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Chairman’s letter
To the shareholders,
2006 was a particularly demanding year for the Pirelli & C. Group
which dealt not only with the complexity of normal business
operations but had to confront important challenges on the financial
front.
From the standpoint of operations, the Group continued on the path
of growth begun in the last few years thanks to the good
performance of all its activities, especially the Tyres and Real Estate
sectors. In fact, the consolidated figures show that revenues grew by
6.5 percent to nearly Euros 5 billion, with a gross operating margin
of 8.2 percent, and operating income exceeded the threshold of
Euros 400 million, recording double-digit growth (+13.1 percent).
These results confirm the excellent state of the health of the Group’s
activities and the validity of our strategy of focusing on sectors with
greater value-added and with a higher technological content.
During the course of 2006, besides, the Group further expanded its
presence worldwide in the wake of a tradition that spans a century
in which Pirelli is a protagonist of the competition in the major
international markets. As regards industrial activities, in particular,
Pirelli Tyre commenced the production of high-performance tyres in
Romania, inaugurated a new truck tyre production facility in Brazil
and consolidated its presence in China, where in the next few
months the current truck tyre factory will be joined by a new car
tyre plant. But 2006 was also the year of the internationalization of
Pirelli Real Estate, a protagonist in important deals in Poland and
especially in Germany where it concluded the agreement for the
acquisition of DGAG, one of the foremost real estate companies in
the country with its main offices in Hamburg and Kiel.
On the financial front, the first part of the year was the focus of the
project for the listing of Pirelli Tyre on the stock market. The
objective of this operation was the further development of the
company, which its launch on the market would have been an
optimal way for its intrinsic value to emerge. However, the difficult
market conditions and, above all, the sharp drop in the market
prices of the major operators of the sector during the final stages of
the process led us to choose to withdraw the offering last June 30.
But the idea of listing Pirelli Tyre on the stock market was not
abandoned. At the beginning of August, in fact, we signed an
agreement with a syndicate of leading financial institutions for a
private placement of 38.9 percent of the company, finalized with a
view to a successive Initial Public Offering.
Again on the financial side, we began a plan to dispose of non-
strategic investments with the aim of focusing still further on the
core businesses of the Group. With regard to Olimpia, Pirelli
increased its investment in 2006, raising it from 57.66 percent to 80
percent following the purchase of the stakes held by Hopa, Banca
Intesa and UniCredit at the end of pre-existing shareholders’
agreements. Nevertheless, the market performance of Telecom Italia
shares, below the expectations of Pirelli’s management, and the
reduction in the target price by analysts led to a decline in the
market value of that investment. As a consequence, at the board of
directors’ meeting, we decided to adjust the carrying amount.
The amount of the adjustment in the consolidated financial
statements was equal to Euros 2,110 million and corresponds to the
value assigned to Olimpia’s asset (the Telecom Italia shares) of
Euros 3 per share versus the previous value of about Euros 4 per
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share. This transaction had an impact on the net result of Pirelli
which, despite its good operating performance reported a loss of
Euros 1,048.8 million on consolidation and will not allow the
company to pay out dividends for the year 2006. The adjustment of
the value of the Telecom Italia investment in Olimpia, however, had
no repercussions on the soundness of the equity and financial
position of our company which, at the end of 2006, reported
consolidated equity of Euros 4,686.6 million and net financial debt of
Euros 1,979.6 million, a figure in line with the forecasts announced to
the market. 
As for Olimpia, finally, the Pirelli board of directors’ meeting last
March 12 vested me with the power to explore all possible options,
not excluding that of its total disposal, to achieve the best strategic
valuation of the asset in the interests of all the stakeholders.
Moving on to the individual businesses, in tyres, Pirelli Tyre recorded an
increase in sales of nearly 9 percent and a growth in operating income
compared to 2005, despite higher raw material costs which hurt the tyre
industry throughout the world. In an economic scenario that was not
favorable, the company managed to grow more than the average of the
market thanks to efficiencies and, above all, to the product mix, the
outgrowth of its positioning in the high range of the segments.
The performance of the Consumer market (cars and motorcycle), in
particular, was excellent: strong gains were recorded in both sales and
operating income. Demand was particularly positive in Europe and in
North America (even though the market in that area was negative),
confirming Pirelli’s leadership in the high-performance, ultra-high-
performance and Winter segments. In the Industrial market, in spite of
a general rise in demand which had a positive effect on sales,
operating income is lower than in 2005 owing to the peak reached in
the price of natural rubber, the main raw material cost item of the
sector. As for Pirelli’s international presence, the start of the new truck
plant at Gravatai (Brazil) allowed the company to complete its
investment program in the Industrial segment with additional
production capacity and a better competitive position. In the second
half of the year, moreover, the new car tyre production facility came
on line at Slatina (Romania) and once fully operational will be able to
manufacture each year 4.5 million high-performance tyres slated for
the European market and employ about 1,000 people. The overall
investment totals Euros 170 million and makes it possible to bring into
being, together with the steelcord factory inaugurated in 2005, one of
the most important industrial hubs of the company in the world.
In real estate, Pirelli Real Estate recorded double-digit growth in the
main economic indicators, in particular, in operating income including
the earnings of investment holdings (+15 percent) which reached the
top range in the three year 2006-2008 business plan (CAGR 10-15
percent). During 2006, the company consolidated its leadership
position in Italy and, with Pirelli Pekao Real Estate in Poland and
DGAG in Germany, accelerated the expansion process in Central-East
Europe. Asset management reached Euros 14.5 billion (14 percent of
which is outside Italy), with a growth of 12 percent compared to 2005.
In March 2007, moreover, Pirelli Real Estate was awarded the
management of the first private fund seeded by state-owned properties
managed by the Sicily Region. The acquisition of Ingest Facility from
the Fiat Group followed in the same month; this company has become
the leader in the facility management sector in Italy and is now
branching out to create a European pole.
As for the start-ups, Pirelli Broadband Solutions reported a 15.3
percent gain in sales, linked in part to a significant contribution by
second-generation photonics, and achieved breakeven at the
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operating level for the time since it was set up. After having
consolidated the top position on the market in Italy, the company has
commenced the internationalization process, marketing its solutions
in Europe for broadband access (specifically residential gateway
accesses and dual-mode telephones) and higher-margin photonics
products (components and optical modules for improving the
performance and the flexibility of telecommunications networks).
Pirelli Ambiente, too, active in the sectors of the environment and
sustainable development, reached an operating breakeven and
confirmed the growth trend in sales (+12.2 percent). In 2006,
moreover, the company signed the lease contract for land in the
Romanian county of Gorj on which a production facility will be built
for anti-particulate filters for diesel vehicles destined for the original
equipment market in Europe.
The growth of the results of the start-ups is also the outcome of
synergies with Pirelli Labs, the center of technological excellence of
the Group. In 2006, Pirelli Labs continued its research activities on
innovative materials and on optical technologies for
telecommunications, sectors in which it has also sealed two new
partnerships with the ENEA and the CNR Istituto sull’Inquinamento
Atmosferico research centers. Besides collaborating with all the
businesses of the Group, Pirelli Labs has also gone forward on the
joint research projects with important national and international
centers such as Politecnico di Milano University, Georgia Tech and
the Alberta Research Council.
Pirelli’s commitment on the front of innovation is also confirmed by
the latest figures of the World Organization of Intellectual Property
Organization (Wipo), according to which in 2006 our company is in
the top three in Italy for international patent filings.
For 2007, the strategy of focusing on segments with higher value-
added and the good performance of the core businesses allow us to
forecast a further improvement in results. This path on the road to
growth will thus continue thanks to the quality and the values which
have always been the trademark of the Pirelli Group and its persons;
orientation towards results, ability to innovate and compete on
international markets, allegiance, correctness and transparency.
Loyalty to values, in fact, has always been the inspiration behind all
of the Group’s actions and this leads us to dedicate a section to the
Sustainability Report. Now in its second edition, the report aims to
be the full expression of the company culture founded on the
integration of economic choices with environmental and social ones,
representing an indication of priorities and, at the same time, an
encouragement to work for the satisfaction of all the stakeholders.
It is to them that we wish to offer a description that is the most exact
possible of the activities of the Group, also from this particular point
of view. The promotion of a sustainable industrial growth is
increasingly appreciated by the financial markets and the rating
agencies and the whole of public opinion as an important element
in the evaluation of corporations, as a premise for healthy and
long-lasting growth.
On January 23, 2007, Leopoldo Pirelli, Honorary Chairmen of the
company passed away. The memory full of respect and affection is
not only mine and that of family and friends alike but of all those
who have, as Pirellians, lived the entrepreneurial adventure of the
company from the postwar period until today.
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R E L A T I O N S W I T H P U B L I C A D M I N I S T R A T I O N S

