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Key economic and financial data (million €)

Second quarter First half

2002 2003 2002 2003

444 435 Revenue from ordinary activities 889 894

119 76 Operating costs 255 172

117 117 Depreciation and amortisation 226 232

203 245 Operating profit 419 493

37 31 Net financial expenses 78 66

105 132 Net income 226 259

106 118 Capital expenditures 165 184

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

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

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

3,844 3,365 Net debt 3,844 3,365

Key operating data

Second quarter First half

2002 2003 2002 2003

18.31 18.04 Natural gas transmission (#) (billion cubic metres) 39.31 39.91

13.52 11.73 - for Eni 29.97 27.73

4.79 6.31 - for others 9.34 12.18

0.97 1.01 Liquefied natural gas (LNG) re-gasification (billion cubic metres) 1.92 1.86

0.59 0.75 - for Eni 1.14 1.51

0.38 0.26 - for others 0.78 0.35

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

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

21,763 21,913 Regional Network 21,763 21,913

(#) Figures for natural gas transmission refer to volumes sent into the National Network.
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Contents and layout criteria

The report for the second quarter 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, as amended by ruling 12475
of 6 April 2000.

Information on economic performance refers to the first half and the second quarter of
2003 and to the first half and second quarter of 2002.  Information on the company’s
financial position refers to the position at 31 December 2002, 31 March 2003 and 30 June
2003.

The report for the second quarter of 2003 has been prepared using the same accounting
principles adopted for the statutory and consolidated financial statements at 31
December 2002.

For the purposes of comparison, the statements have the same layout as those prepared
for the directors’ report and included in the half-yearly and annual reports.

The accounts discussed in this quarterly report are not audited.

Snam Rete Gas share performance
Period: 6.12.2001-18.07.2003
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Snam Rete Gas’s revenue and operating costs are influenced by certain components
which are connected with changes in tariff regulations and which have no effect on the
operating result. These components are analysed in the notes on the income statement.
The operating result is analysed by taking into account only the factors that gave rise to
changes in the period.

First half

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 to 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

Summary consolidated income statement
(million €)

Second quarter First half
2002 2003 Change 2002 2003 Change

444 435 (9) Revenue from ordinary activities 889 894 5

(5) 3 8 Other revenue and income 11 3 (8)

439 438 (1) Total revenue 900 897 (3)

(119) (76) 43 Operating costs (255) (172) 83

320 362 42 Gross operating margin 645 725 80

(117) (117) 0 Depreciation and amortisation (226) (232) (6)

203 245 42 Operating profit 419 493 74

(37) (31) 6 Net financial income (expenses) (78) (66) 12

166 214 48 Income before extraordinary items and taxes 341 427 86

(6) 3 9 Net extraordinary income (expenses) (6) 1 7

160 217 57 Pre-tax income 335 428 93

(55) (85) (30) Income taxes (109) (169) (60)

105 132 27 Net income for the period 226 259 33
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Second quarter

Operating profit (¤245 million) increased by ¤42 million (+21%) due mainly to (i)
increased transmission revenue (¤5 million), (ii) a reduction in operating costs of
regulated activities (¤5 million) and (iii) suspension on payment of the tax introduced
by the Sicilian Regional Authorities (¤32 million).

Net income (¤132 million) increased by ¤27 million (+26%) compared with the second
quarter of 2002. The increase deriving from the higher operating profit and from
improved financial management (¤6 million) and a reduction in net extraordinary
expenses (¤9 million) was partially absorbed by an increase in income taxes (¤30
million) due to the absence of the tax benefits deriving from Law 383 of 18 October 2001
(“Tremonti bis law”) and a higher level of pre-tax income.

Total revenue
(million €)

Second quarter First half
2002 2003 Change 2002 2003 Change

428 419 (9) Transmission 838 864 26

11 12 1 Re-gasificiation 22 22 0

439 431 (8) Revenue from regulated activities 860 886 26

1 (1) Compression services 20 (20)

4 4 0 Other revenue from ordinary activities 9 8 (1)

5 4 (1) Revenue from non-regulated activities 29 8 (21)

444 435 (9) Total revenue from ordinary activities 889 894 5

(5) 3 8 Other revenue and income 11 3 (8)

439 438 (1) Total revenue 900 897 (3)

First half

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 the 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.

