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MANAGEMENT’S REPORT

Perfor mance of the Group

Economic adtivity in the first quarter was affected once again by the difficulties and the
climate of uncertainty which continued to dominate the world scenario. More specificdly, in
the Telecommunications Cables and Systems sector, volumes remained very low, putting
further pressure on manufacturers to reduce prices; in the Energy Cables and Systems
sector the weekness in demand from Utilities persisted, especialy in Europein the Low and
Medium Voltage segments; furthermore, the strong pressure on distribution prices in the
Generd Market continued. In the Tyres sector, the market of the Replacements channd
reported an increase in Europe and a contraction in North America, whereas the Origina
Equipment market remained steady in the passenger car segment and reported an increase
in the truck segment.

In this context, the Rirdli Sp.A. group reported an increase in the operating profit
compared to the same period of the prior year and the last quarter of 2002; there was an
increase both in absolute value and as a percentage of net sales.

The improvement reflects the continued growth of profitability in the Tyres sector and the
benefits redized as a result of timely reorganization measures implemented especidly in the
Energy and Telecommunications Cables and Systems sectors, which more than offset the
difficulties being encountered on the main reference markets, and the increase in per unit
costs.

Net income, before the consolidation of Olimpiais again postive.

The net debt position rose due to seasond factors affecting working capitd, epecidly in
the Tyres sector; the increase, however, is lower than that of the first quarter of 2002 and
was affected by the impact of restructuring expenses on cash for about Euros 52 million

Asfor the red edtate sector (Pirdli & C. Red Estate group), the first quarter ending March
31, 2003 shows a consolidated net income from real estate operations attributable to the



parent company of Euras 20.0 million compared to Euros 15.9 million in the corresponding
period of 2002, with a growth of 2 percent. In the corresponding period of 2002, the
consolidated net income including other components, largely connected with the sale of the

last portion of securities from the ex-Unim portfolio, was equa to Euros 56.0 million.

The parent company, Pirdli & C.

The net result of the parent company, Firdli & C., for the first quarter ending March 31,
2003 is a net income of Euros 0.9 million, in line with Euras 0.6 million reported in the first
quarter of 2002.

Major eventsin thefirst quarter

On March 10, 2003, in accordance with the agreements reached by the two groups in
March 1998, BZ Group exercised the second sdes option relating to 2.5 percent of Pirelli
Sp.A. ordinary shares with voting rights, a a price caculated - in compliance with the
agreements - a the average price listed for the shares in the 90 trading sessions prior to the
date the option is exercised, for a totd amount of some Euros 43 million (equd to a price
per share of Euros 0.90).

Following the above, Prdli & C. A.p.A. holds directly and indirectly, a tota of
800,191,375 Pirdli Sp.A. ordinary shares, equa to 41.7 percent of share capita with
voting rights, a an average carrying vaue of Euros 2.03.



On March 11, 2003, the Board of Managing Partners of Firdli & C. and the Board of
Directors of Pirdli Sp.A. voted on a project amed a the smplification and strengthening
of the corporate structure through a series of transactions of an extraordinary nature.

In particular:

The Board of Managing Partners of Ardli & C. voted: to trandform the legd entity from a
limited partnership (Societa in Accomandita per Azioni) to a corporation (Societa per

Azioni) and consequently adopt new by-laws, to change the name from Pirdli & C. A p.A.
to Pirdli & C. Sp.A.; to immediaey increase share cgpitd by a maximum amount of

Euros 1,014 million through the issue of ordinary shares cum warrants for a future increase
of share cgpitd for a further Euros 254 million; to merge Pirdli & C. Luxembourg and
Rirdli Sp.A. by incorporationin Pirdli & C. ApA..

The Board of Directors of Pirdli Sp.A. voted the merger by incorporation of Pirdli Sp.A.
inPArdli & C. ApA..

After the trandformation of Pirdli & C. A.p.A. to Pirdli & C. Sp.A., the Rrdli & C.
A.p.A. ordinary and savings shareholders will have the right to withdraw within the terms
and according to the conditions established by law. The shareholders who withdraw may
not recelve dividends nor are they entitled to the option rights granted with the capitd

increase.

During the first quarter, Pirdli Sp.A. purchased 9,384,518 ordinary shares on the market
at an average price per share of Euros 0.73.

After these purchases, Pirdli Sp.A. holds 172,648,217 ordinary shares equa to 9 percent
of voting share capitdl.



The Group

The consolidated figures for the first quarter ending March 31, 2003 are asfollows:.

