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COMMENTS ON OPERATIONS

FINANCIAL REVIEW

The consolidated income befor e extraordinary items and income taxes for the six
months ended June 30, 2001 is Euros 276 million, compared to Euros 181 million for
the first six months of 2000 (+52.5 percent).

Extraordinary items for the first six months of the prior year mainly comprised the
gain on the sale of the activities related to the Terrestrial Optical Systems business to
Cisco Systems and were equal to Euros 1,166 million, compared to Euros 52 million
for this six-month period.

These extraordinary items had a predominating impact on the comparison of
consolidated net income: Euros 961 million for the six months ended June 30, 2000
and Euros 200 million for the six months ended June 30, 2001.

The consolidated net income attributable to Pirelli S.p.A. amounts to Euros 197
million for the six months ended June 30, 2001, compared to Euros 958 million for
the first six months of 2000.

Sales revenues, equal to Euros 3,946 million, displayed an increase of 9.7 percent

compared to the first half of the prior year, which amounted to Euros 3,598 million.

Gross operating profit is Euros 432 million (10.9 percent of sales) compared to
Euros 402 million for the first six months of 2000 (11.2 percent of sales). Besides the
continuous actions to raise efficiency, the supply agreement with Cisco Systems also
made a contribution to this improvement of Euros 59 million (Euros 26 million for
thefirst half of 2000).



Operating profit is Euros 243 million (6.2 percent of sales), compared to Euros 213
million (5.9 percent of sales) for the first half of 2000.

Net financial position shows aliquidity position of Euros 2,225 million compared to
Euros 3,495 million at December 31, 2000. The change is due to the pay-out of
dividends on 2000 earnings of Euros 286 million, the payment of income taxes
accrued the previous year of Euros 614 million; the remaining amount can mainly be
ascribed to the deterioration of working capital of Euros 233 million, a seasona
factor, and the payment of Euros 101 million made in respect of the production

optimization programs accrued in the 2000 financial statements.

The consolidated shareholders’ equity went from Euros 5,958 million at December
31, 2000 to Euros 5,870 million as a consequence of the net income for the period

and the dividends paid out.

Net income of Pirelli S.p.A., the parent company, is Euros 12 million compared to
Euros 226 million for the six months ended June 30, 2000 and Euros 1,733 million
for the year 2000.

Such variations are entirely due to the change in the accounting principle for
recording dividends which, as described in the 2000 annual report, was changed from
the cash to the accrual basis of accounting.

Such change led to higher dividends being recorded in the 2000 financial statements
for Euros 1,500 million whereas the first six months of 2000 included dividends

recorded on the cash basis for Euros 228 million.

THE GROUP

A strong acceleration in investments marked the first six months of 2001 in a market
scenario influenced by an economic situation that shows signs of a slowdown in

addition to continuous pressure over sales prices and raw material costs.



Nevertheless, thereis an improvement in al operating components.
During the course of the first six months, Pirelli S.p.A. sold No. 32,023,550 treasury
shares for net proceeds of Euros 124 million, realizing a gain, before income taxes, of

Euros 30 million.

In April 2001, Pirelli Cavi e Sistemi S.p.A. and eBiscom Sp.A. negotiated a
cooperation agreement which also calls for the joint development of new solutions
for access to the Internet and Internet Video using fiber optics (“fiber to the home”).
In this context, Pirelli Cavi e Sistemi also purchased No. 484,500 of e.Biscom S.p.A.
shares (equal to 1 percent of share capital) for an outlay of Euros 49 million.

In June 2001, Pireli Cavi e Sistemi S.p.A. and Alloptic Inc., the market start-up
leader providing IP, Gigabit Ethernet fiber optic solutions for access networks,
signed an agreement — in which, among other things, Pirelli Cavi e Sistemi S.p.A.
purchased a 13.8 percent stake in the company for U.S. $12 million in July — for the

development of new optical solutions for access networks.

Cables and Systems Sector

The first haf of the year featured opposing trends in the Energy and
Telecommunications Sectors.

The Energy Sector again registered a stagnant market, with falling prices. Inthisarea
investments, begun after the acquisition of the power cables sector from BICC,
continued with aview to rationalizing and optimizing productive efficiency.

In the Telecommunications Sector, the fiber optic business continued in the buoyant
trend of the prior year, both in terms of demand and price, although, in June, there

were signs of aslowdown, particularly with reference to the North American market.



Tyres Sector

Despite the unfavorable market economy, Pirelli maintained the positions reached in
terms of market and profitability.

The strategy geared to strengthening the High Performance segment continued, both
through new investments to optimize production and the start-up of new plants using
MIRS technology.



Highlights of the consolidated financial statements of the Pirelli Group for the six

months ended June 30, 2001 are indicated below:

in millions of euros

06/30/2001 06/30/2000 12/31/2000

. Sales revenues 3,946 3,598 7477
. Gross operating profit 432 402 820
% of sales 10.9% 11.2% 11.0%

. Operating profit 243 213 437
% of sales 6.2% 5.9% 5.9%

. Financial income and expenses 33 (32 (75)
. Income before extraordinary items and income taxes 276 181 362
% of sales 7.0% 5.0% 4.8%

. Extraordinary items 52 1,166 4,277
. Income taxes (128) (386) (1,013)
. Net income 200 961 3,626
% of sales 5.1% n.s. n.s.

