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REPORT ON OPERATIONS 

 

 

Performance of the Group 

 

All economic and financial indicators of the Pirelli & C. S.p.A. Group showed a 

strong improvement in the first six months of 2004. 

 

Consolidated sales of the Group in the first half amounted to Euros 3,573 million and 

increased 8.3 percent compared to the corresponding period of last year, featuring 

increases in all sectors. On a comparable basis, net of the effects due to exchange 

rates and metal prices, sales grew 5.1 percent. 

 

Consolidated operating profit amounted to Euros 190 million, an increase of about 

34 percent compared to Euros 142 million in the first half of 2003. Operating profit 

to sales was 5.3 percent, indicating a growth in comparison to 4.3 percent in the first 

six months of 2003. It should be borne in mind that the first half of 2003 had 

benefited from the positive effects of the settlement of the dispute concluded with 

Ciena over its use of patents for Euros 10 million. 

 

Olimpia S.p.A.’s effect on this first half of 2004 was a positive Euros 52 million (a 

negative Euros 45 million in the first six months of 2003) thanks to Telecom Italia 

S.p.A.’s dividends booked on the cash basis in the second quarter of 2004, 

compensating the financial expenses for the period. 

 

The consolidated net income was Euros 131 million against a loss of Euros 21 

million in the first half of 2003. Excluding Olympia’s effect, net income would be 

Euros 79 million compared to Euros 24 million. 

The net income attributable to Pirelli & C. S.p.A. was Euros 112 million compared to 

a loss of Euros 36 million. 
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The net financial position of the Group at June 30, 2004 was a net debt position of 

Euros 2,047 million, with an increase from Euros 1,745 million at the end of 2003 

but in line with targets and taking into account the seasonal nature of the industrial 

activities, the distribution of dividends (Euros 132 million), the purchase option 

exercised by Pirelli for more than 47 million Telecom Italia S.p.A. shares (Euros 110 

million) and the subscription to Eurostazioni S.p.A.’s capital increase (Euros 33 

million). 

 

Industrial activities displayed a strong growth in operating profit in the first half of 

2004 thanks especially to the performance by the Tyres Sector, which recorded its 

best quarter of the last ten years in terms of profitability, and by the Energy Cables 

and Systems Sector, which doubled its results after benefiting from reorganization 

measures and the focus on higher-value segments. 

Under severe price pressure for cables and optic fibers, the Telecom Cables and 

Systems Sector nevertheless showed growth in its new Telecom Systems activities in 

which sales in the first half of 2004 matched those for the full-year 2003 (approx. 

Euros 28 million). 

 

In the real estate sector, the result including the share of the earnings (losses) of 

equity investments amounted to Euros 66 million, compared to Euros 53 million in 

the same period of 2003, an increase of 24 percent. 
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The parent company, Pirelli & C. S.p.A. 

 

The net result of the parent company, Pirelli & C. S.p.A., for the six months ended 

June 30, 2004 was a loss of Euros 55 million compared to loss of Euros 44 million in 

the first half of 2003. 

The result was mainly due to financial expenses and investment writedowns that 

were not compensated by dividends from the subsidiaries which are recorded on the 

accrual basis and will be booked in the annual financial statements for the year 

ending December 31, 2004. 

Last year, the result had also benefited from the positive effects of the settlement of 

the dispute concluded with Ciena over its use of patents for a sum of Euros 10 

million. 

 

 

Major events in the first half 

 
 
• In January 2004, Pirelli finalized the purchase of 10 percent of Pirelli Submarine 

Telecom Systems Holding B.V. from Cisco Systems, to which it had sold the 

stake in 2000 for an equivalent amount of approx. US$ 75 million.  This 

transaction took place following the exercise of Cisco System’s right – as stated 

in the agreements concluded on August 3, 2000 – to resell the above holding to 

Pirelli for the same amount.  Pirelli, after this transaction, holds the entire share 

capital. 

 
• In January 2004, Pirelli won two important contracts for the supply of 4,000 km 

of OPGW (Optical Ground Wire) cables and services to the Algerian utilities 

company Sonelgaz, through the system integrator TCIL (Telecommunications 

Consultants of India). These two projects will enable Sonelgaz to build a new 

broadband telecommunications network for voice and data transmission and 

multimedia services that will encourage development within Algeria. 
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• In March 2004, Pirelli Cables Ltd – a British affiliate of Pirelli Cavi e Sistemi 

Energia S.p.A. – and Draka Holding N.V. signed a long-term contract under 

which Pirelli will supply Draka with low-voltage cables for the British market to 

be used for the electrical cabling of non-industrial and industrial buildings. 

 
• In the first seven months of 2004, Pirelli & C. S.p.A. 2003-2006 warrants 

totaling 4,587,680 (equal to 0.29 percent of those issued) were exercised; 

accordingly 1,146,920 ordinary shares were issued for cash receipts of Euros 0.6 

million. 

 
• March 1, 2004 marked the date of the conclusion of the public sale offer and 

listing of the Tecla Fondo Uffici, the first listed fund, by private contribution, 

promoted by Pirelli Real Estate S.g.r. S.p.A.. Demand exceeded the offer by 44 

percent with oversubscriptions for both the public offer and the institutional 

placement, with more than 37,000 subscriptions. The offer price was fixed at 

Euros 505 per share. 

 
• On March 29, 2004, Pirelli RE and Morgan Stanley signed an agreement in 

principle, which calls for the development of a strategic platform dedicated to 

the acquisition and management of non-performing loans (loans in dispute 

secured by mortgages). 

On August 6, 2004, the above agreement in principle was executed with the 

signing of an agreement to set up a joint venture between Pirelli RE and Morgan 

Stanley Real Estate Funds (MSREF) in the sector of non-performing loans along 

the basic guidelines agreed during the first half of the year. According to the SIB 

agreement, (MSREF) and Pirelli RE Credit Servicing will merge to create the 

number-one operator in Italy for non-performing loans. Shareholders in this 

company will be MSREF with a 51 percent stake and Pirelli RE with a 49 

percent interest, with a put/call option on 51 percent of the investment beginning  

January 2007.  Pirelli RE will acquire 15 percent of the non-performing loan 

portfolio held by MSREF for a gross book value of about Euros 2.5 billion.  



 7

The agreement also states that when the strategic partnership has strengthened its 

position, MSREF will about 2.1 percent of Pirelli RE’s capital at a price of Euros 

28.9 per share. The closing of the entire deal is scheduled for the end of 

November, subject to approval by the antitrust authority and the Bank of Italy 

and the trustees of the existing securitization. 

 
• On April 5, 2004, Pirelli Cavi e Sistemi Energia was awarded the contract to 

build a high-voltage turnkey link on behalf of the Singapore national electricity 

company SP Power Assets Ltd.. to expand the southeast Asian country’s 

electrical network. The contract is worth approx. Euros 50 million. 

The project – the most important to be assigned in Asia in 2004 – will help to 

tackle the increase in demand for electrical power in Singapore, ensuring 

considerable advantages in terms of compensating peaks of demand for electrical 

power. 

 

• On April 6, 2004, Pirelli, through the subsidiary Pirelli Finance Luxembourg 

S.A., exercised the right to purchase 47,155,300 Telecom Italia ordinary shares 

(equal to 0.46 percent of ordinary share capital) at an exercise price per share of 

Euros 2.12 for an equivalent amount of approx. Euros 100 million, as established 

in the call option contract regarding Telecom Italia shares signed in November 

2001 with JP Morgan. 

 

• On April 8, 2004, the purchase of four multi-use buildings from Beni Stabili 

situated in the center of Naples was finalized for a total of Euros 46.1 million. 

The buildings were purchased by the company Tau, sold on June 29, 2004 to the 

trading company Orione in which Pirelli RE has a qualified minority stake. 



 8

 

• On April 28, 2004, the Pirelli & C. S.p.A.’s Shareholders’ Manual was presented 

at the headquarters of Borsa Italiana. The manual was conceived with the intent 

of keeping readers updated on the corporate governance of the Company: from 

the full adoption of the recommendations contained in the “Self-Regulatory 

Code of listed companies” to the rationalization of the corporate structure which 

transferred all the main activities to one single operating holding company: from 

the adoption of the Code of Ethics to improvements to a rigorous and modern 

Internal Control System and to an environmental management system and 

corporate social responsibility, that are among the most advanced, up to the 

decision to propose a series of amendments to the bylaws to the Shareholders’ 

Meeting in order to further boost the participation of all the shareholders in the 

life of the company.  These amendments include, in particular, the introduction 

of slates for the nomination of the Board of Directors. 

 

• On April 29, 2004, Pirelli & C. S.p.A. subscribed to Eurostazioni S.p.A.’s share 

capital increase for Euros 33.3 million. At the same time, Eurostazioni repaid the 

outstanding loan from the shareholders for Euros 33.4 million. 