(in millions of euros)

1st Quarter 1st Quarter 2002
2003 2002

Net sales 1.572 1.747 6.718
Gross operating profit 153 149 523
% of net sales 9,7% 8,5% 7,8%
Operating profit 61 44 118
% of net sales 3% 2,5% 1,8%
Share of earnings (losses) of equity investments (11) (19) (175)
Operating profit (loss) including share of earnings (losses) of equity investments 50 25 (57)
Financial income (expenses) (36) (39) (178)
Extraordinary items €] 48 (83)
Income (loss) before income taxes 6 34 (318)
Income taxes (33) 33 (87)
Net income (loss) (27) 1 (405)
% of net sales n.s.
Net income (loss) attributable to Pirelli & C. (15) 21 (58)
Earnings (10ss) per share (in euros) (0,02) 0,03 (0,09)
Shareholders' equity 4.467 5.407 4.626
Net equity attributable to Pirelli & C. 1.922 2.129 1.933
Equity per share (in euros) 2,94 3,39 2,96
Net financia (liquidity)/debt position 2.302 2.294 2.050
R& D expenditures 50 59 219
Employees (at period-end) 35.767 39.058 37.350
Pirelli & C. ordinary shares (No. in millions) 618,3 618,3 618,3
Pirelli & C. savings shares (No. in millions) 34,4 34,4 34,4
Total Pirelli & C. shares (No. in millions) 652,7 652,7 652,7
Treasury shares (No. in millions) 2,6 2,6 2,6




Net sales

Net salesfor the first quarter of 2003 amount to Euros 1,572 million, with a decrease of 10
percent compared to the same period of the prior year. Excluding the foreign exchange
effect (-8.3 percent), the metas prices in the Energy business ¢1.5 percent) and the
change in the scope of consolidation due to the sde of the Enameled Wires business (-1.4
percent), net sales show an increase of 1.2 percent.

Contributing to net sdes are the indudtrial sector (Pirelli Sp.A. group) for Euros 1,449
million (Euros 1,688 million in the first three months of 2002), with a decrease of 14.2
percent, and the red edtate sector (Pirelli & C. Real Edate group) for Euros 127 million
(Euros 63 million in the first three months of 2002), with an increase of 101 percent.

As far as the red estate sector is concerned, it should be borne in mind that net sdes are
not a dgnificant indicator of the group’s operations since its activities are primarily
deve oped through the acquisition of qualified minority stakes in companies which own redl
estate properties that are managed by the sector.

A better expression of the red estate sector’'s business volume, therefore, is aggregate
production vaue (the sum of revenues and the change in inventories), which aso includes
the component generated by the minority-owned investments. Such aggregate production
vaue, net of acquigtions, for the first quarter ending March 31, 2003 is Euros 356 million
(compared to Euros 206 million in the first three months of 2002).

Gross oper ating profit

Gross operating profit amounts to Euros 153 million (9.7 percent of net sales) compared to
Euros 149 million for the firgt three months of 2002 (8.5 percent of net sales).



Oper ating profit

Operating profit in the first quarter of 2003 is Euros 61 million (representing 3.9 percent of
net sales) compared to Euros 44 million for the three months ending March 31, 2002.
Contributing to the operating profit of Euros 61 million are the indudtria sector (Pirdli
Sp.A. group) with Euros 59 million (Euros 42 million for the firgt three months of 2002)
and the real edtate sector (Pirdli & C. Red Edtate Sp.A. group) with Euros 11 million
(Euros 12 million for the firgt three months of 2002).

Operating profit in the first quarter of 2003 comprises the impact of the settlement with
Ciena relating to the dispute over the use of patents by the latter, for Euros 10 million and,
in the firg quarter of 2002, included the insurance compensation for the damages to the
Battipagliafactory of Fibre Ottiche Sud for Euros 6 million.

Shar e of earnings (losses) of equity investments

The share of the earnings (loses) of equity investments shows a loss of Euros 11 million,
compared to Euras 19 million in the first three months of 2002, and includes the effect of
the share of the result of the companies accounted for using the equity method.

In particular, the caption includes the effect of Pirdli Sp.A.’s share of Olimpia Sp.A.’s
losses of Euras 25 million, while the share of the earnings of the companiesin the red edtate
sector (Firdli & C. Red Edate group) totas Euros 14 million, net of income taxes,

(compared to Euros 7 million in the firgt three months of 2002).



Operating profit (loss) including shar e of earnings (losses) of equity investments

The operating profit including the share of earnings (losses) of equity invesments totas
Euros 50 million compared to Euros 25 million in the first three months of 2002.
Contributing to this result are the Rirdli Sp.A. group with an operating profit of Euros 34
million (operating profit of Euros 15 million in the firgt three months of 2002) and the red
edtate sector (Pirelli & C. Red Estate goup) for Euros 25 million (Euros 20 million for the
three months ended March 31, 2002).

Excluding the share of losses of Olimpia, the operating profit would be Euras 75 million.

Financial income (expenses)

Financial income (expenses) shows an expense kalance of Euros 36 million compared to

Euros 39 million in the same period of 2002.

Extraordinary items

Extraordinary items show an expense baance of Euros 8 million in the first quarter of 2003,

compared to an income baance of Euros 48 million in the same period of the prior yesar.

Net income (loss)

The net result for the firgt quarter ending March 31, 2003 is a net loss of Euros 27 million
compared to a net income of Euras 1 million in the corresponding period of the prior year.
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Excluding the impect of Olimpia s result for the first quarter of 2003, the result would be a
net income of Euros 6 million.

