disposal); 

• Other activities include district heating, funeral services and public lighting.  

Hera has a leadership position in the Integrated Water Cycle (among the 
leading five companies in Italy), in Gas (second operator in Italy), in Waste 
Collection and Treatment (leader in Italy in urban waste and co-leader in 
special waste), and finally, in District Heating (among the leading four 
companies in Italy), and Public Lighting (second operator in Italy). 

The gross operating margin of the company is divided in an equilibrated 
manner between regulated activities (waste management and integrated 
water cycle and distribution of gas and electricity) and sales from energy 
sources in an advanced state of liberalisation; the multi-utility characteristic 
ensures a reduced exposure of the results to the specific risks of each sector 
in which Hera operates. 

Also the seasonality in the overall group result benefits from the composition 
of the business portfolio. The greater request for gas, thermal energy and 
electricity, that is prevalently concentrated in the winter period, is partially 
counter-balanced by the increase in the demand in water services and in the 
waste management sector, in particular due to the presence of tourists on the 
Adriatic-Romangnolo coast where Hera operates. 

The combined activities also present many common operating aspects, 
whose single management has already allowed significant synergies through 
the optimisation of the work, services and commercial activities. 

The development of polices such as cross selling was achieved thanks to the 
implementation of a dual fuel commercial policy, that is a joint gas and 
electricity sales proposal to eligible customers. 

The increased size achieved by Hera continues to provide a “multiplier” effect 
of the existing economies of scale and greater efficiency in the purchasing 
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policies, in the management of information systems and in the management 
of human resources. 
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1.6 Company organisation and Group structure 
 
The organisational macrostructure 
   
In Hera, loyalty and attachment to ones region are particular traits of the 
Group mission that, while strategies continue internally aimed at achieving 
economies of scale, externally the operating activities are reorganised locally 
in order to create and establish efficient relationships over time with the final 
customers. 
 
This model translates into an organisational structure based on: divisions 
and local operating companies (LOC). The divisions have been structured 
by business area and thus essentially focused within their operating market. 
The operating companies - that represent the historical memory of the Group 
and the technical and managerial know-how – have the task to carry out the 
activities in the territory, developing efficiencies and quality in the services 
provided.  
 
All of the Local Operating Companies were created in order to operate in 
uniform territorial areas; this characteristic renders the performances 
comparable between them, permitting the identification and extension to all of 
the Group, of the best internal practice in the different business.   
 
The principal staff departments – administration, finance and control, 
organisation and management of personnel, purchases and contracts, legal 
and corporate affairs, business development, external relations - have been 
organised under the General Direction with light structures and a strong 
orientation towards the objectives of improvement of profitability and business 
growth. 
 
The Hera model described above consists of an “open entrepreneurial 
formula”, further replicable, which permits new companies entering on the 
one hand to acquire a role and functions in the governance of the company 
and on the other to maintain locally a corporate operating structure capable of 
ensuring high quality service standards, being able to take from the 
experience of the Group the best practices and benefit from the synergies. 
 
This model was applied to the acquisition/incorporation process of Agea, 
multi-utility company operating in the Province of Ferrara, in which Hera has 
acquired 49% and which will be merged by incorporation in 2004. The 
operation provides for the reorganisation of Agea within a specifically 
identified LOC (“Hera Ferrara”), in line with the Group organisational 
structure. 

Considering the imminent integration of Agea, the area covered by the Hera 
Group is over 60% of the Emilia Romagna region. 
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Company organisation structure  
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Group structure with the merger of Agea SpA. 

 

 

 

 

 

 

 

 

Hera 
Rimini
Hera 

Rimini
Hera

Ravenna
Hera

Ravenna

Hera
Bologna
Hera

Bologna
Hera

Imola Faenza
Hera

Imola Faenza

Hera
Forlì-Cesena

Hera
Forlì-Cesena

Hera
Ferrara
Hera

Ferrara

Holding 

Hera 
Rimini
Hera 

Rimini Hera
Ravenna

Hera
Ravenna

Hera
Bologna
Hera

Bologna
Hera

Imola Faenza
Hera

Imola Faenza

Hera
Forlì-Cesena

Hera
Forlì-Cesena

Holding 

Hera 
Rimini
Hera 

Rimini
Hera

Ravenna
Hera

Ravenna

Hera
Bologna
Hera

Bologna
Hera

Imola Faenza
Hera

Imola Faenza

Hera
Forlì-Cesena

Hera
Forlì-Cesena

Hera
Ferrara
Hera

Ferrara

Holding 

Hera 
Rimini
Hera 

Rimini Hera
Ravenna

Hera
Ravenna

Hera
Bologna
Hera

Bologna
Hera

Imola Faenza
Hera

Imola Faenza

Hera
Forlì-Cesena

Hera
Forlì-Cesena

Holding 



 
Hera S.p.A. – Group Quarterly Consolidated Report as at 09.30.2004 

12  

1.7 Quotation of Hera shares  
 
In the quarter ended September 30, 2004, the Hera share price 
recorded a performance above both that of the utility index and the 
market index (Mibtel index)  achieving stable quotations at over Euro 
2.05 (+64% compared to the placement price). 
 

 
The quotation of the Hera share price increased by +17.1% in the 
quarter prevalently following the communication of the new industrial 
plan for 2004-2007 presented to the financial community in September. 
 
Already in August the share price experienced an increasing trend 
(+6.3% compared to June 30, 2004) probably due to the positive 
expectations of the market operators on the imminent communication 
of the new Group industrial plan.  
 
After the presentation in Borsa Italiana of the half-year results and of 
the new industrial plan (September 14), the share price increased by a 
further +10.1% probably due to the communication of future economic 
and financial objectives higher than expectations. 
 
The consensus of the analysts improved as a consequence and the 
quotation of the share price above Euro 2 per share, confirming the 
confidence of the market operators on the new targets to 2007 
announced by Hera. 
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The average volumes traded of the Hera share price in the quarter 
(July-September) maintained levels around an average of 1.2 million 
daily, with an increase equal to +38.1% compared to the average levels 
recorded in the same period in the previous year. The value of the 
average daily trading since the beginning of the year 2004 have more 
than trebled reaching a level of liquidity and capitalisation in line with 

the 30 largest Italian companies of average capitalisation.  
 
Hera is therefore placed among the shares that have recorded the best 
performances and the maintaining of these levels of liquidity opens the 
possibility of inclusion of the Hera share in the stock exchange indexes 
(Midex) in the next revision in March 2005. 
 
The composition of the shareholder structure at September 30 is as 
follows: 
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The public shareholders, consisting of Municipalities (represent 
approximately 54% of the share capital) are bound by a “Lock up” 
agreement with a duration of 18 months from the placement date on 
the stock exchange.  
 
The Free float, equal to approximately 46%, comprises approximately 
30% Italian and foreign institutional investors and approximately 16% 
private investors (residents, uses, employees etc.). 
 
The financial communication activities in the period were concentrated 
on the communication of the aggregation activities with Agea, of the 
acquisition of the Ravenna Ecologic Centre and finally, the half-year 
results and the new industrial plan 2004-2007. 
 
On the occasion of the half-year results and the presentation of the new 
plan a meeting was organised at Borsa Italiana with investors and 
analysts followed by a road show of over 2 weeks to meet 
approximately 60 investors in Italy, Switzerland, Germany, France, 
Holland, UK and USA. 
 
A research on the financial markets was carrying out in Europe and in 
the United States in the quarter on behalf of the Group, with the 
objective of investigating if the perceptions of the operators relate to 
themes relating to the strategic management and operations of the 
Group and the identification of areas for improvement in relations with 
them. The results emerging comfort management on the strategic 
choices, on the activities and on the results achieved to-date. 
 