 

• On April 30, 2004, Pirelli RE, under a joint venture with Morgan Stanley Real 

Estate Funds (MSREF 67 percent, Pirelli RE 33 percent), concluded the 

purchase of eight commercial buildings located in central and northern Italy for a 

sum of Euros 147.8 million. The buildings have a total space of more than 

150,000 m2 and are leased to a leading large-scale retailer. The deal – concluded 

following a bidding procedure – falls under Pirelli RE’s broader strategy of 

increasing its direct investments in structures used specifically by the retail & 

entertainment sector with the aim of setting up seeded real estate funds 

specialized in these types of buildings.  
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• On May 6, 2004, Alcatel and Pirelli signed an agreement regarding their 

respective submarine telecommunications systems. The agreement calls for 

Alcatel’s purchase of certain activities of Pirelli in this area and the granting of 

certain intellectual property rights to it in the same sector. At the same time, 

Pirelli will purchase a 5 percent equity interest in Alcatel’s submarine 

telecommunications systems business with reciprocal put and call options. The 

deal was concluded on August 26, after obtaining authorization from the Italian 

antitrust authority. 

 

• On June 21, 2004, Generali Properties, Pirelli & C. Real Estate and Lehman 

Brothers purchased a portfolio of 36 properties located throughout Italy (in cities 

such as Turin, Udine, Mantua, Livorno, Lecce and Catania) making up part of 

the assets of the Generali Group, for a sum of Euros 272 million. The transaction 

was concluded through the company Solaris, in which Generali Properties and 

Pirelli Re each have a 40 percent stake and Lehman Brothers holds a 20 percent 

interest. 

 

• June 30, 2004 marked the start of Cloe Fondo Uffici, the first seeded real estate 

mutual fund destined for qualified investors set up and managed by Pirelli RE 

SGR. The Cloe Office Fund consists of 39 service-office buildings with a market 

value of Euros 877.5 million as appraised by the independent valuers of CB 

Richard Ellis. About 70 percent of the buildings are located in centralized or 

semicentralized positions in Milan and Rome with the remaining portfolio 

spread in other major Italian cities.  The duration of the fund is fixed in seven 

years (plus possibly another three to complete the liquidation of the assets). 
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THE GROUP 

 

The highlights of the consolidated financial data of the Group in the first half of 2004 

can be summarized as follows: 

 

(in millions of euros)

1st half  1st half  Year

2004 2003 2003

. Net sales 3,573 3,298 6,671

. Gross operating profit 364 322 628

  % of net sales 10.2% 9.8% 9.4%

. Operating profit 190 142 268

  % of net sales 5.3% 4.3% 4.0%

. Share of earnings (losses) of equity investments 77 (22) (51)

. Operating profit (loss) incl. share of earnings (losses) of equity invest. 267 120 217

. Financial income (expenses) (55) (74) (134)

. Extraordinary items (7) (2) (9)

. Income taxes (74) (65) (70)

. Net Income (loss) 131 (21) 4

  % of net sales 3.7% n.s. 0.1%

. Net income (loss) attributable to Pirelli & C. S.p.A. 112 (36) (39)

. Earnings (loss) per share (in euros) 0.03 (0.01) (0.01)

. Shareholders' equity 3,685 3,799 3,678

. Net equity attributable to Pirelli & C. S.p.A. 3,443 3,499 3,429

. Equity per share (in euros) 0.99 1.01 0.99

. Net financial (liquidity)/debt position 2,047 1,598 1,745

. Capital expenditures 113 119 273

. R&D expenditures 106 104 204

. Employees  (at period-end) 37,120 36,412 36,337

. Factories (number) 77 77 77

. Pirelli & C.  S.p.A. ordinary shares (No. in millions) 3,326.7 3,325.6 3,325.6

. Pirelli & C.  S.p.A. savings shares (No. in millions) 134.8 134.8 134.8

. Total Pirelli & C.  S.p.A. shares outstanding (No. in millions) 3,461.5 3,460.4 3,460.4
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For a more meaningful understanding of the performance of the Group in its various 

activity sectors, the following economic data and the net financial positions are 

provided according to activity sector. 

 

 
(in millions of euros)  

1st half 2004 1st half 2003 1st half 2004 1st half 2003 1st half 2004 1st half 2003 1st half 2004 1st half 2003

. Net sales 1,448          1,312          205             228             1,646 1,509 3,299       3,049       

. Gross operating profit (loss) 94               70               -                 (2) 244 219 338          287          

  % of net sales 6.5% 5.3% 0.0% n.s. 14.8% 14.5% 10.2% 9.4%

. Operating profit (loss) 54               27               (15) (21) 154 129 193          135          

  % of net sales 3.7% 2.1% n.s. n.s. 9.4% 8.5% 5.9% 4.4%

. Share of earnings (losses) of equity investments -                 (1) -                 -                 -            -            -               (1)

. Op. profit (loss) incl. share of earnings (losses) of 
eq. inv. 54 26 (15) (21) 154 129 193 134

. Financial income (expenses) (15) (15) (6) (9) (19) (25) (40) (49)

. Extraordinary items (1) 7 (1) 1 -            10 (2) 18

. Income taxes (14) (9) (1) -                 (51) (39) (66) (48)

. Net income (loss) 24 9 (23) (29) 84 75 85 55

  % of net sales 1.7% 0.7% n.s. n.s. 5.1% 5.0% 2.6% 1.8%

. Net financial (liquidity)/debt position 400              393              305              436              375         570         1,080 1,399

Energy Cables & Systems Telecom Cables & Systems Tyres INDUSTR. AGGREGATE

 
(in millions of euros)  

1st half 2004 1st half 2003 1st half 2004 1st half 2003 1st half 2004 1st half 2003 1st half 2004 1st half 2003

. Net sales 3,299         3,049         291            281            (17) (32) 3,573       3,298       

. Gross operating profit (loss) 338            287            37              37              (11) (2) 364          322          

  % of net sales 10.2% 9.4% -                 -                 -            -            10.2% 9.8%

. Operating profit (loss) 193            135            26              29              (29) * (22) 190          142          

  % of net sales 5.9% 4.4% -                 -                 -            -            5.3% 4.3%

. Share of earnings (losses) of equity invest. -                 (1) 40 24 37 ** (45) 77 (22)

. Op. profit (loss) incl. share of earnings (losses) of 
eq. inv. 193 134 66 53 8 (67) 267 120

. Financial income (expenses) (40) (49) 2 -                 (17) (25) (55) (74)

. Extraordinary items (2) 18 (5) -                 -            (20) (7) (2)

. Income taxes (66) (48) (13) (13) 5 (4) (74) (65)

. Net income (loss) 85 55 50 40 (4) (116) 131 (21)

  % of net sales 2.6% 1.8% -                 -                 3.7% n.s.

. Net financial (liquidity)/debt position 1,080         1,399         44              71 923       128       2,047       1,598       

* of which, goodwill amortization on purchases of Pirelli S.p.A. shares, € 13 million (€ 13 million in 2003)
** accounting for Olimpia S.p.A. using the equity method, net income of € 52 million (loss of € 45 million in 2003)

Industrial Aggregate Pirelli & C. Real Estate Other TOTAL
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. Net sales 

 

Net sales are equal to Euros 3,573 million and recorded an increase of 8.3 percent 

compared to the first half of the prior year (Euros 3,298 million). 

 

Excluding the foreign exchange effect (- 1.6 percent) and the offsetting of metal 

prices in the Energy business (+ 4.8 percent), the effective change is equal to + 5.1 

percent. 

 

The distribution of net sales by sector and geographical area is as follows: 

 

Sector 1st half  2004 1st half  2003 Geographical area 1st half  2004 1st half  2003

Energy Cables and Systems 41% 40% Italy 22.0% 26.4%

Telecom Cables and Systems 6% 7% Other European countries 44.2% 39.2%

Tyres 45% 45% North America 9.5% 9.4%
Central and South America 13.5% 11.9%

Real Estate 8% 8% Australia, Africa and Asia 10.8% 13.1%

 

 

 

. Gross operating profit 

 

Gross operating profit is equal to Euros 364 million (10.2 percent of net sales), 

compared to Euros 322 million in the first half of 2003 (9.8 percent of net sales). 

 

 

. Operating profit 

 
Operating profit stands at Euros 190 million against Euros 142 million in the 

first half of 2003. The percentage of operating profit to net sales is 5.3 percent 

(4.3 percent in the first half of 2003). 
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The aggregate of the industrial activities recorded an operating profit of Euros 

193 million, equal to 5.9 percent of net sales, compared to Euros 135 million in 

the first half of 2003 (4.4 percent of net sales), with an increase of 43 percent. 

The Real Estate Sector shows an operating profit of Euros 26 million, in line 

with the first half of 2003. 

 

Operating profit in the first half of 2003 also comprised the positive impact of 

the settlement of the dispute concluded with Ciena over its use of patents (Euros 

10 million). 