The net loss attributable to Firdli & C. for the three months ended March 31, 2003 is
Euros 15 million (corresponding to Euros 0.02 per share) compared to a net income of
Euros 21 million in the firgt three months of 2002 (Euros 0.03 per share).

Shareholders' equity

Shareholders equity went from Euros 4,626 million at December 31, 2002 to Euros 4,467

million at March 31, 2003, with a decrease of Euros 159 million.

The change in shareholders equity can be summarized as follows:

(in millions of euros)

. Trandlation adjustments (21)
. Net loss for the period 27
. Purchase of Pirelli S.p.A. shares (Pirelli & C.) (43)
. Purchase of Pirelli & C. Real Estate S.p.A. treasury shares )
. Purchase of Pirelli S.p.A. treasury shares @)
. Goodwill on above purchases (66)
. Other changes 10

(159)

The shareholders equity attributable to the parent company went from Euros 1,933 million
at December 31, 2002 to Euros 1,922 million at March 31, 2003, with a decrease of

Euros 11 million.

The related equity per share went from Euros 2.96 at December 31, 2002 to Euros 2.94.
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Net financial position

The net debt position at March 31, 2003 of Euros 2,302 million isbasicaly in line with that
a March 31, 2002 (Euros 2,294 million) and compares to Euros 2,050 million at
December 31, 2002.

The change, compared to December 31, 2002, can be ascribed to seasona factors which
caused an increase in working capital and disbursements relating to accruas made in 2002
for reorganization programs, as well as the purchase of Rrdli Sp.A. shares from the BZ

Group for Euros 43 million.

R& D expenditures

The Group's priority commitment to research and technologicad innovation is agan
reconfirmed in the first quarter of 2003 with expenditures sustained of Euros 50 million, and
representing 3.2 percent of net sales.

Employees

Employees number 35,767 at March 31, 2003 compared to 37,050 at December 31,
2002, with areduction of 1,283.



Related party disclosure

According to Consob Communications No. 97001574 of February 20, 1997 and No.
98015375 of February 27, 1998 which ded with related party transactions among Group
companies, the effects of such transactions on the balance sheet and statement of income of
the consolidated financid statements a March 31, 2003 are presented in the following
table. All the transactions, including those between the parent company and its subsdiaries
and among the subsidiaries, fal within the ordinary operations of the Group, are governed
by market terms, and there are no transactions of an unusua and exceptiona nature, or
condtituting a potentia conflict of interest.

The effects deriving from the transactions between Pirdli & C. and its subsdiaries are
disclosad in the financid statements of the parent company and in the notes, and ana ogous
to transactions among subsdiaries, are eiminated upon the preparation of the consolidated
financid Satements.

Furthermore, in order to provide more complete information, the transactions in the firg
quarter of 2003 between the Pirdli & C. and the Olivetti Telecom group are described
below. These transactions fal within the ordinary operations of the Group, are carried out
a am'’s length and there are no transactions of an unusua and exceptiona nature, or
condituting a potentia conflict of interests:
revenues for goods and services, reaing manly to the supply of
telecommunications cables (Euros 18.4 million);
costs for goods and services, relaing mainly to telephone and computer services and
the supply of dectricity (Euros 8.5 million);
trade receivables, reating to the supply of the goods and services described above
(Euros 22.6 million);
trade payables, rdating to telephone and computer services and the supply of
electricity described above (Euros 7.5 million);
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Outlook for the current year

In a market scenario that continues to be dogged by factors of uncertainty, the results
achieved in the first quarter dlow us to confirm, to date, our objective for the current year
of achieving an increase in the operating profit of the Energy Cables and Systems and Tyres
sectors and reaching a breskeven in the last quarter in the Telecom Cables and Systems
Ssector.

The red edtate sector, based on available information, can reasonably expect to achieve a
higher operating profit in 2003, including the share of the results of its holdings, compared

to the prior year.
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PERFORMANCE OF THE MAJOR SUBSIDIARIES

PIRELLI Sp.A. GROUP

The key consolidated figures for the first quarter ending March 31, 2003 are presented as

follows,

- net salesfor the first quarter of 2003 amount to Euros 1,449 million, with a decrease of
14.2 percent compared to the prior year. Excluding the foreign exchange effect (-8.6
percent), the equdization of metas in the Energy business (1.6 percent) and the
change in the scope of consolidation due to the sale of the Enameled Wires business (-
1.5 percent), the effective change is equd to -2.5 percent and this was essentidly
caused by lower volumes in the Energy and Tdecom Cables and Systems Sectors,
while net sdles increased in the Tyres Sector.

- gross operating profit isequa to Euros 141 million (9.7 percent of net sales) compared

to Euros 137 million in the first quarter of 2002 (8.1 percent of net sales).