The research confirms, together with the recognition obtained with the 
awarding of prizes for financial communication (Leone d’Oro, Targa 
d’Oro and Premio Assorel), the quality and the transparency of the 
relations with analysts and institutional investors. 
 



 
Hera S.p.A. – Group Quarterly Consolidated Report as at 09.30.2004 

 15  

1.8 Principal modifications in the regulation of the markets 
 

Energy: legislation  

Laws and decrees 

On September 13, the final version of the law for the reorder of the energy 
market was published in the Official Gazette (so -called “Marzano Law”), in a 
single format.   

The law for the reorder of the energy market is essentially concentrated on 
the separation of the opening of the markets, on sustaining investments in 
infrastructure and on the transitory duration of the local concessions for the 
distribution of natural gas.  

Of the new provisions introduced by the legislation it is noted the extension to 
district heating of the benefits connected to the green certificates (the 
certificate is limited to the quota of energy distributed by the co-generation 
plant in the form of heat, independent of the primary energy form utilised in 
combustion).  

For the green certificates, the law on environmental matters is important, 
approved by the Senate, and under consideration of the lower house, that 
assigns the Government the responsibility to intervene further including 
through the possible ext ension of the period of benefit of the certificates from 
the actual 8 to 12 years.  

Parliament is also considering the complex provisions to reflect the European 
community directives on energy and environment (“community law” for 2004). 

Among the different provisions contained in the revised law on the reorder of 
the markets, it is noted the approval of the decree of the Ministry of 
Production Activity that quantifies in a definitive manner the amount of the so -
called “stranded costs” recognised by the Bersani decree to the electricity 
producers: the reimbursements other than those connected to the re -
gasification of the Nigerian gas (Enel Spa) are equal to Euro 850 million, of 
which Euro 167.5 million corresponding to Tirreno Power Spa (company in 
which HERA has a holding).  

The ministerial decrees of 2001 on the energy efficiency obligations of the 
distributors are superseded by new decrees, issued by the Ministry of 
Production Activity in collaboration with the Ministry for Environment, 
published in the Official Gazette on September 1.  As per the new decrees, 
the obligation to reduce the final consumption of energy commences from 
2005, year by which the natural gas distributors must put in place 
programmes and actions with the objective of a saving equal, for the full 
national territory, to 0.2 million tonnes equivalent in petroleum. 50% of this 
saving must be obtained with actions and projects improving the performance 
of equipment of the final customer.   
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Energy: regulation  

Tariff framework 

On June 30, 2004 the “first regulatory period” concluded for the tariff 
framework relating to the distribution and sale of natural gas. On September 
1, in concordance with the beginning of the thermal year as defined by the 
new regulation, the Authority issued resolution no. 170/04 on the “Definition of 
criteria for the determination of the tariffs for natural gas distribution”. The 
important criteria for the definition of the tariff framework for the next 
regulatory period (2005-2008) relates to:  

• the tendency of homogenisation on a regional basis of the distribution 
tariffs, with the setting up of an equalization mechanism managed by the 
“Equalisation Fund of the Electricity Sector” (Cassa Conguaglio del 
Settore Elettrico) 

• the review of economic-financial parameters (remuneration of net capital 
invested equal to 7.5% pre-tax; productivity recovery rate equal to 5% 
compared to the previous 3%, but applied only to the operating 
component of costs, including depreciation) 

• the review of the consumption levels for the application of the tariff 
options.  

The tariff criteria for the year 2004-2005 is determined, on a transitory basis, 
based on the updating of the restrictions of the revenues calculated for the 
previous thermal year. 

The review of the tariff framework for the distribution activities has important 
economic effects for the operators: the Authority evaluates as over 6% the 
average reduction of regulated distribution revenues. Given the incidence of 
the distribution costs on the final tariff per cubic metre to the final customer, 
the reform results in an average reduction of prices of around 1-2%.  

Tariff increases, however, were passed by AEEG to adjust the cost 
component related to combustion; further increases, due to the increases in 
the international price of oil, are expected in the fourth quarter of 2004. In 
particular, the increase of the “base tariff” that the natural gas companies 
must offer to customers with consumption below 200,000 mc/year, sterilised 
in the third quarter due to the period taken into consideration for the 
incorporation of the cost variations of the combustion, will be counter-
balanced by the reduction resulting from the review of the distribution tariffs.   

Procurement 

Important developments have taken place in the sector of energy 
procurement. In April, the electricity exchange began operation after 
numerous delays. In a first experimental phase, the exchange operates as 
“solely an offer market” (the producers participate, with GRTN the single 
buyer “on behalf of the demand”). For 2005 the introduction of the demand is 
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expected. The reform of the electricity trading system will not, however, be 
completed.  Currently, there is no framework basis for the trading of financial 
products and there is a virtual reduction of liquidity, due also to the fact that 
the Single Buyer, to protect itself from the volatility demonstrated by the 
market in certain temporary intervals, has concluded and intends to conclude 
important bilateral contracts (at pre-fixed prices) for the coverage of the non - 
eligible market.  

Several parties have observed, including the Authority for electricity and gas, 
the need that the market mechanism for the formation of the prices is made 
as transparent and competitive as possible. In relation to this, of importance is 
the competition on the generation market, that remains impacted by the 
“blockage” of authorisation procedures for numerous new technological plants 
that will increase the offer at competitive costs. 

Greater competition at the “high end” of the distribution chain is also an 
essential condition for the development of competition in the gas market. The 
Authority for electricity and gas places increasing attention on the matter: 
evidence of this is the approval of the network code for the transport of gas 
and the tariff conditions for access to the gasification plants. Consultation 
documents have been issued by AEEG on the criteria for allocation of the 
capacity of the importation infrastructure and GNL.   

An important new issue relates to the results from the report carried out jointly 
on the Italian gas market by the Authority for electricity and gas and the 
Authority for Fair Competition. The final report, published on June 17, 
analyses the weakness of the market in the “upstream” phase, with oligopoly 
characteristics. Given the substantial alignment of the Italian imported prices 
with European prices, the analysis concludes that the regulatory action must 
be concentrated on the behaviour of the dominant operator and on the 
“bottleneck” determined from the control of almost all of the importation and 
transport infrastructure.  

The report proposes, in order to increase competitiveness in the sector and in 
the entire gas market, to favour the strengthening of the existing infrastructure 
and new construction, the creation of a centralised trading market (“gas 
exchange”), the setting up of an independent operator for the transport 
network (based on the British model, not widespread in Europe) and 
“capacity/gas release” policies.   

The approach of the two Authorities is based on elements from facts already 
acquired, through the anti-trust procedure for the SNAM-Blugas case, 
following which SNAM rete Gas began a “gas release” procedure in order to 
leave over 9 billion cubic metres at the borders over four years. On October 7 
the extension expired of the procedure for non compliance commenced by 
the Authority, following which SNAM presented the border release 
commitment). The AGCM will evaluate the pro-competitive effects of the gas 
release procedure and will decide on any necessary measures.  
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Despite the limited quantitative effects of the gas release procedure in relation 
to demand (the operators had access to gas “lots” equal to 3% of annual 
consumption), the episode indicates the opening of a new phase, in which the 
operators that optimise diversification policies in procurement will have 
greater leverage for positioning at the beginning of the market chain, thanks 
to access to primary resources at more competitive conditions.  

It is noted the procedure to acquire information on prices of importation and 
international transport with resolution 178/2004, whose principal objective is 
the review of the ”combustion” component contained in the final consumer 
price. This component should be updated, according to the Authority, in 
relation to the changes that should have been produced in the procurement 
prices following the above anti-trust actions.   