 

The change in operating profit can mainly be attributed to: 

 

(in millions of euros)
Operating profit 1st half 2003 142

. Currency exchange effect (5)

. Prices (excluding metals)/mix (17)

. Volumes 66

. Production factors per unit cost (32)

. Efficiencies 39

. Depreciation 7

. Other (10)

48

Operating profit 1st half 2004 190  

 

 

Share of earnings (losses) of equity investments 

 

The share of the earnings (losses) of equity investments is a positive balance of 

Euros 77 million compared to a negative balance of Euros 22 million in the first 

half 2003. 
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This caption particularly includes Olimpia S.p.A.’s result which, thanks to 

dividends from Telecom Italia S.p.A. received and booked in May 2004, shows 

earnings of Euros 52 million (losses of Euros 45 million in the first half of 

2003), and the results of the companies in the Real Estate Sector which show 

earnings of Euros 40 million (Euros 24 million in the first half of 2003). 

The total also includes the writedown of the investment in F.C. Internazionale 

Milano S.p.A. for Euros 10 million. 

 
 
. Financial income (expenses) 

 
Financial income (expenses) shows an expense balance of Euros 55 million 

compared to Euros 74 million in the corresponding period of 2003. The 

improvement over the prior year is due to both higher dividends collected and 

lower average net debt during the period. 

 
 

. Extraordinary items 

 
Extraordinary items show an expense balance of Euros 7 million compared to an 

expense balance of Euros 2 million in the first six months of 2003. 

 
 

. Net income (loss) 

 
The net result is a net income of Euros 131 million (after income tax expenses of 

Euros 74 million) compared to a net loss of Euros 21 million in the first half of 

2003 (after income tax expenses of Euros 65 million). 

 
The net income attributable to Pirelli & C. S.p.A. for the six months to June 30, 

2004 is Euros 112 million compared to a net loss of Euros 36 million in the first 

six months of 2003. 
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. Shareholders’ equity 

 

The shareholders’ equity attributable to Pirelli & C. S.p.A. at June 30, 2004 is 

Euros 3,443 million (Euros 0.99 per share), an increase compared to Euros 3,429 

million at December 31, 2003 (Euros 0.99 per share). 

 

Total shareholders’ equity went from Euros 3,678 million at December 31, 2003 

to Euros 3,685 million at June 30, 2004.  Such increase is detailed below: 

 

(in millions of euros)  

. Translation adjustments 21 

. Net income for the year 131 

. Dividends to third parties paid by: (132)
  - Pirelli & C. S.p.A (109)
  - Pirelli & C. Real Estate S.p.A. (19)
  - Other Group companies (4)
. Buyback of Pirelli Real Estate treasury shares (10)
. Other changes (3)

7  

 

 

. Net financial position 

 

The net financial position is a net debt position of Euros 2,047 million and an 

increase over Euros 1,745 million at December 31, 2003. This, however, is in 

line with 2004-2006 targets, taking into account the effects connected with the 

distribution of dividends for Euros 132 million, the exercise of the option for the 

purchase of 47 million Telecom Italia shares for Euros 110 million and the 

subscription of Eurostazioni S.p.A.’s capital increase for Euros 33 million. 
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The change in the net financial position of Euros 302 million can be explained 

by the following analysis of cash flows: 

(in millions of euros)

. Operating profit 190

. Depreciation and amortization 174

. Net investments: (169)

- intangible assets and property, plant and equipment (123)

- financial assets (46)

. Change in working capital (88)

. Change in provisions and other (6)

. Free cash flows 101

. Purchase of Telecom Italia shares (110)

. Financial income (expenses) (55)

. Extraordinary items (7)

. Income taxes (74)

. Dividends paid (132)

. Other changes (25)

. Free cash flows from ordinary operations (302)

. Changes in shareholders' equity 1

. Total changes in shareholders' equity 1

. Translation adjustments (1)

. Change in net financial position (302)  

 
 
. Capital expenditures 
 

Capital expenditures total Euros 113 million compared to Euros 119 million in 

the first half of 2003. 

The ratio of capital expenditures to depreciation is 0.84 (0.85 in the first half of 

2003). 
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. R & D expenditures 

 

R&D expenditures borne by the Group and completely expensed in the statement 

of income went from Euros 104 million in the first half of 2003 (3.4 percent as a 

percentage of industrial aggregate net sales) to Euros 106 million in the first half 

of 2004 (3.2 percent as a percentage of industrial aggregate net sales). 

 

 

. Employees 

 

Headcount of employees at June 30, 2004 is 37,120, compared to 36,337 at 

December 31, 2003, an increase of 783. The change is due to an increase of 988 

employees with temporary contracts (of which 642 are in the Tyres Sector, 293 

in the Energy Cables and Systems Sector and 53 in the Telecom Cables and 

Systems Sector) and a decrease of 205 employees with permanent contracts. 

 

 

. Factories 

 

The number of plant facilities remains unchanged compared to December 31, 

2003. 
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Related party disclosure 

 

With reference to the disclosure required by Consob Communication No. 97001574 

dated February 20, 1997 and No. 98015375 dated February 27, 1998 in respect of 

transactions by Group companies with related parties, a statement is made to the 

effect that all transactions, including those between the parent company and its 

subsidiaries, and those among subsidiaries, fall under the ordinary operations of the 

Group, are carried out at arm’s length, and there are no transactions of an unusual 

and exceptional nature or constituting a potential conflict of interest. 

The effects deriving from transactions between Pirelli & C. S.p.A. and its 

subsidiaries are disclosed in the financial statements of the parent company and, as 

with intragroup transactions among subsidiaries, are eliminated upon the preparation 

of the consolidated financial statements.  

Furthermore, in order to provide complete disclosure, the transactions between the 

Pirelli & C. S.p.A. Group and the Telecom Italia S.p.A. Group in the first six months 

of 2004 are described below. These transactions fall within ordinary operations, are 

carried out at arm’s length and there are no transactions of an unusual and 

exceptional nature or constituting a potential conflict of interests: 

 

• revenues for goods and services, relating to the supply of telecommunications 

cables and services rendered by Pirelli & C. S.p.A., Shared Service Center S.c.r.l. 

and Pirelli & C. Real Estate S.p.A. (Euros 110 million); 

 

• costs for goods and services, mainly relating to telephone and computer services 

and the supply of electrical energy (Euros 22 million); 

 

• trade receivables, relating to the supply of the goods and services described 

above (Euros 73 million); 

 

• trade payables, relating to telephone and computer services and the supply of 

electrical energy described above (Euros 26 million). 
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Significant events subsequent to the end of the first half 

 
• On July 8, 2004, the 84,060,667 Pirelli & C. S.p.A. ordinary shares and the 

63,045,500 warrants 2003-2006 on Pirelli & C. S.p.A. ordinary shares, which 

had been contributed to the shareholders voting trust, were sold prorata by 

Rizzoli Corriere della Sera MediaGroup S.p.A. to the other participants in the 

Pirelli & C. Voting Trust (except for Sinpar S.p.A. which did not exercise the 

right to purchase its share of the stock).  The per share price, equal – in 

accordance with the clauses of the agreement – to the average market price 

recorded over the last three months, was Euros 0.825 per share and Euros 0.090 

per warrant. 

 
• On July 9, 2004, Pirelli & C. purchased 7,413,341 RCSMediaGroup S.p.A. 

shares placed on sale by Gemina S.p.A., equal to 1.01 percent of the share 

capital, for a total equivalent amount of approx. Euros 33 million. Following this 

transaction, Pirelli & C. holds 2.92 percent of RCSMediaGroup ordinary share 

capital, which is entirely pledged to the Shareholders’ Agreement. The average 

per share price of the RCSMediaGroup shares in Pirelli & C.’s portfolio is equal 

to Euros 2.74. 

 
• On July 14, 2004, Pirelli sold its 50 percent investment (which was not a 

controlling interest) in Afcab Holdings, the sole shareholder of the South African 

manufacturer of power cables, African Cables Limited, to the parent company 

Reunert Limited for a sum of African rands 165.75 million (about Euros 22 

million), realizing a gain of Euros 7 million. 

Afcab Holdings had initially been a joint venture between Siemens and Reunert, 

a South African electronics group. Pirelli had taken over the investment in 1998 

as part of the acquisition of the activities of Siemens in the power cables sector. 

Pirelli decided to sell its share in the company, in which it did exercise control, 

preferring to focus on more strategic markets. 

The deal will be finalized once approval is obtained from the relevant 

authorities. 



 20

 

• On July 23, 2004, Spazio Industriale 2, a joint venture between Pirelli RE (25 

percent) and Soros Real Estate Investors (75 percent), signed a preliminary 

agreement for the purchase of 26 formerly-owned Enel properties from Excelsia 

Otto (the company controlled by the DB Real Estate Global Opportunities fund, 

managed by Deutsche Bank and by CDC-IXIS), for the sum of approx. Euros 93 

million. 

 

• On July 28, 2004, Pirelli & C. S.p.A. successfully concluded the placement of 

3,400,000 Pirelli & C. Real Estate S.p.A. shares (equal to 8.37 percent of share 

capital) with Italian and foreign institutional investors. 

Deutsche Bank AG London, in charge of the placement, informed Pirelli & C. 

S.p.A. that the demand for Pirelli & C. Real Estate shares far exceeded supply 

and that the placement price was equal to Euros 27.25 per share. 

The gross gain realized by the Group in the consolidated financial statements 

amounts to more than Euros 56 million; the transaction was settled on August 3, 

2004. 

