
Report on the First H
alfof2003

Report on the First Half of 2003
Piazza Santa Barbara, 7

20097 San Donato Milanese - Milano

Tel. +39 02 5201

www.snamretegas.it

S
n
a
m
 R

e
te
 G

a
s





Report on the First Half
of

2003





Report on the first half
of 2003 Management report

4 First half 2003 highlights

6 Key economic, financial and operating data

8 Directors and auditors

10 Natural gas transmission and LNG re-gasification
system

14 Regulatory framework

17 Operating performance

23 Research and development

25 Economic performance and financial position

34 Other information

Consolidated accounts at 30 June 2003
40 Balance sheet

43 Income statement

44 Cash flows statement

45 Contents and layout criteria 

45 Notes on the consolidated accounts

Snam Rete Gas S.p.A. statements at 30 June 2003
70 Balance sheet

71 Income statement

72 Independent auditors’ report

74 Annex to the notes on the consolidated accounts
at 30 June 2003

This is a translation from the original Italian
version.

In the event of any differences in meaning,
the Italian version shall prevail.

contents



Results

Main eventsfirst half 2003 highlights

SNAM RETE GAS 
REPORT ON THE FIRST HALF

OF 2003 

FIRST HALF 2003 HIGHLIGHTS

4



Consolidated net income for the first half of 2003: €259 million (+15%
compared with the first half of 2002); operating profit: €493 million (+18%
compared with the first half of 2002); net debt: €3,365 million (-€191 million
compared with 31 December 2002).

Gas sent into the national network: 39.91 billion cubic metres (+1.5% compared
with the first half of 2002); volumes of LNG re-gasified: 1.86 billion cubic metres.

Capital expenditures: €184 million (+€19 million compared with the first half
of 2002). 

Share price at 30 June 2003: €3.452 - a record high; share  performance in 2003:
+6.8% (+23.3% compared with the initial offer price).

With ruling 75/03 of 1 July 2003 (published on 4 July 2003), the Italian Electricity
and Gas Authority approved Snam Rete Gas’s network code. The network code is
a contractual document that sets out the rules governing access by users to and
their use of the transmission service provided by Snam Rete Gas on its pipeline
network. 

With ruling 71/03 of 26 June 2003 (published on 8 July 2003), the Electricity and
Gas Authority approved the tariffs for gas transmission on the national and
regional network for the 2003-2004 gas year, which will come into force on 1
October 2003. The ruling specifies two sets of tariffs: one which excludes the
environment tax introduced by the Sicilian Regional Authorities and the other
which includes it and which will be applied automatically and retroactively in
the event of the legitimacy of the tax being recognised.

With ruling 70/03 of 26 June 2003 (published on 30 June 2003), the Electricity
and Gas Authority approved the tariff proposal regarding the use of the
Panigaglia LNG terminal for the 2003- 2004 gas year, as submitted by GNL Italia
S.p.A. on 31 March 2003.

On 4 July 2003, the Italian Ministry of Industry published the figures prepared
by Snam Rete Gas regarding transmission capacity availability at the national
network entry points located at the interconnections with international
transmission systems. The figures relate to the 2003-2004 gas year and
subsequent gas years until 30 September 2013. 

On 31 March 2003, Snam Rete Gas submitted its investment programme to the
Electricity and Gas Authority for the period 2003-2006. A total expenditure of
€2.47 billion is forecast for the programme, the main objective of which is to
increase available transmission capacity by 20% before the end of 2006.
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Key economic and financial data (million €)

First half
2002 2002 2003

1,747 Revenue from ordinary activities 889 894

516 Operating costs 255 172

467 Depreciation and amortisation 226 232

789 Operating profit 419 493

157 Net financial expenses 78 66

431 Net income 226 259

385 Capital expenditures 165 184 

9,419 Tangible and intangible assets 9,461 9,346

9,007 Net capital employed 9,090 8,762

5,451 Shareholders’ equity 5,246 5,397

3,556 Net debt 3,844 3,365

Key operating data
pro-forma First half

2001 2002 2002 2003 

Natural gas sent into National Network (billion cubic metres) 70.4 74.4 39.31 39.91

– for Eni 58.2 54.6 29.97 27.73

– for others 12.2 19.8 9.34 12.18

Liquefied natural gas (LNG) re-gasified (billion cubic metres) 3.6 3.6 1.92 1.86

– for Eni 1.8 1.8 1.14 1.51

– for others 1.8 1.8 0.78 0.35

Pipeline network (kilometres in operation) 29,607 29,795 29,629 29,856

National Network 7,896 7,943 7,866 7,943

Regional Network 21,711 21,852 21,763 21,913
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In the first half of 2003, the price of Snam Rete Gas shares on the Milan stock exchange rose
by 6.8%, from €3.233 at the end of 2002 to €3.452 at the end of June 2003; this corresponds
to an increase of 23.3% compared with the initial offer price.

The price registered an upward trend in the first six months of the year, reaching a record
high of €3.452 in June. The average price in the first half of 2003 was €3.235.

With regard to market capitalisation, Snam Rete Gas is in second place in Europe in terms
of utility companies operating in a completely regulated energy market, preceded by the
British concern National Grid Transco.

The company’s market capitalisation at 30 June 2003 was €6.7 billion (€6.3 billion at 31
December 2002).

Snam Rete Gas’s ordinary shares have been listed on the Milan stock exchange since
6 December 2001. Since 18 March 2002, the shares have been included in the MIB 30 index.
They are also included in the European indices: FTSE, S&P Euro and MSCI.

Snam Rete Gas share performance
Period: 6.12.2001-29.08.2003
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Under the articles of association, the board of directors is vested with wide-ranging
powers to conduct the ordinary and extraordinary business of the company, with the
exception of actions which by law or under the articles are the duty of the shareholders in
general meeting. The board may take any and all action deemed appropriate in order to
achieve the company’s objects and is responsible for defining, applying and reviewing the
rules of corporate governance, determining corporate and group strategies and verifying
the system of controls necessary to monitor corporate performance.

Under the articles of association, the chairman of the board of directors is vested with
powers to legally represent the company and sign documents in this capacity, presides
over meetings of shareholders, calls and presides over meetings of the board of directors,
is vested by the board with the necessary powers to manage the company’s activities and
reports at every meeting of the board of directors and the board of statutory auditors with
regard to the exercise of these powers. The board of directors is provided with adequate
information on the action taken and, in particular, on any atypical or unusual operations
effected when exercising these powers.

directors and auditors

Board of directors
Following the shareholders’ meeting held on 15 February 2002, the board of directors is
composed of 8 members whose term of office will expire when the financial statements at
31 December 2003 are approved. The members of the board of directors are:

Position Name In office since
Chairman Salvatore Russo 15 November 2000
Director Giuseppe Airoldi 15 February 2002
Director Giuseppe Colaiacovo 15 February 2002
Director Carlo Grande 15 November 2000
Director Roberto Jaquinto 15 November 2000
Director Roberto Lugano 15 February 2002
Director Marco Mangiagalli 15 November 2000
Director Renato Roffi 15 November 2000
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Board of statutory auditors
The board of statutory auditors will remain in office for three years from 15 November
2000 and comprises:

Position Name In office since
Chairman Mario Sica 15 November 2000
Effective member Sergio Galimberti 15 November 2000
Effective member Pierumberto Spanò 15 February 2002
Alternate member Francesco Cipolla 15 February 2002
Alternate member Luigi Rinaldi 15 February 2002

Audit committee
The audit committee was set up on 26 February 2002 and its members are: Giuseppe
Airoldi, Giuseppe Colaiacovo and Roberto Lugano. Giuseppe Colaiacovo took over from
Roberto Jaquinto on 24 February 2003. Since this date, therefore, the committee has been
composed of independent directors as provided for in the Corporate Governance Code for
Listed Companies.

Remuneration committee
The remuneration committee was set up on 26 February 2002 and its members are:
Giuseppe Airoldi, Giuseppe Colaiacovo and Renato Roffi.

General managers

Position Name
General Manager, Business Development Paolo Caropreso
General Manager, Operations Carlo Malacarne

Independent auditors
At the ordinary meeting held on 12 March 2001, the shareholders appointed Arthur
Andersen S.p.A. (subsequently Deloitte & Touche Italia S.p.A. and now Deloitte & Touche
S.p.A.) to audit the company’s statutory financial statements and half-yearly accounts for
the 2001, 2002 and 2003 financial years. At the ordinary meeting held on 27 July 2001, the
shareholders extended the assignment to include the auditing of the company’s
consolidated financial statements and half-yearly accounts.
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Snam Rete Gas provides natural gas transmission and dispatching and LNG re-gasification
services with an integrated system consisting of the pipeline network, compressor
stations, marine terminals, the LNG re-gasification terminal at Panigaglia and the gas
dispatching centre.

In the past five years, the Snam Rete Gas system has not experienced any significant
interruption in the transmission service due to line failures or network leakage.

Transmission process

The transmission service is an integrated service that enables natural gas to be transmitted
from the entry points of the National Network to the delivery points in the Regional
Network1. 

The allocation of transmission capacity entitles a shipper, at any time during a given gas
year, to send into and take from the system a denominated maximum daily quantity of gas,
at the entry and exit points of the National Network and the delivery points in the
Regional Network. 

International supplies of natural gas are sent into the National Network via four entry
points located at the interconnections with the import lines (Tarvisio, Gorizia, Passo Gries

Snam Rete Gas is the leading provider of natural gas transmission and
dispatching services in Italy and the only provider of liquefied natural gas (LNG)
re-gasification services.

�

natural gas transmission
and LNG re-gasification system

(1) The criteria used to define the National Network are set out in the 22 December 2000 decree issued by the Ministry of Industry pursuant to
Legislative Decree 164 of 23 May 2000 (“Letta decree”).



SNAM RETE GAS 
REPORT ON THE FIRST HALF
OF 2003

NATURAL GAS TRANSMISSION
AND LNG RE-GASIFICATION SYSTEM 

11

and Mazara del Vallo) and via the Panigaglia LNG re-gasification terminal. Domestic gas
production is sent into the National Network from production fields or their gathering
and processing centres. Gas is also sent into the network from storage fields. The exit
points of the National Network consist of 17 offtake areas (coinciding, where possible,
with administrative-regional boundaries) and 3 points of interconnection with
international pipelines for export. 

After leaving the National Network, the gas is transmitted on the Regional Network to the
delivery points, i.e. the points of exit from the transmission company’s network where
shippers take delivery of the gas and where the gas is metered.

Transmission and re-gasification system

Snam Rete Gas pipeline network
The Italian gas transmission system extends for a total of approximately 31,200
kilometres, including 29,856 kilmetres owned by Snam Rete Gas. 

The National Network consists mainly of large-diameter pipes that are used to transmit
natural gas from the system’s entry points - comprising gas import lines, storage facilities
and the main domestic production sites - to the points of interconnection with the
Regional Network. The National Network also includes some inter-regional pipelines
which are necessary to reach important market areas. 

The rest of the gas pipelines in the transmission system form the Regional Network. This
network ensures that supplies of gas reach industrial users, power stations and urban
distribution networks in specific areas that are generally delimited on a regional scale. 

Interconnections in the network involve 25 junctions and 561 plant sites including
pressure reduction and regulating facilities. These facilities regulate the flow of natural
gas in the network and interconnect pipes operating at different pressures.

TRANSMISSION NETWORK REGIONAL CENTRES
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The following table shows the length of the Snam Rete Gas pipeline network in operation
over the past five years:

First half
1998 1999 2000 2001 2002 2003

National Network 7,491 7,588 7,653 7,896 7,943 7,943

Regional Network 21,241 21,412 21,478 21,711 21,852 21,913

Total 28,732 29,000 29,131 29,607 29,795 29,856

– Figures are in kilometres.

At 30 June 2003, the National Network owned by Snam Rete Gas extended for a total length
of 7,943 kilometres. The onshore pipelines in this network, which have a maximum
diameter of 48”, transmit natural gas at a pressure ranging from 24 to 75 bar. The subsea
pipelines (the only ones are those crossing the Strait of Messina) have a diameter ranging
from 20” to 26” and transmit gas at a pressure of up to 115 bar. The Regional Network
consists of pipelines with a smaller diameter than those in the National Network and
extends for a total of 21,913 kilometres. In this network, natural gas is transmitted at
pressures of between 5 and 24 bar or between 24 and 75 bar.

The length of the National Network did not change in the first half of 2003, whereas the
Regional Network increased by 61 kilometres following construction of the Sannicola-
Ugento-Tricase pipeline sections, the EniPower Ferrera tie-in and the branch line to
Sanarica, as well as numerous connections to link final customers to the network.

Completing Snam Rete Gas’s transmission system are: eleven compressor stations with a
total power rating of approximately 620 megawatts and four marine terminals, which link
the subsea lines to the onshore lines, located at Mazara del Vallo and Messina in Sicily and
at Favazzina and Palmi in the province of Reggio Calabria.

LNG re-gasification terminal
In addition to the supplies arriving through international pipelines, natural gas is also
sent into the transmission system from the LNG terminal at Panigaglia (province of La
Spezia). When operating to full capacity, the Panigaglia terminal can send more than 3.5
billion cubic metres of natural gas per year into the transmission network. The terminal
covers an area of around 45,000 square metres and receives natural gas in the liquid phase
(at a temperature of approximately -160°C) carried by gas tankers. In the first half of 2003,
the volume of LNG re-gasified at the terminal was equivalent to approximately 1.86 billion
cubic metres of natural gas. 

Gas dispatching and control
The Snam Rete Gas Dispatching Centre, located at San Donato Milanese (Milan), is
responsible for the management and remote control of the natural gas transmission
network. The Centre receives data from some 2,000 plants on the Italian network
(including around 1,500 remote-controlled) and from interconnected international
networks. The Centre can also produce short-term demand forecasts based on historical
data and foreseeable weather conditions. In May 2003, ISO 9000 certification of the
dispatching system was achieved.
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Transmission system management

The Snam Rete Gas transmission system is managed by 8 regional operating centres which
supervise, control and coordinate the activities of 69 local units (known as “maintenance
centres”) distributed throughout Italy. The local units are responsible for ensuring the
operation, maintenance and monitoring of the whole system in accordance with current
regulations regarding safety and environmental protection.

With the aim of rationalising maintenance activities, Snam Rete Gas has undertaken a
series of initiatives involving: (i) the extension of remote control coverage, by increasing
by 125, in the first half of 2003, the items of plant and equipment that can be controlled at
a distance (line valves, pressure reduction plants, etc.); remote control reduces response
time and guarantees a higher level of safety in network management, thus enhancing the
reliability of the transmission system; (ii) the rationalisation of local operating structures,
enabling the number of maintenance centres to be reduced from 74 to 69 compared with
2002; (iii) the start-up, in 90% of the maintenance centres, of the new information system
aimed at optimising inspection and maintenance cycles, and (iv) the extension of the use
of new remote-monitoring and diagnostics programs for compressor stations that can
monitor constantly the efficiency of the compression system, acquire data for use in
maintenance planning and optimise the duration and cost of maintenance jobs. 
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Approval of the network code 

With ruling 75/03 of 1 July 2003 (published on 4 July 2003), the Italian Electricity and Gas
Authority approved Snam Rete Gas’s network code.
The network code is a contractual document that sets out the rules governing access by
users to and their use of the transmission service provided by Snam Rete Gas.