. Net income attributable to Pirelli S.p.A. 197 958 3,632
. Earning per share (in euros) 0.10 0.48 1.82
. Shareholders' equity 5,870 3,288 5,958
. Shareholders’ equity attributable to Pirelli S.p.A. 5,672 3,114 5,756
. Equity per share (in euros) 2.83 157 2.89
. Net financial position (liquidity)/debt (2,225) (296) (3,495)
. Capital expenditures 310 235 562
. R& D expenditures 109 105 213
. Personnel (at period end) 40,674 41,809 41,914
. Factories (number) 86 86 87
. Pirelli S.p.A. ordinary shares (No. in millions) 1,917 1,901 1,903
. Pirelli S.p.A. savings shares (No. in millions) 88 88 88
. Total Pirelli S.p.A.shares (No. in millions) 2,005 1,989 1,991




Salesrevenues

Sales revenues total Euros 3,946 million, with an increase of 9.7 percent
compared to the first half of 2000.

Such increase can be ascribed to the following:

Currency exchange - 0.9%
Volumes + 6.7%
Mix and other + 1.9%

+ 9.7%

The distribution of sales revenues by sector and geographical areais asfollows:

Sector 1% half 2001 1% half 2000 Geographic area 1st half 2001 1st half 2000
Cables and Systems 63% 60% Italy 14.7% 11.4%
Tyres 37% 40% Other European countries 42.1% 44.1%
North America 16.0% 15.7%
Central and South Americe 15.5% 16.0%
Australia, Africaand Asia 11.7% 12.8%
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Operating profit

Operating profit is Euros 243 million, an increase of 14.1 percent compared to
Euros 213 million for the first six months of 2000; operating profit as a
percentage of sales revenuesis 6.2 percent (5.9 percent in 2000).

The change of Euros 30 million is mainly due to the following:

in millions of euros

Currency exchange - 5
Prices (excluding metals) + 23
Volumes + 95
Materials - 35
Efficiency + 12
Change in per unit costs - 30
Mix and other (*) - 63
Supply Agreement with Cisco Systems + 33

+ 30

(*) including accruals of Euros 25 million, expenses to increase production capacity of Euros 15 million,
e-business costs of Euros 10 million, effect of high inflation of Euros 6 million and R & D of Euros 4

million

I ncome befor e extraordinary items and income taxes

This result is equal to Euros 276 million, compared to Euros 181 million for the

same period of 2000, with an increase of 52.5 percent.



Extraordinary items

Extraordinary items show an income balance of Euros 52 million and mainly
include the gain, before income taxes, of Euros 30 million on the sale of Pirelli
S.p.A. treasury shares on the market and Euros 36 million obtained by Cisco
Systems as part of the sale of the Terrestrial Optical Systems last year.

Net income

Net income totals Euros 200 million (after extraordinary income, net of Euros 52
million and income taxes of Euros 128 million) compared to Euros 961 million
for the first six months of 2000 (after extraordinary income, net of Euros 1,166

million and income taxes of Euros 386 million).

Shareholders equity

Shareholders’ equity went from Euros 5,958 million at December 31, 2000 to

Euros 5,870 million, with a decrease of Euros 88 million.

Such decrease can be analyzed as follows:

in millions of eur os

Tranglation adjustment (17)
Net income for the period 200
Dividendsto third parties (286)
Subscription to stock options 29
Other changes (14)

12
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Net financial position

The net financial position shows a liquidity position of Euros 2,225 million
compared to Euros 3,495 million at December 31, 2000. The variation of Euros

1,270 million can be explained as follows:

Exchange differences (15)
Operating profit 243
Depreciation and amortization 189
Net investment balance (348)
Change in working capital (233)
Change in provisions and other (7)
Free cash flows (156)
Effect of acquisitions (53
Extraordinary items 52
Financia income and expenses 29
Income taxes (128)
Dividends paid (286)
Other changes (749)
Net cash flows (1,291)
Change in shareholders equity 36
Changein net financial position (1,270)

“Other changes’ include the payment of income taxes accrued last year of Euros
614 million and the payment of Euros 101 million for the production

optimization programs accrued in the 2000 financial statements.



Capital expenditures

Capital expenditures total Euros 310 million, compared to Euros 235 million for
the first six months of 2000, with an increase of Euros 75 million (+ 32 percent).

Theratio of capital expenditures to depreciation is equal to 1.88 (1.41 in 2000).

R& D expenditures

R&D expenditures are entirely charged to the statement of income and amount
to Euros 109 million, compared to Euros 105 million for the first six months of

2000. They represent 2.8 percent of sales revenues (2.9 percent in 2000).

Per sonnel

Personnel now number 40,674 units at June 30, 2001 compared to 41,914 units
at December 31, 2000 and 41,809 units at June 30, 2000.

In the first six months of the year, 5,246 units left and 4,006 units were added,

with a net reduction of 1,240 units.

The workforce can be analyzed as follows:

June 30,2001 December 31,2000
Total work force 40,674 41914
of which:
- temporary 2,976 2,976

- active work force 37,698 38,938

14



Related party disclosures

According to Consob Communications No. 97001574 of February 20, 1997 and No.
98015375 of February 27, 1998 which deal with related party transactions among
Group companies, the effects of such transactions on the balance sheet and statement
of income of the consolidated financial statements at June 30, 2001 are presented
below.

The effects deriving from the transactions between Pirelli S.p.A. and its subsidiaries
are disclosed in the financial statements and in the notes of the parent company and,
like those among subsidiaries, are eliminated upon the preparation of the
consolidated financial statements.

All the transactions, including those between the parent company and its subsidiaries
and among the subsidiaries, fall within the ordinary operations of the Group,
governed by market terms, and there are no transactions of an unusua and

exceptional nature, or constituting a potential conflict of interest.