Positive development expectations in the procurement policy are related to 
the acceleration of the privatisation process in the transport network sector: 
after the stock exchange quotation of Terna, the Government intends to 
favour the definitive transformation into a “public company” of Snam Rete 
Gas, which will include the imposition of voting right limitations of “incumbent” 
shareholders.  

The Regulator and MAP are also in favour of the entry of independent 
operators into the share capital of international transport companies 
belonging to the ENI group and that are positioned strategically for the natural 
gas transport policies “towards” Italy from production countries.    

 

Local public services (urban hygiene and integrated water cycle) 

Legislation 

On July 27, the Constitutional Court ruled, with an important sentence and 
related injunction, on the question of conflict of interest that opposes the 
Regions and the State in relation to the regulations of local public services.   

The High Court clarified that the regional regulations on the matter are to be 
considered legitimate only where they are not contrary to national or 
European Union regulations, where at national and European Union level fair 
competition is required. The intervention of the high court had the effect of 
establishing the framework relating to the attribution of powers in the 
treatment of the concessionary regime for local public services. The Court, as 
a final judgement, confirms the validity of the finance act for 2004 that, 
regulating the duration of the concessions, recognises the characteristics of 
the companies quoted on the stock exchange in order to protect savings and 
investments *.  

                                                 
*  Concluding the process that began with the changes to legislation relating to environment issues, implementing article 
14 of the Legislative Decree 269 of September 30, 2003, the finance act of 2004 reformed the discipline of local public services. 
The regulation defines the transitory per iod for the full application of the principle of competition in the awarding of local public 
services and establishes the principle of the “public tender” of the services within 2006. However, there are important 
exceptions: the direct awarding (without tender) by the local public bodies are permitted if: 



 
Hera S.p.A. – Group Quarterly Consolidated Report as at 09.30.2004 

 19  

While awaiting the decisions of the local regulatory Agencies, it is considered 
reasonable to confirm the expectations contained in the IPO information 
prospectus in relation to the duration of the direct concessions awarded 
(equal at least to the ten-year period provided for in the regional legislation).  

Regulations and tariff framework 

2004 is a decisive year for the “transition” of the local services to efficient 
management.  

In accordance with the Ronchi decree and subsequent regulations, from 
January 1, 2005, a significant number of municipalities included in the urban 
hygiene service managed by HERA will pass from the local taxation system to 
the integrated coverage system of the costs of the service through tariffs, with 
a consequent greater transparency for users and better management of the 
invoicing.  

In the first version of the finance act approved by the Council of Ministers, 
however, it is expected to delay by one year the application of the tariff 
method for at least one category of municipalities (those that in 1999 
demonstrated coverage of costs above 75%). For completion of the overall 
regulatory framework it will be necessary to wait for the final approval of the 
finance law for 2005. 

However, in view of the complex organisational charges for the management 
of the tariff system (that includes the acquisition and normalisation of the data 
banks, the calculation of the payments on the basis of the levels of 
consumption provided for by law, the implementation of the invoicing system), 
HERA commenced a specific project aimed at the efficiency of the 
interventions and computerised procedures.  

At local authority regulatory level, law no. 25/1999 of the Emilia Romagna 
Region provides that the Optimal Territory Environment Agency (ATO) 
stipulate with the safe-guard operators (thus including in the provinces in 
which HERA Spa operates) the conventions for the awarding of the service.  

At the same time as stipulating the conventions, where not already activated, 
the ATO’s must also ela borate and approve the area plans for the tendency 
homogenisation of the services, the qualitative levels and the tariff structure of 
the urban hygiene service. The stipulation of the conventions, that may 
provide annual adjustments of the level of the service and the corresponding 
tariffs, will result for the operators and for the municipalities in greater 
certainty in the operations and the regulatory cash flows.  

                                                                                                                                      
the company awarded the concession is partly privatised with the choice of the private shareholder through a public tender 
process 
the company awarded the concession is wholly owned by the public entities awarding the concession, for which it performs the 
most significant part of its activities (so-called “in house”).   
 The legislation provides, in addition, that the principle of obligatory public tender does not apply to the service 
management companies quoted on the stock exchange; for this latter, the duration of the concession is limited to the “average 
duration of the concessions awarded in public tender” in the relevant sectors, except for greater periods determined by the 
necessity to amortised the investments made.   
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Also for the integrated water cycle 2004 is the year of the passage to the 
normalised tariff, officially in force since July 1, 2004. Discussion groups have 
commenced with all of the ATO's on the determination of the cost 
components for the definition of the new tariffs.  

The full operational of the normalised water tariff was preceded by the 
approval of the latest CIPE tariffs for the transitory period (that expired on 
June 30, 2004). The report of the technical evaluation nucleus (NARS) 
preliminary to the CIPE resolution was elaborated and presented to the 
Minister for the Economy: the Government experts presented a complex 
methodology for the tariff recognition based on the efficiency of the operators 
and the state of the networks.  

The CIPE has not yet deliberated on the matter: the regulation that will have 
retrospective effect (from July 1, 2003 to June 30, 2004), will produce an 
increase in the regulatory revenues of the water operators at least in line with 
inflation.  

The last important regulation, covering the period July 2002 – June 2003, 
resulted for HERA in an average increase in the tariff revenues of 3.6%.   
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2.1 Consolidated results of the Hera Group 
 
The Hera Group closed the first nine months of 2004 with increased 
consolidated results compared to the same period in the previous year, 
although reporting a slight decrease in the operating profit and the pre-tax 
result in comparing the results of the third quarter of 2004 and the third 
quarter of 2003, against similar gross operating margins in the two periods 
(Euro 47.9 million in both quarters). 
 
The value of production to September 30, 2004 in fact increased by 15.2%, 
and likewise for the Ebitda (+7.3%), the Ebit (+14.5%) and the pre-tax profit 
(+10.0%), as shown in the table below: 

(Euro millions) Sept, 30 03 Sept, 30 04 ch. % 3 Q 2003 3 Q 2004 ch. %

Revenues 856,6 966,5 12,8% 233,6 276,0 18,2%

Other income 16,3 22,6 38,7% (0,2) 7,2 -

Internal constructions 52,3 76,6 46,5% 32,3 26,6 (17,6%)

Value of production 925,2 1.065,7 15,2% 265,7 309,8 16,6%

Operating costs (609,1) (737,0) 21,0% (168,5) (215,7) 28,0%
in % (65,8%) (69,2%) (63,4%) (69,6%)

Personnel costs (146,2) (146,4) 0,1% (49,3) (46,2) (6,3%)
in % (15,8%) (13,7%) (18,6%) (14,9%)

Ebitda 169,9 182,3 7,3% 47,9 47,9 0,0%
margin % 18,4% 17,1% 18,0% 15,5%

Amort., depreciation & provisions (97,5) (99,4) 1,9% (33,5) (34,4) 2,7%
in % (10,5%) (9,3%) (12,6%) (11,1%)

Ebit 72,4 82,9 14,5% 14,4 13,5 (6,2%)

Financial interest & adjust. to 
financial assets (13,7) (15,0) 9,5% (4,1) (3,9) (4,9%)

Extraordinary income (charges 0,4 (2,9) -  3,7 (0,5) -  

Pre-tax result 59,1 65,0 10,0% 14,0 9,1 (35,0%)

 
To correctly interpret the comparisons between the two quarters (2004 and 
2003) the following matters must be taken into consideration: 
 

• the exceptional drought in the summer of 2003 with the consequent 
greater volume of water supplied and the optimal use of the water 
stations; 

• the treatment of waste from other regions, activity that was 
concentrated in the period between June and September 2003; 

• the electricity sales, that generate lower percentage margins than 
other Group  activities, increased, in the third quarter of 2004 
compared to the same quarter in 2003, by 42%.  