Snam Rete Gas submitted its proposed code to the Authority on 14 November 2002 after
consulting all network users about the preliminary document that had been sent to the
Authority on 9 October 2002.

The network code was prepared on the basis of criteria laid down by the Authority in
ruling 137/02 of 17 July 2002 and contains a series of clauses that will have to be
incorporated in transmission agreements.

One of the main aspects governed by the code is the procedure for the allocation of
transmission capacity on the basis of requests received from prospective shippers. In 2003,
in addition to allocating capacity for the 2003-2004 gas year which starts on 1 October
2003, capacity will also be allocated for the next 5-year period. This multiannual allocation
applies only to the entry points of the network that link up with international
transmission systems.

To ensure the correct contractual and operational management of the service, there are
also specific clauses concerning the responsibilities of Snam Rete Gas and the users of the
service.

regulatory framework



SNAM RETE GAS 
REPORT ON THE FIRST HALF
OF 2003

REGULATORY FRAMEWORK

15

The network code also introduces a “Virtual Trading Point” in the Italian system, by means
of which bilateral trading of gas on a daily basis will be possibile between users.

Transmission tariffs for the 2003-2004 gas year 

With ruling 71/03 of 26 June 2003 (published on 8 July 2003), the Electricity and Gas
Authority approved the tariffs for gas transmission on the national and regional network
for the 2003-2004 gas year, which will come into force on 1 October 2003.
The ruling specifies two sets of tariffs: one which excludes the environment tax introduced
by the Sicilian Regional Authorities and the other which includes it and which will be
applied automatically and retroactively in the event of legitimacy of the tax being
recognised.

Re-gasification tariffs for the 2003-2004 gas year 

With ruling 70/03 of 26 June 2003 (published on 30 June 2003), the Electricity and Gas
Authority approved the tariff proposal regarding the use of the Panigaglia LNG terminal
for the 2003-2004 gas year, as submitted by GNL Italia S.p.A. on 31 March 2003.

2003-2006 investment programme

On 31 March 2003, Snam Rete Gas submitted its investment programme to the Electricity
and Gas Authority for the period 2003-2006. A total expenditure of €2.47 billion is forecast
for the programme, the main objective of which is to increase available transmission
capacity by 20% before the end of 2006 with an expenditure of €2 billion over the 4-year
period. Capital expenditures for maintenance and other investments are expected to
amount to approximately €0.5 billion.

Publication by the Ministry of Industry of the transmission
capacity plan

On 4 July 2003, the Italian Ministry of Industry published the long-term plan prepared by
Snam Rete Gas regarding transmission capacity availability. The document gives figures
for capacity at all national network entry points located at the interconnections with
international transmission systems and covers the 2003-2004 gas year and subsequent gas
years until 30 September 2013.
The transmission capacity trend for the 10-year period to 30 September 2013 takes into
account requests made by system users for increases in capacity at the entry points of
Snam Rete Gas’s network.

Tax introduced by the Sicilian Regional Authorities on owners
of gas pipelines

Under Regional Law 2 dated 26 March 2002, the Sicilian Regional Authorities introduced
an environment tax on owners of primary pipelines in Sicily (i.e. pipelines operating at a
maximum pressure of over 24 bar). The tax was payable from April 2002 and amounted to
€10.8 million per month for 2002. As the Regional Authorities did not introduce any
change to the rate of this tax for 2003, the rate applied in 2002 is automatically extended,
with an increase based on the consumer price index published by the Italian Central



SNAM RETE GAS 
REPORT ON THE FIRST HALF

OF 2003

REGULATORY FRAMEWORK

16

Statistics Institute (ISTAT). Consequently, the tax for 2003 would amount to €11.1 million
per month.

Snam Rete Gas is convinced that the tax is illegitimate and has taken all necessary steps to
protect itself from the effects of the regional law, including lodging an appeal with the
Provincial Tax Commission of Palermo and reporting the matter to the European
Commission with a view to instigating infringement proceedings against the Italian State.

Whilst recognising the tax expense as an operating cost relating to transmission activities,
the Italian Electricity and Gas Authority has ruled that its inclusion in tariffs is subject to
a definitive decision by the competent authorities as to its legitimacy. Consequently, both
for the 2002-2003 gas year (ruling 146/02) and for the 2003/2004 gas year (ruling 71/03),
the Authority has published two sets of tariffs: one which excludes the tax and the other
which includes it and which will be applied automatically and retroactively in the event
of the legitimacy of the tax being recognised. 

On 10 September 2002, Snam Rete Gas lodged an appeal with the Lombard Regional
Administrative Court in order to obtain the immediate application of the transmission
tariffs that include the tax. On 20 December 2002, the Court sentenced that in its opinion
the Sicilian law introducing the tax is at variance with European Community rules and
consequently dismissed the appeal.

Since December 2002, Snam Rete Gas has suspended payment of the tax on the basis of the
Lombard Regional Administrative Court’s sentence and also on the strength of
authoritative legal opinions.

In January 2003, the Sicilian Regional Authorities lodged an appeal with the Italian
Council of State against the Court sentence with regard to the part where it declares,
incidentally, that the regional tax is at variance with European Community rules.

On 12 July 2003, the Provincial Tax Commission of Palermo convened to discuss the appeal
lodged by Snam Rete Gas and a decision is now awaited.
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Volumes of gas sent into the national network

(billion m3)

First half
2002 Volumes sent into network 2002 2003 % change

14.71 Domestic production 7.18 7.05 (1.8%)
59.69 Imports 32.13 32.86 2.3%
14.01 Passo Gries 7.12 7.91 11.1%
20.85 Tarvisio 11.57 11.40 (1.5%)

0.15 Gorizia 0.07 0.08 14.3%
21.11 Mazara del Vallo 11.45 11.61 1.4%

3.57 Panigaglia (LNG imports) 1.92 1.86 (3.1%)
74.40 Total 39.31 39.91 1.5%

(billion m3)

First half
2002 Volumes sent into network, by shipper 2002 2003 % change

54.56 Eni (1) 29.97 27.73 (7.5%)
8.28 Enel 3.66 4.58 25.1%
5.34 Edison 2.43 3.95 62.6%
3.16 Plurigas 1.67 1.66 (0.6%)
3.06 Others 1.58 1.99 25.9%

74.40 Total 39.31 39.91 1.5%

(1) Input by Eni includes volumes of gas for consumption by Snam Rete Gas.

operating performance

Gas sent into the National Network: 39.91 billion cubic metres (39.31 billion in
the first half of 2002).

Volumes of LNG re-gasified: 1.86 billion cubic metres (1.92 billion in the first half
of 2002).

Capital expenditures: €184 million (€165 million in the first half of 2002).

Operating costs: €172 million (€255 million in the first half of 2002).

�

�

�

�
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Volumes of gas sent into the national network in the first half of 2003 totalled 39.91 billion
cubic metres, an increase of 0.6 billion cubic metres, or 1.5%, compared with the first half
of 2002. The increase was attributable to a recovery in domestic demand, partially offset
by a reduction in volumes sent into storage.
The increase in demand for gas was due to increased consumption for electricity
generation following the operational start-up of new combined-cycle power stations run
by Enel and increased consumption in the residential/commercial sector as a result of
colder weather in the winter months of 2003 compared with the same period last year.

The reduction of 1.8% in volumes from domestic production was countered by an
increasing dependence on supplies of imported natural gas (+2%), with an increase in
imports from northern Europe (via Passo Gries) and Algeria (via Mazara del Valo) to the
detriment of Russian imports (via Tarvisio).

Volumes re-gasified

(billion m3)

First half
2002 Volumes re-gasified 2002 2003 % change
3.26 Eni 1.88 1.51 (19.8%)
0.31 Others 0.04 0.35 775.0%
3.57 Total 1.92 1.86 (3.3%)

In the first half of 2003, the LNG terminal at Panigaglia (La Spezia) re-gasified 1.86 billion
cubic metres of LNG. A total of 67 unloading operations (58 in the first half of 2002) were
carried out from various types of gas tankers, including 13 spot cargoes (2 in the first half
of 2002). The reduction in volumes re-gasified on behalf of Eni was offset by an increase in
the number of spot cargoes arranged by other operators. 

Investments

(million €)

First half
2002 Capital expenditures 2002 2003 % change

270 Expansion and development 114 129 13.2%
180 comprising National Network 76 85 11.8%

86 Regional Network 37 42 13.5%
4 LNG 1 2 100.0%

115 Maintenance and other 51 55 7.8%
385 Total 165 184 11.5%

Capital expenditures in the first half of 2003 totalled €184 million, comprising €129
million for projects aimed at extending or increasing transmission capacity (expansion
and development) and €55 million for projects aimed at ensuring the efficiency and safety
of facilities in operation, as well as projects to develop information systems.

Expansion and development
Work on the National Network related mainly to:
• the project to increase the capacity of the import infrastructure for supplies from

Russia, consisting of a new 48” pipeline from Tarvisio to Zimella and work to upgrade
the Malborghetto compressor station. Expenditure in the first half of 2003 (€27
million) mainly involved the purchase of materials for and the construction of the
Istrana-Camisano section and detailed project engineering for the Tarvisio-
Malborghetto and Bordano-Flaibano sections; 
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• the project to increase the capacity of the import infrastructure for supplies from North
Africa, consisting of the construction of new pipelines alongside existing sections
(approximately 290 km of 48” pipe in Sicily, Calabria, Molise and Abruzzo), as well as
work to increase the capacity of existing compressor stations at Terranova Bracciolini,
Gallese, Melizzano, Montesano, Tarsia, Enna and Messina. Expenditure in the first half
of 2003 (€22 million) involved detailed project engineering, as well as activities aimed
at obtaining permission from public authorities regarding construction of the
pipelines concerned;

• the Pontremoli-Parma pipeline, consisting of 70 km of 30” pipe, to link the Panigaglia
LNG terminal with the national network and the local market. Expenditure in the first
half of 2003 (€9 million) involved environmental restoration along the Parma-Berceto
section and work on the Berceto-Pontremoli section;

• the Gela-Enna pipeline in Sicily for gas imports from Libya, consisting of a 36” line.
Expenditure in the first half of 2003 (€20 million) involved the start of construction
work and the purchase of materials.

Work on the Regional Network, in addition to numerous connections to link final customers
to the network, related to:
• the project to make natural gas available in the Apulia region, consisting of 172 km of

pipelines ranging from 8” to 20” in diameter. Expenditure in the first half of 2003 (€6
million) involved completing the main work in connection with the pipelines that
make up the first stage of the project (81 km) and obtaining permits for the second and
third stages;

• the Bolzano-Bressanone-Brunico pipeline, consisting of 93 km of 20” pipe. Expenditure
in the first half of 2003 (€6 million) involved the construction of the Bressanone south-
Brunico section, which is 87% complete, and the completion of additional work on the
Bolzano-Bressanone south section;

• the Valtellina pipeline, consisting of 90 km of 30” pipe. Expenditure in the first half of
2003 (approximately €2 million) mainly involved the completion of work on the
Piantedo-Berbenno section.

Maintenance and other
Capital expenditures for maintenance relating to both the National and the Regional
Network mostly concern work undertaken throughout Italy to ensure that facilities
continue to comply with applicable regulations and that the network is adapted as
necessary to prevent interference with third party infrastructures.

These expenditures also include two particularly important projects: the development
of a new information system aimed at integrating dispatching activities and the
development of an information system to back up transmission infrastructure
management.

Other capital expenditures mainly concern the purchase of land and buildings for use in
connection with transmission activities, as well as the implementation of new
information systems and the development of existing ones.

Operating costs1

(million €)

First half
2002 2002 2003 % change

91 Variable costs 49 47 (4.1%)
414 Fixed costs 206 125 (39.3%)

11 Allocation to provision for risks
516 Total operating costs 255 172 (32.5%)

(1) The note on operating costs has been approved by the audit committe.
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Variable costs

(million €)

First half
2002 2002 2003

Non- Non- Non-
Regulated regulated Regulated regulated Regulated regulated

activities activities Total activities activities Total activities activities Total % change
29 1 30 Fuel gas for transmission 16 1 17 16 16 (5.9%)
10 10 Fuel gas for re-gasification 5 5 5 5

3 1 4 Electricity 2 1 3 2 2 (33.3%)
9 9 Network leakage 4 4 4 4
2 2 Excise duty on gas 2 2 2 2

36 36 Amounts charged by third parties 18 18 18 18
89 2 91 Total variable costs 47 2 49 47 0 47 (4.1%)

Costs for the purchase of fuel gas for transmission activities (€16 million) and for re-
gasification activities (€5 million) were in line with the costs incurred in the first half of 2002.

The cost of purchasing fuel gas for re-gasification activities is passed on in full to the users
of the service.

The amounts charged by third parties concern the transmission service provided by
Edison T&S and TMPC on their networks (€18 million).

The reduction in variable costs relating to non-regulated activities is connected with the
discontinuance of the compression service for storage purposes as from 1 April 2002. 

Fixed costs1

(million €)

First half
2002 2002 2003 % change

124 Cost of personnel 61 56 (8.2%)
290 External costs 145 69 (52.4%)
414 Total fixed costs 206 125 (39.3%)

Cost of personnel
(million €)

First half

2002 2002 2003 % change
134 Gross labour costs 65 62 (4.6%)

11 Services relating to personnel 5 6 20.0%
(21) Capitalised costs (9) (12) 33.3%
124 Total cost of personnel 61 56 (8.2%)

Personnel at 30.06.2002 at 31.12.2002 at 30.06.2003

Operations 2,171 2,128 1,993

Business development 252 246 201

Finance, administration, etc. 273 262 308

Other 14 10 10

Total 2,710 2,646 2,512

(1) Starting from 2003, the portion of labour costs attributed to investment projects and capitalised includes labour costs only and excludes
costs of purchases and services directly allocable thereto (with adjustments in the item “external fixed costs”). Consequently, figures for
the 2002 financial year and for the first half thereof have been reclassified. The effect of this has been to increase labour costs by €16
million in 2002 (€7 million in the first half), with a corresponding reduction in external fixed costs.
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In the first half of 2003, 44.8% (€56 million) of the total fixed costs refer to the cost of
personnel and relate exclusively to regulated activities. 
In addition to labour costs, the cost of personnel includes services relating to personnel
(€6 million) for travelling expenses, canteens, etc. and is shown net of costs capitalised in
the period (approximately €12 million) which correspond to the portion of labour costs
attributed to investment projects.
The decrease of €5 million in the cost of personnel compared with the first half of 2002 is
due mainly to lower gross labour costs as a result of the reduction in the workforce and to
the capitalisation of a larger portion of labour costs.
Since the company became operative (1 July 2001), the process to reorganise operating
activities has led to a significant reduction in the workforce (-603, i.e. -19.4%), achieved by
means of incentivised and voluntary early terminations of employment contracts.
In particular, in the first half of 2003 the number of employees fell by 134.

External costs
(million €)

First half

2002 2002 2003 % change

44 Materials, maintenance, modernisation 21 15

17 Professional services 9 8

65 Other costs 32 32

126 Recurring costs relating to ordinary activities 62 55 (11.3%)

86 Tax levied by Sicilian Regional Authorities 32

7 Capital losses on write-offs

93 Non-recurring costs 32 0 (100.0%)

28 Modulation and storage services 21 13

20 Contingent liabilities 10

48 Costs offset in revenue 31 13 (58.1%)

267 Total external costs for regulated activities 125 68 (45.6%)

4 Materials, maintenance, modernisation 3 1

15 Rental of compressor stations for storage operations 15

4 Other costs 2

23 Total external costs for non-regulated activities 20 1 (95.0%)

290 Total external costs 145 69 (52.4%)

Total external costs amounted to €69 million in the first half of 2003, a reduction of €76
million.