The following table presents the major transactions at June 30, 2001 that the Pirelli
S.p.A. Group has entered into with the parent companies (Pirelli & C. A.p.A. and
Pirdli & C. Luxembourg S.A.) and the subsidiaries of the latter companies, which

areincluded in the scope of consolidation of Pirelli & C. A.p.A..

(in millions of euro)

With subsidiaries of Pirelli

Type of transaction With parent companies &C.Apa Total

TRADE RECEIVABLES AND OTHER 0.3 159 16.2
TRADE PAYABLES AND OTHER (0.6) (7.7 (8.3)

FINANCIAL RECEIVABLES 162.7 154.2 316.9

FINANCIAL PAYABLES 0.0 (64.3) (64.3)
REVENUES FOR GOODS AND SERVICES 0.6 14 20
COSTS FOR GOODS AND SERVICES (2.4) (4.6) (7.0)
FINANCIAL INCOME 18 6.6 84

FINANCIAL EXPENSES (6.5) (0.6) (7.0)

15



Transactions of Pirelli S.p.A. and its subsidiaries with the parent companies mainly
refer to the following:
financial receivables, relating to loans receivable by Pirelli International Ltd —
UK (subsidiary of Pirelli S.p.A.) from Pirelli & C. Luxembourg S.A.;
revenues for goods and services, relating to the performance of various services
rendered by Pirelli S.p.A. and Pirelli Informatica S.p.A. to Pirelli & C. A.p.A,;
costs for goods and services, relating to costs for the corporate secretaria
services and internal auditing rendered by Pirelli & C. A.p.A. on behalf of Pirelli
SpA,
financial income and expenses, relating to interest income and expenses on the
current account transactions and loans, as well as costs and revenues for hedging
transactions carried out by Pirelli International Ltd. (subsidiary of Pirelli Sp.A.)
on behalf of Pireli & C. A.p.A..

Transactions of Pirelli S.p.A. and its subsidiaries with the subsidiaries of Pirélli
& C. A.p.A. manly refer to the following:

trade receivables and other, relating to the sale of Pirelli Cavi e Sistemi S.p.A.
buildings (subsidiary of Pirelli S.p.A.) to Lambda S.r.l. (indirect subsidiary of
Pirelli & C. A.p.A));

trade payables and other, relating to services rendered by companies in the
Pirelli & C. Real Estate S.p.A. Group (subsidiary of Pirelli & C. A.p.A.) to Pirelli
Sp.A. and itssubsidiaries;

financial receivables and payables, relating to receivables and payables from
transactions on the current account by Pirelli Servizi Finanziari S.p.A. with
companiesin the Pirelli & C. Real Estate S.p.A. Group (subsidiary of Pirelli & C.
A.pA);

revenues for goods and services, relating to cost recoveries for various services
rendered by Pirelli Sp.A. and Pireli Informatica S.p.A. (subsidiary of Pirelli
S.p.A.) on behalf of Pirelli & C. Real Estate S.p.A. and its subsidiaries;



costs for goods and services, relating to costs for property management services
incurred by Pirelli Sp.A. and its subsidiaries for the services rendered by
companiesin the Pirelli & C. Real Estate S.p.A. Group (subsidiary of Pirelli & C.
A.p.A);

financial income and expenses, relating to interest income and expenses on the

af orementioned current account and loan transactions.

Significant subseguent events and futur e outlook

On July 28, the Board of Directors of Pirelli S.p.A. voted to authorize the Chairman
to proceed to formalize agreements with Bell S.A. for the purchase by Pirelli S.p.A.,
acting in agreement with Edizione Holding S.p.A., of an approximate 23 percent
equity stake in Olivetti S.p.A. from Bell SA.. The estimated price of the ded is
about Euros 7 billion (Euros 4.175 per share).

Bell’ s shareholders unanimously passed a resolution to accept Pirelli S.p.A.’s offer,
acting in agreement with Edizione Holding S.p.A.

The agreement between Pirelli and Edizione Holding states that this investment will
be held by the company Olimpia S.p.A., in which, indicatively, Pirelli has a 60
percent stake and Edizione Holding a 20 percent stake, whereas IntesaBCl and
Unicredito displayed interest in acquiring about a 10 percent stake each. Olimpia has
also purchased the Olivetti shares already held by the two groups and equal to 1.80
percent by Pirelli and 1.84 percent by Edizione Holding. After these transactions,
Olimpiawill thus hold an approximate 27 percent stake in Olivetti.

The agreement will be perfected after the necessary authorizations have been
received from the competent authorities.

As to financing, Olimpia is scheduled to have equity available of up to Euros 6
billion and a five-year loan contract from a syndicate of leading bankers for an

amount of up to a maximum of Euros 3 billion.
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Pirelli Group’s new strategy calls for the new Telecommunications activities to be
joined by a selected number of highly profitable businesses, with segmentation at the
top end of the range. In effect, these refer to the vehicle and motorcycle businesses
of the Tyres Sector, where future developments are closely linked to the new MIRS
technology, the manufacture of fiber optics and telecom cables and the real estate
business reporting to Pirelli & C..

Asto the remaining traditional businesses of the Group, although providing high cash
flows and holding important positions on the market, the plan calls for their gradual
abandonment and sale in order to direct the maximum amount of resources to the
Telecommunications activities.

The Truck Tyres B.U. and the Energy Cables and Systems Business will therefore be
sold, indicatively, over the next 18 months; such sales are expected to bring in

proceeds of at |east Euros 2 billion.

The serious slowdown of the United States economy, the crisis in Japan, a flat
European economy and especially the heightening of the crisis in the reference
market for telecommunications cables, will influence the economic performance of

the Group as compared to the prior year.