 

• On September 2, 2004, the Ministry of Economy and Finance notified Pirelli 

Real Estate SGR that it will be appointed to manage of one of the three 

portfolios in the investment fund in public properties for non-residential use that 

the Ministry will shortly set up and with an estimated market value of between 

Euros 3.5 and 4 billion. 
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Outlook for the current year 

 

 

The results achieved in the first half of the year enable the Group to confirm its 

expectations for a significant improvement in results for the full-year 2004 in all 

sectors at both the operating profit and net income levels, barring outside factors of 

an extraordinary nature which are not predicable at this time. 

The net financial position will be in line with the targets set out in the 2004-2006 

plan. 

 

In particular, with reference to industrial activities, the growth in profitability 

witnessed in the first half should continue for the Energy Cables and Systems Sector 

in the second half. The Tyres Sector should carry on its positive trend, allowing for 

the seasonal impact. In the Telecom Cables and Systems Sector, pressure over prices 

should remain for cables and fibers while the growth of broadband on fiber and 

copper (ADSL) should allow for a further gain in the sales of access solutions. 

 

As regards real estate operations, it is reasonable to expect, for 2004, a growth in 

operating profit including the share of earnings (losses) of equity investments 

compared to the prior year in line with the three-year plan. 
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ENERGY CABLES AND SYSTEMS SECTOR 

 

The consolidated figures for the Energy Cables and Systems Sector in the first half 

ending June 30, 2004 can be summarized as follows: 

 

(in millions of euros)

1st half  1st half  Year
2004 2003 2003

. Net sales 1,448 1,312 2,637

. Gross operating profit 94 70 169

  % of net sales 6.5% 5.3% 6.4%

. Operating profit 54 27 83

  % of net sales 3.7% 2.1% 3.1%

. Financial income (expenses) (15) (16) (23)

. Extraordinary items (1) 7 (5)

. Income taxes (14) (9) (16)

. Net income 24 9 39

  % of net sales 1.7% 0.7% 1.5%

. Net financial (liquidity)/debt position 400 393 354

. Capital expenditures 22 25 68

. R&D expenditures 17 16 33

. Employees (at period-end) 10,882 11,119 10,746

. Factories (number) 48 * 48 48

* four of these are shared with the Telecom Cables and Systems Sector  

 

Net sales in the first half ending June 30, 2004 amount to Euros 1,448 million, with 

an increase of 10.4 percent compared to the same period of the prior year. 
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On a comparable basis (excluding the effects of foreign exchange and metal prices) 

the effective change in net sales is 0.1 percent, which can be analyzed as follows: 

 

. Volumes + 1.4%

. Prices/mix - 1.3%

Change on a comparable basis + 0.1%

. Currency exchange effect - 1.3%

. Metal prices + 11.6%

Total change - 10.4%
 

 

 

Operating profit in the first half ending June 30, 2004 is Euros 54 million compared 

to Euros 27 million in the first half of 2003. 

Operating profit is equal to 3.7 percent of net sales and compares to 2.1 percent in the 

same period of the prior year. 

 
The change in operating profit is due to the following:  

 

(in millions of euros)
Operating profit 1st half 2003 27

. Currency exchange effect (1)

. Prices (excluding metals)/mix (3)

. Volumes 17

. Production factors per unit cost (6)

. Efficiencies 14

. Depreciation 3

. Other 3

27

Operating profit 1st half 2004 54
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Net income in the first half of 2004 is Euros 24 million after financial expenses of 

Euros 15 million, extraordinary expenses of Euros 1 million and income tax expenses 

of Euros 14 million. 

 
 
The net financial position is a net debt position of Euros 400 million compared to 

Euros 354 million at December 31, 2003 and Euros 393 million at June 30, 2003. 

 
 
Headcount of employees at June 30, 2004 is 10,882, with an increase of 136 

compared to December 31, 2003 (excluding employees with temporary contracts, 

there is a decrease of 157). 

 

 

BUSINESS PERFORMANCE 

 
Net sales remained much the same (+0.1 percent) compared to the prior year, on a 

comparable basis. 

 
The increase in sales in Europe (13 percent) was almost entirely attributable to the 

marked rise in the price of metals. Net of the impact of this factor, growth was 

equivalent to 0.9 percent. 

 
The increase in sales (+9 percent) in North America was mainly due to higher 

volumes, both on the domestic and intercompany markets. The positive change due 

to the increase in the prices of metals was offset by the negative mix and prices, but, 

more particularly, by the foreign exchange effect. 

 
Sales in South America increased by 30 percent compared to the prior year, thanks to 

higher volumes and prices. However, approximately half the increase in sales can be 

attributed to the growing increase of the price of metals. 
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The Asia Pacific area (Australia, Indonesia and China) posted a negative sales trend, 

with a reduction of 16 percent compared to the prior year, due to a sharp contraction 

of orders. 

 

In terms of products, there was an improvement in the mix offered to the market, 

with growth in the Industrial Market area and an improvement in volumes in the 

General Market area, which posted an increase in sales, excluding the impact of the 

prices of metals, of approx. 6 percent, compared to the prior year.  

 

Activities in Energy Submarine Systems were significant and focused on the 

development of the Basslink project (a 400-kV transmission system between 

Australia and Tasmania). In particular, work centered on the production of the second 

length (100 km) of the paper and extruded submarine power cables for the project, 

and the installation of the first length (100 km). Overall, the contract is worth approx. 

Euros 185 million and includes the manufacture and installation of 300 km, 

respectively, of paper, extruded and telecommunications cables. 

During the same period, work began on the Spain-Morocco II project, a contract 

acquired in a consortium with Nexans Norvegia, which involves the supply and 

installation of a 400-kV interconnection system between Spain and Morocco. As far 

as Pirelli is concerned, the project means the production of 2 submarine power cables 

for a total length of 57 km, an optical cable and installation activities, which will be 

conducted during 2005 by the cable-laying vessel “Giulio Verne”. The total value of 

the contract for Pirelli is Euros 60 million. 
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R&D activities 

 

In the field of energy, the main activities were as follows: 
 
• Development of an innovative cable based on Air-BagTM technology and 

adapted for use in I/S OGP (Oil, Gas and Petrochemical) applications and in 

general for use in chemically aggressive environments (AirguardTM ). 

• Development of special Airguard-type products. 

• Extension of Air-BagTM light technology to products for the General Market. 

• Development of protection systems based on Air-BagTM technology combined 

with metallic protection systems (Wìre bag, Tape bag). 

• Joint development with CORECOM (the Milan Politecnico University) of an 

optical instrument for the distributed acquisition of temperature - New DTS. 

Completion of the monitoring and operating system for the Real Time Thermal 

Rating system for the line of Barajas Airport outside Madrid (RTTR-Barajas). 

• Writing, jointly with GRTN, of a development manual for undergrounding 

power lines using insulated cables. The manual will be used by the Energy 

Authority as a benchmark for developing the national transmission network. 

• Development and optimization of a 2,500 mm2 Milliken enameled copper-wire 

conductor. 

• Design of a magnetic screening system with special steel ribbons wound round a 

tripolar cable and protected by a layer of Air-Bag. 

• R&D of Roundflat systems for Industrial&Specials. 

• R&D of lead-less cable systems for terrestrial and submarine applications. 
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Outlook for the current year 

 

The increase in profitability recorded in the first half is expected to continue into the 

second half of 2004. In the meantime, plans are going forward for the restructuring 

and industrial efficiency programs already in place and for the initiatives to improve 

the commercial portfolio. 
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TELECOM CABLES AND SYSTEMS SECTOR 

 

The consolidated figures for the Telecom Cables and Systems Sector in the first half 

ending June 30, 2004 can be summarized as follows: 

 

1st half  1st half  Year
2004 2003 2003

. Net sales 205 228 427

. Gross operating loss - (2) (1)

  % of net sales 0.0% n.s. n.s.

. Operating loss (15) (21) (39)

  % of net sales n.s. n.s. n.s.

. Financial income (expenses) (6) (9) (20)

. Extraordinary items (1) 1 4

. Income taxes (1) - (1)

. Net loss (23) (29) (56)

  % of net sales n.s. n.s. n.s.

. Net financial (liquidity)/debt position 305 436 302

. Capital expenditures 14 11 22

. R&D expenditures 16 18 34

. Employees (at period-end) 2,094 2,308 2,218

. Factories (number) 11 * 11 11

* four of these are shared with the Energy Cables and Systems Sector

(in millions of euros)

 

 

 

Net sales in the first six months ending June 30, 2004 amount to Euros 205 million, 

with a reduction of about 10 percent compared to the same period of the prior year. 

The Telecom Systems business grew with net sales in the first half of 2004 equal to 

the net sales for the entire year 2003 (approx. Euros 28 million). 



 29

The change in net sales is the result of the following:  

 

. Volumes + 2.0%

. Prices/Mix - 10.5%

Change on a comparable basis - 8.5%-

. Currency exchange effect - 1.6%

Total change - 10.1%
 

 

 

The operating loss in the first six months ending June 30, 2004 is Euros 15 million 

compared to an operating loss of Euros 21 million in the first half of the prior year. 