- operating profit in the first quarter of 2003 is Euros 59 million, representing 4.1 percent
of net sdes compared to Euros 42 million in the corresponding period of 2002 (2.5
percent of net sales). The negative impact due to the market trend and exchange rates
are more than compensated by the results of the restructuring measures taken by the
Group, which brought gross efficiencies totding Euros 57 million in the first quarter,
Euros 33 million of which are for the gross reduction in labor codts.

- Hnancid income (expenses) shows an expense balance of Euros 37 million compared

to Euros 35 million in the corresponding period of the prior year.

- the share of the earnings (losses) of equity invesmentsisaloss of Euros 25 million due

to the share of the result of Olimpia Sp.A., accounted for using the equity method.
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- etreordinary items show an income badance of Euros 8 million and principaly

comprise the gain on the sale of properties by the Energy Cables and Systems Sector
to companiesin the Firdli & C. group.

- the net reault for the first quarter ending March 31, 2003 is a net loss of Euros 22
million (after income tax expenses of Euros 27 million) compared to a net loss of Euros
39 million in the firg three months of 2002 (after income tax expenses of Euros 19
million). Excluding the impact of Olimpia s result for the first quarter of 2003, the result

would be anet income of Euros 3 million.

- shareholders equity went from Euros 4,576 million a December 31, 2002 to Euros

4,526 million a March 31, 2003 due mainly to the loss for the first quarter (Euros 22
million) and the negative exchange effect (Euros 38 million).

- the net debt postion at March 31, 2003 is Euros 1,646 million compared to Euros
1,469 million at December 31, 2002.

- employees number 34,608 at March 31, 2003, with areduction of 1,471 compared to
December 31, 2002.

Enerqy Cables and Systems Sector

Net sdes for the first quarter of 2003 are Euros 623 million, with a decrease of 21.7
percent compared to the corresponding period of the prior year. This decreaseis reduced
to 6.9 percent if sales are considered net of the effects of foreign exchange, metas prices
and the change in the scope of consolidation as a result of the sde of the Enameled Wires

business.

Operating profit is Euros 8 million (1.3 percent of net sdes) compared to Euros 1 millionin
the first three months of 2002 (0.1 percent of net sales).
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The net reault for the firgt three months of 2003 is a net income of Euros 2 million, after
financid expenses of Euros 9 million, net extraordinary income of Euros 8 million and

income tax expenses of Euros 5 million.

The net debt position is Euros 418 million compared to Euros 373 million a December 31,
2002.
Employees number 11,282, with areduction of 1,197 compared to December 31, 2002.

Teecommunications Cables and Systems Sector

Net salesfor the first quarter of 2003 are Euros 89 million, posting a sharp reduction from
the same period of the prior year (-46 percent) due to the foreign exchange effect (-4.6
percent), volumes (-22.2 percent) and prices (-26.2 percent).
Sdes volumes declined sharply in Europe and North America due to the persstent
contraction of investments by telephone operating companies.

The operating result for the first quarter of 2003 is aloss of Euros 17 million, compared to

aloss of Euros 2 million in the first quarter of the prior yeer.

The net result for the firgt three months of 2003 is a net loss of Euros 21 million (after
financid expenses of Euros 5 million and extraordinary income of Euros 1 million).

The net financia pogition is a debt position of Euros 465 million compared to Euros 431
million a December 31, 2002. The change is mainly due to operaing requirements during
the period.

Employees number 2,348 & March 31, 2003, with a further reduction of 198 compared
to December 31, 2002.
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Tyres Sector

Net salesfor the first quarter of 2003 are Euros 741 million, with a decrease of 2.2 percent
compared to the same period of the prior year. Excluding the foreign exchange effect, there
was an increase in sales of 10.8 percent. The negative foreign exchange effect due both to
the weakness of the U.S. dollar againgt the euro and the loss of vaue of the main currencies

of South Americaand Egypt is particularly high compared to the first quarter of 2002.

Operating profit for the first quarter of 2003 is Euros 65 million compared to Euros 54
million for the corresponding period of the prior year. The percentage of operating profit to
net salesis 8.8 percent, compared to 7.1 percent in the first quarter of 2002.

Net incomeis Euros 32 million in the first quarter of 2003 (after financid expenses of Euros
14 million and income tax expenses of Euros 19 million) compared to Euros 23 million in
the firgt three months of 2002 (after financia expenses of Euras 19 million and income tax
expenses of Euros 12 million).

The net financia pogtion is a debt position of Euros 595 million compared to Euros 492
million a December 31, 2002. Theincrease from December 31, 2002 is principaly due to
the operating requirements of the period.

Employees number 20,144 at March 31, 2003, including 1,532 employees with temporary
contracts. Compared to December 31, 2002, the number of permanent senior executives
and daff as well as the number of permanent blue-collars are lower as a result of the

rationdization of the workforce.
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PIRELLI & C. REAL ESTATE SP.A.

Frdli & C. Red Edate is a management company which invests in red estate primarily by
participating with minority stakes in qudified initiatives and taking over their management
(Asset Management activities) and dso providing them and third-party clients with a wide
range of property services (Service Provider activities).