Nevertheless, despite an expected reduction in operating profit, the profit before
extraordinary items, income taxes and the effects of the Olivetti deal, (estimated at
about Euros 60 million) will bein line with that of the year 2000.

18



CABLE AND SYSTEMS SECTOR
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in millions of euros

06/30/2001 06/30/2000 12/31/2000

. Sales revenues 2,478 2,171 4,501
. Gross operating profit 251 210 466
% of sales 10.1% 9.7% 10.2%

. Operating profit 161 124 289
% of sales 6.5% 5.7% 6.3%

. Extraordinary items 22 1,305 2,173
. Net income 117 1,080 1,780
% of sales 4.7% n.s. n.s.

. Net financial position (liquidity)/debt 729 (843) (1,644)
. Capital expenditures 192 141 337
. R&D expenditures 48 49 100
. Personnel (at period end) 19,392 20,240 20,496
. Factories (number) 65 64 65

Sales revenues for the six months ended June 30, 2001 amount to Euros 2,478

million, with an increase of 14.1 percent over the first six months of 2000. This gain

is concentrated in the countries involved in the acquisition of the former BICC units

(which were not included in the first six months figures of the prior year) and in

Telecom activities as aresult of the increase in the sales volumes of optical cables.

Thetotal changeis dueto:

Volumes
Prices- Metals

- Non Metals
Mix and other

+ + + o+

10.1%
1.5%
2.3%
0.2%

14.1%
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Operating profit is equal to Euros 161 million (including the contribution of Euros

59 million from the supply agreement with Cisco Systems) compared to Euros 124
million for the first half of the prior year, which comprised Euros 26 million related
to the supply agreement with Cisco Systems.

As a percentage of sales, the operating profit is equal to 6.5 percent (4.1 percent
excluding the effects of the Cisco Systems agreement) compared to 5.7 percent for
the first six months last year (4.5 percent excluding the effects of the Cisco Systems
agreement).

It should be stressed that the six-month period has been negatively affected,
compared to the same period of the prior year, by the line-by-line consolidation of the
former BICC activities, where the restructuring currently underway has not fully had
the expected effect.

The positive variation of Euros 37 million is detailed bel ow:

in millions of euros

Currency exchange + 1
Prices (excluding metals) + 32
Volumes + 55
Materias - 2
Changein per unit costs - 10
Mix and other (*) - 72
Supply Agreement with Cisco Systems + 33

+ 37

(*) including accruals of Euros 25 million, expenses to increase production capacity of Euros 15 million,

effect of high inflation of Euros 6 million and e-business costs of Euros 5 million

Extraordinary items show an income balance of Euros 22 million due to the income
recognized by Cisco Systems on the sale of the Terrestrial Optical Systems business

last year and lower expenses incurred by the various affiliates.



21

The first six months of 2000 showed extraordinary income of Euros 1,305 million,
being the balance between the pre-tax gain on the sale of the Terrestria Optical
Systems business to Cisco Systems and extraordinary expenses connected with

restructuring and reorganization plans.

Net income for the first six months of 2001 is equal to Euros 117 million, compared
to Euros 1,080 million for the six months ended June 30, 2000.

Net financial position shows a debt position of Euros 729 million, compared to a

liquidity position of Euros 1,644 million at December 31, 2000. During the six-
month period, dividends of Euros 1,495 million were paid to Pirelli S.p.A. and
income taxes of Euros 583 million were paid largely on account of the extraordinary

transactions entered into the previous year.

At June 30, 2001, personnel number 19,392, with a reduction of 1,104 compared to
December 31, 2000.

Activities have continued in the second half to separate the corporate activities of the
Energy from the Telecommunications Sector, which should be concluded by the end

of the year.

Certain key data and a brief commentary regarding the Energy and

Telecommunications Sectors are presented below for purposes of information:

Energy Sector Telecommunications Sector

(in millions of euros)

6/30/2001 6/30/2000  12/31/2000 6/30/2001 6/30/2000  12/31/2000

Sales revenues 1,691 1,530 3,162 812 652 1,376
Gross operating profit 20 41 58 82 58 154
% of sales 1.2% 2.7% 1.8% 10.1% 8.9% 11.2%
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Enerqy

The increase in sales revenues compared to the same period of the prior year (+10.5
percent) can be attributed to the acquisition of the former BICC units.
The contribution to profitability deriving from higher volumes was partly eroded by a

worsening of the mix and amodest fall in prices.

Capital expenditures associated with the manufacturing of cables new design (AIR

BAG) and the laying of overhead cables underground continued.

In Europe, sales revenues increased by 25 percent as a result of the effect of the
former BICC companies, whereas there were no significant variations in the
individual countries, with the exception of Spain, where the trend was buoyant, and

the problems resulting from the economic situation in Turkey.

The sales performance in North America fell (-2.5 percent) following the recession

currently in progress.

The good trend in South America marked an increase in sales during the six-month
period of 24 percent; for the time being, the energy crisis in Brazil and the economic
and financia problems in Argentina do not seem to be having a significant negative
effect on thelocal units.

An analysis of the performance of individual product lines shows a promising trend
in Special Cables, whereas, on average, the activity in Ultilities reflects lower

volumes and prices.

In Submarine Power Systems, work continued geared to acquiring new contracts in

the Offshore Sector (particularly in the United States). A contract was acquired to
link the islands of Malta - Comino and Gozo and the marine survey was also
completed in Australia for the Basslink Project (destined to connect Australia and

Tasmania).



Telecommunications

The demand for telecommunications cables maintained a positive trend during the
first quarter of the year but, in the second quarter, showed signs of a slowdown
particularly as aresult of the North America market trend.