The positive contribution by volumes, accompanied by continuing actions to reduce 

costs have more than compensated the negative price/mix variance. 

The result in the first half referring to submarine activities, sold following the 

agreement signed with Alcatel, was a loss of Euros 7 million.  

 

The change in the operating loss is due to the following: 

 

(in millions of euros)
Operating loss 1st half 2003 (21)

. Currency exchange 

. Prices (excluding metals)/mix (25)

. Volumes 7

. Production factors per unit cost 5

. Efficiencies 13

. Depreciation 4

. Other 2

6

Operating loss 1st half 2004 (15)
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The net result in the first half of 2004 is a loss of Euros 23 million after financial 

expenses of Euros 6 million, extraordinary expenses of Euros 1 million and income 

tax expenses of Euros 1 million. 

 

 

The net financial position is a net debt position of Euros 305 million compared to 

Euros 302 million at December 31, 2003 and Euros 436 million at June 30, 2003. 

 

 

Headcount of employees at June 30, 2004 is 2,094, with a reduction of 124 compared 

to December 31, 2003 (excluding employees with temporary contracts, the decrease 

is 177). 
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BUSINESS PERFORMANCE 

 

During the first half of 2004, both the optical and copper cables markets continued to 

be affected by the negative economic situation. Total sales during the first six months 

of 2004 held fairly steady compared to the first half of 2003. On the one hand, this 

reflects the continuing pressure on prices, but also suggests a slight increase in 

volumes. However, there were some positive signs.  

Although, on the one hand, North America was again affected by the sharp 

contraction in prices, it is also true that there was a certain growth in volumes. 

Instead, in Europe, there was considerable movement in the market of copper cables 

for ADSL, which led to increased investments on the part of traditional telephone 

operating companies. 

 

On a global scale, however, the reduction in the sales volumes of optical cables and 

the consequent deterioration of the mix were most intensely felt in Europe. 

Conversely, South America and Australia reported a certain stability in sales, linked 

especially to investments in copper cables, which partially offset the reduction in 

sales of optical cables. 

 

Demand for optical fibers was also affected by the trend in the demand for 

telecommunications cables, resulting in a reduction of volumes and prices. 

 

In contrast, the development of activities in new areas of business (Broad Band 

Access) continued, effectively doubling the sales reached during the same period of 

the prior year. This was partly accomplished by repositioning the activities of the 

sector. 
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The introduction of products for Internet access (Gateways) during the first half of 

2004 reached significant volumes, particularly in the case of Telecom Italia (TI) and 

Fastweb (FW): 

- ADSL routers for Telecom Italia 

- gateways with both ADSL and fiber VOIP for residential Fastweb users. 

 

The sales volumes reported during the first half of 2004, in terms of sales, are 

equivalent to those reached during the whole of the prior year. This suggests positive 

prospects for the end of the year, which should enjoy a considerable rise in sales 

volumes as a natural consequence of the efforts made in R&D in this field, in recent 

years. 

 

 

R&D activities 
 

• In the field of optical fibers 

 

During the first half of 2004, R&D activities in the sphere of optical fibers focused 

on the development of products associated with the BBA (Broad Band Access) 

distribution network, particularly FTTx (Fiber to the curb, home, etc.) and 

“Metropolitan Area”. 

 

One example of the research activities is a product which is able to support “Triple 

Play” (Voice, Cable TV and Internet) distribution. Because of a gain of more than 

3dB on the threshold of a non-linear phenomenon called Stimulated Brillouin 

Scattering (SBS), this product is also particularly suitable for transmitting analog 

signals. As a result, it is also suitable for the transmission of analog TV via cable. 

At its current stage of development, this product has passed the basic feasibility 

phase. 
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In the field of cables 

 

- Development of a range of double jacket microsheath cables with a fiber count of 

up to 144 fibers, which are particularly resistant to tensile stresses, compression and 

water propagation, for the France Telecom national optical network. 

 

- Development of compact single jacket microsheath cables for the Dutch access 

network, with a fiber count of between 2 and 48 fibers and a diameter of between 2 

and 6 mm. 

 

- Development and supply of multi-loose tube cables with a fiber count of 12 - 24 - 

36 - 84 fibers for the German Deutsche Telecom optical network. 

 

- The industrialization and mass production continued of different versions of 48-

fiber OPGWs having a central plastic tube inside an aluminum sheath, thanks to 

their small diameter and their competitive cost, have made it possible for various 

countries around the world to build high-voltage overhead power lines. 

 

- Development and supply of 12-fiber "Breakout" type cables for interiors of 

buildings for the British market. 

 

- Development of a new 6-fiber optical cable for antenna feeders to connect the 

actual antenna to the “base station" which is connected in turn to the optical network. 

The new cables are required to replace the old, heavy coaxial cables (which have 

high attenuation values) in the mobile network with the new generation of optical 

cables. Thanks to their low level of attenuation, the new cables will provide an 

economical way of reducing the number and improving the position of expensive 

base stations, which can thus be installed at considerable distances from base station 

transmitter antennas. 
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- Development and supply of a new type of 24-fiber aerial cable for installation on  

ground wires or phase conductors of high-voltage overhead power lines by means of 

multiple lashing. The supply includes the installation system and equipment, which 

were also developed by Pirelli. 

 

 

 

Outlook for the current year 

 

Despite the fact that the telecommunications sector shows no obvious signs of a 

recovery, there are some markets on which the Group is focusing with the aim of 

overcoming this negative economic period. In particular, there is still fierce 

competition in terms of prices on the fibers market. This is having a negative impact 

on the associated cables market, especially because of the persisting lack of large-

scale investments in infrastructures on the part of public and private enterprise. On 

the other hand, the Access Network market is showing high development potential 

which our company hopes to exploit by acquiring contracts and orders in Italy and 

abroad. 

As for the prospects of the sector over the coming months, there is still expected to 

be a certain amount of pressure on prices also accompanied by interesting 

developments regarding volumes in certain geographical areas (particularly North 

America). In the field of access products, the high level of implementation of 

broadband service using fiber and copper cables (ADSL) on the part of the leading 

telecommunications companies (within and outside Europe) suggests that there are 

still considerable opportunities in terms of volumes, albeit in the presence of growing 

competition in terms of prices. 
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TYRES SECTOR 

 

The consolidated figures for the Tyres Sector in the first half ending June 30, 2004 

can be summarized as follows: 

 

(in millions of euros)

1st half  1st half  Year
2004 2003 2003

. Net sales 1,646 1,509 2,970

. Gross operating profit 244 219 399

  % of net sales 14.8% 14.5% 13.4%

. Operating profit 154 129 220

  % of net sales 9.4% 8.5% 7.4%

. Financial income (expenses) (19) (25) (45)

. Extraordinary items - 10 (1)

. Income taxes (51) (39) (45)

. Net income 84 75 129

  % of net sales 5.1% 5.0% 4.3%

. Net financial (liquidity)/debt position 375 570 317

. Capital expenditures 72 79 173

. R&D expenditures 64 61 123

. Employees (at period-end) 21,150 20,532 20,437

. Factories (number) 22 22 22

 

 

 

Net sales in the first six months of 2004 are Euros 1,646 million, with an increase of 

9.1 percent compared to the corresponding period of the prior year. Net of the foreign 

exchange effect, the actual variation is an increase of 11.1 percent. 
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The change in net sales can be attributed to: 

. Volumes + 9.3%

. Prices/mix + 1.8%

Change on a comparable basis + 11.1%-

. Currency exchange effect - 2.0%

Total change + 9.1%

 

 

Operating profit in the first six months of 2004 is Euros 154 million, an 

improvement of more than 19 percent compared to the same period of the prior year, 

representing 9.4 percent of net sales, compared to Euros 129 million and 8.5 percent 

of net sales in the first half of 2003. 

 

The change in operating profit can be summarized as follows:  

 

(in millions of euros)
Operating profit 1st half 2003 129

. Currency exchange effect (4)

. Prices/mix 11

. Volumes 42

. Production factors per unit cost (26)

. Efficiencies 10

. Depreciation (1)

. Other (7)

25

Operating profit 1st half 2004 154
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Net income is Euros 84 million (after financial expenses of Euros 19 million and 

income tax expenses of Euros 51 million) and compares to Euros 75 million (after 

financial expenses of Euros 25 million, extraordinary income of 10 million and 

income tax expenses of Euros 39 million) in the first half of 2003. 

 

 

The net financial position is a net debt position of Euros 375 million compared to 

Euros 317 million at December 31, 2003 and Euros 570 million at June 30, 2003. 

The negative change is mainly due to the payment of dividends to Pirelli & C. S.p.A. 

for Euros 85 million. 

 

 

Headcount of employees at June 30, 2004 is 21,150, including 2,347 with temporary 

contracts (20,437 employees at December 31, 2003 including 1,705 with temporary 

contracts). 

Compared to December 31, 2003, management and staff decreased by 39 persons 

consequent to the continuation of rationalization projects and activities involving the 

workforce and increased by 110 blue-collar workers to meet production 

requirements. 