(1) The 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.
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Revenue, by shipper (million €)

Second quarter First half
2002 2003 2002 2003

375 290 Eni 743 616

49 52 Enel 89 103

18 37 Edison 36 72

18 18 Plurigas 36 36

15 23 Others 30 43

(47) (1) Revenue adjustments - capacity (over)underbooking and penalties (1) (96) (6)

428 419 838 864

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 20022 (¤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 (Italian Electricity and Gas Authority’s ruling 49/02), this being partially
countered by an increase in other income in the fist half of 2003 (¤2 million).

Second quarter

Revenue from ordinary activities in the second quarter of 2003 (¤435 million) fell by ¤9
million compared with the second quarter of 2002 following a reduction in revenue
earned from regulated activities (¤8 million).

Revenue from transmission services totalled ¤419 million, a reduction of ¤9 million
compared with the second quarter of 2002. The positive effect on revenue (¤5 million) of
the higher level of expansion and development investments in new assets that became
operational in 2001, partially offset by a reduction in volumes transmitted, was absorbed
in full by the adjustment of revenue for 2002 following the reduction in tariffs for the
modulation service (¤7 million) and the absence in 2003 of revenue from the balancing
service (¤7 million) following the application of ruling 137/02 that led to the
cancellation of the costs which were passed on to shippers.

Transmission revenue also includes amounts invoiced (¤9 million) on behalf of Edison
T&S and TMPC for the transmission service on their networks (interconnecting service).

Revenue from re-gasification services totalled ¤12 million and includes the cost passed on to
users for the gas used to operate the re-gasification plant (¤3 million).

(1) Under the Electricity and Gas 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. 

(2) 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.
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Revenue from non-regulated activities, totalling ¤4 million, relates mainly to fees for
the lease and maintenance of optical-fibre cables for telecommunications (¤2 million)
and technical services performed for third parties (¤1 million).

Other revenue and income increased by ¤8 million mainly due to the adjustment in the
cost of the modulation and storage service following application of ruling 49/02 (¤7
million) and an increase in other revenue and income.

Operating costs1

(million €)

Second quarter First half
2002 2003 Change 2002 2003 Change

93 53 (40) Purchases, services and other costs 199 122 (77)

26 23 (3) Net labour costs (*) 56 50 (6)

119 76 (43) 255 172 (83)

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

First half

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 (¤21 million), (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).

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.

(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 “purchases, services and other costs”).
Consequently, figures for the first half and the second quarter of 2002 have been reclassified. The effect of this has been to increase net
labour costs by ¤7 million in the first half of 2002 and by ¤6 million in the second quarter of 2002, with a corresonding reduction in pur-
chases, services and other costs.
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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.) - ¤5 million;
• electricity - ¤2 million;
• insurance, security, caretaking, external communication and other operating costs -

¤4 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.

Second quarter

In the second quarter of 2003, operating costs totalled ¤76 million, a reduction of ¤43
million compared with the second quarter of 2002 due to:

– a reduction in labour costs (¤3 million) due to the reduction in the workforce (¤2
million) and a larger portion of costs having been attributed to investment projects
(¤1 million);

– lower costs incurred for the purchase of sundry materials and consumables and for
maintenance services (¤5 million) and a decrease in professional services (¤1  million).
The reduction was partially offset by an increase in the cost of gas used in connection
with transmission activities (¤1 million), an increase in the cost of services relating to
personnel (¤1 million) and an increase in other costs (¤1 million);

– costs which have a corresponding offset in revenue or are non- recurring (¤37 million)
comprising (i) the absence of the tax introduced by the Sicilian Regional Authorities
(¤32 million), (ii) the absence of costs connected with the compression service (¤6
million) and (iii) the lower cost of the balancing service (¤7 million). These positive
factors were partially offset by the adjustment (¤6 million) of the contingent liability
recorded in the first quarter of 2002 as a result of the retroactive reduction in the cost
of the modulation and storage service for the period October-December 2001 and an
increase in the cost of this service in the second quarter of 2003 (¤2 million).