However, the increase in volumes and the continuous attention given to reducing

costs made it possible to improve profitability.

The demand for fiber optic cables followed the trend of Telecommunications Cables
with a dlight weakness of the mix following reduced use of fibers for long-distance
cables.

There was good growth of sales in Europe (+41 percent), and particularly in Italy,

France and Spain.

In North America, too, business continued to grow (+38 percent) although there were

signs of aslowdown in the last few months.

In South America, sales revenues of both copper telephone cables and fiber optic
cables almost doubled.

In Australia, the positive levels of activity continued while the Chinese affiliate

recorded significant growth.

In Submarine Telecommunications Systems, the first half of 2001 was

characterized by the completion of the production of Tight cables relating to
contracts acquired in 2000.

Work on the cable for the Palma-Algiers project, scheduled for installation between
the end of 2001 and the beginning of 2002, is at an advanced stage.

This business is being negatively affected by the stagnant international context.

However, the Research & Development activities continue.

23



24

Research & Development

In the field of Power, the phase of introducing the market to products created with
the new Air-Bag Cable System O technology continued.

This innovation is giving rise to a modular architecture of products/systems with a
vast range of application (general, industrial and special markets) thanks partly to the
development of hybrid optical-electrical solutions. In particular, the Air-Bag Cable
System O line offers a combination of technical and economic advantages which
will make it possible to extend underground electrical systems for the transmission
and distribution of power (UNDERGROUNDING), ensuring greater reliability,
improved safety and lower environmental impact than conventional electrica

systems.

In the field of Fiber Optics, a new fiber with a low hydroxyl ion content, which
broadens the possible range of application of monomode fibers in WDM systems,
was developed and industrially qualified.

At the OFC2001 Conference/Exhibition held at Anaheim, California in the United
States, new fibers were presented: the “FineLight” designed for broadband access
networks and FTTH (fiber-to-the-home) and the “ Advanced FreelLight” designed for
long-distance and high-speed transmission applications, with 50 percent less PMD
(Polarization Mode Dispersion).

In the field of Optical Cables anew, completely dielectric cable has been devel oped,
particularly for applications in railway networks, equipped with particularly robust
protection against lateral stresses, known as AIRBAG (a Pirelli trademark). The
reduced weight of the cable, together with its intrinsic toughness, make it particularly

suitable for problematic laying conditions.

A range of fiber optic cables, of which production is aready under way, has also
been developed for metropolitan links with a potential of up to 100 fibers, fitted with



alow smoke, low halogen, flame resistant sheath and with a new covering of rodent-

proof glass fiber.

Futur e outlook

In the second half of the year, in the Energy Cables and Systems Sector, there is
expected to be a recovery thanks partly to the improvements in productive efficiency
achieved by the Group; in light of the most recent trends, the Telecommunications
Cables and Systems Sector will be heavily penaized by the marked slowdown

affecting its reference market.

25



TYRESSECTOR
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in millions of euros

06/30/2001 06/30/2000 12/31/2000

. Salesrevenues 1,477 1,425 2,880
. Gross operating profit 201 204 370
% of sales 13.6% 14.3% 12.8%

. Operating profit 111 107 180
% of sales 7.5% 7.5% 6.3%

. Extraordinary items - (168) (224)
. Net income (l0ss) 51 (125) 172)
% of sales 3.4% (8.8%) (6.0%)

. Net financial position (liquidity)/debt 709 722 748
. Capital expenditures 106 92 216
. R& D expenditures 61 56 113
. Personnel (at period end) 20,475 20,813 20,637
. Factories (number) 21 22 22

Sales revenues for the first six months of 2001 show an increase of 3.6 percent over

the same period of the prior year.

Such change can be summarized as follows:

Currency exchange
Volumes

Prices

Mix and other

1.6%
3.1%
0.7%
2.8%

3.6%



Operating profit, equal to Euros 111 million and representing 7.5 percent of sales,

shows an increase of Euros 4 million over the same period of the prior year due to:

in millions of euros

Currency exchange -

Prices - 9
Volumes + 38
Materials - 33
Efficiency + 12
Change in per unit costs - 20
Mix and other + 22

+ 4

Net income is Euros 51 million compared to aloss of Euros 125 million for the first
six months of 2000. The net result last year included a net extraordinary expense

balance of Euros 168 million due mainly to industrial restructuring costs.

Net financial position shows a debt position of Euros 709 million, compared to

Euros 748 million at December 31, 2000. The change is primarily due to the
purchase of a further equity stake in the Brazilian affiliate (Euros 62 million) by
Pirelli S.p.A. following the delisting of the company from the San Paolo stock
exchange in November 2000 and a worsening of working capital; conversely, Pirelli
S.p.A. subscribed to the share capital increase of Pirelli Tyre Holding for Euros 240

million.

At June 30, 2001, personnel number 20,475, including 1,593 temporary employees.
Compared to December 31, 2000, this constitutes a reduction of 246 staff owing to

the continuation of employee rationalization plans and activities. The number of
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operatives also fell by 382 units, mainly as a result of the closing of the production
plant a Hanford (U.S.A.).

Compared to December 31, 2000, the number of temporary employees increased by
466 units, with the specific aim of augmenting flexibility and coping with seasonal
peaks of activity.

As far as the development of resources and organization are concerned, a new
Business Unit organizational structure was implemented (Car & Light Truck, Truck,
Motorcycle and Steel Cord) which ensures a greater concentration of corporate
resources and expertise, thus generating more transparent accountability. With the
new system of organization, the Sector will maintain its role as general business

coordinator, services provider and competence center.