The number of employees under temporary contracts shows an increase of 642, with 

the main purpose being to meet seasonal peaks in production operations, particularly 

with reference to Turkey, Venezuela and Germany. 
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CONSUMER MARKETS 

 
Car tyres 

 
During the first half of 2004, the European automobile market reported a positive  

trend, both in terms of vehicle registrations (+3.7 percent) and production (+1.3 

percent), compared to the first half of 2003 in Western Europe. 

Italy is in line with the trend while the United Kingdom is slightly below. There 

was marked growth in Spain, and a slight contraction in France and Germany. The 

tyres market also reported increases in both the original equipment and replacement 

channels. 

The Turkish market continued to show strong growth, both in terms of the vehicle 

market and the tyres market. 

Despite the recovery of automobile production and, hence, the demand for Original 

Equipment, the demand for Replacements in the first half of 2004 was positive in 

the passenger car/light truck segment, with an increase of 6 percent compared to the 

prior year. 

With regard to the United States, there was an increase in passenger car registrations 

(+2.1 percent during the first five months of the year). 

In Latin America, on the one hand, there was a considerable increase in vehicle 

registrations, while, on the other, there was a further rise in car production destined 

for export. In the tyres market, in Brazil, there were positive results deriving from 

both the demand for Replacements and Original Equipment. In Argentina, after the 

negative results reported in 2002, the tyres market continues to report increases in all 

segments of demand. 

In Asia, the dynamic expansion of the vehicle sector continued, with different rates 

of growth depending on the market sector. 

The growth of business, in markets where there was an increasing level of 

competitiveness, reported a positive gain in volumes and sales revenues compared to 

the first half of 2003. This increase was principally sustained by trends which were 

significantly higher than the average of the markets in the Export areas, particularly 
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the Middle East and Asia, Latin America and North America, while the markets in 

Europe remained steady. 

There was considerable growth in sales in North America as forecast and according 

to previously announced plans. 

In particular, there was an appreciable gain in volumes and sales for Pirelli’s top 

lines, both in the passenger car and SUV sectors, like the P Zero Nero and the P 

Zero Rosso, the Scorpion Zero and the Scorpion Zero Asimmetrico. A very 

positive start was seen for sales of Winter tyres in May and June, with growth rates 

which were considerably higher than in the same period of the prior year. 

 
During the first half of 2004, intensive efforts were made to innovate and focus on 

new high-performance products based on distinctive technologies: MIRS (Modular 

Integrated Robotized System) for tyre production and CCM (Continuous Compound 

Mixing) for the production of new compounds. 

Rome was the venue for presentation of the new updated range of UHP tyres. The 

new range, called Planet Zero, includes the PZero Corsa System, a tyre with 

directional and asymmetric tread design, continuing the trend of leadership in 

technological innovation already presented by Pirelli in 1994 with the PZero System. 

The new range has a high level of performance and safety which derive partly from 

the experience accumulated by Pirelli in its racing activities. In addition, the new 

range includes the Scorpion Zero Asimmetrico with sizes of more than 20”, 

destined for equipping the more powerful SUVs. 

To demonstrate Pirelli’s leadership in the UHP segment in terms of technology and 

performance, the P Zero Nero also won the test organized by the specialist German 

magazine “Auto Motor und Sport”, achieving performance of a level that far 

surpassed the best products of the competition. 

At the end of June, Tierra del Fuego was the setting for the presentation of the latest 

in the range of UHP Planet Zero tyres, the Winter Sottozero, a 19” tyre equipped with 

a combined directional/asymmetric tread pattern. The new tyre guarantees the highest 

levels of performance, in maximum safety and comfort, whether on snow, ice, or 

damp or wet asphalt and demonstrates the excellent results achieved by research and 
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development by using top-notch technologies such as nanocomposites for 

compounds. 

 
The homologation portfolio continues to expand. This time, it was again the turn of 

the best-seller PZero Rosso (with homologations obtained for Alfa Romeo, Audi, 

Daimler Chrysler, Ferrari, Maserati, Peugeot, Saab and Volkswagen), the P7 (Alfa 

Romeo, Ford, Opel), the P6 (Daimler Chrysler, Fiat, Lancia), the Eufori@ (BMW) 

and the Scorpion STR (Alfa Romeo). 

In the United States, manufacturers again acknowledged the performance of the P6 

Four Seasons, the product designed expressly for the U.S. market. Numerous new 

homologations were obtained for models manufactured by Ford and GM. 

At the Detroit Motor Show and the Geneva International Motor Show, Pirelli 

recorded a record number of visitors to its stands. At the American show, the P6 

Four Seasons, the P Zero Rosso, the P Zero Nero, the P Zero Corsa and the 

Scorpion Zero were only some of the tyres fitted on the prestigious models on show. 

In Geneva, Pirelli reported a record number of tyres fitted with its tyres, a 

phenomenon which has been steadily increasing in recent years with all the European 

vehicle manufacturers. 

The racing season again yielded excellent results during the first half of 2004. On 

average, the Subaru Impreza WRC fitted with Pirelli tyres, which had won the Pilot’s 

Title with Petter Solberg in 2003, continues to be the fastest car in the World 

Championships circuit, especially on dirt roads which are always positive for the P 

Zero dirt-road range. So far, Pirelli tyres have won two championships, in New 

Zealand and Greece, again with Solberg at the wheel, ending the first part of the 

World Championships in second place. However, the Norwegian driver could also 

have won in Mexico, Cyprus, Turkey and Argentina, where he was consistently in the 

lead before technical problems ensued. 

In Racing, Pirelli won three of the six races of the FIA GT Championship held from 

the beginning of the season until June, again with the Saleen S7 which was almost 

always in the lead in the qualifying rounds and also on grounds of pure performance. 

The Ferrari 575 also performed well and was always close behind the winners, as was 

the Ferrari 360, competing against the most powerful Porsches in Group N. 
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In September, the Maserati MC12 will make its debut on the race track. This new 

brainchild for the FIA GT Championship will race exclusively with Pirelli tyres.  

 

Motorcycle tyres 

 

During the first half of 2004, sales of motorcycles and scooters reported a positive 

trend both in volumes and value. These results were achieved in a replacements 

market where good growth was reported in the Pacific area and in North and South 

America, whereas, in Europe, growth was moderate but higher than the average of 

the market. The countries with the highest growth rates were in Southern Europe  

and the United States. In this scenario, there was an improvement in the market 

share both in the radial and conventional motorcycle tyre segment and in the scooter 

segment. The demand for original equipment was positive for motorcycles and 

scooters with large and medium-size engines, whereas it contracted in the case of 

scooters with small engines. The most significant homologations obtained during the 

period were for the Honda CBR 1000 RR and the Triumph Rocket III 2300 cc. 

Racing activities once again saw Pirelli at the top in numerous national 

championships by mid-season and in the World Cross MX1 Championship. 

Excellent results were achieved in association with Pirelli’s new role as Official 

Tyre Supplier of the  World Superbike and Supersport Championships. From the 

point of view of technological innovation, various homologations were obtained with 

the racing tyre Pirelli Diablo Corsa based on MIRS technology. At Valencia, the 

new Supersport Metzeler Racetec using MIRS technology was launched, with 

three different compounds for participants in the national championships or for those 

who want to equip a racing bike and also race on tracks. Sales of the new Metzeler 

Roadtec Z6, launched at the start of last year were excellent. The new tyre has 

already been awarded first place in various comparative tests in the touring radial 

segment. 
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INDUSTRIAL MARKET 

 

Truck tyres 

 

Overall, markets expanded both in Europe and in general in the Mediterranean 

Basin, and in Latin America. Market growth was evident in both the replacement 

and original equipment channels. 

As a result of this overall expansion, sales in Europe reported volumes and market 

share in line with those of the prior year. In particular: 

• Turkey: improved volumes and market share; 

• Egypt: volumes and market share substantially in line with the prior year; 

• Latin America: increased volumes and market share; 

• Rest of the World: significantly increased volumes and market share; 

 

In April, the new Pirelli FH85 Amaranto, a product deriving from MIRS experience, 

was launched in Naples. The logical progression of the revolutionary new automated 

MIRS production process, first developed to produce runflat tyres, then extended to 

manufacture radial motorcycle tyres, is now its application to commercial vehicle 

truck tyres. 

The Pirelli FH85 Amaranto constitutes a perfect fusion of the qualities which, today, 

are required for high-performance tyres for luxury coaches and heavy vehicles driven 

over long distances: economy of use, structural uniformity, simple-to-drive, structural 

and acoustic comfort and safety in all kinds of driving conditions. 

 

Steelcord tyres 

 

During the first half of 2004, the world Steelcord market reported an increase of 

more than 8 percent, driven principally by emerging markets such as China, Eastern 

Europe and South America. 

Within this general scenario, Steelcord tyres closed the first half of 2004 with an 

increase in sales that was in line with the growth of the market. 



 43

 

At the beginning of 2004, there was a marked increase in the prices of steel and, 

consequently, in the prices of steel cords. In the third quarter, the growth trend 

continues. The increases in the cost of the raw material have led to a higher sales 

price for the finished product. 