Excluding non-recurring costs and costs which have a corresponding offset in revenue,
recurring costs relating to ordinary activities fell by €7 million, or 11.3%.

The reduction in the item “materials, maintenance, modernisation” is due to (i) the
continuous process to optimise maintenance involving minor items of property and work
that does not increase the capacity or useful life of assets, (ii) lower costs as a result of the
re-scheduling of maintenance (particularly on booster stations) which is now
concentrated in the second half of the year and (iii) fewer maintenance jobs after
landslides and floods because of the drier weather in the first half of 2003.

The reduction of €32 million in non-recurring costs is due to the absence in 2003 of the
tax introduced by the Sicilian Regional Authorities.
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The reduction in costs with a corresponding offset in revenue (€18 million) relates to:
• the cost of the modulation and storage service, the decrease in which, compared with

2002, derives from the absence of the cost of the balancing service because shippers
have been made directly responsible for this cost;

• contingent liabilities recorded in the first half of 2002 and connected with revenue
shortfalls in the period October-December 2001 following the reduction in modulation
and storage tariffs.

The reduction in external costs for non-regulated activities (€19 million) is connected
with the discontinuance of the compression service for storage purposes as from 1 April
2002, with the consequent termination of the contract to rent the compressor stations
used for storage activities and owned by Stoccaggi Gas Italia.
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In this context, in the first six months of the year:

– a start was made on a research project regarding the use of optical fibres attached to
pipelines in areas susceptible to landslides, in order to permit the continuous
monitoring of stresses and the optimisation of remedial work; tests using this
technology will end in 2004;

– the assessment of new technology in order to identify unstable areas along the pipeline
route by means of a satellite. Developed by the Milan Polytechnic, this technology
consists of identifying reference points on the ground, using a corner reflector, and
measuring their movements by analysing satellite radar images. Experiments are being
conducted along a section of the pipeline route, in collaboration with the Milan
Polytechnic, and will be completed in 2003.

In addition, activities continued to assess the performance of geometric and geometric-
inertial pigs; final inspection reports will be issued in the second half of 2003. Regarding
the decision-support system project for monitoring pipelines in unstable areas, having
completed the design stage the system is now being verified and tested in operational
conditions.

Within the framework of EGRG, a research project started with regard to a system to
monitor interference caused by machines operating along the pipeline route. The system
involves the use of a laser signal that is transmitted along an optical fibre in the
telecommunications cable installed alongside the pipeline.

research and development

In the first half of 2003, Snam Rete Gas continued its studies and research
activities with the aim of identifying technologies that ensure a safe and reliable
transmission network. Pursuit of these objectives also involved some important
initiatives in collaboration with several Italian universities and within the
framework of international research organisations such as EGRG (European Gas
Research Group).

Approximately €610,000 were invested in research and development in the first
half of 2003 (€550,000 in the first half of 2002) and a total of 10 people were
engaged in the activities (11 in 2002).

�

�
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A number of major companies in the natural gas sector are taking part in this project,
including Advantica, BP, Enagas, Fluxys, Gaz de France, Gastransport Services and Ruhrgas.
The new system is being tested along a section of pipeline and the project is expected to be
completed before the end of 2004.

Activities went ahead, in collaboration with international organisation, with regard to the
integration and updating of method to assess the safety of pipelines, compressor stations
and line facilities.

With regard to the “SIGEAF” project involving an information system for the management
of river crossings, the verification and testing stage is now under way. This system uses new
models that make it possible to monitor the normal erosive action of a river and forecast
the extent of erosion caused by exceptionally high water in the vicinity of each river
crossing.
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Snam Rete Gas’s revenue and operating costs are influenced by the application of tariff
regulations which have no effect on the operating profit. Analysis of this profit takes into
account only those factors that did give rise to changes in the period.
Revenue and cost components are analysed in the notes below.

The increase of €74 million (+18%) in operating profit in the first half of 2003 was due
mainly to (i) increased transmission revenue due to investments in new assets that
became operational and the increased volumes of gas transmitted (€18 million), (ii) a
reduction in operating costs for regulated activities (€11 million), (iii) the absence in
2003 of the tax introduced by the Sicilian Regional Authorities on owners of gas pipelines
(€32 million) and (iv) the different effect of costs and revenue connected with the gas
modulation service, which will be absorbed in the year (€16 million). These positive
factors were partially offset by increased depreciation and amortisation (€6 million).

Net income (€259 million) increased by €33 million (+15%) compared with the first half
of 2002. The increase deriving from the higher operating profit and from improved
financial management (€12 million) as a result of a lower level of average debt and a
reduction in net extraordinary expenses (€7 million) was partially absorbed by an
increase in income taxes (€60 million) due a higher level of pre-tax income and the
absence of tax benefits (€26 million) under Law 383 of 18 October 2001 (“Tremonti bis
law”).

economic performance 
and financial position

Summary consolidated income statement

(million €)

First half

2002 2002 2003 Change

1,747 Revenue from ordinary activities 889 894 5

25 Other revenue and income 11 3 (8)

1,772 Total revenue 900 897 (3)

(516) Operating costs (255) (172) 83

1,256 Gross operating margin 645 725 80

(467) Depreciation and amortisation (226) (232) (6)

789 Operating profit 419 493 74

(157) Net financial income (expenses) (78) (66) 12

632 Income before extraordinary items and taxes 341 427 86

(13) Net extraordinary income (expenses) (6) 1 7

619 Pre-tax income 335 428 93

(188) Income taxes (109) (169) (60)

431 Net income for the period 226 259 33
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Total revenue
(million €)

First half

2002 2002 2003 Change

1,666 Transmission 838 864 26

41 Re-gasification 22 22 0

1,707 Revenue from regulated activities 860 886 26

19 Compression services 20 (20)

21 Other revenue from ordinary activities 9 8 (1)

40 Revenue from non-regulated activities 29 8 (21)

1,747 Total revenue from ordinary activities 889 894 5

25 Other revenue and income 11 3 (8)

1,772 Total revenue 900 897 (3)

Revenue from ordinary activities in the first half of 2003 (€894 million) increased by €5
million compared with the first half of 2002 following increased revenue earned from
regulated activities (€26 million) which was partially offset by a reduction in revenue
from non-regulated activities (€21 million).

Revenue from transmission services totalled €864 million, an increase of €26 million (+3%)
compared with the first half of 2002 attributable to:

(i) the effects of expansion and development investments in new assets that became
operational in 2001 and the increased volumes of gas transmitted, for a total of €18
million;

(ii) the adjustment of revenue for the first half of 2002 following the reduction in tariffs
for the gas modulation service published by the Italian Electricity and Gas Authority
on 28 March 2002, which gives rise to a difference in revenue of €15 million;

(iii) the absence in 2003, due to application of ruling 137/02, of revenue (€7 million)
regarding the costs that used to be passed on to shippers for the balancing service
procured by Snam Rete Gas from Stoccaggi Gas Italia. The ruling provides that this
service is supplied direct to shippers by Stoccaggi Gas Italia.

Transmission revenue also includes amounts invoiced (€18 million) on behalf of Edison
T&S and TMPC for the transmission service on their networks (interconnecting service)1. 

Transmission revenue, by shipper (million €)

First half
2002 2002 2003

1,366 Eni 743 616

173 Enel 89 103

90 Edison 36 72

73 Plurigas 36 36

72 Altri 30 43

(108) Revenue adjustments - capacity (over) underbooking and penalties2 (96) (6)

1,666 838 864

(1) The Electricity and Gas Authority’s ruling 120/01 states that if, when performing the transmission service, networks owned by other
operators are involved in addition to the Snam Rete Gas network, shippers are charged for the interconnecting service by the principal
operator.

(2) Under the Authority’s ruling 120/01, the portion of revenue exceeding (falling short of) the revenue cap in a given gas year must be
refunded to shippers (to the transmission company) two gas years later. The effect of this, because it is related to the tariff structure which
excludes adjustments during the gas year, is neutralised by means of a revenue adjustment so as not to alter the results for the period. 
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Revenue from re-gasification services (€22 million) relates to fees for the service to re-gasify
liquefied natural gas at the Panigaglia LNG terminal and includes the cost passed on to
users for the gas used to operate the re-gasification plant (€6 million).

Revenue from non-regulated activities, totalling €8 million, relates to the lease and
maintenance of optical-fibre cables for telecommunications (€4 million), technical
services performed for third parties (€3 million) and the dispatching service and other
revenue (€1 million). The decrease of €21 million, compared with the first half of 2002, is
due mainly to the absence of fees for the compression service for storage operations that
was provided in the first half of 20021 (€20 million). 

Other revenue and income fell by €8 million mainly due to the fact that in the first half
of 2002 contingent assets (€10 million) were recognised deriving from the retroactive
reduction in the cost of the modulation and storage service for the period October-
December 2001 (Electricity and Gas Authority’s ruling 49/02), this being partially
countered by an increase in other income in the first half of 2003 (€2 million). 

Operating costs2

(million €)

First half

2002 2002 2003 Change

403 Purchases, services and other costs 199 122 (77)

113 Net labour costs (*) 56 50 (6)

516 255 172 (83)

(*) Labour costs exclude services relating to personnel which are included in the item “purchases, services and other costs”.

In the first half of 2003, operating costs totalled €172 million, a reduction of €83 million
compared with the first half of 2002 due to:

– a reduction in labour costs (€6 million) due to the reduction in the workforce (€3
million) and a larger portion of costs having been attributed to investment projects (€3
million);

– lower costs incurred for the purchase of sundry materials and consumables and for
maintenance services (€6 million);

– costs which have a corresponding offset in revenue or are non-recurring (€71 million)
and which were absent in the first half of 2003, comprising (i) the tax introduced by the
Sicilian Regional Authorities (€32 million), (ii) costs connected with the compression
service for storage operations (€21million), (iii) contingent liabilities deriving from
the reduction in the cost of the modulation and storage service for the period October-
December 2001 (€10 million) and (iv) the costs of the balancing service following the
application of ruling 137/02 which has made shippers directly responsible for these
costs (€7 million) and lower costs for the modulation and storage service (€1 million).

(1) With effect from 1 April 2002, Snam Rete Gas ceased to provide the compression service for storage operations managed by Stoccaggi Gas
Italia S.p.A.

(2) Starting from 2003, the portion of labour costs attributed to investment projects and capitalised includes labour costs only and excludes
costs of purchases and services directly allocable thereto (with adjustments in the item “purchases, services and other costs”).
Consequently, figures for the 2002 financial year and the first half thereof have been reclassified. The effect of this has been to increase net
labour costs by €16 million in 2002 (€7 million in the first half), with a corresponding reduction in purchases, services and other costs.
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Purchases (€30 million) comprised €26 million for natural gas used in connection with
transmission activities (operation of booster stations, re-gasification activities and
network leakage) and €4 million for sundry materials and consumables.

Services (€86 million) related to:
• maintenance services - €15 million;
• rentals - €7 million;
• telecommunications and information systems - €15 million;
• professional services - €7 million;
• services relating to personnel (travelling expenses, canteens, etc.) - €6 million;
• electricity - €2 million;
• insurance, security, caretaking, external communication and other operating costs - €3

million;
• services whose cost is passed on to shippers (€31 million) comprising:

– costs charged by other operators for transmission services on their networks
(interconnecting service) - €18 million;

– modulation and storage services - €13 million.

Other costs (€6 million) related mainly to indirect taxes and other expenses. 

Depreciation and amortisation
(million €)

First half

2002 2002 2003 Change

422 Depreciation of tangible assets 209 210 1

45 Amortisation of intangible assets 17 22 5

467 226 232 6

The increase in amortisation of intangible assets relates mainly to new information
systems that became operational in the second half of 2002.

Net financial expenses

Net financial expenses in the first half of 2003 totalled €66 million, with interest on the
company’s debt averaging approximately 4%. Compared with the first half of 2002, there
was a reduction of €12 million in net financial expenses in the first half of 2003 due
mainly to a lower level of average debt in the period. 

Net extraordinary expenses

Net extraordinary expenses, compared with the first half of 2002, fell by €7 million
reflecting a reduction of €3 million in costs for incentives for the early termination of
employment contracts and a reduction in allocations to the provision for risks and future
expenses of €4 million compared with the large number of contractual terminations that
had been forecast in the second half of 2002 on the basis of agreements reached with trade
unions.
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Income taxes

Income taxes, totalled €169 million. The increase of €60 million compared with the first
half of 2002 is due mainly to (i) a higher level of pre-tax income and (ii) the absence in 2003
of the tax benefits available until 31 December 2002 under Law 383 of 18 October 2001
(“Tremonti bis law”), only partially offset by the reduction in the rate for IRPEG (corporate
income tax) from 36% to 34%.

Current taxes amounted to €58 million and comprise IRPEG totalling €46 million and
IRAP (regional income tax on production activities) totalling €12 million. Net deferred
taxes amounted to €111 million and arise mainly from supplementary depreciation
charged in order to obtain tax benefits.

The effective tax rate for pre-tax income in the first half of 2003 was 39% compared with
33% in the first half of 2002.
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Summary consolidated balance sheet

(million €)

30.06.2002 31.12.2002 30.06.2003 Change

9,359 Tangible assets 9,313 9,250 (63)

102 Intangible assets 106 96 (10)

(131) Net payables relating to investing activities (131) (121) 10

9,330 Fixed capital 9,288 9,225 (63)

(224) Net working capital (264) (445) (181)

(16) Employees’ severance indemnity (17) (18) (1)

9,090 Net capital employed 9,007 8,762 (245)

5,246 Shareholders’ equity 5,451 5,397 (54)

3,844 Net debt 3,556 3,365 (191)

9,090 Financing 9,007 8,762 (245)

Net capital employed at 30 June 2003 totalled €8,762 million, a reduction of €245
million compared with 31 December 2002 due mainly to a decrease in working capital
and, to a lesser extent, in fixed capital.

Tangible assets totalled €9,250 million and are stated net of capital investment grants
(€39 million) and of contributions for network connections and other expenses
reimbursed by private companies (€58 million). The reduction in tangible assets is due
mainly to depreciation charged during the period amounting to €210 million and to the
contributions for network connections and other expenses reimbursed by private
companies in the first half of 2003 amounting to €23 million, only partially offset by
capital expenditures amounting to €172 million (€134 million in the first half of 2002).

Intangible assets totalled €96 million and mainly concern software and application
systems to support operating activities. Capital expenditures in the first half of 2003
totalled €12 million (€31 million in the first half of 2002) and relate mainly to the
introduction of new IT systems.

Net payables relating to investing activities totalled €121 million, a reduction of €10
million compared with 31 December 2002, in line with the capital expenditures in the
period.

