Rating Action: Moody's downgrades Hera to Baa1; negative outlook
Global Credit Research - 26 Jan 2012

London, 26 January 2012 -- Moody's Investors Service has today downgraded to Baa1 from A3 the longterm issuer and senior unsecured ratings of Hera S.p.A. (Hera). The outlook assigned to the ratings is
negative.
RATINGS RATIONALE
Today's rating action reflects Moody's view that, as a result of the implementation of Hera's investment
programme for 2011-15 and the relatively high expected dividend payments, the company's projected
financial profile will likely be inconsistent with the previous A3 rating.
Hera's investment plan for 2011-15 includes more than EUR1.8 billion of capital expenditure (capex), of
which more than 60% is related to development initiatives and the remainder to maintenance. The bulk of
Hera's projected expenditures are concentrated on its networks business (67% of the total). Here, the
company plans to increase its presence in the gas distribution segment through the potential award of
new concessions and to expand its water, gas and electricity networks. In the waste segment
(representing 28% of capex), Hera aims to complete waste-to-energy projects under development and
increase the amount of waste it treats. As part of its plan, the company also intends to strengthen its
energy activities, with the objective of enlarging its customer base.
The negative outlook on the ratings reflects that, in the context of its planned investments, Hera's
performance could be negatively affected by (i) the greater uncertainty and general pressures that the
company is facing as a result of the current sovereign and macroeconomic environment in Italy; and (ii)
Moody's expectation of more volatile and expensive funding conditions associated with this environment.
In light of Hera's material presence in the water, gas distribution and waste collection segments, the
negative outlook also reflects (i) the uncertainties characterising the Italian water regulatory framework
and associated parameters related to the remuneration of capital invested; and (ii) the short- and longterm renewal risks characterising Hera's gas distribution and waste collection concessions, which the
rating agency expects will be tendered over the short to medium term.
In order to support the current Baa1 rating, Hera would need to exhibit ratios of (i) funds from operations
(FFO)/net debt at least in the mid-teens in percentage terms; (ii) retained cash flow (RCF)/net debt at
least in the low double digits in percentage terms; and (iii) FFO interest coverage of at least 3.5x.
Because of Hera's majority ownership by a number of Italian municipalities, of which the largest is the
City of Bologna with a stake of approximately 14%, the company falls under Moody's methodology for
government-related issuers (GRIs). As a reflection of the considerations discussed above, Moody's has
revised downwards Hera's baseline credit assessment (BCA) -- which represents the company's
standalone credit quality -- to 8 from 7, which, on a scale of 1-21, is equivalent to the Baa1 rating
category. Moody's assesses the other GRI inputs as being (i) the credit quality of Hera's municipal
shareholder (the City of Bologna, not rated); (ii) the moderate level of default dependence between the
City of Bologna and Hera; and (iii) the low probability that the City of Bologna will provide the company
with support in the event of need. As a result of these inputs, particularly the low-probability-of-support
assumption, Hera's rating does not currently receive any uplift under Moody's GRI methodology.
WHAT COULD CHANGE THE RATING UP/DOWN
Given the current negative outlook, Moody's does not expect upward rating pressure in the intermediate

term.
The outlook could return to stable if the pressures linked to the current sovereign and macroeconomic
environment in Italy were to ease, supported by Hera's continued presence in regulated activities and a
comfortable positioning of key credit metrics within the guidance discussed above. In addition, the rating
outlook could be stabilised following the resolution of the current regulatory uncertainties characterising
Hera's water activities.
Further negative pressure on the ratings could develop in the event of (i) a material weakening of the
sovereign and macroeconomic environment in Italy; (ii) a deterioration in Hera's financial profile to a level
that is inconsistent with the guidance discussed above; and/or (iii) a deteriorating business risk profile, as
a consequence of regulatory uncertainties and/or a shift from low-risk regulated activities in favour of
higher-risk unregulated activities.
PRINCIPAL METHODOLOGY
The principal methodology used in rating Hera was "Government-Related Issuers: Methodology Update",
published July 2010. Please see the Credit Policy page on www.moodys.com for a copy of this
methodology.
Hera is one of the largest integrated multi-utilities in Italy, with a particular focus on the region of Emilia
Romagna, one of the wealthiest in the country. The company provides a variety of public services,
including the sale and distribution of gas and electricity, the provision of integrated water services and
urban and special waste collection and disposal services, as well as ancillary activities, such as district
heating and public lighting. In the financial year ended 31 December 2010, the company recorded a
turnover of approximately EUR3.7 billion.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides relevant
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series
or category/class of debt or pursuant to a program for which the ratings are derived exclusively from
existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides relevant regulatory disclosures in relation to the rating action on the support
provider and in relation to each particular rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides relevant
regulatory disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that
may be assigned subsequent to the final issuance of the debt, in each case where the transaction
structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page
for the respective issuer on www.moodys.com.
The rating has been disclosed to the rated entity or its designated agent(s) and issued with no
amendment resulting from that disclosure.
Information sources used to prepare the rating are the following : parties involved in the ratings, parties
not involved in the ratings, public information, confidential and proprietary Moody's Investors Service
information, and confidential and proprietary Moody's Analytics information.
Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory
for the purposes of issuing a rating.
Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient
quality and from sources Moody's considers to be reliable including, when appropriate, independent thirdparty sources. However, Moody's is not an auditor and cannot in every instance independently verify or

validate information received in the rating process.
Moody's Investors Service may have provided Ancillary or Other Permissible Service(s) to the rated entity
or its related third parties within the two years preceding the credit rating action. Please see the special
report "Ancillary or other permissible services provided to entities rated by MIS's EU credit rating
agencies" on the ratings disclosure page on our website www.moodys.com for further information.
Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts
of interests.
Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major
shareholders (above 5%) and for (B) further information regarding certain affiliations that may exist
between directors of MCO and rated entities as well as (C) the names of entities that hold ratings from
MIS that have also publicly reported to the SEC an ownership interest in MCO of more than 5%. A
member of the board of directors of this rated entity may also be a member of the board of directors of
a shareholder of Moody's Corporation; however, Moody's has not independently verified this matter.
Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com
for further information on the meaning of each rating category and the definition of default and recovery.
Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the
rating history.
The date on which some ratings were first released goes back to a time before Moody's ratings were
fully digitized and accurate data may not be available. Consequently, Moody's provides a date that it
believes is the most reliable and accurate based on the information that is available to it. Please see the
ratings disclosure page on our website www.moodys.com for further information.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's
legal entity that has issued the rating.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rating process. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any

securities. Each user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby
discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to
assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation
Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336969.
This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
"wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit
commitments, or debt or debt-like securities. In such a case, “MIS” in the foregoing statements
shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.