From the industrial point of view, the two factories in Turkey ad Brazil have 

expanded their production capacity and reported improved performance compared to 

the first half of 2003, thanks to the increase in production volumes. 

 

 

 

Outlook for the current year 

 

In the second half of the year, the expansion phase is expected to continue, despite 

the possibility of a slight slowdown in the U.S.A. and Western Europe. The brilliant 

performance reported in Asia and particularly in China and Japan is expected to 

continue, while growth is expected to be confirmed in Brazil and Argentina. This 

forecast is based on the assumption that development will continue without 

interruptions of consumption or investment and amid a continuous expansion of 

world trade. 

However, risks associated with the rise in the price of oil, higher interest rates and 

currency fluctuations, with particular reference to the U.S. dollar and some of the 

Asian currencies, must also be taken into account. The European Union is finding it 

difficult to take decisive action to improve the level of competitiveness of the whole 

system and create far-reaching synergies between member states. 

In this context, the Tyres Sector is expected to improve its results in the second half 

of the year, compared to those in the second half of 2003, despite the fact that, 

historically, second-half results tend to be not as good as those of the first half. 
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REAL ESTATE SECTOR 

 

The first half recorded strong growth that was perfectly in line with the targets set in 

three-year plan 2004-2006. 

Net income attributable is equal to Euros 50.5 million compared to Euros 40.3 

million in 2003, with an increase of 25 percent. 

 
 
Economic review 

 
 

In view of the Group’s business model, the aggregate production value, net of 

acquisitions, and the operating profit including the share of earnings (losses) of 

equity investments are the most important indicators that express the business 

volumes managed and the trend in results at the operating level. 

 

(in millions of euros)
1st half 2004 1st half 2003

Aggregate production value, net of acquisitions 910.7 693.0 31%

- of which, net of acquisitions 234.7 244.9
Operating profit including the share of earnings 
(losses) of equity investments 66.2 53.3 24%

Income before extraordinary items 68.5 53.2

Net income - attributable 50.5 40.3 25%

Consolidated production value 257.8 282.2
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Aggregate production value, net of acquisitions, amounts to Euros 910.7 million with 

a growth of 31 percent compared to Euros 693.0 million in the first half of 2003. 

Consolidated production value alone in the first half of 2004 is Euros 257.8 million, 

compared to Euros 282.2 million in the first half of 2003. The decrease, in keeping 

with the Group’s business model, is due to the growing impact of initiatives in 

minority-owned investments rather than consolidated investments. 

 

Operating profit (loss) including the share of earnings (losses) of equity investments 

is a profit of Euros 66.2 million in the first half of 2004, compared to Euros 53.3 

million in the first half of 2003, a growth of 24 percent.  

 

Attributable net income is Euros 50.5 million, compared to Euros 40.3 million in the 

first half of 2003, with an increase of 25 percent. 
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Balance sheet and financial review 

 

 

 
(in millions of euros) 6/30/2004 12/31/2003 6/30/2003

Fixed assets 359.6 313.4 252.9
of which, investments in real estate funds and 
investment companies 187.7 149.7 118.2

Net working capital 143.4 162.3 234.5

of which, inventories 270.3 325.0 362.5

Net invested capital 503.0 475.7 487.4

Shareholders' equity 422.9 424.8 360.2

of which, minority interest 5.0 3.2 0.4

Provisions 36.5 41.7 55.8
Net financial (liquidity)/debt position 43.6 9.2 71.4
Financed 503.0 475.7 487.4  
 

 

 

Attributable shareholders’ equity at June 30, 2004 is Euros 417.9 million compared 

to Euros 421.6 million at the end of 2003. The reduction is mainly due to the 

difference between dividends paid (Euros 53.8 million) and the net income for the 

period (Euros 50.5 million). 

 

The net financial position shows a net debt position of Euros 43.6 million at June 30, 

2004, an improvement of Euros 27.8 million compared to Euro 71.4 million at June 

30, 2003 (Euros 9.2 million at the end of 2003). 

The adjusted net financial position (expressed gross of the financing made to 

minority-owned companies) is a net debt position of Euros 278.5 million compared 

to Euros 249.3 million at June 30, 2003 (a net debt position of Euros 223.7 million at 

the end of 2003). 
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The gearing ratio is 0.66 compared to 0.53 at December 31, 2003 and 0.69 at June 

30, 2003, reflecting the targets set in the three-year plan. 

 

Fixed assets total Euros 359.6 million at June 30, 2004, compared to Euros 313.4 

million at the end of 2003, with a growth of Euros 46.2 million, of which Euros 21.5 

million refers to the purchase of 2 percent of the shares of Tecla Fondo Uffici and 5 

percent of the shares of Cloe Fondo Uffici by Pirelli RE SGR. 

 

Net working capital is equal to Euros 143.4 million, compared to Euros 162.3 million 

at the end of 2003. The decrease can be attributable to the reduction in inventories 

following the sale of properties finalized during this first half. 

 

 

Outlook for the current year 

 

On the basis of available information, a growth in operating profit, including the 

share of earnings of equity investments, can reasonably be expected for 2004, in line 

with the three-year plan. 

 

 

For additional information on the performance of the real estate group, please refer to 

the report drawn up by Pirelli & C. Real Estate S.p.A.. 
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PIRELLI & C. AMBIENTE S.P.A. 

 

Pirelli & C. Ambiente S.p.A. reported a loss of Euros 1.3 million in the first half 

ending June 30, 2004 compared to a loss of Euros 1 million in the first six months of 

2003 and a loss of Euros 2.1 million for the year ending December 31, 2003. 

 

During the first half, the company continued its activities in the field of renewable 

energy sources through the production of a quality fuel derived from waste (CDR-P), 

for the start of renewable energy development through the replacement of primary 

fossil fuels, and in the sector of environmental redevelopment. 

 

As for renewable energy development, double shifts started working in May at the 

affiliate company, I.D.E.A. Granda S.c.r.l., to produce CDR-P. This made it possible 

to reach the anticipated level of potential production capacity. 

 

As for environmental redevelopment, the purchase of the business at the end of last 

year allowed Pirelli & C. Ambiente to start operations during the first half in the 

sector of environmental reclamation, especially by promoting such activities outside 

the captive perimeter of the group.  
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PROFORMA DATA 

 

Proforma consolidated financial data assuming the line-by-line consolidation of 

Olimpia S.p.A. and the use of the equity method to value the investment in 

Telecom Italia S.p.A.. 

 

Proforma consolidated financial data at June 30, 2004 of Pirelli & C. S.p.A. is  

presented below, assuming the consolidation line-by-line of Olimpia S.p.A. and the 

use of the equity method to value the investment in Telecom Italia S.p.A.. 

 

Proforma adjustments

  (in millions of euros)

Consolidated 
financial 

statements 
6/30/2004 Pirelli 
& C. S.p.A. (1)

Elimination of 
Olimpia S.p.A net 
result attributable 

to Pirelli & C. 
S.p.A. (50.4%)

Olimpia S.p.A. 
line-by-line 

consolidation

Adjustments to 
Olimpia financial 
statements to take 
into account the 

valuation made by 
Pirelli when the 
merger surplus 
was allocated

Consolidation 
adjustments and 

valuation of 
investment in 
Telecom Italia 

S.p.A. using the 
equity method

Total proforma 
adjustments

Proforma 
consolidated 
financial data 

6/30/2004 Pirelli 
& C. S.p.A. (2)

  Condensed statement of income

   - Net sales 3,573   -   -   -   -   -   3,573   

   - Operating profit 190   -   -   -   -   -   190   
   - Financial income (expenses)/ valuation
     adjustments to financial assets 22   (53)   106   -   (235)   (182)   (160)   

   - Extraordinary items (7)   -   -   -   -   -   (7)   

   - Income taxes (74)   -   -   -   -   -   (74)   

   - Net income (loss) 131   (53)   106   -   (235)   (182)   (51)   

   - Net income (loss) - Pirelli & C. S.p.A. 112   (53)   53   -   (119)   (119)   (7)   

   - Goodwill amortization effect 1   -   -   -   169   169   170   

   - Net income (excl. goodwill amortization) 132   (53)   106   -   (66)   (13)   119   
   - Net income - Pirelli & C. S.p.A.
     (excl. goodwill amortization) 113   (53)   53   -   (34)   (34)   79   

  Reclassified balance sheet

   - Fixed assets 6,059   (53)   9,561   (1,245)   (5,479)   2,784   8,843   

   - Net working capital 688   -   39   -   -   39   727   

   - Total net invested capital 6,747   (53)   9,600   (1,245)   (5,479)   2,823   9,570   

   - Financed by:

      - Shareholders' equity 3,685   (53)   6,430   (1,245)   (5,479)   (347)   3,338   
          - of which shareholders' equity - 
             Pirelli & C. S.p.A. 3,443   (53)   3,241   (627)   (4,024)   (1,463)   1,980   

      - Provisions 1,015   -   -   -   -   -   1,015   

      - Net financial (liquidity)/debt position 2,047   -   3,170   -   -   3,170   5,217   

   (1) Pirelli & C. S.p.A. consolidated financial statements (investment in Olimpia S.p.A. accounted for using the equity method) 
   (2) proforma data (line-by-line consolidation of Olimpia S.p.A. and equity method valuation of Telecom Italia S.p.A.)
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The proforma consolidated financial data has been prepared using the statutory 

financial statements of Olimpia S.p.A. at June 30, 2004 and the consolidated 

financial statements of the Telecom Italia S.p.A. Group at the same date. 