Net working capital

(million €)

30.06.2002 31.12.2002 30.06.2003 Change

31 Inventories 31 27 (4)

386 Trade receivables 360 329 (31)

9 Other current assets 33 9 (24)

(189) Trade payables (133) (145) (12)

(26) Tax payables (15) (20) (5)

(181) Provision for taxation (240) (375) (135)

(40) Provisions for risks and future expenses (50) (47) 3

(41) Deferred income (lease of telecommunications cables) (41) (40) 1

(133) Revenue adjustments (capacity overbooking and penalties) (145) (149) (4)

(14) Accrued expenses (interest on loans) (23) (8) 15

(26) Other current liabilities (41) (26) 15

(224) (264) (445) (181)
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The variation of €181 million in net working capital compared with 31 December 2002
is attributable primarily to (i) an increase in provision for taxation following the
allocation made for income taxes for the period, (ii) a reduction in trade receivables due
mainly to lower amounts invoiced following lower volumes of gas transmitted in the last
two months of the half-year compared with the last two months of 2002 and (iii) a
reduction in other current assets, having offset the advance payment of VAT made in
December 2002.

Employees’ severance indemnity, totalling €18 million, increased by €1 million
compared with 31 December 2002 following the allocations made in the period.

Shareholders’ equity

(million €)

30.06.2002 31.12.2002 30.06.2003 Change

1,955 Share capital 1,955 1,955

2,491 Share premium reserve 2,491 2,178 (313)

391 Legal reserve 391 391

0.4 Reserve for share issue (Art.2349, Italian Civil Code) 0.4 0.4

183 Retained earnings 183 614 431

226 Net income for the period 431 259 (172)

5,246 5,451 5,397 (54)

Shareholders’ equity decreased by €54 million compared with 31 December 2002 due to
payment of the dividend from the share premium reserve (€313 million) which was only
partially offset by net income for the period (€259 million). 

Net debt

(million €)

30.06.2002 31.12.2002 30.06.2003 Change

3,845 Loans 3,557 3,366 (191)

672 – Short-term loans 494 432 (62)

188 – Current portion of long-term loans 189 166 (23)

2,985 – Long-term loans 2,874 2,768 (106)

(1) Liquid funds (1) (1) 0

3,844 3,556 3,365 (191)

Net debt totalled €3,365 million, a reduction of €191 million compared with 31
December 2002.

Long-term loans accounted for 82% of the total net debt. The average maturity of long-term
loans, including the current portion, was three years and three months (compared with
three years and four months at 31 December 2002).
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At 30 June 2003, loans by type of interest rate, taking into account interest rate swaps, were
as follows:

(million €)

31.12.2002 % 30.06.2003 %

Floating rate 2,308 65 1,790 53 

Inflation-linked rate 500 14 500 15 

Fixed rate 748 21 1,075 32 

Total 3,556 100 3,365 100

The increase in loans at fixed interest rates at 30 June 2003 compared with 31 December
2002 is due to a loan of €350 million raised in February 2003 at a floating interest rate and
converted to a fixed rate by means of an interest rate swap for an identical amount and
with the same maturity date.

Almost all the loans are denominated in euros and loans from Eni Group companies
(primarily Enifin) accounted for 91% of the total.

Net debt represents 38.4% of net capital employed (39.5% at 31 December 2002).

Summary consolidated cash flows statement and variation
in net debt

(million €)

First half
2002 2002 2003

431 Net income before minority interests 226 259

Adjusted by:

483 – Depreciation, amortisation and other non-monetary items 222 230

357 – Dividends, interest, extraordinary income/expenses and income taxes 194 228

Cash flow provided by operating profit before variation 
1,271 in working capital 642 717

92 Variation in working capital relating to operating activities 147 83

Dividends, interest, extraordinary income/expenses and income taxes 
(188) received (paid) in the period (110) (129)

1,175 Net cash flow from operating activities 679 671

(358) Investments in tangible and intangible assets (152) (161)

1 Disinvestments 1 2

2 Receivables and payables relating to investing activities 1 (10)

820 Free cash flow 529 502

(637) Variation in loans (346) (189)

(183) Cash flow from shareholders’ equity (183) (313)

0 Net cash flow in the period 0 0

820 Free cash flow 529 502

(183) Cash flow from shareholders’ equity (183) (313)

Effect of exchange differences on net debt and other variations 3 2

637 Variation in net debt 349 191

Snam Rete Gas generated a substantial net cash flow from operating activities (€671
million) which, after financing investments totalling €161 million, net of capital
investment grants and contributions from private companies received in the period, and
after distributing the dividend which totalled €313 million, produced a surplus of €191
million.
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Compared with the first half of 2002, cash flows - apart from the effect of the increased
dividend distributed (-€130 million) - were affected mainly by: (i) the absence of
adjustments of the portion of revenue in excess of the revenue cap fixed by the Authority
(-€90 million), (ii) increased taxes paid in the first half of 2003 (-€30 million) due to the
higher level of pre-tax income and the absence in 2003 of the tax benefits under the
“Tremonti bis law” and (iii) increased investments and payables relating to investing
activities (-€19 million). These negative factors were partially offset by the suspension of
payments of the tax introduced by the Sicilian Regional Authorities (+€32 million) and
the improvement in the management of operating activities (+€80 million).

Net cash flow provided by operating profit before the variation in working capital
(€717 million) consisted of net income with adjustments for:
• depreciation, amortisation and other non-monetary items:

– depreciation and amortisation: €232 million;
– net capital losses on write-offs of assets: €1 million;
– change in provisions for risks and future expenses and other items: -€2 million;

• dividends, interest, net extraordinary expenses and income taxes:
– net interest payable: €59 million;
– income taxes: €169 million (including deferred taxes totalling €111 million);
– extraordinary expenses: -€1 million.

The variation in working capital relating to operating activities (€83 million) is due
mainly to the reduction in trade and other receivables (€55 million) and trade and other
payables (€26 million).

Dividends, interest, extraordinary expenses and income taxes paid in the period (€129
million) refer to interest (€74 million), income taxes (€46 million) and extraordinary
expenses (€9 million).
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Audit committee activities

On 26 February 2002, within the sphere of the board of directors, the company set up an
audit committee composed of three non-executive directors (Giuseppe Airoldi, Roberto
Jaquinto and Roberto Lugano), two of whom were nominated by minority shareholders.
Following the July 2002 updating of the Corporate Governance Code for Listed Companies
which introduced new rules concerning the duties of audit committees, on 24 February
2003 the board of directors redefined the duties of the company’s audit committee.

One specific provision was that the audit committee must be composed only of
independent non-executive directors. In compliance with this, Giuseppe Colaiacovo
replaced Roberto Jaquinto on the committee on 24 February 2003. Since this date, the
audit committee has been composed only of independent directors.

The audit committee held four meetings in the first half of 2003 (on 23 January, 24
February, 18 March and 18 June). At these meetings, attended by at least one member of
the board of statutory auditors, the audit committee: (i) laid down regulations to govern
its activities (approved by the board of directors at its 24 February 2003 meeting)
incorporating the pertinent recommendations contained in the Corporate Governance
Code, (ii) examined the report on the internal audit office’s activities and analysed the
results of the audit reports, (iii) analysed the structure of the internal audit office and the
programmes forecast for 2003, (iv) met with the independent auditors in order to examine
the activities performed and the results of the audits carried out, (v) analysed transactions
with related parties and operating costs, (vi) examined the initiatives put in place by the

other information
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company in order to assess the internal control/audit system in the light of the rules
introduced by Legislative Decrees 231/2001 and 61/2002 and (vii) analysed issues
connected with the tax introduced by the Sicilian Regional Authorities. 

Remuneration committee activities

On 26 February 2002, within the sphere of the board of directors, a remuneration
committee was set up composed of three directors - Giuseppe Airoldi, Giuseppe
Colaiacovo and Renato Roffi - two of whom were nominated by minority shareholders.
The remuneration committee is responsible for submitting proposals to the board of
directors regarding the annual remuneration of the chairman of the company and for
studying criteria concerning the remuneration of the company’s top management.

The remuneration of directors is subject to approval by the shareholders, whereas the
remuneration of the chairman is determined by the board of directors.

The committee has held three meetings in 2003 (on 12 March, 18 June and 30 July) to
discuss issues relating to (i) the 2003 Performance Plan and the identification of the
indicators to be used in order to assess management performance and (ii) the company’s
salary system for all executives. Discussions regarding the latter involved an annual
variable incentive plan linked to the achievement of corporate and individual objectives,
as well as the long-term incentive plans consisting of stock grants and stock options for
executives who are most directly responsible for corporate results in strategic and
economic terms.

The committee also prepared a proposal concerning the redefinition of the comparator
group of companies whose TSR is measured against the company’s TSR for the purposes of
the corporate performance indicator, identifying the most suitable companies for
comparison, and the introduction of a more detailed TSR assessment procedure that takes
into account events such as mergers, delistings, take-over bids and capital transactions. 

Executive incentive plans involving Snam Rete Gas shares

In order to develop a system to incentivise group executives who are most directly
responsible for corporate results in strategic and economic terms, in 2002 Snam Rete Gas
introduced an incentive and loyalty-building plan for the 3-year period 2002-2004.
Acting on the powers granted by the shareholders at their 24 April 2002 meeting, on 25
June 2002 Snam Rete Gas’s board of directors established the details for this plan which
consists of stock grants and stock options. Linked to the achievement of predetermined
corporate targets and to the positive performance of the shares on the stock market, the
plan reflects the extent to which management is involved in business risks and its
contribution to growth in shareholder value, whilst taking into account the consolidation
over time of the professional role played by executives in the management of Snam Rete
Gas’s activities.

Stock grants
At their 24 April 2002 meeting and pursuant to Article 2443 of the Italian Civil Code, the
shareholders vested the board of directors with the power to effect a free increase in the
share capital of the company before 24 April 2007 in order to implement the 2002-2004
executive incentive plan. The increase, up to a maximum amount of €400,000
(corresponding to approximately 0.0205% of the share capital), will be achieved by
utilising the “Reserve for share issue (Article 2349 of the Italian Civil Code)” in order to
issue a maximum of 400,000 shares, each with a nominal value of €1. The shares will be
awarded free of charge to executives employed by the company and by its controlled
companies, as defined in Article 2359 of the Civil Code.
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The stock grant scheme provides for the conditional grant of three tranches of ordinary
shares in 2002, 2003 and 2004, subscription for which and the relevant capital increase
will take place after three years, i.e. in 2005, 2006 and 2007 respectively, on the basis of a
corporate performance indicator consisting of the company’s TSR (total shareholder
return) measured against the TSR of a comparator group of Italian and European
companies in the utilities sector.
TSR is calculated on the basis of the so-called “official price” in Italy, or comparable price
elsewhere, of the shares of each company quoted on the last day of dealing of the reference
year by the main stock exchange where the shares are listed. The return is the ratio between
the annual variation in the share price, increased by any dividend paid, and the official
price, or comparable price, quoted by the main stock exchange on the last day of dealing
of the year prior to the reference year.
The free shares will be awarded to the executives following ad hoc resolutions, regarding
the increase in share capital and the relevant award of shares, to be adopted by the board
of directors before the end of the month following completion of the third year from the
date on which the company undertook to conditionally grant the shares.
To operate the 2002-2004 plan, Snam Rete Gas’s board of directors:
– on 25 June 2002, established that the maximum number of shares that may be

conditionally granted to the Chairman and selected executives in 2002 is 121,700. The
directors also approved the “Regulations governing the 2002 stock grant scheme
regarding Snam Rete Gas S.p.A. ordinary shares, pursuant to Article 2349 of the Civil
Code”. The number of free shares to be offered after three years from the conditional
grant will be determined on the basis of the company’s TSR in the period 2002-2004;

– on 18 June 2003, established that the maximum number of shares that may be
conditionally granted to the Chairman and selected executives in 2003 is 128,100. The
number of free shares to be offered after three years from the conditional grant will be
determined on the basis of the company’s TSR in the period 2003-2005.

Stock options
At their 24 April 2002 meeting and pursuant to Article 2443 of the Italian Civil Code, the
shareholders vested the board of directors with the power to effect a paid increase in the
share capital of the company, in one or more tranches, before 31 July 2004. The increase, up
to a maximum amount of €2,000,000 (corrresponding to approximately 0.1023% of the
share capital) will be achieved by issuing a maximum of 2,000,000 ordinary dividend-
bearing shares, each with a nominal value of €1, with the exclusion of the pre-emption
right in accordance with the last paragraph of Article 2441 of the Civil Code and the second
and third paragraphs of Article 134 of Legislative Decree 58 of 24 February 1998. The shares
will be offered to executives employed by Snam Rete Gas S.p.A. and by its controlled
companies (as defined in Article 2359 of the Civil Code) in the period 2002-2004. 
To operate the 2002-2004 plan, Snam Rete Gas’s board of directors resolved:
– on 25 June 2002, to effect a paid increase in the share capital, for 2002, for a maximum

amount of €608,500, by issuing a maximum of 608,500 ordinary shares, each with a
nominal value of €1, to be offered to executives (“the assignees”) employed by Snam
Rete Gas S.p.A. and by its controlled companies at a price of €2.977 per share,
corresponding to the arithmetic mean of the official prices quoted on the Milan stock
exchange run by Borsa Italiana S.p.A. during the thirty days preceding the date of the
board resolution;

– on 18 June 2003, to effect a paid increase in the share capital, for 2003, for a maximum
amount of €640,500, by issuing a maximum of 640,500 ordinary shares, each with a
nominal value of €1, to be offered to executives (“the assignees”) employed by Snam
Rete Gas S.p.A. and by its controlled companies at a price of €3.246 per share,
corresponding to the arithmetic mean of the official prices quoted on the Milan stock
exchange run by Borsa Italiana S.p.A. during the thirty days preceding the date of the
board resolution.

The option to subscribe may be exercised after three years from the offer date and for a
subsequent period of five years. Options are personal, entailed and non-transferable.
Options that are not exercised by the established deadline will lapse and consequently the
assignee has no rights attaching to the options.
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In the event of cessation of employment by mutual consent prior to the expiry of the 3-
year period, the assignee retains the right to exercise options within six months of the date
of the event.
In the event of the death of the assignee prior to the expiry of the 3-year period, heirs retain
the right to exercise options within six months of the date of the event.
In the event of cessation of employment determined unilaterally, either by the company
or by the assignee, prior to the expiry of the 3-year period, the options are extinguished.
In the event of the employing company losing its status as a controlled company of Snam
Rete Gas, or in the event of the business or line of business in which the assignee is
employed being sold, prior to the expiry of the 3-year period, the assignee retains the right
to exercise options within six months of the date of the event.
Assignees of options may take advantage of advances granted by the Eni Group finance
company in order to pay up the subscribed shares provided that, concurrently, the assignees
sign an irrevocable mandate authorising the said company to sell the subscribed shares.

Related party transactions

Snam Rete Gas S.p.A. is controlled by Eni S.p.A. Transactions entered into by Snam Rete Gas
S.p.A. and its controlled company, GNL Italia S.p.A., with related parties mainly concern the
exchange of goods, the supply of services and the provision and use of financial resources
and they take place with the controlling company Eni S.p.A. and with other companies
controlled by and associated with Eni S.p.A., as well as with Enel S.p.A., the State-controlled
electricity concern, and its controlled companies. 
All transactions form part of the company’s ordinary business and take place on the basis
of market conditions, i.e. at the conditions that would be applied between two
independent parties, or criteria that ensure recovery of specific costs incurred and a
minimum margin for recovery of general costs and return on capital employed. 
All the transactions entered into have taken place in the interests of Snam Rete Gas and
GNL Italia.
Figures concerning the trade and other transactions and the financial transactions
entered into with related parties and a description of the most important type of
transactions are provided in the notes on the consolidated accounts.