The scenario

The first six months of 2001 were characterized by a marked slowdown of the world
economy which affected all of the main geographical areas. In Latin America, both
the financial difficulties of Argentina and the energy crisis in Brazil, which, it is
feared, may have negative repercussions on industrial production and consumption,
are giving cause for concern. The Asian economy shows no difference from the
genera trend of the world economy, but is affected more than any other by the

slowdown in the United States.
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Sour cing

During the first six months of 2001, the prices of raw materials stood higher than the
average of 2000, a year in which, moreover, prices had soared. This increase can
mainly be attributed to two factors: the constant weakness of the euro against the
U.S. dollar and the price of oil, which wavered at around U.S. $25-30 a barrel.

With this in mind, cost-saving programs, which had aready been started the prior
year, were stepped up, both as regards raw materials and the acquisition of indirect
services and materials, impacting costs and the effectiveness of the purchasing

jprocesses.

Vehicle and tyre market

During the first half of the year, the European car market saw afall of 3.3 percent in
terms of vehicle registrations, in keeping with the slowdown of the economy. The
[talian and German markets were particularly slow. Conversely, the European market
of commercia vehicles reported a growth of more than 3 percent, with light vehicles
keeping pace but with areduction in the demand for medium and heavy vehicles.

In Europe, the car Origina Equipment market recorded a decrease of approximately
2 percent, in relation to the fall in the number of vehicle registrations, which began to
recover some of the ground lost only from April onwards. On the other hand, the
trend of Light Trucks Original Equipment tyres continued positively. With reference
to the car Replacement channel, in Europe, during the early months of 2001, there
was a slight recovery in demand. In other markets outside Europe, North America
displayed a particularly negative trend (approximately -7 percent), due mainly to the
slowdown of the economy. This influenced the performance of the Original
Equipment market, which, during the first four months of the year, recorded a
definite Slump (-18 percent). In Latin America, there was a reasonable rate of growth,
particularly in Brazil and in Argentina. This situation was more marked in Original

Equipment where, with the exception of Argentina, growth was very buoyant.
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The Truck Replacements business remained fairly stable in Europe, where the slight
fall recorded for the first four months of the year was offset by a decisive recovery
from the end of April. On the other hand, there was a marked falloff in the North
American (-11 percent) and Turkish (-29 percent) markets. The good results achieved
in Latin America continued, sustained by the positive trend of demand in Brazil and
Venezuela (both recorded +5 percent) while the market in Argentina dropped (-4

percent).

Business Units

Car/Light Truck B.U.: the Replacements business ends the first six months of the
year with a positive growth in volumes on a global scale, compared to the prior year,
driven by strong growth in Europe and in Exports, compensating for the falloff
recorded in North America, South Americaand Turkey.

In terms of market share, the growth can be found in amost all areas (with the
exception of a dlight erosion in Brazil and Argentina). This is partly due to the
excellent performance of both the brand mix (higher sales of the Pirelli trademark
more than compensate the lower performance of the second brands) and the product
mix, where the considerable increase in the “premium” segments made it possible to
improve our market sharein al the main markets.

The above took place against a background of substantial stability (the slight increase
in the European market was offset, on a worldwide scale, by the stability of the South
American market and the falloff in the North American and Turkish markets) where
the competitive scenario remains critical, and has not yet permitted a positive
evolution in terms of prices.

Mention should be made of the ever greater commitment in offering our customers a
“value proposition” through the use of information technologies as levers for the

innovation, acceleration and the streamlining of operational processes.
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With reference to Original Equipment, in Europe, the first six months of 2001 were
faced with a highly competitive market situation, marked by pressures over selling
prices, the increase in the costs of raw materials and the falloff in demand. It is
important to point out the growth in volumes in the premium segments for passenger
cars and Sport Utility Vehicles (SUV), thanks particularly to the homologations
obtained with the new tyres P6000 Powergy, P Zero Rosso and Scorpion. Volumesin
Turkey fell owing to a decline in demand. The trend of volumes in South America

was positive.

As far as product development is concerned, during the first half of 2001 there was a
considerable renewal in the range of two key segments. High-Performance and
Winter, including the SUV business.

In fact, in March 2001, two new HP products were presented to the world Press and
customers. These tyres will congtitute a significant part of the sales revenues from

Pirelli brand car tyres during the next few years.

In the Winter segment, which is in constant growth, two new products were aso
presented: the Winter Snowcontrol and the Scorpion Ice & Snow. As from next
winter, the former will be fitted on cars in the medium and medium-small segment,
which, today, still constitutes approximately 50 percent of the total Winter market;
the latter is destined for the SUV business, which, during the last few yearsin Europe
and for some decades in North America, has been growing, especially at the top end

of the range.

Now, the SUV segment, which, until a few years ago, was a small niche market, is
becoming more segmented and therefore also requires a special tyre for snow and ice

with the aim of maximizing braking and traction.

Truck B.U.: in terms of sales volumes the Truck Business Unit recorded an increase
of 2 percent compared to the same period in 2000, but with a positive contribution by

the Replacements business (+6 percent) which more than compensated the fall in
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Origina Equipment tyres (-16 percent). In particular, the first half of 2001 was
characterized by the economic crisis currently impacting the Turkish market, where
the fall in volumes, in both Replacements and Original Equipment, was partly offset
by higher volumes in the markets of Europe, Africaand the Near and Far East.
Taking the trend of each market in turn, in Europe, there was a growth of 6 percent;
in Egypt, where the market is growing, there was an increase in the volume of radial
products and a greater penetration of the Pirelli brand; in South America, the fall
recorded on the Brazilian market was offset by the growth of other markets. In
particular, again in South America, the radialization process displayed an increase,
especidly in Original Equipment.