 

The principal proforma adjustments included in the above table are as follows: 

 

• in the column “Elimination of Olimpia S.p.A. net result attributable to Pirelli & 

C. S.p.A. (50.4%)”: elimination of the statement of income and balance sheet 

effects of valuing Olimpia S.p.A. with the equity method in the Pirelli & C. 

S.p.A. consolidated financial statements at June 30, 2004; 

 

• in the column “Olimpia S.p.A. line-by-line consolidation”: inclusion of the 

assets, liabilities, revenues and costs resulting from the financial statements for 

the six months ended June 30, 2004 of Olimpia S.p.A., attributing the share of 

net equity and results of operations to the minority interest; 

 

• in the column “Adjustments to Olimpia financial statements to take into account 

the valuation made by Pirelli when the merger surplus was allocated” the amount 

of Euros 1,245 million derives from the effect of the allocation of the merger 

surplus of Pirelli & C S.p.A. in 2003 which was booked as a deduction of the 

goodwill posted by Olimpia on the investment in Telecom Italia S.p.A.; 

 

• in the column “Consolidation adjustments and valuation of investment in 

Telecom Italia S.p.A. using the equity method”: inclusion of the effect of 

accounting for Telecom Italia S.p.A. using the equity method, giving rise to a 

negative valuation adjustment of Euros 235 million, of which Euros 97 million 

relates to the amortization of implicit goodwill for six months out of a total 

twenty-year period, Euros 44 million to Olimpia S.p.A.’s share of the first-half 

2004 net income of the Telecom Italia Group and Euros 182 million to the 

reversal of Telecom Italia S.p.A. dividends collected by Olimpia. 
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In order to represent the diluting effect of Euros 2,250 million deriving from the 

reduction of Olimpia S.p.A.’s percentage holding in Telecom Italia S.p.A. following 

the merger of Olivetti S.p.A. and Telecom Italia S.p.A., from 28.5 percent at 

December 31, 2002 to 7.4 percent (referring to the total of capital issued) at 

December 31, 2003, the amount was directly deducted from shareholders’ equity. 

 

The “goodwill amortization effect” on the net result is detailed as follows: 

 

• in the column “Consolidated financial statements at June 30, 2004 Pirelli & C. 

S.p.A.”, the amount of Euros 1 million refers to the amortization charge for the six 

months on the goodwill booked by Pirelli & C. S.p.A. in respect of Olimpia 

S.p.A.; 

 

• in the column “Consolidation adjustments and valuation of investment in Telecom 

Italia S.p.A. using the equity method”, the amount of Euros 169 million includes 

Euros 97 million for the goodwill booked by Olimpia S.p.A. in respect of Telecom 

Italia S.p.A. and Euros 72 million for the original goodwill booked by Olivetti 

S.p.A. in 1999 in respect of Telecom Italia S.p.A.. 
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A comparison of shareholders’ equity and net debt between the consolidated 

financial statements of Pirelli & C. S.p.A. and the proforma consolidated financial 

data of Pirelli & C. S.p.A. at June 30, 2004 and June 30, 2003 is presented below, 

assuming: 

 

• the line-by-line consolidation of Olimpia S.p.A. and the valuation of the 

investment in Telecom Italia S.p.A. using the equity method; 

 

• the line-by-line consolidation of both Olimpia S.p.A. and the Telecom Italia 

Group. 

 

(in millions of euros)

6/30/2004 12/31/2003 6/30/2004 12/31/2003 6/30/2004 12/31/2003 06/30/2004 12/31/2003

Pirelli & C. S.p.A. Group: consolidated financial 
statements 3,685 3,678 2,047 1,745 0.56 0.47 3,443 3,429 

Pirelli & C. S.p.A. Group: proforma consolidated 
data with Olimpia S.p.A. consolidated line-by-line 
and Telecom Italia S.p.A. valued using the equity 
method 3,338 3,524 5,217 5,023 1.56 1.43 1,980 2,089 

Pirelli & C. S.p.A. Group: proforma consolidated 
data with Olimpia S.p.A. and Telecom Group 
consolidated line-by-line 20,319 22,362 38,434 38,369 1.89 1.72 1,980 2,089 

Shareholders' equity Net debt
Net debt/Shareholders' 

equity
Shareholders' equity - 

Pirelli & C. S.p.A.
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PIRELLI & C. S.p.A. - SUMMARY DATA 

 
 

The statement of income is summarized as follows: 

 
 

(in millions of euros)

  STATEMENT OF INCOME 1st half 2004 1st half 2003 12/31/2003

  Financial income (expenses) (25.6) (27.2) (46.5) 

  Investment income 1.2 4.4 261.4 

  Valuation adjustments to financial assets (19.8)             - (56.5) 

  Other operating income (expenses) (11.6) (3.3) (19.1) 

  Income (loss) before extraordinary items and income taxes (55.8) (26.1) 139.3 

  Extraordinary items 1.1 (18.3) (20.6) 

  Income taxes             - 0.5 19.1 

  Net income (loss) (54.7) (43.9) 137.8 

  

 

 

The first half of 2004 ends with a loss of Euros 54.7 million compared to a loss of 

Euros 43.9 million in the first half of 2003. 

 

 

The increase in the loss of Euros 10.8 million compared to the corresponding period 

of the prior year is principally due to the result before extraordinary items and income 

taxes (which went from a loss of Euros 26.1 million to a loss of Euros 55.8 million), 

offset by an improvement in extraordinary items as a result of the absence of the 

costs relating to the merger of Pirelli S.p.A. and Pirelli & C. Luxembourg S.p.A. that 

had been incurred in the first half of 2003. 
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The deterioration in the loss before extraordinary items and income taxes is mainly 

due to investment writedowns of Euros 19.8 million made during the first half of 

2004, lower investment income from Group companies of Euros 3.5 million 

compared to the corresponding period of the prior year, a lower operating result by 

Euros 8.3 million due to the posting in the first half of 2003 of income on the 

settlement of the dispute concluded with Ciena over its use of patents (Euros 10 

million) and in part compensated by an improvement in financial income (expenses), 

net, of (Euros 1.6 million). 

 

(in millions of euros)

  BALANCE SHEET 6/30/2004 12/31/2003 6/30/2003

  Intangible assets 11.3 12.3 14.4 

  Property, plant and equipment 56.0 56.4 57.0 

  Financial assets 4,683.9 4,657.7 4,247.1 

  Net working capital 60.2 196.6 18.4 

4,811.4 4,923.0 4,336.9 

  Shareholders' equity 3,192.4 3,355.1 3,173.4 

  Provisions 353.4 354.2 419.7 

  Net financial position 1,265.6 1,213.7 743.8

4,811.4 4,923.0 4,336.9 

 

 

 

The changes in the balance sheet can be summarized as follows: 

 

• financial assets increased by Euros 26.2 million due to investments for increases 

in share capital of Eurostazioni S.p.A. (Euros 33.3 million), F.C. Internazionale 

Milano S.p.A. (Euros 11.7 million) and Eurofly Service S.p.A. (Euros 1.3 

million). 
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Such increase was partly offset by valuation adjustments made to certain 

investments: F.C. Internazionale Milano S.p.A. (Euros 10 million), Eurofly 

Service S.p.A. (Euros 2.5 million), Pirelli & C. Ambiente S.p.A. (Euros 1.3 

million), G.I.M Generale Industrie Metallurgiche S.p.A. (Euros 3.1 million), 

S.M.I. Società Metallurgica Italiana S.p.A. (Euros 1.6 million) and Trefin S.r.l. 

(Euros 1.3 million). 

 

 

• net working capital decreased by Euros 136.4 million principally due to the 

collection of dividends relating to the year 2003 for Euros 131.5 million and the 

sale of receivables from the tax authorities to Group companies for Euros 7.7 

million. 

 

 

• the decrease in shareholders’ equity compared to the prior year is detailed in the 

following table: 

 

(in millions of euros)
Shareholders' equity at 12/31/2003 3,355.1 

Dividends paid (108.6)
Warrants 2003-2006 exercised 0.6 
Net loss (54.7)
Total changes (162.7)

Shareholders' equity at 6/30/2004 3,192.4  
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• net debt went from Euros 1,213.7 million at December 31, 2003 to Euros 1,265.6 

million at June 30, 2004. The change in net debt of Euros 51.9 million is detailed 

in the following table:  

 

(in millions of euros)

Operating loss (11.6) 
Investment income (expenses) (49.5) 
Other changes 9.6  

Free cash flows (51.5) 

Financial income (expenses) (25.6) 
Dividend collected 132.7  
Dividends paid (108.6) 
Sundry changes 1.1  
Total change (51.9)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Board of Directors 

Milan, September 9, 2004 