Major eventsin thefirst quarter

A new series of important transactions was carried out by the RPirdli & C. Red Edate
group during the period which are listed below.

The group continued to purchase mainly resdentiad property portfolios, finalizing deeds
of purchase for nine buildings located in Milan and Naples for a totd of Euros 77.0
million, in addition to the Euros 41.7 million of properties located in Naples and
purchased through the company Geolidro. Preliminary purchase contracts were signed
during the period for Euros 33.9 million; the final deeds of purchase are expected to be
findlized shortly.

In February, the group filed an application, with other partners, in order to be admitted
to the bidding arranged by the state properties agency for taking an administrative and
technical consensus of state property.

Agan in February, Pirdli & C. Red Egtate won, with other partners, the bid for the

management and revison of computer services for Public Education. The contract will
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be vdid for five years and renewable for another two and is worth about Euros 200
million. Facility management will be provided by Pirdli & C. Red Edtate.

On March 3, the group, jointly with the Goldman Sachs and Morgan Stanley Funds,
presented a non-binding offer in the ENEL group’s bid to sdll End Red Edtate Sp.A.,
which comprises a portfolio of over 1,300 buildings mainly for office and industrid use
located throughout the nationd territory and the dedicated staff for the management of
the same buildings. The group passed the first sdlection stage and has been admitted to
the next gage which required the formulation of a second non-binding offer that was
presented on April 14.

In March, Pirdli & C. Red Edtate sold the Deka real estate fund group four prestigious
buildings located in the center of Milan, mainly destined for office use, with an overal
space of more than 30,000 nf. The properties were part of the portfolio purchased
from RAS in 2002. The ded is worth some Euros 130 million, with a gross capita gain
of about Euros 20 million, of which Euros 6.6 million are atributable to Pirdlli & C. Red
Estate.

At the end of March, MSMC Immobiliare Due, a company in which Pirdli & C. Red
Edate indirectly has a 25 percent stake (the remaining 75 percent interest is owned by
companies in the Morgan Stanley Real Estate Fund group), sold the 50% investment in
the share capita of Prime Properties Sir.l. to Aedes S.p.A., which dready owned the
other 50 percent interest. Prime Properties is a company which owns a portfolio of
properties worth about Euros 150 million located in Milan and Rome. The sde was for
an amount of Euros 25 million. This generated a gross statutory gain of some Euros 7.7

million, of which Euros 2 million are atributable to Pirdli & C. Red Edate

Also & the end of March, AIDA and MSMC Immobiliare 4, companiesin which Rirdli
& C. Redl Egtate indirectly has, respectively, a 33 percent stake and a 25 percent stake
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(the remaining 67 percent and 75 percent stakes, respectively, are owned by companies
in the Morgan Stanley Red Edtate Fund group) sold two buildings used for offices to
private investors. The one located in the center of Naples was part of the portfolio
purchased from RAS and the other was from the ex-Toro Assicurazioni portfolio and is
located in Turin. The total amount of the sale was goprox. Euras 25 million, with again
of Euras 7 million, of which Euros 2 million are attributable to Pirdli & C. Red Edtate.

On March 31, Firdli & C. Real Estate and The Peabody Fund (joint venture between
O’ Connor Capital Partners and JP MorganChase) reached an agreement for the
development of two new initiativesin the retall & entertainment segment. In keegping with
the group’s cusomary business modd, Pirdli & C. Red Edate, which will hold a
qudified minority stake in the investment (equa to 25 percent), will act as the manager
through assat management activities and provide specidist services. The understanding
between Pirdli & C. Red Edate and the Peabody fund refer to initiatives for
entertainment centers, on which Firdli & C. Red Edae has aready arted
congruction, in Milan (Bicocca Ares) and Turin (Moncalieri), for a total investment of

approx. Euros 200 million.
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Economic review

(in millions of euros) 1st Quarter | 1st Quarter
2003 2002
Aggregate production value, net of acquisitions 355,7 205,9
Production value 131,9 100,6
Operating profit including share of earnings (losses) of equity investments 24,7 19,5
Income before extraordinary items 25,0 18,9
Net income from real estate operations— attributable 20,0 15,9
Other components (*) 0,0 40,1
Net income - attributable 20,0 56,0

(*) Mainly arising from the sale of securities from the ex-Unim portfolio.

In the description of the economic and financid highlights thet follows, it is important to
remember that Pirdli & C. Red Edae is a management company which invests in red
edate primarily by participating with minority stakes in qudified initiatives and completely
taking over their management. Therefore, Aggregate production vaue net of acquidtions
and the Operating profit (Ioss) including the share of earnings (losses) of equity investments
are the most sgnificant indicators to give a better expresson of the business volumes

managed and the trend in results at the operating levdl.

Aggregate production value, net of acquigtions, amounts to Euros 355.7 million, with a

growth of 73 percent compared to Euros 205.9 million in the first quarter of 2002. Such
amount, including acquisitions, is equa to Euros 504.6 million compared to Euros 677.1
million in the first quarter of 2002. Consolidated production value aone for the first quarter
ending March 31, 2003 is Euros 131.9 million, compared to Euros 100.6 million in the first
quarter of 2002.