Own shares held by the company and by controlled companies

With reference to the provisions of Article 40, paragraph 2, sub-paragraph d) of Legislative
Decree 127/91, it is hereby confirmed that Snam Rete Gas S.p.A. and its controlled
company GNL Italia S.p.A. do not hold, nor have they been authorised by their respective
shareholders to purchase, any Snam Rete Gas S.p.A. shares.

Main events since the end of the first half of 2003

The main events since the end of the first half of 2003 have been illustrated in the
preceding sections of this report.

Outlook

The outlook for 2003 with regard to the key variables affecting Snam Rete Gas’s operations
is as follows:
Volumes of gas sent into the national network are expected to increase compared with
2002, mainly due to increased consumption by the electricity generating sector, following
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the operational start-up of some new power stations run by Enel, and by the
residential/commercial sector as a result of the cold weather in the first quarter of 2003.
Volumes of re-gasified LNG are expected to be much the same as last year.
Capital expenditures aimed at expansion and development are expected to increase
compared with 2002, primarily due to the start of projects to increase the capacity of
infrastructure for gas imports from North Africa.
Regarding recurring fixed costs, compared with the second half of 2002 a further fall is
forecast for the second half of 2003 but this reduction is expected to be smaller than in the
first half.
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consolidated balance sheet

(million €)

30.06.2002 ASSETS 31.12.2002 30.06.2003

0 Subscribed capital unpaid 0 0

Fixed assets

Intangible assets (NOTE 1)

23 Formation and expansion expenses 19 16

2 Research and development costs 2 2

52 Know-how 57 40

20 Assets in course of construction and payments on account 18 29

5 Other intangible assets 10 9

102 Total 106 96

Tangible assets (NOTE 2)

223 Land and buildings 227 232

8,791 Plant and machinery 8,856 8,670

10 Industrial and commercial equipment 9 8

21 Other tangible assets 26 26

314 Assets in course of construction and payments on account 195 314

9,359 Total 9,313 9,250

Total fixed assets 9,419 9,346

Current assets

Inventories (NOTE 3)

31 Raw materials, sundry materials and consumables 31 27

31 Total 31 27

Receivables (NOTE 4)

- Customers

100 . due within 12 months 110 110

- Controlling company

286 . due within 12 months 268 219

- Others

6 . due within 12 months 12 3

2 . due after 12 months 3 3

8 15 6

394 Total 393 335

Liquid funds (NOTE 5)

1 Eni Group finance companies 1 1

1 Total 1 1

426 Total current assets 425 363

1 Accrued income and prepayments (NOTE 6) 6 12

9,888 Total assets 9,850 9,721
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(million €)

30.06.2002 LIABILITIES 31.12.2002 30.06.2003

Shareholders’ equity (NOTE 7)

1,955 Capital 1,955 1,955

2,491 Share premium reserve 2,491 2,178

391 Legal reserve 391 391

... Other reserves ... ...

183 Retained earnings 183 614

226 Net income for the period 431 259

5,246 Total 5,451 5,397

Provisions for liabilities and charges (NOTE 8)

181 For taxation 240 375

40 Others 50 47

221 Total 290 422

16 Employees’ severance indemnity (NOTE 9) 17 18

Payables (NOTE 10)

- Payables to banks

153 . due within 12 months 142 119

289 . due after 12 months 221 169

442 363 288

- Payables to other financial institutions

702 . due within 12 months 535 473

2,673 . due after 12 months 2,632 2,582

3,375 3,167 3,055

- Deposits

20 . due within 12 months 17 5

- Payables to suppliers

221 . due within 12 months 233 227

- Payables to controlling company

80 . due within 12 months 12 35

23 . due after 12 months 21 17

103 33 52

- Tax payables

26 . due within 12 months 15 20

- Payables to health and social security institutions

8 . due within 12 months 8 7

- Other payables

16 . due within 12 months 34 18

4,211 Total 3,870 3,672

194 Accrued expenses and deferred income (NOTE 11) 222 212

9,888 Total liabilities 9,850 9,721
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(million €)

30.06.2002 GUARANTEES AND OTHER MEMORANDUM ACCOUNTS 31.12.2002 30.06.2003

Guarantees (NOTE 12)

11 Personal guarantees given in own interests 12 13

11 Total guarantees 12 13

Other memorandum accounts (NOTE 13)

Commitments

507 – Financial derivatives hedging interest rates 507 850

507 Total other memorandum accounts 507 850
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(million €)

2002 First half 2002 First half 2003
Operating revenue and income (NOTE 14)

1,747 Revenue from sales and services 889 894
... Variations in contract work in progress ... ...

64 Capitalised in-house work 28 58
26 Other revenue and income 11 4

1,837 Total 928 956
Operating costs and expenses (NOTE 15)

(87) Raw materials, sundry materials and consumables (43) (64)
(198) Services (104) (88)

(30) Enjoyment of third party assets (22) (7)
Labour

(95) - Salaries and wages (46) (45)
(31) - Health and social security contributions (16) (14)

(7) - Severance indemnity (3) (3)
(133) (65) (62)

Depreciation and amortisation
(45) - Amortisation of intangible assets (17) (22)

(422) - Depreciation of tangible assets (209) (210)
(467) (226) (232)

... Variations in inventories of raw materials, sundry materials and consumables ... (4)
(11) Allocations for risks 0 0

(122) Sundry operating expenses (49) (6)
(1,048) Total (509) (463)

789 Difference between operating revenue/income and costs/expenses 419 493
Financial income and expenses (NOTE 16)

5 Financial income 3 2
Interest and other financial expenses

(3) - Payable to controlling company (1) (1)
(159) - Payable to others (80) (67)
(162) (81) (68)
(157) Total (78) (66)

Extraordinary income and expenses (NOTE 17)
... Income ... 1

(13) Expenses (6) ...
(13) Total extraordinary items (6) 1
619 Pre-tax result 335 428

(188) Income taxes for the period (NOTE 18) (109) (169)
431 Net income 226 259

0.22046 Earnings per share (based on net income) € 0.11560 0.13248

consolidated income statement
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CONSOLIDATED CASH FLOWS STATEMENT

(million €)

2002 First half 2002 First half 2003
431 Income for the period 226 259
467 Depreciation and amortisation 226 232

10 Variations in provisions for liabilities and charges (3) (1)
Variation in employees’ severance indemnity (1) 1

7 Losses on write-offs, eliminations and extinctions 1
(1) Losses (gains) on disinvestments

156 Interest payable 79 59
13 Extraordinary expenses (income) 6 (1)

188 Income taxes 109 169
1,271 Operating profit before variation in working capital 642 719

Variations:
... - Inventories 4

56 - Trade and other receivables 56 55
(6) - Accrued income and prepayments (6)

(72) - Trade and other payables (4) 25
114 - Accrued expenses and deferred income 95 5

1,365 Cash flow provided by operating profit 789 802
(139) Interest paid (71) (74)

(25) Extraordinary income (expenses) received (paid) (22) (9)
(24) Income taxes paid (17) (46)

1,175 Net cash flow from operating activities 679 673
Investments:

(64) - Intangible assets (31) (12)
(294) - Tangible assets (121) (149)

2 - Variation in payables and receivables relating to investing activities 1 (10)
(356) Cash flow from investments (151) (171)

Disinvestments:
1 - Tangible assets 1 2
1 Cash flow from disinvestments 1 2

(355) Net cash flow from investing activities (150) (169)
2,500 New long-term loans raised 2,500 351
3,090 Repayment of long-term loans (2,978) (478)

(47) Increase (decrease) in short-term loans 132 (62)
(183) Dividends paid (183) (313)
(820) Net cash flow from financing activities (529) (502)

(4) Effect of exchange differences 0 (2)
0 Net cash flow in the period 0 0
1 Liquid funds at start of period 1 1
1 Liquid funds at end of period 1 1
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Contents and layout criteria

The report for the first half of 2003 has been prepared in accordance with the criteria established by the Italian Regulatory
Commission for Listed Companies and the Stock Exchange (CONSOB) in ruling 11971 of 14 May 1999 and subsequent
amendments.

For each item in the balance sheet and income statement, the relevant figures from the consolidated financial statements
for 2002 (aggregated, where appropriate, for the purpose of the formats used herein) and the consolidated accounts at 30
June 2002 are shown. In the notes on the balance sheet, comparison is made with the situation at 31 December 2002,
whereas in the notes on the income statement comparison is made with the first half of 2002. Comments on the reasons
for the most significant changes are provided in the “Economic performance and financial position” section of the
management report. 

The consolidated accounts include the financial statements of Snam Rete Gas S.p.A. and of the controlled company GNL
Italia S.p.A. with regard to which Snam Rete Gas commands 100% of the votes exercisable at general meetings.

The criteria used to determine the basis of consolidation are the same as last year.

The consolidated accounts at 30 June 2003 have been prepared in accordance with the same consolidation and
accounting principles used for the consolidated financial statements at 31 December 2002 and illustrated in the 2002
annual report to which reference is made.

Unless otherwise indicated, figures are in millions of euros.

Deloitte & Touche S.p.A. has carried out a limited audit of the consolidated accounts at 30 June 2003. A limited audit has
a significantly narrower scope than a full audit performed according to statutory auditing standards.

With reference to Snam Rete Gas S.p.A. in its capacity as controlling company, only the balance sheet and income
statement are included with this report, pursuant to Article 81, paragraph 2, sub-paragraph b) of the CONSOB ruling
mentioned above.

Notes on the consolidated accounts

Intangible assets 

There was a reduction of €10 million compared with 31 December 2002, amortisation charged in the period having been
only partially offset by capital expenditures.

(million €)

Accumulated
Net value Other Net value amortisation

at 31.12.2002 Additions changes Amortisation at 30.06.2003 at 30.06.2003
Formation and expansion expenses 19 (3) 16 16
Research and development costs 2 2 1
Know-how 57 1 (18) 40 64
Assets in course of construction and payments on account 18 12 (1) 29
Other intangible assets 10 (1) 9 5

106 12 0 (22) 96 86

Formation and expansion expenses comprise the costs incurred for the share offer and the company’s listing on the
stock exchange.

Research and development costs refer to the remote-controlled underwater pipeline repair system developed in-
house. 

Know-how refers mainly to software and application systems to support operating activities and includes:
– the new SAP R/3 integrated information system - €23 million;

1
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– the new “transmission marketing” software which enables capacity availability and capacity taken up by gas to be
verified in real time and also enables the transmission company and shippers to communicate on-line - €5 million;

– software applications relating to the new dispatching system - €4 million. 

Assets in course of construction refer mainly to the project aimed at broadening the skills of maintenance technicians
and the project aimed at developing an information system to back up transmission infrastructure management.

Other intangible assets refer to sundry costs of long-term benefit which it was considered appropriate to record under
intangible assets in order to match them with revenue.

Additions to intangible assets total €12 million and mainly comprise software and application systems to support
operating activities. 

Amortisation of intangible assets totals €22 million and takes place over the following periods:

Formation and expansion expenses 5 years
Research and development costs 5 years
Know-how 3 years
Other intangible assets 5 years or depending on the duration of the contract

Tangible assets 

There was a reduction of €63 million compared with 31 December 2002, depreciation charged in the period having been
only partially offset by capital expenditures.

(million €)

Accumulated
Net value Other Net value depreciation

at 31.12.2002 Additions changes Depreciation at 30.06.2003 at 30.06.2003
Land and buildings 227 7 1 (3) 232 12
Plant and machinery 8,856 3 13 (202) 8,670 811
Industrial and commercial equipment 9 (1) 8 6
Other tangible assets 26 3 1 (4) 26 12
Assets in course of construction and payments on account 195 159 (40) 314

9,313 172 (25) (210) 9,250 841

Land and buildings mainly comprise:
• offices, workshops, warehouses and depots used by the company’s operating units throughout Italy;
• plant sites along the pipelines and other land occupied by compressor stations, the LNG terminal at Panigaglia (La

Spezia) and the Dispatching Centre at San Donato Milanese (Milan).

Plant and machinery consist of all the infrastructure dedicated to the transmission of natural gas procured from
national and international sources of supply and mainly comprise:
• pipelines, line valves, pressure reduction and regulating stations and assorted plant and equipment necessary for the

correct functioning of the network, for a total of €8,268 million; 
• booster units (compressors and turbines) in stations that compress the gas so that it can be pumped through the

pipelines, for a total of €340 million;
• plant at the Panigaglia LNG terminal, for a total of €56 million;
• other plant, for a total of €6 million.

Industrial and commercial equipment comprises workshop machines and other equipment necessary to maintain and
manage plant operating conditions.

Other tangible assets mainly comprise computer hardware and office furniture and machines at business units and at
the San Donato Milanese Dispatching Centre.

Assets in course of construction and payments on account refer to ongoing investment projects and mainly concern
the construction of new sections of pipeline. 

2
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Additions to tangible assets total €172 million and mainly involve investments in the National Network connected with
projects to increase the capacity of the import system for gas from Russia and North Africa.

The other changes recognise a reduction of €40 million concerning assets that became operational in the period and
were transferred from assets in course of construction. The decrease of €25 million in the item “other changes” is a result
of capital investment grants and contributions from private companies obtained in the period (€23 million) and sales
of land and buildings and write-offs of pipeline sections (€2 million).

Depreciation of tangible assets totals €210 million and is calculated on the basis of their residual useful life using the
following rates:

Ordinary rate
Land and buildings
- land 0 %
- buildings 2 %
Plant and machinery
- gas pipelines 2.5 %
- compressor stations 5 %
- plant at the LNG terminal 4 %
Industrial and commercial equipment
- workshop machines 12.5 %
- equipment 10 %
Other tangible assets
- office furniture 12 %
- office machines 20 %
- motor vehicles 20 % -25 %

Accumulated depreciation totals €841 million and represents 8.6% of the total tangible assets:

(million €)

Carrying Accumulated Percentage of total assets
value depreciation at 31.12.2002 at 30.06.2003

Land and buildings 244 12 3.81 % 4.92 %
Plant and machinery 9,481 811 6.43 % 8.55 %
Industrial and commercial equipment 14 6 35.71 % 42.86 %
Other tangible assets 38 12 23.53 % 31.58 %

9,777 841 6.47 % 8.60 %

Tangible assets are stated net of capital investment grants and contributions from private companies totalling €97
million, including €23 million obtained in the first half of 2003.

Secured guarantees for a nominal value of less than €1 million are registered on land. These were issued to guarantee the
payment of INVIM (property-increment tax) by the party from whom the land in question was purchased (Article 28 of
Presidential Decree 643/72). 
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Inventories

The value of inventories and the changes in the period are shown in the following table:

(million €)

31.12.2002 30.06.2003
Gross Provision for Net Gross Provision for Net
value write-downs value value write-downs value Change

Raw materials, sundry materials and consumables:
- sundry materials (transmission network) 32 (4) 28 28 (4) 24 (4)
- sundry materials (LNG terminal) 2 (1) 1 2 (1) 1
- natural gas 2 2 2 2

36 (5) 31 32 (5) 27 (4)

“Sundry materials” refer mainly to materials (pipes) and spare parts used on a regular basis in connection with the
pipeline network and the LNG terminal. 