Depreciation and amortisation

(million €)

Second quarter First half
2002 2003 Change 2002 2003 Change

105 106 1 Depreciation of tangible assets 209 210 1
12 11 (1) Amortisation of intangible assets 17 22 5

117 117 0 226 232 6

The increase in amortisation of intangible assets relates mainly to new information
systems that became operational in the second half of 2002. 
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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%. There was a reduction of ¤12 million in net
financial expenses in the first half of 2003 (¤6 million in the second quarter) compared
with the first half of 2002 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 (¤9
million in the second quarter) reflecting (i) a reduction of ¤3 million (¤3 million in the
second quarter) in costs for incentives for the early termination of employment
contracts  and (ii) a reduction in allocations to the provision for risks and future
expenses of ¤4 million (¤6 million in the second quarter) compared with the large
number of contractual terminations that had been forecast in the second quarter of
2002 on the basis of agreements reached with trade unions.

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. 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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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 for the
period.

financial position

Summary consolidated balance sheet

(million €) 31.12.2002 31.03.2003 30.06.2003 Change
Tangible assets 9,313 9,262 9,250 (63)
Intangible assets 106 98 96 (10)
Net payables relating to investing activities (131) (91) (121) 10
Fixed capital 9,288 9,269 9,225 (63)
Net working capital (264) (389) (445) (181)
Employees’ severance indemnity (17) (17) (18) (1)
Net capital employed 9,007 8,863 8,762 (245)
Shareholders’equity 5,451 5,578 5,397 (54)
Net debt 3,556 3,285 3,365 (191)
Financing 9,007 8,863 8,762 (245)
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Net working capital

(million €) 31.12.2002 31.03.2003 30.06.2003 Change
Inventories 31 29 27 (4)
Trade receivables 360 346 329 (31)
Other current assets 33 12 9 (24)
Trade payables (133) (131) (145) (12)
Tax payables (15) (35) (20) (5)
Provision for taxation (240) (324) (375) (135)
Provisions for risks and future expenses (50) (51) (47) 3
Deferred income (lease of telecommunications cables) (41) (40) (40) 1
Revenue adjustments (capacity overbooking and penalties) (145) (147) (149) (4)
Accrued expenses (interest on loans) (23) (17) (8) 15
Other current liabilities (41) (31) (26) 15

(264) (389) (445) (181)

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 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).

(million €) 31.12.2002 31.03.2003 30.06.2003 Change

Share capital 1,955 1,955 1,955 -

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

Legal reserve 391 391 391 -

Reserve for share issue (Art. 2349, Italian Civil Code) 0,4 0,4 0,4 -

Retained earnings 183 614 614 431

Net income for the period 431 127 259 (172)

5,451 5,578 5,397 (54)
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Net debt

(million €) 31.12.2002 31.03.2003 30.06.2003 Change

Loans 3,557 3,286 3,366 (191)

Short-term loans 494 322 432 (62)

Current portion of long-term loans 189 183 166 (23)

Long-term loans 2,874 2,781 2,768 (106)

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

3,556 3,285 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).

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

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.

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).
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Volumes of gas sent into the National Network

(billion m3)

Second quarter First half
2002 2003 % change Volumes sent into network 2002 2003 % change
3.57 3.51 (1.7%) Domestic production 7.18 7.05 (1.8%)

14.74 14.53 (1.4%) Imports 32.13 32.86 2.3%
3.47 3.55 2.3% Passo Gries 7.12 7.91 11.1%
5.54 4.94 (10.8%) Tarvisio 11.57 11.40 (1.5%)
0.04 0.05 25.0% Gorizia 0.07 0.08 14.3%
4.72 4.98 5.5% Mazara del Vallo 11.45 11.61 1.4%
0.97 1.01 4.1% Panigaglia (LNG imports) 1.92 1.86 (3.1%)

18.31 18.04 (1.5%) Total 39.31 39.91 1.5%

(billion m3)

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

13.52 11.73 (13.2%) Eni(1) 29.97 27.73 (7.5%)
2.13 2.31 8.5% Enel 3.66 4.58 25.1%
1.16 2.09 80.2% Edison 2.43 3.95 62.6%
0.84 0.82 (2,4%) Plurigas 1.67 1.66 (0,6%)
0.66 1.09 64.4% Others 1.58 1.99 25.9%

18.31 18.04 (1.5%) 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 (18.04 billion
in the second quarter of 2003).