The operating profit (loss) including share d earnings (losses) of equity invesmentsis a

profit of Euras 24.7 million, compared to Euros 19.5 million in the first quarter of 2002
(+27 percent). This amount includes the share of the earnings, net of income taxes, of
companies accounted for using the equity method, for Euros 13.9 million.

The attributable consolidated net income from red estate operations is Euros 20.0 million,
compared to Euros 15.9 million in the first quarter of 2002, with a growth of 26 percent. In
the corresponding period of 2002, the consolidated net income including other
components, largely connected with the sde of the last portion of securities from the ex-

Unim portfolio, was equd to Euros 56.0 million.

Balance sheet review

(in millions of euros) March 31, 2003 December 31, 2002
Fixed assets 2541 218,8
including investments accounted for using the equity method 128.2 109,1
Net working capital 205,4 190,5
including inventories 369.2 3837
Net invested capital 459,5 409,3
Shareholders' equity 388,9 368,8
including minority interest 0,7 0,9
Provisions and contributions 50,6 52,8
Net financial position 20,0 (12,3
including cash/short-term financial assets (78,5) (74,2
including financing from shareholders (180,0) (179,0)
including other medium/long-term assets (02) (0,2)
including short-term financial payables 33,7 31,2
including medium/long-term financia payables 2450 209,9
Total net invested capital financed 459,5 409,3

Shareholders equity attributable to the parent company at March 31, 2003 is Euros 388.2

million compared to Euros 367.9 million at the end of 2002.
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The net financid pogition shows a debt position of Euros 20.0 million, compared to Euros
12.3 million at the end of 2002. The change from December 31, 2002 is primarily due to

investing activities.

The net financia pogition expressed before financing made to minority-owned companiesis
a0 a debt postion of Euras 200.0 million compared to Euros 166.7 million at the end of
2002. The gearing ratio is about 0.5, the same as at the end of December 2002.

Fixed assets tota Euros 254.1 million, compared to Euros 218.8 million recorded at the
end of 2002, with an increase of Euros 35.3 million.

The increase is due to investments in qudified minority-owned companies, (mainly due to
their result for the period), investmentsin treasury shares and higher intangible assets due to

the purchase of activitiesin the Service Provider area.

Net working capitd is Euros 205.4 million, compared to Euros 190.5 million at the end of

2002. The increase in working capita reflects the reduction in trade payables which more
than compensated the reduction in inventories.
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Subseguent events

At the beginning of April, Pirdli & C. Red Edate and Olivetti defined — according to
agreements regarding Progetto Tiglio — the terms for the integration of the facility
management businesses owned by Olivetti Multiservices and Rirdli & C. RE Fadility
Management. The ded cdls for Pirdli & C. Red Edate to assign treasury shares to
Olivetti, which will contribute its facility business, valued at atotd of Euros 22.5 million
and concentrated in a specific company known as OMS Facility. As a result of this
transaction, in addition to other transactions for purchases in 2002 of Altair Fecilities
Management, Cam Energia e Servizi and the RAS Service Divison, Pirdli & C. Red
Edate crested a new entity that will be podtioned among the leading facility
management companies in Itay, thanks to sales volumes which, when fully functioning,
will be gpprox. Euros 150 million.

On April 28, upon the issue of securities for atota of Euros 79.4 million, which have

dready been fully placed, the securitization was concluded for a portfolio of non
performing mortgage loans with a book vaue of Euros 200 million, hedd by CFT
Finanziaria, a company owned by the Pirdli & C. Red Edate group and the Cassa di
Risparmio di Firenze (with mutual 47 percent stakes) and by the Cassa di Risparmio di
San Miniato (with a 6 percent stake). The Pirdli & C. Red Estate group acted as the
portfolio servicer in the transaction through the subsidiary Pirdli RE Credit Servicing.
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Outlook for the current year

On the basis of available information, the operating profit including the share of earnings
(loses) of equity investments accounted for using the equity method for the year 2003 is
expected to show a further growth over the prior year. Such growth, as occurred in 2002,
will predictably be higher in the second hdf of the year when the leveraging of the red
edtate assets recently acquired will show itsfull effects.
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PROFORMA DATA

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

Olimpia Sp.A. and the use of the equity method to value itsinvestment in Olivetti

Sp.A.

Proforma consolidated financia data a March 31, 2003 of Pirelli & C. A.p.A. is presented

below, assuming the consolidation line-by-line of Olimpia Sp.A. and the use of the equity

method to vaue Olimpia Sp.A.’sinvestment in Olivetti Sp.A..