The item “natural gas” consists of gas used for re-gasification processes and stored in tanks at the Panigaglia LNG terminal
and gas purchased in network balancing operations and on hand in the storage system.

Receivables

Receivables, by type and maturity, are analysed in the following table:

(million €)

Net value at 31.12.2002 Net value at 30.06.2003
Due Due Due Due 

within after within after
12 months 12 months Total 12 months 12 months Total

Trade receivables
- customers 94 94 97 97
- controlling company 249 249 219 219
- other Eni Group companies 16 16 13 13

359 0 359 329 0 329
Sundry receivables
- controlling company 19 19
- others 12 3 15 3 3 6

31 3 34 3 3 6
390 3 393 332 3 335

Trade receivables, totalling €329 million, relate mainly to revenue from transmission and re-gasification services in May
and June 2003. The reduction of €30 million compared with 31 December 2002 is due mainly to lower amounts invoiced
following lower volumes of gas transmitted in the last two months of the half-year compared with the last two months of
2002.

4
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Sundry receivables amount to €6 million, a reduction of €28 million compared with 31 December 2002 mainly due the
offset of the advance payment of VAT made in 2002.

(million €)

31.12.2002 30.06.2003
Due within Due after Due within Due after
12 months 12 months Total 12 months 12 months Total

Employees 1 1 1 1
Caution money 3 3 3 3
Tax authorities  (VAT December 2002) 4 4
Tax authorities - VAT advance payment 2003 19 19
Advances to suppliers 4 4 1 1
Compensation for damages (Eni Group insurance companies) 2 2
Other receivables 1 1 1 1

31 3 34 3 3 6

Liquid funds 

Liquid funds totalling €1 million (€1 million at 31 December 2002) refer to amounts deposited with Eni Group finance
companies.

Accrued income and prepayments

Accrued income and prepayments totalling €12 million consist of the portion of revenue falling short of the revenue cap
fixed by the Italian Electricity and Gas Authority for the 2002-2003 gas year (€8 million) and instalments of insurance
premiums and rentals pertaining to the second half of 2003 (€4 million). There is no accrued income nor are there any
prepayments involving a period of more than five years.

Shareholders’ equity 

(million €)

Shareholders’ equity 31.12.2002 30.06.2003 Change
Capital 1,955 1,955
Share premium reserve 2,491 2,178 (313)
Legal reserve 391 391
Reserve for share issue 0.4 0.4
Retained earnings 183 614 431
Net income for the period 431 259 (172)

5,451 5,397 (54)

7

6
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Changes in shareholders’ equity since the formation of the company are shown in the following table:

(million €)

Share premium Legal Reserve Retained Net
Capital reserve reserve for share issue earnings income Total

Formation 0.1 0.1
Capital increase 2.9 2.9
Capital increase by contribution 1,502 2,255 3,757
Capital increase for share offer and listing 450 810 1,260
Net income 183 183
Total at 31 December 2001 1,955 3,065 183 5,203
Reclassification from share premium reserve (391) 391
Distribution from share premium reserve (dividend) (183) (183)
Appropriation of 2001 net income 0.4 183 (183)
Net income  431 431
Total at 31 December 2002 1,955 2,491 391 0.4 183 431 5,451
Distribution from share premium reserve (dividend) (313) (313)
Appropriation of 2002 net income 431 (431)
Net income for the period 259 259
Total at 30 June 2003 1,955 2,178 391 0.4 614 259 5,397

Capital
At 30 June 2003, Snam Rete Gas S.p.A.’s share capital, fully subscribed and paid up, consists of 1,955,000,000 ordinary
shares, each with a nominal value of €1.

In the framework of the 2002-2004 incentive and loyalty-building plan for group executives and acting on the powers
granted by the shareholders at their 24 April 2002 meeting, the board of directors resolved: 

– on 25 June 2002, to effect a paid increase in the share capital, for 2002, for a maximum amount of €608,500, by issuing
a maximum of 608,500 ordinary shares, each with a nominal value of €1, to be offered to executives employed by Snam
Rete Gas S.p.A. and by its controlled companies at a price of €2.977 per share, corresponding to the arithmetic mean
of the official prices quoted on the Milan stock exchange run by Borsa Italiana S.p.A. during the thirty days preceding
the date of the board resolution;

– on 18 June 2003, to effect a paid increase in the share capital, for 2003, for a maximum amount of €640,500, by issuing
a maximum of 640,500 ordinary shares, each with a nominal value of €1, to be offered to executives employed by Snam
Rete Gas S.p.A. and by its controlled companies at a price of €3.246 per share, corresponding to the arithmetic mean
of the official prices quoted on the Milan stock exchange run by Borsa Italiana S.p.A. during the thirty days preceding
the date of the board resolution.

The increase in capital will take place when the option to subscribe is exercised. This option may be exercised after three
years from the offer date and for a subsequent period of five years.

Legal reserve
The legal reserve totals €391 million. In accordance with the resolution adopted by the shareholders at their 24 April 2002
meeting, this has been formed by appropriating 5% (€271,190) of the net income for 2001 and transferring €390,728,210
from the share premium reserve, in order to bring the legal reserve up to one-fifth of the share capital as required by
Article 2430 of the Civil Code.

Share premium reserve
Compared with 31 December 2002, there was a reduction in the share premium reserve of €313 million following the
distribution of the dividend, as resolved by the shareholders at their 29 April 2003 meeting.

The 2002 dividend totalled €313 million, corresponding to €0.16 per share, and was payable from 22 May 2003.

Under the provisions of Article 2431 of the Civil Code, the entire share premium reserve is available for distribution.
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Reserve for share issue
The reserve for share issue has been formed, in the purview of Article 2349 of the Italian Civil Code, to enable shares to be
issued in order to operate the stock grant scheme under the 2002-2004 executive incentive plan approved by the
shareholders at their 24 April 2002 meeting. 

Reconciliation between Snam Rete Gas S.p.A. net income and shareholders’ equity and consolidated net income
and shareholders’ equity for the first half of 2003

(million €)

Shareholders’ equity Other Shareholders’ equity
at 31.12.2002 Net income changes at 30.06.2003

As per Snam Rete Gas S.p.A. financial statements 4,890 70 (313) 4,647
Equity and net income in excess of carrying value 
of consolidated shareholdings 6 5 (6) 5
Consolidation adjustments 
- Intragroup income (6) 6
- Supplementary depreciation 894 308 1,202
- Leasing agreements 1 1
- Allocations to (releases from) provision for doubtful accounts 4 4
- Deferred taxes (344) (118) (462)

5,451 259 (313) 5,397

Provisions for liabilities and charges

Provisions increased by €132 million in the period following allocations for taxation, as illustrated in the following table:

(million €)

31.12.2002 Allocations Releases 30.06.2003
Provision for taxation
- Current income taxes 24 24
- Deferred income taxes 240 111 351

240 135 0 375
Provisons for risks and future expenses
- Contractual risks 16 (1) 15
- Disputes 27 27
- Early termination/retirement benefits 6 (2) 4
- Other provisions 1 1

50 (3) 47
290 135 (3) 422

Provision for taxation
Provision for taxation totals €375 million and comprises allocations for income taxes for the first half of 2003 and
deferred income taxes calculated on the basis of the temporary differences between the carrying value of an asset or
liability in the balance sheet and the value attributed thereto for tax purposes (tax base). 
Provision for deferred income taxes consists of deferred taxes (€462 million) on consolidation adjustments relating
mainly to supplementary depreciation charged in order to obtain tax benefits. The amount is stated net of advance
payments of income taxes (€111 million) calculated on revenue adjustments and on provision made for risks and future
expenses and deductible when the liability is actually incurred.

8
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(million €)

31.12.2002 30.06.2003
IRPEG* IRAP* Total IRPEG* IRAP* Total Change

Deferred income taxes
Supplementary depreciation 303 38 341 408 51 459 118
Leasing agreements 2 2 2 2
Excess provision for doubtful accounts 1 1 1 1

306 38 344 411 51 462 118
Advance payments of income taxes
Revenue adjustments and penalties 52 6 58 53 7 60 2
Contributions for network connections and other
contractual contributions 7 1 8 10 1 11 3
Non-deductible depreciation 16 2 18 19 2 21 3
Other provisions for risks and future expenses 15 2 17 15 2 17
Provision for early termination/retirement incentives 2 2 1 1 (1)
Provision for exchange fluctuations 1 1 1 1

93 11 104 99 12 111 7
213 27 240 312 39 351 111

(*) IRPEG = corporate income tax; IRAP = regional income tax on production activities

Provisions for risks and future expenses
These provisions total €47 million. The amounts are calculated on the basis of a realistic estimate of the expense to be
incurred.
Provision for contractual risks consists of additional expenses that the company believes it will have to incur (i) for
penalties regarding the supply of services and (ii) in connection with contracts, over and above the original amounts
forecast, following claims by contractors due to changes while work was in progress and/or non-observance of contractual
conditions.
Provision for disputes refers to estimated expenses deriving from ongoing lawsuits. 
Provision for early terminations of employment contracts consists of the extraordinary allocation made for incentives
for employees on the basis of agreements reached with trade unions.

Employees’ severance indemnity

Provision made for employees’ severance indemnity amounts to €18 million.
In the first half of 2003, allocations totalling €3 million were made and €2 million were released due mainly to
incentivised terminations of employment contracts on the basis of agreements reached with trade unions.

9
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Payables

Payables total €3,672 million, a reduction of €198 million compared with 31 December 2002.
Payables, by type and maturity, are analysed in the following table:

(million €)

Value at 31.12.2002 Value at 30.06.2003
Portion Portion

Due within Due after due after Due within Due after due after
12 months 12 months Total 5 years 12 months 12 months Total 5 years Change

Loans 
Short-term 
- Financial institutions other than banks 494 494 432 432
Long-term
- Banks 142 221 363 119 169 288
- Other financial institutions 41 2,632 2,673 504 41 2,582 2,623 500
- Controlling company 6 21 27 6 17 23

683 2,874 3,557 504 598 2,768 3,366 500 (191)

Deposits 
Third parties
- Sundry transactions 17 17 5 5

17 17 5 5 (12)

Trade payables
Suppliers 38 38 62 62
Controlling company 5 5 28 28
Other Eni Group companies 73 73 51 51

116 116 141 141 25

Tax payables
Income taxes 12 12
Value added tax 18 18
Taxes withheld at source 3 3 2 2

15 15 20 20 5

Sundry payables
Investing activities
- Suppliers 97 97 88 88
- Controlling company 1 1 1 1
- Other Eni Group companies 25 25 26 26
- Others 8 8 6 6

131 131 121 121 (10)

Health and social security institutions 8 8 7 7 (1)
Other payables 26 26 12 12 (14)

996 2,874 3,870 504 904 2,768 3,672 500 (198)

Short-term loans payable at 30 June 2003 total €432 million and are all denominated in euros. The average interest rate
on short-term loans in the first half of 2003 was 2.8% (3.4% in the 2002 financial year). 

10
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Long-term loans payable at 30 June 2003, including the current portion falling due in 12 months, total €2,934 million
and are shown below with the relevant years of maturity:

(million €)

Long-term maturity
Maturity Value at Maturing on 30 June 30 June 30 June 30 June

date of loan 30.06.2003 30.06.2004 2005 2006 2007 2008 After Total

Banks 2007 288 119 87 49 30 3 169
Eni S.p.A. 2006 23 6 7 7 3 17
Eni Group companies 2009 2,623 41 1,148 42 541 351 500 2.582

2,934 166 1,242 98 574 354 500 2,768

There was a reduction of €129 million in long-term loans compared with 31 December 2002.
The bank loans consist of loans used to construct or increase the capacity of sections of pipeline and the transmission
system in general.
Bank loans totalling €241 million are subject to unsecured guarantees. 
Loans from Eni S.p.A. relate to financing for the construction of specific gas pipelines.
Loans payable to Eni Group companies comprise financing received from Enifin S.p.A. (€2,610 million) and loans under
leasing agreements with Serleasing relating to buildings (€13 million).
Long-term loans, including the current portion, are analysed below by currency and average interest rate in the first half
of 2003:

(million €)

Value at Value at Average
31.12.2002 30.06.2003 interest rate

Euro 3,044 2,918 4.2%
US dollar 16 14 7.6%
Other currencies 3 2 8.2%

3,063 2,934

Loans in foreign currency include an amount equivalent to €3 million relating to financing which has been granted by
the European Investment Bank to encourage economic development and in connection with which exchange gains and
losses are partially borne by the Italian government.

The average interest rate on long-term loans in the first half of 2003 was 4.2% (4.2% in the 2002 financial year).

At 30 June 2003, loans by type of interest rate, taking into account interest rate swaps, were as follows:

(million €)

31.12.2002 % 30.06.2003 %
Floating rate 2,308 65 1,790 53 
Index-linked rate 500 14 500 15 
Fixed rate 748 21 1,075 32 
Loans 3,556 100 3,365 100

The increase in loans at fixed interest rates at 30 June 2003 compared with 31 December 2002 is due to a loan of €350
million raised in February 2003 at a floating interest rate and converted to a fixed rate by means of an interest rate swap
for an identical amount and with the same maturity date.

In addition, Snam Rete Gas is utilising an interest rate swap for a notional amount of €500 million. Under this swap
contract, the company pays to the counterpart a basic fixed interest rate, increased by the rate of inflation used to
calculate revenue adjustments, and receives a floating rate.

Deposits 
Deposits total €5 million (€17 million at 31 December 2002) and refer to advance payments for services performed on
behalf of third parties.
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Trade payables 
Trade payables total €141 million (€116 million at 31 December 2002).
Trade payables concerning suppliers mainly relate to costs for materials and services connected with gas pipeline
maintenance and for services of an operational nature.
Details of trade payables concerning the controlling company and other Eni Group companies are given in Note 21. These
payables relate mainly to the supply of natural gas used in activities connected with the transmission service and to
general services.

Tax payables total €20 million and mainly concern VAT for June:

(million €)

31.12.2002 30.06.2003
VAT for June 18
IRAP (regional income tax on production activities) 12
Taxes withheld 3 2

15 20

Sundry payables relating to investing activities total €121 million (€131 million at 31 December 2002) and relate to
costs for materials and services connected with the construction of gas pipelines.

Sundry payables to other Eni Group companies relate mainly to activities involving design and works supervision.

Payables to health and social security institutions total €7 million.

Other payables are summarised in the following table:

(million €)

31.12.2002 30.06.2003
Relations with employees
- Production bonus 5 3
- Holiday entitlements not used 5 5
- Other emoluments due 3 2
- Incentives for early termination of employment contracts 9 1
Settlement of damages, easements and concessions 2
Other 2 1

26 12

Accrued expenses and deferred income

Compared with 31 December 2002, there was a decrease of €10 million in accrued expenses and deferred income mainly
due to a reduction in interest payable on loans, partially offset by an increase revenue adjustments invoiced to shippers
in the first half of 2003 and relating to penalties.