 

The value of production increased from Euro 925.2 million to Euro 1,065.7 
million in the first nine months of 2004, an increase equal to 15.2%.  
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This significant increase in the Value of production was achieved, for a large 
part (almost 45%), through the increase in the electricity volumes sold on the 
free market and, for the other sectors, from the organic increase in clients and 
volumes sold that more than compensated the reduction in the average Gas 
sales and distribution tariffs.  
 
The increase in the operating costs equal to Euro 128 million (+ 21%), is due  
for almost half to the greater quantities of electricity purchased for resale 
(Euro +42.2 million) and the consequent transport on the network of third 
parties (+18.4 million).  
 
A further Euro 21.4 million increase in operating costs derives from the 
different accounting treatment, already noted in the annual accounts of 2003 
and the half-year report, of the internal constructions that increased by Euro 
24.3 million, from Euro 52.3 million to Euro 76.6 million. 
 
The percentage of the personnel costs on the Value of Production decreased 
by two percentage points between the first nine months of 2003 and the 
corresponding period this year, from 15.8% to 13.7%. This result was 
achieved despite the consistent increases deriving from the national 
negotiations in the period. 
 
The consolidated Gross Operating Margin increased by 7.3% from Euro 
169.9 million to Euro 182.3 million in the nine months. This result was 
obtained due to the positive results in the Waste Management Area and the 
Other Services Area and to a lesser extent in the Integrated Water Cycle 
Area. In the Gas Area the result of the previous year was confirmed despite 
the decrease in the tariffs and the increased competitive pressures.  
 
In relation to the already mentioned increase in electricity sales the Gross 
Operating Managing passed from 18.4% to 17.1%. 
 
Amortisation, depreciation and provisions increased in absolute terms by 
Euro 1.9 million (+1.9%) but decreased as a percentage on the value of 
production from 10.5% to 9.3%. 
 
The first nine months of 2004 closed with an Operating Result of Euro 82.9 
million, an increase of +14.5% compared to the same period in the previous 
year. This result, much more significant in relation to the increase in the 
volume of turnover of low margin activities, was made possible by the 
continuation of rationalisation actions and improvement in efficiencies put in 
place by the group since its formation. 
 
The increase in Financial Charges, from Euro 10.5 million to Euro 13.0 
million, is principally related to the increase in bank debt. Noteworthy is the 
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improvement of the account related to the adjustments to equity investments 
valued under the Net Equity method, the expense of which decreased from 
Euro 3.2 million in 2003 to Euro 2.0 million in 2004. 
 
In relation to the comparison between the quarters of the “Extraordinary 
Income and Charges”, the third quarter of 2003 was influenced by income 
relating to the adjustments to values connected to operations and services 
delivered in past years. This account reduce significantly at the end of the 
year 2003. 
 
The period ended with a pre-tax profit of Euro 65.0 million, an increase of 
10% compared to the first nine months of 2003.  
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2.2 Investments of the Hera Group 
 
The Group investments, net of the increase of goods in leasing (treated 
applying the criteria of IAS), amounted to Euro 136.0 million compared to 
Euro 162.5 million in the previous year (-16.3%).   
 
In particular, the investments in the period are shown below by business 
sector.  
 

(Euro millions) Sept 30, 2003 Sept 30, 2004

Gas area 11.9 12.1             
Electricity area 1.7 2.2               
Integrated Water Cycle area 35.5 41.7             
Waste Management area 55.8 20.0             
Other Services area 14.7 15.4             
Central structures 17.7 29.6             

Total tangible & intangible 137.3            121.0 

Financial investments 25.2 15.0             

Total investments 162.5 136.0
 

 
The financial investments in 2003 included the acquisition of 49% of 
Italgestioni, company operating in the gas sector in Campania and Calabria, 
of approximately Euro 10.8 million. This investment was sold after the end of 
the quarter, generating a profit that will be recorded in the final quarter of the 
year.  
 
In the integrated water cycle particular importance was given to the 
adaptation of the purification plant to new regulations and the improvement of 
the distribution network to contain losses and, as a consequence, the 
wastage of water resources. 
 
In the Waste Management business in the nine months of 2003 investments 
were made relating to the new waste -to-energy plant at Bologna (FEA) of 
approximately Euro 45.5 million while in the corresponding period of this year, 
in which the work prevalently related to completion and pre start-up, 
amounted to approximately Euro 4.7 million.  
 
In relation to the central structure, the increase in investments was prevalently 
connected to the technology information system area, that as already 
reported in the half-year report, has seen the Group strongly involved in the 
implementation of its administration/management information system and the 
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development of the project for the new customer service which, in addition to 
being integrated with SAP/R3 and (already adopted by all of the principal 
companies in the Group), will permit further org anisational and commercial 
efficiencies (SAP/ISU and CRM of Siebel). The project is already completely 
operative in the Rimini area.   
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2.3 Analysis by Business Area 
 
Below is an analysis of the results in the business areas in which the Group 
operates: distribution and sale of methane gas and LPG sector, distribution 
and sale of Electricity sector, Integrated Water Cycle (Aqueduct, Purification 
and Sewerage), Waste Management (Collection and Treatment of waste) and 
Other Services (District Heating, Heat Management, Cemetery Services and 
Public Lighting).  
 
The results below relate to the period ended September 30, 2004 and the 
third quarter of 2004 compared to the same period in 2003. This comparison 
shows the results of the individual businesses, the composition of Sales and 
Gross Operating Margin of which are shown in the following graphs: 

              COMPOSITION OF THE BUSINESS PORTFOLIO 

       Sales as at 09-30-2004                  Gross Operating Margin as at  09-30-2004 

 

 

                

 

 

 

 
Below is shown an analysis of the results by business area. The income 
statements by business area include structural costs and inter-divisional 
transactions valued at current market prices. 
 
It is also noted that, in order to provide a clear representation of the 
operations, the analysis by business area is net of internal constructions (and 
relative capitalised costs). 
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2.3.1 Analysis of the activities relating to the Gas Business 
 
The business area, which includes the distribution and sale of gas, is the 
largest business of the Group and is the second operator in Italy in volume 
terms. This area represents one third of the total activities of the Group in  
terms of sales and profitability as shown in the following table: 
 

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. %

Gross Operating Margin Gas Business 60,7 60,7 -  

Gross Operating Margin Hera Group 169,9 182,3 7,3%
In % 35,7% 33,3%

 
The third quarter is traditionally characterised by a low level of operations 
limited to industrial customers due to the mild climate in the summer months.  
The results are summarised below: 
 

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. % 3 Q '03 3 Q '04 ch. %

Sales 335,5 347,3 3,5% 36,1 56,5 56,5%

Operating costs (255,4) (268,7) 5,2% (26,5) (48,1) 81,5%

Personnel costs (19,4) (17,9)  (7,7%) (5,3) (4,8)  (9,4%)

Gross Operating Margin 60,7 60,7 0,0% 4,3 3,6  (16,3%)
In % 18,1% 17,5% 11,9% 6,4%

The sale of methane Gas increased by 3.5%, from Euro 335.5 million to Euro 
347.3 million in the first nine months of 2004, in part due to sales to 
wholesalers that, during the third quarter of 2004, contributed to revenues for 
approximately Euro 17.8 million; this activity is obviously characterised by 
lower margins.  
 
The organic increase in sales described above was compensated by a 
reduction in the tariffs by the relevant authorities: in particular the average 
distribution tariff on the network managed by the Group recorded an average 
decrease from 6.364 to 5.721 €/cent per cubic metre (-10.1%)†, while the 
sales tariffs decrease by 6.1% from 23.405 to 21.977 €/cent per cubic metre 
(this latter was compensated by a similar reduction in the cost of procurement 
for raw materials). 
 