Volumes of LNG re-gasified: 1.86 billion cubic metres (1.01 billion in the second quarter
of 2003).

Capital expenditure: ¤184 million (¤119 million in the second quarter of 2003).

Operating costs: ¤172 million (¤76 million in the second quarter of 2003).



First half
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 Vallo) to the
detriment of Russian imports (via Tarvisio). 

Second quarter
Volumes of gas sent into the network in the second quarter of 2003 totalled 18.04 billion
cubic metres.

The reduction of 0.27 billion cubic metres compared with the second quarter of 2002
was due to the reduced quantity of gas sent into storage after the major restocking
campaign that took place in 2002.

Volumes re-gasified
(billion m3)

Second quarter First half
2002 2003 % change Volumes re-gasified 2002 2003 % change

0.93 0.75 (19.8%) Eni 1.88 1.51 (19.8%)

0.04 0.26 550.0% Others 0.04 0.35 775.0%

0.97 1.01 3.6% Total 1.92 1.86 (3.3%)

First half
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 cargeos ranged by other operators.

Second quarter
In the second quarter of 2003, 37 unloading operations were carried out from various
types of gas tankers.

Investments
(million €)

Second quarter First half
2002 2003 % change Capital expenditures 2002 2003 % change

76 84 10.5% Expansion and development 114 129 13.3%

54 61 13.0% comprising National Network 76 85 11.8%

21 22 4.8% Regional Network 37 42 13.5%

1 1 0.0% LNG 1 2 100%

30 35 16.7% Maintenance and other 51 55 7.8%

106 119 12.3% Total 165(*) 184 11.5%

(*) Capital expenditures in the first half of 2002 do not take into account the reclassification of €16 million from assets in course of construction to inventories.
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First half
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; 

• 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 include two particularly important projects: the development of a
new information system aimed at optimising the management of dispatching
operations and the development of an information system to back up transmission
infrastructure management.

Other capital expenditures mainly concern expenditures for the purchase of land and
buldings for use in connection with transmission activities, as well as the
implementation of the new information systems and the development of existing ones.
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Second quarter
Capital expenditures in the second quarter of 2003 totalled ¤119 million, including ¤84
million for work to extend the transmission system.

Operating costs
(million €)

Second quarter First half
2002 2003 % change 2002 2003 % change

22 21 (4.5%) Variable costs 49 47 (4.1%)

97 55 (43.3%) Fixed costs 206 125 (39.3%)

119 76 (36.1%) Total operating costs 255 172 (32.5%)

Variable costs

First half
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. 

Second quarter
In the second quarter of 2003, variable costs relating to regulated activities increased by
¤1 million in relation to fuel gas consumption. This was due to the higher unit purchase
cost of the gas, partially offset by the lower quantities consumed.

(million €)

Second quarter First half
2002 2003 2002 2003

Non Non Non Non
Regulated regulated Total Regulated regulated Total % change Regulated regulated Total Regulated regulated Total % change

activities activities activities activities activities activities activities activities
5 1 6 6 0 6 Fuel gas for transmission 16 1 17 16 0 16 (5.9%)
2 0 2 2 0 2 Fuel gas for re-gasification 5 0 5 5 0 5
1 1 2 1 0 1 (50.0%) Electricity 2 1 3 2 0 2 (33.3%)
2 0 2 2 0 2 Network leakage 4 0 4 4 0 4
1 0 1 1 0 1 Excise duty on gas 2 0 2 2 0 2 0.0%
9 0 9 9 0 9 Amounts charged by third parties 18 0 18 18 0 18