During the first six months of 2001, new products were introduced: for the “U”
Segment, tyres destined for light commercial vehicles on city roads and for the
transporting of passengers in Europe and South America; for the “R” segment, tyres
for heavy road transport, destined for South America; for the “G” and “Q” segments,
tyres for rougher off-road use or under particularly difficult road conditions, for the

markets of Egypt, Europe and South America.

Motorcycle B.U.: the first six months of 2001 show a significant growth in volumes
compared to the first half of 2000. The markets which grew most compared to the
prior year are Italy and the United States, whereas the German market, despite
recording significant growth, registered a considerable erosion of market share at the
beginning of the year, with agradual recovery in the following months,

The Scooter segment settled at the levels of the prior year, despite a diminishing
market.

With reference to Original Equipment, again compared to the first half of the prior
year, the fall of volumes in Italy was more than compensated by the positive trend in
Latin America and Japan.
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Futur e outlook

The outlook for the second half of the year suggest a highly competitive market, also
accentuated by the economic crisis in Turkey and South America, particularly in
Argentina and Brazil. Performance will therefore be affected by the evolution of the
macroeconomic situations of these two important geographical areas, yet remain in

line with that of the prior year.



PIRELLI SP.A.

Summary data

(in millions of euro)

BALANCE SHEET 06/30/2001  06/30/2000  12/31/2000
Intangible assets 21.6 12.6 15.2
Property, plant and equipment 27.8 26.8 275
Investments 2,693.3 2,406.8 2,625.8
Net working capital 135.0 131.9 1,605.5
2,877.7 2,578.1 4,274.0
Shareholders' equity 3,506.8 2,257.1 3,766.8
Provisions 76.3 64.4 62.8
Net financial position (liquidity)/debt (705.3) 256.6 444 .4
2,877.8 2,578.1 4,274.0
STATEMENT OF INCOME
Financial income and expenses 14 0.6 2,367.9
Vaue adjustments to final assets -- -- (0.7)
Other operating income and expenses (19.8) (13.7) (21.9)
Income before extraordinary items and income taxes (18.4) (13.2) 2,345.8
Extraordinary items 304 301.6 330.1
Income taxes (0.2) (62.5) (943.0)
Net income 11.8 226.0 17329




Review of financial position

The balance sheet structure of the company changed between December 31, 2000 and
June 30, 2001 as follows:

net invested capital decreased by Euros 1,396.3 million, compared to December
31, 2000, following the receipt of dividends from subsidiaries that were recorded
at December 31, 2000 on the accrua basis (Euros 1,500.5 million), partly offset
by capital increase in Pirelli Tyre Holding N.V. — Amsterdam — (Euros 240
million) and the sale, respectively, to Pirelli Pneumatici S.p.A. and Pirelli Cavi e
Sistemi S.p.A. of Pirelli Pneus S.A. shares and Pirelli Cabos S.A. (Brazil) shares
received following the spin-off of the share capital of Pirelli SA. — San Paolo —
( Euros 96.7 million).

shareholders equity decreased by Euros 260 million mainly as a result of the

pay-out of dividends from prior year earnings.
net financial position, following such changes, went from a debt position of

Euros 444.4 million at December 31, 2000 to a liquidity position of Euros 705.3
million at June 30, 2001.

Results of operations

Income for the first six months of 2001, after income taxes of Euros 0.2 million, is
Euros 11.8 million, compared to Euros 226 million for the corresponding period of
2000.

As commented previoudly, the first six months ended June 30, 2000 included
dividends from subsidiaries, accounted for on the cash basis and net of the related tax

credit, of Euros 228 million.
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Results from ordinary oper ations

Financial income (expenses), net: the amount of Euros 1.4 million (Euros 0.6
million for the first six months of 2000) comprises investment income from other
companies of Euros 1.7 million and the net interest expense balance of Euros 0.3

million.

Other operating income (expenses): the increase in operating expenses can be
ascribed to higher depreciation and amortization and expenses to implement the

new information projects.

Extraordinary items. this item mainly includes the gain on the sae of No.

32,023,550 treasury shares on the market (Euros 30.3 million)

The Board of Directors
Milan, September 10, 2001

36



37

PIRELLI GROUP

CONSOLIDATED SIX MONTHS
FINANCIAL STATEMENTSAND COMMENTS
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(in thousands of euros)

CONSOLIDATED BALANCE SHEETS 6/30/2001 12/31/2000 6/30/2000

ASSETS

A) CAPITAL SUBSCRIPTION RIGHTS

B) FIXED ASSETS

1) INTANGIBLE ASSETS

Formation costs 4,223 3,942 4,829
Patents and design patent rights 4,601 5,308 5,786
Concession, licenses, trademarks and similar rights 8,590 6,469 4,744
Goodwill 11,426 4,580 6,519
Difference on consolidation 66,442 68,073 70,231
Intangible assets in progress and payments on account 8,302 512 6,069
Other intangible assets 74,449 75,352 61,996
TOTAL INTANGIBLE ASSETS 178,033 164,236 160,174

1) PROPERTY, PLANT AND EQUIPMENT

Land and buildings 713,709 729,737 657,634
Plant and machinery 1,281,889 1,353,201 1,313,496
Industrial and commercial equipment 124,975 130,240 132,449
Other property, plant and equipment 182,928 156,914 153,817
Assets under construction and payments on account 426,536 233,077 191,061
TOTAL PROPERTY, PLANT AND EQUIPMENT 2,730,037 2,603,169 2,448,457