Proforma adjustments
Consolidated Elimination of Cpnsolidalion Proforma
financial OlimpiaSp.A. net ] Olimpia S.p.A. adj ustme_msand consolidated
statementsat | result attributable] line-by-line .valuahon (.)f TO@ proforma financial data at

3/31/2003 Pirelli | toPirelli & C. | consolidation O”\'/’;’tﬁ'g‘? L"Sjng adjustments | 313115003 Pirelli &

& C.ApA.(1) APpA. theequity method C.ApA.(2
(in millions of euros)
Condensed Statement of Income
Net sales 1572 1572
Operating profit 61 61
Financial income (expenses)/Valuation adjustments to financial
assets (47) 24 (37) (164) 77 (224)
Extraordinary items (8) ®3) ?3) (11)
Income taxes (33) (33)
Net income (loss) @7 2 (40) (164) (180) (207)
Net income (loss) - Pirelli & C. (15) 1 (11) (43) (43) (58)
Goodwill amortization effect 1 145 145 146
Net income (loss) (excluding goodwill amortization) (26) 24 (40) (29 (35) (61)
Net income (loss) - Pirelli & C. (excluding goodwill amortization) (14) 11 (11) (5) (5) (19)
Reclassified Balance Sheet
Fixed assets 6.459 191 8.231 (3.581) 4.841 11.300
Net working capital 1.137 51 51 1.188
Total netinvested capital 7.596 191 8.282 (3.581) 4.892 12.488
Financed by:
Shareholders’ equity 4.467 191 4883 (3.581) 1.493 5.960
- of which shareholders equity - Pirelli & C. 1922 84 1.282 (1.486) (120) 1.802
Provisions 827 827
Net financial (liquidity)/debt position 2302 3.399 3.399 5701

(1) Pirelli & C. A.p.A. consolidated financial statements (investment in Olimpia S.p.A. accounted for using the equity method)
(2) proformadata (line-by-line consolidation of Olimpia S.p.A. and equity method valuation of Olivetti S.p.A.)
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The proforma consolidated financid data has been prepared using the statutory financia
gatements of Olimpia Sp.A. a March 31, 2003 and the consolidated financid statements
of the Olivetti Sp.A. group at the same date.

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

in the column “Elimination of Olimpia Sp.A. net result atributable to Firdli & C.
A.pA.": dimination of the statement of income and balance sheet effects of vauing
Olimpia Sp.A. with the equity method in the Pirdli & C. A.p.A. consolidated financid
statements at March 31, 2003;

in the column “Olimpia Sp.A. line-by-line consolidation™: incluson of the assts,
ligbilities, revenues and codts resulting from the financia statements for the year ended
March 31, 2003 of Olimpia Sp.A., atributing the share of net equity and results of
operations to the minority interest;

in the column “Consolidation adjustments and vauation of investment in Olivetti Sp.A.
using the equity method”: inclusion of the effect of accounting for Olivetti Sp.A. usng
the equity method, giving rise to a negative vauaion adjusment of Euros 164 million,
of which Euros 55 million rdate to the amortization of implicit goodwill for three
months out of a total twenty-year period, and Euros 109 million to Olimpia Sp.A.’s
share of the firg-quarter 2003 results of the Olivetti group.

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

in the column “Consolidated financid statements at March 31, 2003 Ardli & C.
A.p.A., the amount of Euros 1 million refers to the amortization charge for three

months on the goodwill booked by Pirdli Sp.A. in respect of OlimpiaSp.A.;
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in the column “Consolidation adjustments and vauation of investment in Olivetti Sp.A.

using the equity method”, the amount of Euros 145 million includes Euros 55 million for

the goodwill booked by Olimpia S.p.A. in respect of Olivetti Sp.A. and Euros 90
million for the goodwill booked by Olivetti Sp.A. in respect of Telecom ItdiaSp.A..

A comparison of shareholders equity and net debt between the consolidated financia

gatements of Firdli & C. A.p.A. and the proforma consolidated financid data of Pirdli &
C. ApA. a March 31, 2003 and December 31, 2002 is presented below, assuming:

the line-by-line consolidation of Olimpia Sp.A. and the vaduation of the investment in

Olivetti Sp.A. using the equity method,;

the line-by-line consolidation of both Olimpia Sp.A. and the Olivetti Sp.A. group.

(in millions of euros)

Shareholders' equity

Net debt

Net debt/Shareholders'
equity

Shareholders' equity -
Pirelli & C.

3/31/2003 12/31/2002

3/31/2003 12/31/2002

3/31/2003 12/31/2002

3/31/2003 12/31/2002

Pirelli & C. Group: consolidated financial
Statements at

Pirelli & C. Group: proforma consolidated data
with Olimpia S.p.A. consolidated line-by-line
and Olivetti S.p.A. valued using the equity
method

Pirelli & C. Group: proforma consolidated data
with Olimpia S.p.A. and Olivetti Group
consolidated line-by-line

4.467 4.626
5.960 6.121]
23541 23.428

2.302 2.050]
5.701 5.726
37.592 39.125

0,52 0,44
0,96 0,94
1,60 1,67

1.922 1.933
1.802 1817
1.802 1817
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QUARTERLY DATA
AND
COMMENTS



QUARTERLY DATA

(in millions of euros)