(million €)

31.12.2002 30.06.2003
Accrued expenses
Interest payable on loans from Eni and Enifin 19 7
Interest payable on loans from banks 4 2
Other accrued expenses 7 7

30 16
Deferred income
Revenue adjustments 151 157
Multiannual income 41 39

192 196
222 212

11
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Deferred income totals €196 million and relates to:
– revenue adjustments for amounts invoiced in excess of the revenue cap fixed by the Italian Electricity and Gas

Authority and penalties for capacity overbooking which, under the Authority’s ruling 120/01, must be refunded to
shippers two gas years after the gas year to which the adjustments refer. The figures shown mainly relate to the 2001-
2002 gas year and the refund has been included in the transmission tariffs for the 2003-2004 gas year which have been
published by the Authority and which will come into effect on 1 October 2003;

– multiannual income for the lease of optical-fibre cables to Albacom S.p.A. under an agreement which will last 30 years
from 22 December 1997 and may be terminated at the end of the 25th year at Albacom’s request.

Deferred income involving a period of more than five years totals €29 million and relates to multiannual income.

Guarantees

Personal guarantees total €13 million and refer to letters of indemnity in favour of Enifin S.p.A. regarding guarantees
issued by them in the interests of Snam Rete Gas, mainly in the form of performance bonds. The actual commitment is
much the same as the nominal value.
Secured guarantees for third party debts, amounting to less than €1 million, refer to a lien granted in favour of the
Ministry of Finance to guarantee payment of INVIM (property-increment tax) by the seller of a piece of land purchased
by the company (Article 28 of Presidential Decree 643/72).

Other memorandum accounts

(million €)

31.12.2002 30.06.2003
Commitments 
Financial derivatives hedging interest rates 507 850

507 850

Financial derivatives
Snam Rate Gas is utilising two interest rate swaps as at 30 June 2003 in order to reduce market risks associated with
fluctuations in interest rates.
Snam Rete Gas does not hold financial derivatives for trading purposes.

Notional amounts and credit exposures of derivatives
The notional amount of a financial derivative is the contractual amount used as a reference for the exchange of
differentials. This amount is expressed in terms of currency quantities.
The notional amounts of financial derivatives do not represent the amounts exchanged by the parties and, therefore, are
not a measure of the company’s credit exposure which is limited to the positive fair value of the contracts at the end of
the financial period.
The amounts exchanged are calculated on the basis of the notional amounts and the terms of the derivatives (interest rate
swaps). 
Although Snam Rete Gas is exposed to a credit risk in the event of non-performance by the counterparts involved in the
contracts, this eventuality is considered unlikely given the sound financial standing of the institutions concerned.

Interest rate risk management
At 30 June 2003, Snam Rete Gas is utilising two interest rate swaps for a total notional amount of €850 million. These
contracts provide for the exchange with the counterpart, at specific dates, of:
– a floating rate with an inflation-linked floating rate; under this contract (entered into in 2002, effective from 1 October

2002 and for a notional amount of €500 million), Snam Rete Gas pays to the counterpart a basic fixed interest rate (of
2.73%) increased by the rate of inflation used to calculate revenue adjustments and receives a floating rate;

– a floating rate with a fixed rate based on the notional amount (€350 million); under this contract, Snam Rete Gas pays
a fixed interest rate and receives a floating rate.
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Risks and disputes
In the course of its business, Snam Rete Gas is exposed to risks and disputes, the most important being the following:

Environment tax levied by the Sicilian Regional Authorities 
Under Regional Law 2 dated 26 March 2002, the Sicilian Regional Authorities introduced an environment tax on owners
of primary pipelines in Sicily (i.e. pipelines operating at a maximum pressure of over 24 bar). The tax was payable from
April 2002 and amounted to €10.8 million per month for 2002. As the Regional Authorities did not introduce any change
to the rate of this tax for 2003, the rate applied in 2002 is automatically extended, with an increase based on the consumer
price index published by the Italian Central Statistics Institute (ISTAT). Consequently, the tax for 2003 would amount to
€11.1 million per month.
Snam Rete Gas is convinced that the tax is illegitimate and has taken all necessary steps to protect itself from the effects
of the regional law, including lodging an appeal with the Provincial Tax Commission of Palermo and reporting the matter
to the European Commission with a view to instigating infringement proceedings against the Italian State. 

On 10 September 2002, Snam Rete Gas lodged an appeal with the Lombard Regional Administrative Court in order to
obtain the immediate application of the transmission tariffs that include the tax. On 20 December 2002, the Court
sentenced that in its opinion the Sicilian law introducing the tax is at variance with European Community rules and
consequently dismissed the appeal.
Since December 2002, Snam Rete Gas has suspended payment of the tax on the basis of the Lombard Regional
Administrative Court’s sentence and also on the strength of authoritative legal opinions. 
In January 2003, the Sicilian Regional Authorities lodged an appeal with the Italian Council of State against the Court
sentence with regard to the part where it declares, incidentally, that the regional tax is at variance with European
Community rules.
On 12 July 2003, the Provincial Tax Commission of Palermo convened to discuss the appeal lodged by Snam Rete Gas and
a decision is now awaited. 

Whilst recognising the tax expense as an operating cost relating to transmission activities, the Italian Electricity and Gas
Authority has ruled that its inclusion in tariffs is subject to a definitive decision by the competent authorities as to its
legitimacy. Consequently, both for the 2002-2003 gas year (ruling 146/02) and for the 2003-2004 gas year (ruling 71/03),
the Authority has published two sets of tariffs: one which excludes the tax and the other which includes it and which will
be applied automatically and retroactively in the event of the legitimacy of the tax being recognised.

Snam Rete Gas has made no allocation to risk provisions for the unpaid instalments and the relevant penalties for non-
payment because, in the light of the considerations illustrated above and on the basis of the fiscal advice and legal
opinions obtained, the company maintains that (i) the risk of having to pay the December 2002 and subsequent
instalments can be deemed to be remote and (ii) that conditions of objective uncertainty prevail, as provided for in tax
laws1, regarding the scope and the sphere of application of the regional law, and that these are such as to justify the
inapplicability of penalties for non-payment, both with regard to the company and to parties acting on its behalf, in the
event of the tax being considered legitimate by the competent judicial authorities. The penalties provided for in the event
of non-payment would amount to 30% of the sum due and not paid, plus interest calculated at the official rate.

In any case, the tax expense will not have a negative effect on Snam Rete Gas. In fact, if the tax were to be considered
illegitimate, the company would be entitled to a refund of the sums paid; in the case of legitimacy being proven, the
Authority’s rulings 146/02 and 71/03 already provide for the automatic and retroactive inclusion of the tax in tariffs.

In accordance with the prudence principle, the company has made no entry in the income statement concerning recovery
of the costs incurred, in view of the uncertainty as to how the various stages of the legal proceedings are likely to evolve
and how long it will take for a final judgement to be passed.

Unrecorded commitments and risks
The following risks and commitments are not shown in the balance sheet nor are they included in the memorandum
accounts:
• commitment to redeliver to Edison S.p.A. 826,871 gigajoules of natural gas stored at the LNG re-gasification terminal;

(1) Viz. Article 10, paragraph 3, of Law 212 of 27 July 2000 (the “Taxpayer’s Charter”), Article 6, paragraph 2, of Legislative Decree 427 of 18 December 1997 and Article 8, paragraph 1, of
Legislative Decree 546 of 31 December 1992.
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• commitments undertaken vis-à-vis suppliers to purchase tangible assets and have services performed in connection
with investments in tangible and intangible assets in course of construction, as discussed in greater detail in the
management report;

• commitment vis-à-vis Eni, undertaken when the transmission and re-gasification business was transferred on 1 July 2001,
to employ, on their return to full-time service, 24 people currently on leave of absence and on the payroll of Eni S.p.A.;

• environmental risks, costs and liabilities connected with the company’s operating activities; in fact, even taking into
account measures adopted to comply with environmental regulations, the work already carried out and the insurance
policies entered into to cover environmental risks, the possibility of the company incurring costs or liabilities, which might
also be substantial, cannot be categorically excluded. The repercussions of environmental damage are, in fact, difficult to
forecast, also bearing in mind the possible effects of new laws and regulations for environmental protection, the impact of
technological innovations for environmental rehabilitation, the possibility of disputes and the difficulty of determining
the eventual consequences (also with regard to the responsibility of other parties) and the possible compensation.

Operating revenue and income

Revenue and income totals €956 million and is analysed below:

(million €)

First half
2002 2003 %

Revenue from sales and services 889 894 93.51
Capitalised in-house work 28 58 6.07
Other revenue and income 11 4 0.42

928 956 100.00

Revenue from sales and services
Revenue from sales and services, divided by activity, is analysed below:

(million €)

First half
2002 2003 %

Transmission 838 864 96.64
Re-gasification 22 22 2.46
Regulated revenue 860 886 99.11
Compression services 20 0.00
Lease of telecommunications cables 4 4 0.45
Other revenue from ordinary activities 5 4 0.45
Non-regulated revenue 29 8 0.89

889 894 100.00

Regulated revenue

Revenue from transmission services (€864 million) is analysed below:

(million €)

First half
2002 2003 %

Fixed component 568 596 68.98
Variable component 263 268 31.02
Balancing charges 7 0.00

838 864

Revenue from transmission services is adjusted to reflect penalties for capacity overuse (€8 million) and the portion of
revenue falling short of the revenue cap fixed by the Electricity and Gas Authority (€2 million) due to shippers having
booked less capacity than that forecast when the tariffs were determined.
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Under the Authority’s ruling 120/01, the portion of revenue exceeding (falling short of) the revenue cap in a given gas year
must be refunded to shippers (to the transmission company) two gas years later. The effect of this, because it is related to
the tariff structure which excludes adjustments during the gas year, is neutralised by means of a revenue adjustment so
as not to alter the results for the period.

The fixed component is related to the transmission capacity booked and the unit prices per delivery point. The variable
component is related to the volumes of gas actually transmitted.

Transmission revenue also includes costs passed on to shippers (€18 million) for the transmission service on networks
owned by third party operators (interconnecting service). Ruling 120/01 states that if, when performing the transmission
service, networks owned by other operators are involved, shippers are charged for the interconnecting service by the
principal operator.

Transmission revenue is analysed below, showing the main customers:

(million €)

First half
2002 2003 %

Eni 743 616 71.30
Enel 89 103 11.92
Edison 36 72 8.33
Plurigas 36 36 4.17
Others 30 43 4.98
Revenue adjustments (96) (6) (0.69)

838 864 100.00

Revenue from re-gasification services (€22 million) relates to fees for the service to re-gasify liquefied natural gas at the
Panigaglia LNG terminal and includes the cost passed on to users for the gas used to operate the re-gasification plant (€6
million).

Non-regulated revenue

Revenue from non-regulated activities comprises:
– the lease and maintenance of optical-fibre telecommunications cables used by Albacom (€4 million);
– services performed for third parties, in particular the design, construction and maintenance of gas pipelines and

ancillary plant and dispatching services (€4 million).

All revenue from sales and services is earned in Italy.

Capitalised in-house work
Capitalised in-house work totals €58 million and refers mainly to materials requisitions and labour costs.

(million €)

First half 2002 First half 2003
Costs for services Costs for services

and other costs Labour Total and other costs Labour Total
Intangible assets in course of construction 3 3 3 3
Tangible assets in course of construction 19 6 25 46 9 55

19 9 28 46 12 58

The increase recorded in the first half of 2003 compared with the first half of 2002 is due mainly to a change in Snam Rete Gas’s
operating procedures. Starting in May 2002, in order to optimise logistics management, certain types of materials are initially
attributed to inventories, when purchased, and only subsequently to individual investment projects, when they are used.

Capitalised costs for services and other costs in the first half of 2003 refer to materials totalling €37 million and services
totalling €9 million.
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Other revenue and income
Other revenue and income amounting to €4 million is analysed below:

(million €)

First half
2002 2003

Contractual penalties 1 0
Costs passed on 0 1
Release of surplus provision for risks 0 1
Contingent assets 10 2
Total as per statutory income statement 11 4
Less:
- reimbursements of labour costs 0 (1)
Total as per reclassified income statement 11 3

The reduction is due mainly to the fact that in the first half of 2002 contingent assets were recognised regarding the
retroactive reduction in the cost of the modulation and storage service for the period October-December 2001 (€10 million).

Operating costs and expenses

Purchases, services and other costs
Purchases, services and other costs total €169 million and comprise:

(million €)

First half
2002 2003

Raw materials, sundry materials and consumables 43 64
Services 104 88
Enjoyment of third party assets 22 7
Variation in inventories of raw materials, sundry materials and consumables 0 4
Sundry operating expenses 49 6
Total as per statutory income statement 218 169
Less:
- personnel seconded to company (1)
- capitalised in-house work (19) (46)
Total as per reclassified income statement 199 122

Costs incurred for raw materials, sundry materials and consumables total €64 million and comprise:

(million €)

First half
2002 2003

Natural gas used to operate booster stations and ancillary costs 26 26
Other costs and sundry materials 17 38

43 64

The increase in “other costs and sundry materials” compared with the first half of 2002 is due to increased purchases of
materials for the warehouse following the previously mentioned change in the procedure for allocating certain materials
which are now initially attributed to inventories and only subsequently to individual investment projects, when they are
used. 
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Costs incurred for services total €88 million and comprise:

(million €)

First half
2002 2003

Modulation and storage services 21 13
Construction, design and works supervision 3
Maintenance 16 10
Technical, legal, administrative and professional services 9 8
Information services and software 7 8
Electricity, heating, water, etc. 4 4
Insurance 3 3
Telecommunications services 9 8
Services of personnel seconded to company 1 1
External communication 1 1
Purchase of transmission capacity 18 18
Other services 12 14

104 88

The modulation service for network balancing is provided by Stoccaggi Gas Italia S.p.A.
The purchase of transmission capacity refers to the transmission service provided by Edison T&S and TMPC on their
networks (interconnecting service).

The item “other services” refers mainly to costs for services relating to personnel (travelling expenses, canteens, etc.),
training, security and caretaking, scientific research, environmental expenditure and transport. 

Costs concerning enjoyment of third party assets total €7 million and comprise:

(million €)

First half
2002 2003

Hiring and rentals 18 5
Leasing and licences 4 2

22 7

Hiring and rentals total €5 million and relate mainly to the rental of property. The reduction of €13 million is due
primarily to the discontinuance of the compression service for storage purposes as from 1 April 2002, with the
consequent termination of the contract to rent the compressor stations used for storage activities and owned by
Stoccaggi Gas Italia.

Sundry operating expenses total €6 million and comprise:

(million €)

First half
2002 2003

Tax levied by Sicilian Regional Authorities 32
Indirect taxes 3 4
Damages not covered by insurance 1
Capital losses on sales and write-offs of intangible and tangible assets 1 1
Contingent liabilities 12 1

49 6

Contingent liabilities in the first half of 2002 mainly concerned revenue shortfalls for the period October-December 2001
as a result of the reduction in tariffs for the modulation and storage service (€10 million).
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Labour costs
Labour costs total €62 million and comprise wages and salaries paid to employees, allocations for employees’ severance
indemnity, holiday entitlements not used and health and social security contributions, in accordance with labour
contracts and current legislation.

(million €)

First half
2002 2003

Salaries and wages 46 45
Health and social security contributions 16 14
Severance indemnity 3 3
Total as per statutory income statement 65 62
- Personnel seconded to the company 1
- Company personnel seconded to other companies (1)
- Capitalised in-house work (9) (12)
Total as per reclassified income statement 56 50

Depreciation and amortisation
Depreciation and amortisation amount to €232 million and comprise: 

(million €)

First half
2002 2003

Amortisation of intangible assets 17 22
Depreciation of tangible assets 209 210

226 232

These items are illustrated in more detail in Notes 1 and 2.