                                                 
† This average reduction is in fact for Hera equal to 7% but, being applied from October 1, 2003, also 
includes the recovery for the last quarter of the year. 
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The principal factors in determining the performance of the distribution and 
sales of gas are shown below:  
 

Gas Business (milions of m3) 30-set-03 30-set-04 ch.% 3Q '03 
change

3Q '04 
change

ch.%

Number of customers 692.067 703.545 1,7% 478 826 72,8%

Volumes distribuited (milions of m3) 1.059,0 1.155,3 9,1% 98,1 133,9 36,5%

Volumes sold (milions of m3) 1.087,8 1.128,0 3,7% 111,2 115,0 3,4%

The volumes shown in the table below, do not include volumes sold to wholesalers 
 
The Gross Operating Margin in the Gas area, despite the decrease in the 
tariffs, remained constant at Euro 60.7 million thanks to the continuation of 
the research activities for greater efficiencies and to organic growth.  
 
The maintaining of the margin in absolute value was also achieved due to 
sales to wholesalers, which commenced in the third quarter by the newly 
incorporated Hera Trading, company principally involved in the provisioning of 
raw materials (gas and electricity) on national and international markets. 
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2.3.2 Analysis of the activities relating to the Electricity Business 
 
The sales of electricity represent a marginal quota in terms of profitability for 
the Group as shown in the table below:  

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. %

Gross Operating Margin Electricity Business 7,1 5,8 (18,3%)

Gross Operating Margin Hera Group 169,9 182,3 7,3%
In % 4,2% 3,2%

 
The activity is among those that registered the highest growth to complete, in 
line with the overall Group strategy, the energy services offered to clients and 
strengthen the competitive-commercial capacity of the Group (“Dual Fuel” 
policy).  
 
This commercial expansion modified the structure of the income statement in 
this area as shown in the table below:  
 

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. % 3 Q '03 3 Q '04 ch. %

Sales 93,0 155,0 66,7% 36,4 51,5 41,5%

Operating costs (82,5) (146,5) 77,6% (33,6) (50,0) 48,8%

Personnel costs (3,4) (2,7) (20,6%) (1,4) (0,9)  (35,7%)

Gross Operating Margin 7,1 5,8 (18,3%) 1,4 0,6 (57,1%)
In % 7,6% 3,7% 3,8% 1,2%

The division of the revenues by type of customer shows the development of 
the business in the free market: 
 

(milioni di euro) 30-set-03 % 30-set-04 % ch.%

Non-eligible customer 19,1 20,5% 14,8 9,5%  (22,5%)

Eligible customers 70,9 76,2% 137,4 88,6% 93,8%

Other revenues 3,0 3,2% 2,8 1,8%  (6,7%)

Total revenues 93,0 155,0 66,7%

 
The sales to “eligible” customers almost doubled from Euro 70.9 million to 
Euro 137.4 million (+93.8%). 
 
The decrease of the revenues from non-eligible customers is due to the 
decrease in the volumes sold (from 177.4 to 143.5 GW/h, equal to -19.1%) 
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following the lowering of the entry level for eligibility (from one million Kw/h to 
one hundred thousand Kw/h) as of May 1, 2003. 
 
In terms of volumes on the free market the sales increased from 993.3 to 
1,556.1 GW/h. 
 
The table below summarises the principal quantity indicators in the electricity 
sector:  
 

Electricity Sept 30, 2003 Sept 30, 2004 ch. %

Number of Customers 49.905 50.515 1,2%

Non-eligible customers 48.886 49.397 1,0%
Eligible customers 1.019 1.118 9,7%

Volumes Sold (GW/h) 1.170,7 1.699,6 45,2%

Non-eligible customers 177,4 143,5 (19,1%)

Eligible customers 993,3 1.556,1 56,7%

Volumes Distributed (GW/h) 386,9 395,1 2,1%

 
 
The activities in the Electricity business are characterised by reduced margins 
being principally focused on sales and not yet on production. The Gross 
Operating Margin was Euro 5.8 million and reduced compared to 2003 
principally due to two factors:  
 

1. the decrease in tariffs relating to the non-eligible market reduced on 
average by 4.4% in the period under consideration compared to the 
same period in 2003 (from 10.79 to 10.31 €/cent per Kw/h).  

 
2. the lowering of the threshold for eligibility that introduced commercial 

pressure on this segment of the clientele; 
 

The strategy in the Electricity business involves integration of the “production” 
through the construction of 2 CCGT plants and the participation, including in 
minority holdings, in plant projects. 
 
In relation to the supply of Electricity deriving from the minority participation in 
Tirreno Power (5.5%), in the first nine months of the year this amounted to 
125.1 GWh (equal to 7.4% of total volumes sold) of which an average unitary 
cost of Euro 53.5 was paid per MWh. The quantities of Electricity received 
from Tirreno Power is expected to increase significantly during the year 2005. 
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2.3.3 Analysis of the activities in the Integrated Water Cycle 
business 

The Hera Group covers a primary role in the competition for the national 
water sector and is among the primary operators in Italy thanks to its almost 
complete coverage in the 4 ATO areas of the Provinces of Ravenna, Forlì-
Cesena, Rimini and Bologna.  
 
With these Agencies the definition of the conventions are in progress as per 
the provisions of the so-called Galli law that will permit the completion of 
coverage of the water services in the region served adjusting the tariffs so as 
to adequately remunerate the capital invested. The regulations provide that 
the conventions must be signed by the end of 2004. 

The Water Cycle represents approximately 30% of the margins of the Group 
as shown in the table below:  

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. %

Gross Operating Margin Water  Cycle Business 52,3 53,2 1,7%

Gross Operating Margin Hera Group 169,9 182,3 7,3%
In % 31% 29%

 
The business recorded sales in the third quarter proportionally higher 
compared to the annual sales due to the seasonality of the business in the 
summer period. During 2003 the effect of the above-mentioned seasonality 
was amplified by a particularly dry summer in which the volumes of water sold 
in the third quarter were above those in the corresponding period in the 
current year. 
 
Below is shown an analysis of the results in the integrated water cycle 
business. 

(Euro millions) Sept 30, 2003Sept 30, 2004 ch. % 3 Q '03 3 Q '04 ch. %

Sales 188,8 200,1 6,0% 70,9 73,6 3,8% 
Operating costs (99,7) (111,0) 11,3% (38,5) (41,9) 8,8%
 
Personnel costs (36,8) (35,9)  (2,4%) (10,9) (10,8)  (0,9%) 
Gross Operating Margin 52,3 53,2 1,7% 21,5 20,9  (2,8%)
In % 27,7% 26,6% 30,3% 28,4%
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In the first 9 months of 2004 sales amounted to Euro 200.1 million, an 
increase of +6.0% compared to the same period in 2003 thanks to an 
increase in the number of clients served.  
 
The principal quantitative data are shown below: 

Water Cycle Sept 30, 2003 Sept 30, 2004 ch% 3 Q '03 3° Q 04 ch. %

Volumes invoiced (millions of mc)

Aqueduct 142,0 143,6 1,1% 55,9 53,6 (4,2%)
Purification 105,6 108,4 2,7% 31,5 31,9 1,1%
Sewerage 120,7 123,7 2,5% 56,7 56,7 0,1%

 
The high level aqueduct volumes supplied in the third quarter of 2003 
permitted an extraordinary level of exploitation of the plant and thus a 
significant lowering of the incidence of operating costs. 
 