Group companies maintain relationships with local, national and supranational authorities
in a spirit of full and active cooperation and transparency that does not compromise their
independence, economic targets or the values enshrined in this Code (Article 5 of the Ethical
Code – Community).

Group companies are represented in national and super-national institutions in the framework of
relations with Public Administrations (i.e. Governments, Parliaments, Public Institutions, central
and local administrations, both Italian and foreign).

The dialogue on which relations with Public Administrations are based is conducted believing that
business and relational ethics must be pursued along with the Company’s success.

In 2006 Relations with Institutions actively concerned both the countries where the Pirelli Group’s
presence has long been consolidated and those where the Group’s presence is more recent, such
as. Romania and China.

In particular, in these two cases Relations with Institutions basically concerned Pirelli’s integra-
tion in the local system from an industrial and social perspective (i.e. investments to open new
production sites, professional integration/training programmes for human resources), always
respecting the country’s cultural specific features.

Pirelli’s actions in the framework of Relations with Public Administrations number defining/mon-
itoring modes and procedures envisaged by the specific reference regulations to obtain and man-
age information, contributions, grants and funds from national/foreign public bodies for invest-
ment, scientific and technological research and, social and economic projects (training pro-
grammes, upgrading programmes, etc). During the entire procedure, relations with PA are based
on the utmost transparency and truthfulness of the information conveyed (i.e. from defining fund-
ing sources to checks and inspections conducted by the funding institution), thus avoiding tech-
nical and financial assessment errors, trends unduly directed to the advantage of Group interests
and conflicts of interest.

Concerning systems adopted to further enhance the Company’s internal control, the Group’s
Italian Affiliates have long adopted an organisational model geared towards perfecting a system
that is modulated by specific requirements envisaged by the local legislation (Legislative Decree
n° 231/2001) concerning companies’ administrative responsibility in crimes committed by their
employees to the advantage of the said companies. A special Supervisory Body that is envisaged
in each Group’s Italian Affiliate has been assigned the task of monitoring both the organisational
model’s correct function and the  internal behaviours’ compliance with the same.

In 2006 the Organisational Model was also reviewed to align it with the developments of
Regulation n° 231.

To build further opportunities to improve the internal control system, other Group companies too
adopted some control activities envisaged in Italian companies’ Organisational Models, which are
suitable to reasonably prevent the risk of crime, by issuing specific policies and operational rules.

In 2006 the Internal Audit Department carried out 60 auditing interventions in the Group’s frame-
work; 18 of these were carried out following a mandate issued by the Italian Companies’
Supervisory Bodies. The audits were aimed at verifying the extent of compliance of company
processes with the internal control procedures set down by the Organisational Model adopted.
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