Financial income and expenses

Financial income
This totals €2 million and concerns exchange gains on loans following a stronger euro against the dollar.

Interest and other financial expenses
These total €68 million and comprise:

(million €)

First half
2002 2003

Interest on payables to banks 10 6
Interest and other financial expenses payable to controlling company 2 1
Interest and other financial expenses payable to Eni Group companies 65 52
Expenses on interest rate swaps 8
Other expenses 4 1

81 68
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Extraordinary income and expenses
Net extraordinary expenses total €1 million and comprise:

(million €)

First half
2002 2003

Costs for early termination/retirement incentives 8 1
Release from provision for early termination/retirement incentives to meet costs (2) (1)
Release of surplus provision for early termination/retirement incentives (1)

6 (1)

The reduction compared with the first half of 2002 is due mainly to lower costs for early terminations of employment
contracts and a decrease in allocations to the relevant provision.

Income taxes for the period
Income taxes for the period are analysed in the following table: 

(million €)

First half 2002 First half 2003
IRPEG* IRAP* Total IRPEG* IRAP* Total

Current taxes 30 13 43 46 12 58
Deferred tax (assets) liabilities
- Deferred tax assets (42) (5) (47) (6) (1) (7)
- Deferred tax liabilities 101 12 113 105 13 118

89 20 109 145 24 169

(*) IRPEG = corporate income tax; IRAP = regional income tax on production activities

Current taxes amount to €58 million and comprise IRPEG totalling €46 million and IRAP totalling €12 million. Net deferred
taxes amount to €111 million and arise mainly from supplementary depreciation charged in order to obtain tax benefits.

The increase of €60 million compared with the first half of 2002 is due mainly to (i) a higher level of pre-tax income and
(ii) the absence in 2003 of the tax benefits available until 31 December 2002 under Law 383 of 18 October 2001 (“Tremonti
bis law”), only partially offset by the reduction in the rate for IRPEG from 36% to 34%.

Deferred tax assets arise as a result of the changes in temporary differences that took place in the period between carrying
values in the balance sheet and tax bases. These assets are shown in the following table:

(million €)

First half 2002 First half 2003
Temporary Deferred tax Temporary Deferred tax
differences (assets) differences (assets)

Irpeg Irap liabilities Irpeg Irap liabilities
Revenue adjustments 96 96 (39) 2 2 (1)
Non-deductible depreciation of fixed assets 15 15 (6) 10 10 (4)
Contributions for network connections and other contractual contributions 7 7 (3) 8 8 (4)
Release from provision for risks (4) 2 (3) (1) 1
Release from provision for exchange fluctuations (2) 1
Allocation to provision for risks 5 (2)
Other differences 4 (1)
Reduction of IRPEG rate 2
Tax assets arising from differences between carrying values
in statutory financial statements and tax bases 123 118 (47) 15 19 (7)

18
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As illustrated in the table below, the effective tax rate for pre-tax income in the period was 39%, in line with the statutory
tax rate which is 34% (IRPEG) on pre-tax income and 4.25% (IRAP) on adjusted net operating revenue and income, as
provided for in Italian tax laws.

(million €)

First half
2002 2003

Pre-tax income (a) 335 428
Difference between operating revenue/income and costs/expenses 419 493
Total labour costs 65 62
Adjusted difference between operating revenue/income and costs/expenses (b) 484 555
Statutory taxes - IRPEG (a*36% for 2002, a*34% for 2003) 121 145
Statutory taxes - IRAP (b*4.25%) 20 24
Total statutory taxes (c) 141 169
Statutory tax rate (c/a*100)% 42 39
Income taxes (d) 109 169
Effective tax rate (d/a*100)% 33 39 

The increase in the effective tax rate in the first half of 2003 compared with the first half of 2002 (+6%) is due mainly to
the absence in 2003 of the tax benefits formerly available under the “Tremonti bis law”.

Market value of financial instruments

Snam Rete Gas uses various types of financial instruments and these mainly concern recognised assets and liabilities. 
Receivables due after 12 months and stated under current assets: the market value of trade and other receivables due
after 12 months is estimated on the basis of the discounted cash flow method.
Loans payable after 12 months: the market value of loans payable after 12 months, including the current portions, is
estimated on the basis of the discounted cash flow method.

(million €)

31.12.2002 30.06.2003
Carrying Market Carrying Market

value value value value
Receivables due after 12 months and stated under current assets 3 3 3 3
Loans payable after 12 months and related current portions 3,063 3,120 2,934 2,997

Trade and other payables due and loans payable within 12 months: the market value is not shown because it is
estimated to be more or less equivalent to the relevant carrying value, given the short period that elapses between the
date of the original transaction and the date when payment is due.
Receivables due within 12 months and stated under current assets: the market value of trade and other receivables
due and loans receivable within 12 months is not shown because it is estimated to be more or less equivalent to the
relevant carrying value.
Financial derivatives: the fair value of financial derivatives generally reflects the estimated amount that Snam Rete Gas
ought to pay or receive in order to terminate the contracts on the settling date including, therefore, unrealised gains or
losses. To estimate the fair value of the derivatives, dealers’ quotes or appropriate pricing models have been used.
The carrying value indicated against the fair value represents the interest differentials accrued and not paid at the end of
the financial period. As a consequence, the carrying value and the fair value are not comparable.

(million €)

31.12.2002 30.06.2003
Carrying Fair Carrying Fair

value value value value
Financial derivatives hedging interest rates
- Liabilities 0 (47) 0 (60)
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Earnings per share

Basic EPS (earnings per share) is €0.13248 and is calculated by dividing net income by the weighted-average number of
shares outstanding during the period.

Related party transactions

In accordance with the instructions issued by the Italian Regulatory Commission for Listed Companies and the Stock
Exchange (CONSOB) in communications 97001574 of 20 February 1997, 98015375 of 27 February 1998, 1025564 of 6
April 2001 and 2064231 of 30 September 2002, the main transactions entered into with related parties are illustrated
below.
Snam Rete Gas S.p.A. is controlled by Eni S.p.A. following the merger of Snam S.p.A. with Eni S.p.A., effective 1 February
2002.
Transactions entered into by Snam Rete Gas with related parties mainly concern the exchange of goods, the supply of
services and the provision and use of financial resources and they take place with the controlling company Eni S.p.A. and
with other companies controlled by and associated with Eni S.p.A., as well as with Enel S.p.A., the State-controlled
electricity concern, and its controlled companies. 
All transactions form part of the company’s ordinary business and take place on the basis of market conditions, i.e. at the
conditions that would be applied between two independent parties, or criteria that ensure recovery of specific costs
incurred and a minimum margin for recovery of general costs and return on capital employed.
All the transactions entered into have taken place in the interests of Snam Rete Gas.
Figures concerning the trade and other transactions and the financial transactions entered into with related parties are
given below:

TRADE AND OTHER TRANSACTIONS

(million €)

30 June 2003 2003
Costs Revenue

Receivables Payables Guarantees Commitments Goods Services Other Goods Services Other
Controlling company
Eni S.p.A. 219 29 35 1 639
Companies controlled by Eni S.p.A.
Eni Corporate University S.p.A. 1 1
EniData S.p.A. 4 7
Enifin S.p.A. 13
EniPower Trading S.p.A. 1 1
Padana Assicurazioni S.p.A. 2
Saipem S.p.A.
Serleasing S.p.A. 5 1 2 2
Sieco S.p.A. 4 3
Snamprogetti S.p.A. 18 16
Sofid S.p.A. 4 4
Società Petrolifera Italiana S.p.A. 1
Stoccaggi Gas Italia S.p.A. 1 2 14 1
Transmediterranean Pipeline Co. Ltd 4 12
Other companies 2 2 2
Companies associated with Eni S.p.A.
Albacom S.p.A. 10 4 8 4
Serfactoring S.p.A. 28
Total 232 106 13 0 36 73 2 0 645 0
State-owned or state-controlled
companies
Enel S.p.A. (10) (4)
Enel Distribuzione S.p.A. 1
Enel Trade S.p.A. 38 104
Grand total 260 106 13 0 36 74 2 0 745 0
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Transactions with the controlling company Eni S.p.A. mainly concern the regulated natural gas transmission service
provided by Snam Rete Gas and the supply of natural gas used to operate the transmission system and for re-gasification
activities.

The main transactions with companies controlled by Eni concern:
Stoccaggi Gas Italia S.p.A. - Snam Rete Gas makes use of this company’s natural gas modulation and storage service, an
activity that is subject to regulation by the Italian Electricity and Gas Authority;
Sieco S.p.A. for the supply of general services. Sieco provides services connected with the management and maintenance
of property and related plants and installations, transport services, healthcare services, services for the centralised
management of corporate records and other services of a general nature;
EniData S.p.A. for the supply of IT services. EniData provides services connected with the new SAP R/3 information system
and application management services for most of the management information systems in use;
EniPower Trading S.p.A. for the purchase of electricity used in re-gasification processes;
Snamprogetti S.p.A. for project engineering and works supervision services regarding the construction of infrastructure
for natural gas transmission;
Sofid S.p.A. (formerly Eni Servizi Amministrativi S.p.A.) which handles Snam Rete Gas’s accounting and administrative
services; 
Padana Assicurazioni S.p.A. - Snam Rete Gas holds policies with this company covering risks to property, employees and
third parties. The policies provide insurance cover against damage to property (gas pipelines, compressor stations, etc.)
by fire, earthquakes and other natural disasters, machinery failure, fraudulent damage, acts of vandalism, terrorism or
sabotage and other incidental risks. Third party risks insurance complies with current legislation; 
Serleasing S.p.A. with which Snam Rete Gas has entered into leasing agreements regarding motor cars;
Transmediterranean Pipeline Co. Ltd in connection with charges for the transmission service provided for shippers on
its network (interconnecting service) but invoiced to the shippers by Snam Rete Gas. The Electricity and Gas Authority’s
ruling 120/01 states that if, when performing the transmission service, networks owned by other operators are involved
in addition to the Snam Rete Gas network, shippers are charged for the interconnecting service by the principal operator;
Eni Corporate University S.p.A. which performs training activities for human resources.

The main transactions with companies associated with Eni concern:
Albacom S.p.A. which provides telecommunications services (telephony and data transmission) and to which Snam Rete
Gas has leased optical-fibre cables that run along the gas pipelines. The agreement with Albacom will last for 30 years from
its effective date of 22 December 1997 and may be terminated at the end of the 25th year at Albacom’s request. Under this
agreement, Albacom has a right to use 6 pairs of optical fibres in the cable system, for a total of 2,469 kilometres, in order
to provide telecommunications services; 
Serfactoring S.p.A. which handles factoring operations arranged by Snam Rete Gas suppliers.

Transactions with state-controlled companies mainly concern Enel S.p.A. and its controlled companies and they relate
to the natural gas transmission service provided by Snam Rete Gas, as well as to the purchase of electricity to operate
facilities.

FINANCIAL TRANSACTIONS
(million €)

30 June 2003 2003
Loans Loans Financial Financial

receivable payable Guarantees Commitments expenses income
Eni S.p.A. 23 1
Companies controlled by Eni S.p.A.
Enifin S.p.A. 3,042 850 60
Sofid S.p.A. 1
Serleasing S.p.A. 13

1 3,078 0 850 61 0
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Financial transactions with the controlling company Eni S.p.A. concern the provision of loans granted by financial
institutions, through Eni S.p.A.

The other financial transactions with companies controlled by Eni concern:
Enifin S.p.A. which performs financial activities on behalf of Eni Group companies and with which there is an agreement
whereby Enifin provides Snam Rete Gas with financial backing and invests its liquid assets, as well as hedging exchange
and interest rates using financial derivatives;
Sofid S.p.A. for the supply of financial services;
Serleasing S.p.A. with which Snam Rete Gas has entered into leasing agreements regarding buildings (used as
maintenance centres).
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balance sheet

(million €)

30.06.2002 ASSETS 31.12.2002 30.06.2003
0 Subscribed capital unpaid 0 0

Fixed assets
102 Intangible assets 106 96

8,738 Tangible assets 8,403 8,055
43 Financial assets 43 43

8,883 Total fixed assets 8,552 8,194
Current assets

29 Inventories 30 25
440 Receivables 485 435

1 Liquid funds 1 1
470 Total current assets 516 461

1 Accrued income and prepayments 6 12
9,354 Total assets 9,074 8,667

LIABILITIES
Shareholders’ equity

1,955 Capital 1,955 1,955
2,491 Share premium reserve 2,491 2,178

391 Legal reserve 391 391
... Other reserves ... ...
5 Retained earnings 5 53

40 Net income for the period 48 70
4,882 Total shareholders’ equity 4,890 4,647

44 Provisions for liabilities and charges 53 71
15 Employees’ severance indemnity 17 17

4,159 Payables 3,823 3,631
254 Accrued expenses and deferred income 291 301

9,354 Total liabilities 9,074 8,667

GUARANTEES AND OTHER MEMORANDUM ACCOUNTS
Guarantees

10 Personal guarantees 11 13
10 Total guarantees 11 13

531 Other memorandum accounts 527 867
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(million €)

2002 First half 2002 First half 2003
Operating revenue and income

1,706 Revenue from sales and services 868 873
... Variations in contract work in progress ... ...

64 Capitalised in-house work 28 58
29 Other revenue and income 12 6

1,799 Total 908 937
Operating costs and expenses

(75) Raw materials, sundry materials and consumables (37) (59)
(194) Services (102) (86)

(31) Enjoyment of third party assets (22) (7)
(128) Labour (62) (60)

Depreciation, amortisation and write-downs:
(1,059) - Depreciation and amortisation (519) (538)

(2) - Write-downs (1)
(1) Variations in inventories of raw materials, sundry materials and consumables (1) (4)

(11) Allocations for risks
(121) Sundry operating expenses (48) (6)

(1,622) Total (792) (760)
177 Difference between operating revenue/income and costs/expenses 116 177

Financial income and expenses
Income from shareholdings 6

5 Other financial income 3 2
(160) Interest and other financial expenses (81) (68)
(155) Total (78) (60)

Extraordinary income and expenses
Income 1

(12) Expenses (4)
(12) Total extraordinary items (4) 1
10 Pre-tax result 34 118
38 Income taxes for the period 6 (48)
48 Net income 40 70

income statement
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annex to the notes on the consolidated accounts
at 30 June 2003

In accordance with the provisions of Articles 38 and 39 of Legislative Decree 127/91 and Article 126 of ruling 11971 issued
on 14 May 1999 by the Italian Regulatory Commission for Listed Companies and the Stock Exchange (CONSOB), as
amended by ruling 12475 of 6 April 2000, a list follows of the companies controlled by Snam Rete Gas S.p.A. (pursuant to
Article 2359 of the Italian Civil Code) as at 30 June 2003.

Holding company

Name of company Registered office Currency Capital Members Snam Rete Gas Consolidation/
group consolidated valuation

% share of equity method
Snam Rete Gas S.p.A. San Donato Euro 1,955,000,000 Eni S.p.A. 59.76%

Milanese Others members 40.24%

Controlled company

Name of company Registered office Currency Capital Members % Snam Rete Gas Consolidation/
held group consolidated valuation

% share of equity method
GNL Italia S.p.A. San Donato Euro 17,300,000 Snam Rete Gas S.p.A. 100.00 100.00 Line-by-Line

Milanese consolidation
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