Notwithstanding this, the Gross Operating Margin at September 30, 2004 
increased by 1.7%, to Euro 53.2 million from Euro 52.3 million in the same 
period in the previous year.  
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2.3.4 Analysis of the activities relating to the Waste Management 
Business 
 

The Waste Management business represents an important part of the overall 
Group contributing almost 30% of the overall Gross Operating Margin as 
shown below:  
 

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. %

Gross Operating Margin Waste Man. Business 44,7 52,3 17,0%

Gross Operating Margin Hera Group 169,9 182,3 7,3%
In % 26,3% 28,7%

 
The waste treatment plants held for solid urban and special waste places the 
Group among the most important operators in the sector at a European level 
and was further strengthened with the acquisition of the plant at the Ravenna 
Ecologic Centre, formalised in the first days of October. 
 

Also of note is the conclusion of the commencement phase of the waste-to-
energy plant at Bologna that, although not significant to the results for this 
period, is progressively developing electricity sa les at incentive tariffs (CIP6).  
 

The waste management services sector is currently in strong transformation 
due to the progressive passage from a tax regime (TARSU) to one based on 
tariffs (as provided in the Ronchi decree).  

The Group operates in the 4 ATO’s in the Provinces of Ravenna, Forlì-
Cesena, Rimini and Bologna.  With these Agencies the definition of the 
conventions are in progress as per the provisions of the Ronchi Decree that 
will permit the coverage of the cost of the services and an adequate 
remuneration of the capital invested. The regulations provide that the 
conventions must be signed by the end of 2004. 
 

Hera considers the activities developed in the waste management area as 
strategic for the future development of the Group. The industrial plan 
presented in September includes approximately Euro 190 million of 
investments to further increase the waste-to-energy plant capacity.  
 

Below is shown an analysis of the results in the Waste Management 
business:   

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. % 3 Q '03 3 Q '04 ch. %

Sales 204,9 236,3 15,3% 73,0 80,6 10,4% 
Operating costs (103,6) (124,4) 20,1% (31,7) (42,7) 34,7%Operating costs
Personnel costs (56,6) (59,6) 5,3% (21,4) (18,3) (14,5%) 
Gross Operating Margin 44,7 52,3 17,0% 19,9 19,6 (1,5%)
In % 21,8% 22,1% 27,3% 24,3%

 



 
Hera S.p.A. – Group Quarterly Consolidated Report as at 09.30.2004 

 35  

The data of the third quarter of 2003 was influenced by the consolidation in 
Hera of the activities relating to the Riccione area with the merger of Geat 
Spa  on July 1, 2003 with effects on the income statement and balance sheet 
effective January 1, 2003. 
 
The progressive data of the revenues at the end of September shows an 
increase of 15.3%, from Euro 204.9 million in 2003 to Euro 236.3 million in 
2004. 
 

The increase in sales is principally related to the greater returns in the 
treatment activity and the increase in activity in the urban waste sector as 
shown in the table below. 
 

Waste Treatment (tonnes) Sept 30, 2003 Sept 30, 2004 ch. %

Urban waste 964.330           977.035           1,3%
Special waste 928.999           920.786           (0,9%)
Total volumes treated 1.893.329        1.897.821        0,2%

Landfill 701.151           691.173           (1,4%)
Waste-to-energy 268.279           284.287           6,0%
Selection plants 134.614           152.579           13,3%
Compost plants 102.984           130.642           26,9%
Inert chemical plants 486.017           450.561           (7,3%)
Other 200.283           188.578           (5,8%)

Total 1.893.329        1.897.821        0,2%
 

 

The quantity of waste-to-energy refuse increased permitting lower quantities 
of waste transferred to landfills and improving the waste management also in 
terms of environmental impact. 
 

In addition, approximately one third of the increase in sales is related to the 
transfer to the Waste Management income statement of the management of 
the vehicles relating to the Environment Service. As from this year, in the 
absence  of companies that perform this activity, a company of the Group will 
undertake to purchase and assemble components and the subsequent 
“Turnkey” sale of the vehicle to a leasing company. The impact on margins of 
this activity is negligible with advantages from a quality technical and 
operational efficiency viewpoint. 
 

The consolidated Gross Operating Margin increased by 17.0% from Euro 
44.7 million to Euro 52.3 million. This result was obtained, in part through the 
realisation of synergies and cost containment of personnel, in this manner 
absorbing the greater costs relating to the new activity for the direct 
management of the vehicles described above. The margin percentage 
improved by 0.3 percentage points from 21.8 to 22.1 per cent. 
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2.3.5 Analysis of the activities relating to the Other Services 
 
In 2004 the rationalisation and reorganisation of the Other Services was 
completed with success which will also continue in the future. 
 
In particular, at the beginning of the year a single company was created for 
the management of the services related to public lighting and traffic lights and 
the optimisation project commenced in the district heating (with the creation of 
a special division) and cemetery services. 

The percentage of the Other Services on the overall margins of the Group 
increased to 7.3% thanks to the significant growth realised to date:  

(Euro millions)  Sept 30, 2003 Sept 30, 2004 ch. % 

Gross Operating Margin 5,1 10,4 103,9%

Gross Operating Margin Hera Group 169,9 182,3 7,3%
In % 3,0% 5,7%

 
Below is shown an analysis of the results in these services: 

(Euro millions) Sept 30, 2003 Sept 30, 2004 ch. % 3 Q '03 3 Q '04 ch. %

Sales 57,4 76,0 32,4% 14,9 21,0 40,9%

Operating costs (38,3) (51,0) 33,2% (9,4) (13,5) 43,6%

Personnel costs (14,0) (14,6) 4,3% (4,8) (4,4)  (8,3%)

Gross Operating Margin 5,1 10,4 103,9% 0,7 3,1 342,9%
In% 8,9% 13,7% 4,7% 14,8%

 
The increase in sales, from Euro 57.4 million to Euro 76.0 million, was 
obtained principally in the public lighting area (+ 17.2%) that saw an increase 
in the light points managed and thanks to the good performance in the first 
nine months in the activities related to district heating and the management of 
heat production plants.  
 
The success of the reorganisation has permitted the reaching of efficiency 
levels that has seen these services double their margin contribution to the 
Group. 
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2.4 Analysis of the net financial position of the Hera Group 
 
In illustrating the Net Financial Position (NFP) a comparison is made with 
December 31, 2003 and September 30, 2003: 
 

Sept 30, 03 Dec 31, 03 Sept 30, 04 ch. with 
31-12-03

Disponibilità liquide
Net financial position short-term (121,5) (91,9) (45,4) 46,5                 

Net financial position medium/long-term (223,9) (352,4) (409,7) (57,3) 

Net financial position (345,4) (444,3) (455,1) (10,8) 

 
In absolute values the Net Financial Position of the Group increased, at 
September 30, 2004 and compared to December 31, 2003, by Euro 10.8 
million despite the high investment plan, equal to approximately Euro 136.0 
million, confirming the auto -financing capacity of the Group and the attention 
to the policies of working capital management. 
 
Compared to the same period in the previous year the net financial position 
increased by Euro 109.7 million, including approximately Euro 65.0 million 
relating to the 49% quota in Agea whose merger in Hera, already approved 
by the respective shareholders’ meetings, will be concluded by the en d of the 
2004. 
 
The structure of the bank debt was further improved with over 90% classified 
as medium/long-term. 
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2.5 Human Resources 
 

At September 30, 2004 the number of employees in the Hera Group was 
4,399 (consolidated companies), with the following division by category: 
Senior Management (73), Managers (167), White-collar (1,744), Blue-collar 
(2,415) decreasing compared to the same period in 2003 as shown in the 
table below: 

Sept 30, 2003 Sept 30, 2003 ch.