20 2 22 21 0 21 (4.5%) Total variable costs 47 2 49 47 0 47 (4.1%)
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Fixed costs
(million €)

Second quarter First half
2002 2003 % change 2002 2003 % change

29 27 (6.9%) Cost of personnel 61 56 (8.2%)
68 28 (58.8%) External costs 145 69 (52.4%)
97 55 (43.3%) Total 206 125 (39.3%)

Cost of personnel
(million €)

Second quarter First half
2002 2003 % change 2002 2003 % change

34 32 (5.9%) Gross labour costs 65 62 (4.6%)
3 4 33.3% Services relating to personnel 5 6 20.0%

(8) (9) 12.5% Capitalised costs (9) (12) 33.3%
29 27 (6.9%) Total cost of personnel 61 56 (8.2%)

First half
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
(travelling expenses, cantines, etc. - ¤6 million -) 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.

Second quarter
The cost of personnel in the second quarter of 2003 fell by ¤2 million, or 6.9%, due to
lower gross labour costs as a result of the reduction in the workforce.

2002 2002 2003 2003
Personnel at 30 June at 31 December at 31 March at 30 June

Operations 2,171 2,128 2,006 1,993

Business development 252 246 246 201

Finance, administration, etc. 273 262 261 308

Other 14 10 6 10

Total 2,710 2,646 2,519 2,512
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External costs
(million €)

Second quarter First half
2002 2003 % change 2002 2003 % change

12 7 Materials, maintenance, modernisation 21 15
6 5 Professional services 9 8

13 14 Other costs 32 32
31 26 (16.1%) Recurring costs relating to ordinary activities 62 55 (11.3%)
32 0 Tax levied by Sicilian Regional Authorities 32 0
32 0 (100.0%) Non-recurring costs 32 0 (100.0%)

7 2 Modulation and storage services 21 13
(6) 0 Contingent liabilities 10 0
1 2 100.0% Costs offset in revenue 31 13 (58.1%)

64 28 (56.3%) Total external costs for regulated activities 125 68 (45.6%)
2 0 Materials, maintenance, modernisation 3 1
0 0 Rental of compressor stations for storage operations 15 0
2 0 Other costs 2 0
4 0 (100.0%) Total external costs for non-regulated activities 20 1 (95.0%)

68 28 (58.8%) Total external costs 145 69 (52.4%)

First half
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 activities 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. 

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, mainly 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.

Second quarter
In the second quarter of 2003, without taking into account the cost related to the tax
introduced by the Sicilian Regional Authorities, there was a significant reduction in
external costs compared with the second quarter of 2002. The reasons for the changes
are the same as those illustrated in the notes on the first half of the year.

The adjustment of the contingent liabilities (-¤6 million) is due to a more accurate
application of the Electricity and Gas Authority’s ruling 49/02 in the first half of 2002. 
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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
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.

other information

19



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, a Provincial Tax Commission of Palermo convened to discuss the appeal
lodged by Snam Rete Gas and the 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.

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 7 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 in
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.
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(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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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.
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 possible 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 gas transmission tariffs proposed by Snam Rete Gas on 31 March
2003 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.

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.

Executive incentive plans involving Snam Rete Gas shares

On 18 June 2003, Snam Rete Gas’s board of directors approved stock option and stock
grant plans for 2003. These form part of the 2002-2004 incentive and loyalty-building
plan for executives who are most directly responsible for corporate results and have
been approved in accordance with the resolution adopted by the shareholders at their 24
April 2002 meeting.

The board resolved to effect a paid increase in the share capital, for the purposes of
operating the stock option plan, for a maximum amount of ¤640,500, by issuing a
maximum of 640,500 ordinary dividend-bearing shares, each with a nominal value of ¤1,
to be offered to selected executives 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.
Regarding stock grants, the board of directors established that the maximum number of
shares that may be conditionally granted to selected executives is 128,100, each with a
nominal value of ¤1.  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 (total
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shareholder return) in the period 2003-2005 measured against the TSR of a comparator
group of Italian and European companies in the utilities sector.

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 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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