1st Quarter  1st Ouarter Year
Statement of Income 2002 2002 2002
Net sales 1572 1747 6.718
Other revenues 85 55 143
Value of production 1.657 1.802 6.861
Cost of sdles (1.165) (1.270) (4.912)
Labor costs (339) (383) (1.426)
Amortization and depreciation (92) (105) (405)
Production costs (1.596) (1.758) (6.743)
Operating profit 61 44 118
Share of earnings (losses) of equity investments (11 (19 (175)
Operating profit (loss) including share of ear nings (losses) of equity investments 50 25 (57)
Financial income (expenses) (36) (39 (178)
Extraordinary items 8 48 (83)
Income (loss) befor e taxes 6 4 (318)
Income taxes 33 (€9)] (87)
Net income (loss) 27) 1 (405)
Net income (loss) attributableto Pirelli & C. (15) 21 (58)

(in millions of euros)

Balance Sheet 3/31/2003 12/31/2002
Fixed assets 6.459 6.596
Net working capital 1.137 991
Net invested capital 7.596 7.587
Shareholders' equity 4.467 4.626
Provisions 827 911
Net financia (liquidity)/debt position 2.302 2.050
Financed 7.596 7.587
Memorandum accounts 5.009 5.051
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(inmillions of euros)

Net financial position 3/31/2003 12/31/2002 3/31/2002
. Short-term financia payables 1.449 1.002 1751
. Cash and banks (648) (584) (918)
. Short-term financial receivables (290) (250) (108)
Net short-term debt 511 258 725
. Medium/long-term financial payables 1.880 1.891 1.849
. Medium/long-term financial receivables (89) (99) (280)
Net medium/long-term debt 1.791 1.792 1.569
Net financial debt position 2.302 2.050 2294
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COMMENTSON QUARTERLY DATA

Form and content

The accounting policies, vauation criteria and principles of consolidation used in preparing
the quarterly data & March 31, 2003 are the same as those adopted for the financia
statements at December 31, 2002 and disclosed in the previous annual report.

Economic review

Net sales

Net sales for the first quarter of 2003 amount to Euros 1,572 million compared to Euros
1,747 million for the firgt quarter of 2002.

The decrease of 10 percent can be analyzed asfollows

. Currency exchange effect (8,3%)
. Volumes (0,3%)
. Metal prices (1,5%)
. Prices/Mix 0,1%

(10,0%)




The digtribution of net sles by sector and by geographical areaof destinationsis asfollows

1st Quarter 1st Quarter
Sector 2003 2002
Pirelli S.p.A. group
- Energy Cables and Systems Sector 39,6% 44.5%
- Telecommunications Cables and Systems Sector 5,7% 8,8%
- Tyres Sector 47,1% 43,5%
- Other and intereliminations (0,2%) (0,3%)
Total Pirelli S.p.A. group 92,2% 96,5%
Pirelli & C. Real Estate S.p.A. group 8,1% 3,6%
Other and intereliminations (0,2%) (0,1%)
Total 100,0% 100,0%

1st Quarter 1st Quarter
Geographical area 2003 2002
Italy 26,1% 21, 7%
Europe 39,5% 40,6%
North America 9,8% 11,6%
Central and South America 11,8% 12,5%
Oceania, Africaand Asia 12,8% 13,6%
Total 100,0% 100,0%




Labor costs

Labor cogts for the first three months of 2003 amount to Euros 339 million and represent
21.6 percent of net sdes (Euros 383 million and 21.9 percent of net sdes in the
corresponding three months of 2002).

Amortization and depreciation

Amortization and depreciation for the first quarter of 2003 totd Euros 92 million (of which
Euros 21 million refer to the amortization of intangible assets and Euros 71 million to the
depreciation of property, plant and equipment) compared to Euros 105 million in the first
quarter of 2002 (of which Euros 21 million refer to the amortization of intangible assets and
Euros 84 million to the depreciation of property, plant and equipment).

Operating profit

Operating profit is Euros 61 million (3.9 percent of net sdes), an increase compared to
Euros 17 million in the same period of 2002.

Such change in operating profit is principdly due to:



in millions of euros

. Currency exchange effect (12
. Prices (excluding metal s)/mix 13
. Volumes (5)
. Per unit production costs (44) (**)
. Net efficiencies 57
. Depreciation
. Other
17

(*) of which South America +30
(**) of which South America -35 for raw materials

Net loss

The net reault for the first quarter ending March 31, 2003 is a net loss of Euros 27 million
compared to a net income of Euros 1 million for the first quarter of 2002.

Net financial position

The net debt position & March 31, 2003 is Euros 2,302 million compared to Euros 2,050
million a December 31, 2002. The change from December 31, 2002 is mainly due to
seasond factors, which caused an increase in working capital, and disbursements relating to
the reorganization programs, as well as the exlier-mentioned purchase of Pirdli Sp.A.

shares from the BZ Group for Euros 43 million.

The Board of Managing Partners
Milan, May 7, 2003