Senior Management 71 73 2

Managers 150 167 17

White-collar 1.663 1.744 81
Blue-collar 2.608 2.415 (193) 

Total 4.492 4.399 (93) 

During 2004 an agreement was reached with the Trade Unions on the 
Premium on Results for the year and the work of the technical commission is 
in course with the objective of defining the Premium on Results for all of the 
Group personnel for the years 2005-2007. An agreement was also reached 
that resulted in the drawing up of a Protocol of the Industrial Relations that 
regulates trade union procedures within the Group. The work also continued 
related to the rationalisation/harmonisation of the legal and economic 
treatment of personnel and the definition of the application of the national 
trade union contracts today in force. 
 

The Group Training Department continues the implementation of the Training 
Plan for 2004.  In particular, the commencement of two important initiatives in 
September are noted: 
 

I. a corporate culture seminar for a duration of one day for all Hera 
employees, with the objective of providing Know-how and favouring 
discussion on the new corporate identity; 

 

II.  an “economics” course for a duration of two days for all directors and 
senior managers, with the objective of providing economic analysis 
among the managers of Hera.   

 

The programme continues as planned for the managerial development for 
senior management, managers and communication and human resource 
personnel. The table below quantifies (in man hours) the training activity from 
the beginning of the year: 
 

Indicator Sept 30, 2004 
Number of courses (units) 570 
Number of persons involved (units) 3.224 
Number of class hours 7.647 
Number of man hours 53.184 
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2.6 Significant events subsequent to the end of the quarter and 
outlook 
 
In the period after the closing of the first nine months of 2004 all of the 
corporate operations previously announced were formerly concluded; this will 
permit the consolidation of the positive effects in the accounts at the end of 
the year. More specifically: 
 
• on October 5, 2004 the Shareholders’ Meeting approved the merger 

projects of Agea Spa into Hera Spa, total spin-off of Acosea Spa in favour 
of Hera Spa and the incorporation of a new company called Acosea 
Impianti Srl; the Shareholders Meeting also approved the consequent  
divisible share capital increase of Hera Spa, to service the share swap 
relating to the merger and spin-off, from the current € 793,202,121 up to a 
maximum of € 839,903,881; the overall operation also provides for a 
subsequent sale, by Hera to the current minority shareholders, of the 
investment (75.5%) in Acosea Impianti Srl for an amount of approximately 
Euro 19 million; 

 
• on October 14 the entry was formalised of Infracom with a quota of  48% 

in the shareholding of Acantho, in which Hera and Con.Ami will maintain 
respectively a quota of 48% and 4%. Infracom is a primary national 
operator that, availing of a wideband network of over 5,000 km in the 
national territory and a wireless network that covers the principal 
provinces in the Venice area , offers TLC, IT and outsourcing services to 
companies, through the combination of the respective telecommunication 
infrastructures and expertise, expects a significant evolution of the 
services provided to Hera and the companies of the Group particularly 
important in the current phase of strong integration of the different 
territorial operating companies and of renewal of the technological 
platforms of trading, customer management and  management systems;  

 
• following the subscription on October 12, 2004 of the sale of the quota in 

the company Ecologia Ambiente Srl  by Ambiente Spa, on October 16, 
Hera acquired ownership of the Ecologic Centre at Ravenna; thanks to 
this important acquisition the Hera Group significantly enlarged its plant 
structure in the waste cycle and improved its competitive positioning in the 
special waste treatment sector, with particular reference to waste -to-
energy technology, becoming the third national operator; this acquisition 
will also permit Hera to achieve significant synergies in terms of 
investments (with expected reduction of the economic commitments  up to 
Euro 7.5 million) and the creation of value estimated in the order of Euro 
3-4 million; 

 
• in the first days of October Hera formalised the acquisition of  15% in the 

share capital of Calenia Energia, company that will construct the 
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combined cycle plant of 800 MW in the municipality of Sparanise (CS). 
Partner of Hera in this initiative is the Swiss company EGL that holds the 
remaining 85% in the share capital. The project has all of the necessary 
authorisations and the opening of the sites is planned for the end of the 
current year; thanks to the participation in this project, which is expected 
to be finalised by the first half of 2007, Hera will be able to meet 
approximately 20% of the sales expected in that year, further enriching the 
portfolio of energy sources (at the present moment, represented by the 
participation of 5.5% in Tirreno Power and the long -term contract with Atel 
and, between 2006 and 2007, the new plants of Imola – co-generation of 
80 MW – and Rimini – combined cycle of 230 MW); 

 
• on October 28, Hera defined with Enel the agreement for the sale of the 

49% minority holding in Italgestioni and in the subsidiary Ita lgestioni Gas, 
company that operates the distribution and sale of gas in Calabria and 
Campania. The sale, which  was also adhered to by the majority 
shareholder CCC (Consorzio Cooperative Costruzione), will have a 
positive impact on the results of 2004 for Hera generating a gain of 
approximately €1 million. This operation enters within the rationalisation of 
the non-strategic investments held, that Hera has carried out since its 
foundation, and responds to the wish to increase the focus and strengthen 
its activities in the regions in which it operates. 

 
In addition to the above-mentioned corporate operations, the important events 
that occurred after September 30, 2004 were: 
 
• the new waste-to-energy plant at Bologna (Frullo), after having positively 

completed the start-up operations in September, began production in 
October, producing between the 7th and 31st and still not functioning at 
maximum potential,  7,475,000 Kwh, invoiced to GRTN at Euro 18.21  
cent/Kwh; 

 
• in September, the first real competition on the residential gas market was 

seen at Bologna; also in response to this action the initiative “Club Hera 
Insieme” began in the first days of October that proposes to customers, on 
the sole condition of their bank details on their invoice, a series of 
discounts on articles and initiatives related to well-being, free time and 
security. 

 
The results achieved to September 30, 2004 and the positive conclusion of all 
of the corporate and plant operations described above, will permit the 
achievement of the objectives for the end of the year. 
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3.1  Reclassified consolidated Income Statement 
 

(Euro thousands) Sept 30, 2004 Sept 30, 2003 3 Q '04 3 Q  '03 Dec 31, 2003

from sales and services 966.536 856.555 276.044 233.578 1.221.533

699 (7) (57) 76 (309)
6.276 2.260 2.175 (4.621) 23.131

76.610 52.353 26.568 32.212 67.501
15.622 13.996 5.125 4.342 19.443

Value of production 1.065.743 925.157 309.856 265.587 1.331.299

(413.492) (341.636) (103.342) (67.609) (520.583)
Use of third party assets (41.327) (57.299) (13.939) (23.633) (58.217)
Service costs (266.317) (197.178) (94.289) (73.581) (301.744)
Other operating costs (15.868) (12.945) (4.209) (3.647) (15.824)

Costs of production (737.004) (609.058) (215.779) (168.470) (896.368)

Value added 328.739 316.099 94.077 97.117 434.931

Personnel costs (146.479) (146.167) (46.239) (49.294) (192.429)

Gross operating result 182.260 169.932 47.839 47.823 242.502

Amortisation & depreciation (72.327) (71.277) (25.164) (23.710) (95.541)
 Other adjusting provisions (27.060) (26.237) (9.230) (9.800) (34.134)

Operating result 82.873 72.418 13.444 14.313 112.827

Financial Income (Charges) (12.997) (10.463) (3.835) (3.728) (15.994)
Adjustment to  financial assets (2.070) (3.212) (124) (347) (5.216)

Result from ordinary operations 67.806 58.743 9.485 10.238 91.617

Extraordinary Income (Charges) (2.909) 355 (505) 3.537 (3.022)

Pre-tax result 64.897 59.098 8.980 13.775 88.595

Income taxes 0 0 0 0 (35.588)

Result before minority interests 64.897 59.098 8.980 13.775 53.007

Quota pertaining to minority interests (4.631) (1.691) (1.566) 445 (3.553)

PROFIT (LOSS) OF THE GROUP 60.266 57.407 7.414 14.220 49.454

variation in product inventory

Raw materials, consumables and supplies

variation in contract work in progress
increase on internal work capitalised
other revenues and income
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3.2 Consolidated net financial position 

(Euro thousands) Septe 30, 04 June 30, 04 31-dic-03

Other securities 0.002 0.002
Financial receivables from associated companies over one year 0.150 0.150 0.260
Loans receivable over one year 0.146 0.146 0.292
Bank payables over one year  (361.782)  (296.515)  (352.648)
Bank payables over 5 years  (9.229)  (12.436)
Other lenders over one year  (38.662)  (37.657)
Other lenders over 5 years  (0.033)

Net financial debt medium/long term  (409.375)  (346.343)  (352.096)

Bonds within one year 0.000  (5.165)
Payables to shareholders for loans within one year  (1.176)
Bank payables within one year  (202.461)  (166.723)  (194.087)
Other lenders within one years  (8.131)  (3.539)
Financial receivables from associated companies within one year 0.150 0.150 4.350
Loans receivable within one year 2.343 2.343
Receivables for deposits within one year 0.001 2.800
Financial assets not constituting fixed assets: 14.570 10.464 9.935
Liquid assets: 147.822 98.256 92.718

Net financial debt short-term  (45.706)  (57.425)  (92.249)

Net financial position  (455.081)  (403.768)  (444.345)
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3.3 List of companies. 
 
List of companies included in the consolidation under the line-by-line method: 
 

Percentage held Total
Company: Registered office Share capital Currency Direct Indirect interest
Parent company:
 Hera SpA Bologna 793.202.121 Euro
Subsidiaries:
 Adriatica Acque Srl Rimini 209.435 Euro 52,25% 52,25%
 Akron SpA Imola (Bo) 1.000.000 Euro 51,00% 51,00%
 Amga Energia Srl S.Mauro Pascoli (FC) 1.331.783 Euro 80,00% 80,00%
 Ares SpA Bologna 1.125.240 Euro 65,00% 65,00%
 Baricella Ambiente SpA Baricella (Bo) 258.230 Euro 60,00% 60,00%
 Cales Srl Imola (Bo) 11.000 Euro 50,09% 50,09%
 Famula On-line SpA Bologna 3.316.427 Euro 60,00% 60,00%
 Frullo Energia Ambiente Srl Bologna 17.139.100 Euro 51,00% 51,00%
 Gal. A. SpA Bologna 150.000 Euro 60,00% 60,00%
 Geat Service Srl Riccione (RN) 163.000 Euro 100,00% 100,00%
 Hera Bologna  Srl Bologna 1.250.000 Euro 100,00% 100,00%
 Hera Comm  Srl Imola (Bo) 88.591.541 Euro 100,00% 100,00%
 Hera Imola-Faenza Srl Imola (Bo) 750.000 Euro 100,00% 100,00%
 Hera Forl'-Cesena Srl Cesena (Fc) 650.000 Euro 100,00% 100,00%
 Hera Luce Srl S.Mauro Pascoli (Fc) 216.600 Euro 69,30% 69,30%
 Hera Ravenna Srl Ravenna 850.000 Euro 100,00% 100,00%
 Hera Rimini Srl Rimini 1.050.000 Euro 100,00% 100,00%
 Herasocrem SpA Bologna 2.218.368 Euro 51,00% 51,00%
Hera Trading Srl Imola (Bo) 2.600.000 Euro 100,00% 100,00%
 Ingenia Srl Imola (Bo) 52.000 Euro 74,00% 74,00%
 Medea SpA Sassari 4.500.000 Euro 100,00% 100,00%
 Nuova Geovis SpA S.Agata Bolognese (Bo) 2.205.000 Euro 51,00% 51,00%
Romagna Compost Srl Cesena (Fc) 310.000 Euro 60,00% 60,00%
 Seas Srl Consortile Bologna 51.000 Euro 6,00% 94,00% 85,30%
 SBI Srl Bologna 100.000 Euro 51,00% 51,00%
 Selecta Srl Voltana di Lugo (RA) 1.666.600 Euro 49,00% 51,00% 75,01%
Sinergia Srl Forlì (Fc) 414.000 Euro 51,00% 51,00%
 Sotris SpA Ravenna 2.340.000 Euro 62,00% 62,00%
 Uniflotte Srl Bologna 2.254.177 Euro 51,00% 51,00%

 
 
List of companies valued under the net equity method: 
 

Percentage held Total
Company: Registered office Share capital Currency Direct Indirect interest

 Acantho SpA Imola (Bo) 1.240.000 Euro 93,00% 93,00%
 Agess Scrl Forlì (Fc) 79.750 Euro 21,44% 21,44%
 Amav Ambiente SpA S.Anastasia (NA) 103.200 Euro 49,00% 49,00%
 ASA SpA Castelmaggiore (Bo) 1.820.000 Euro 20,00% 20,00%
 Aspes Multiservizi SpA Pesaro 10.963.627 Euro 26,87% 26,87%
 Attivabologna srl consortile Bologna 2.558.600 Euro 0,00% 48,00% 48,00%
 Azimut Srl Rimini 50.000 Euro 29,00% 29,00%
 Energica SpA Faenza (Ra) 200.000 Euro 50,00% 50,00%
 Leucopetra SpA Ercolano (Na) 350.880 Euro 48,00% 48,00%
 Linpha Srl Empoli (Fi) 90.000 Euro 50,00% 25,50%
 Locride Ambiente SpA Siderno superiore (Rc) 1.522.745 Euro 25,00% 25,00%
 Oikothen Scrl Siracusa 1.101.730 Euro 46,10% 29,97%
 Penisola Verde SpA Sorrento (Na) 103.200 Euro 48,00% 48,00%
 Recupera Srl Cassana (FE) 413.200 Euro 24,50% 24,50%
Service Imola Srl Borgo Tossignano (Bo) 10.000 Euro 40,00% 40,00%
 S.G.S. Srl Rimini 52.000 Euro 41,00% 41,00%
 Sinergie Ambientali Srl Bologna 100.000 Euro 50,00% 50,00%
Viviservizi Srl Bologna 451.500 Euro 48,00% 48,00%
 Yele SpA Vallo della Lucania (Sa) 103.400 Euro 35,00% 35,00%
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List of companies valued under the cost method: 
 

Percentage held Total
Company: Registered office Share capital Currency Direct Indirect interest

Agea Spa Cassana (FE) 15.016.100 Euro 49,00% 49,00%
Ambiente 3000 Srl Bologna 100.000 Euro 51,00% 51,00%
Consorzio Energia Servizi Bologna Bologna 5.200 Euro 51,50% 51,50%
Consorzio Frullo Bologna 1.500 Euro 33,00% 67,00% 67,17%
Consorzio Rizzoli Energia Bologna 10.400 Euro 27,00% 27,00%
Eris Scrl Ravenna 300.000 Euro 0,00% 51,00% 51,00%
Hera Clion Srl Napoli 200.000 Euro 100,00% 100,00%
Hera Immobiliare Srl Bologna 100.000 Euro 100,00% 100,00%
Ideametropoli Srl in liquidazione Bologna 21.045 Euro 76,98% 76,98%
Immobiliare Berti Pichat Srl Bologna 10.000 Euro 100,00% 100,00%
Inter.Imm Srl in liquidazione Carpegna (PU) 10.200 Euro 100,00% 100,00%
Italgestioni Srl Bologna 14.000.000 Euro 49,00% 49,00%
Rio d'Orzo Srl Castello di Serravalle (Bo) 59.000 Euro 21,00% 21,00%
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