1) FINANCIAL ASSETS

Investmentsin:
a) Subsidiaries 5,476 5,476 19,409
b) Associated companies 33,760 33,322 24,530
¢) Other companies 178,977 114,876 77,804
Financial receivables:
a.2) Subsidiaries due beyond 12 months 14,662 14,662 14,662
b.1) Associated companies due within 12 months - 13,760 -
b.2) Associated companies due beyond 12 months - - 13,760
c.1) Other companies due within 12 months 16,629 6,464 -
¢.2) Other companies due beyond 12 months 73,162 81,903 95,967
Other securities 8,918 8,370 21,294
Treasury shares 315,334 409,529 336,278
TOTAL FINANCIAL ASSETS 646,918 688,362 603,704

TOTAL FIXED ASSETS 3,554,988 3,455,767 3,212,335
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(in thousands of euros)

CONSOLIDATED BALANCE SHEETS

6/30/2001 12/31/2000 6/30/2000

C) CURRENT ASSETS

1) Inventories
Raw materials, auxiliaries and consumables
Work in process and semifinished products
Work in progress against orders
Finished products and goods for resale
Advances

TOTAL INVENTORIES

I1) Receivables
Trade
Subsidiaries
Associated companies
Parent companies
Other receivables

TOTAL RECEIVABLES

I11)  Current financial assets
Other securities

TOTAL CURRENT FINANCIAL ASSETS

IV) CASH AND BANKS
Bank and postal deposits
Checks
Cash on hand

TOTAL CASH AND BANKS

TOTAL CURRENT ASSETS

D) ACCRUED INCOME AND PREPAID EXPENSES

Accrued income

Prepaid expenses

TOTAL ACCRUED INCOME AND PREPAID EXPENSES

TOTAL ASSETS

295,810 290,560 223,933
194,607 209,821 283,104
235,356 174,460 127,388
550,962 543,597 479,485
9,324 13,530 11,134
1,286,059 1,231,968 1,125,044
1,963,200 1,791,327 1,767,435
2,142 3,644 797
69,392 5,362 93,476
162,995 85,781 77,502
971,509 1,299,667 1,509,933
3,169,238 3,185,781 3,449,143
1,455,927 1,237,160 191,439
1,455,927 1,237,160 191,439
2,378,630 3,686,831 1,698,401
3,015 5,667 3,035
7,536 8,792 2,811
2,389,181 3,701,290 1,704,247
8,300,405 9,356,199 6,469,873
34,064 108,833 98,676
35,761 32,056 32,996
69,825 140,889 131,672
11,925,218 12,952,855 9,813,880




(in thousands of euros)

CONSOLIDATED BALANCE SHEETS

6/30/2001 12/31/2000 6/30/2000

LIABILITIES AND SHAREHOLDERS EQUITY
A) SHAREHOLDERS EQUITY
- Of Pirelli Sp.A.

1) Share capital

1) Share premium reserve

I11) Revaluation reserve

IV) Lega reserve

V) Reservefor treasury sharesin portfolio
VII) Other reserves

VI11) Retained earnings

I1X) Net income for the period

- Minority interest

a) Capital and reserves
b) Net income for the period

TOTAL SHAREHOLDERS EQUITY

B) PROVISIONS FOR LIABILITIES AND EXPENSES

Pension and similar obligations
Income taxes
Other

TOTAL PROVISIONS FOR LIABILITIES AND EXPENSES

C) PROVISION FOR EMPLOYEES' LEAVING INDEMNITY

D) PAYABLES

Bonds

Bank borrowings

Other financial companies
Advances from customers
Trade

Subsidiaries

Associated companies
Parent companies

Taxes

Social security

Other payables

TOTAL PAYABLES

5,672,164 5,756,079 3,114,044
1,042,775 1,035,261 1,034,430
313,528 262,160 269,511
2,855 2,855 2,855
207,052 206,430 206,430
315,334 409,529 336,278
2,023,413 133,174 167,717
1,570,377 74,716 138,587
196,830 3,631,954 958,236
198,189 201,767 174,079
195,279 208,011 170,932
2,910 (6,244) 3,147
5,870,353 5,957,846 3,288,123
269,313 215,686 214,986
196,180 181,098 165,602
381,871 553,178 502,510
847,364 949,962 883,098
154,421 171,483 166,601
500,004 500,004 500,004
1,422,419 1,182,369 1,126,267
144,826 159,807 707,207
271,501 255,167 271,415
1,345,169 1,341,271 1,174,188
- 232 776

3,900 12,375 19,975
577 90,292 156,738
622,134 1,200,287 778,155
42,991 47,306 39,836
454,623 743,882 389,909
4,808,144 5,532,992 5,164,470
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(in thousands of euros)

CONSOLIDATED BALANCE SHEETS 6/30/2001 12/31/2000 6/30/2000
E) ACCRUED LIABILITIES AND DEFERRED INCOME
Accrued liabilities 224,940 319,378 292,733
Deferred income 19,996 21,194 18,765
TOTAL ACCRUED LIABILITIES AND DEFERRED INCOME 244,936 340,572 311,498
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 11,925,218 12,952,855 9,813,880
MEMORANDUM ACCOUNTS 6/30/2001 12/31/2000 6/30/2000
PERSONAL GUARANTEES
- Sureties on behalf of other companies 6,683 5,621 38,998
- Endorsements on behalf of other companies 20,586 25,279 15,521
27,269 30,900 54,519
THIRD PARTY ASSETSHELD IN DEPOST
- Securities held in deposit 142,697 142,175 143,005
- Goods in process 2,955 1,537 1,905
145,652 143,712 144,910
ASSETSHELD BY THIRD PARTIES
- Securities held as guarantees and sureties 41,050 21,247 23,434
- Share held in deposit 1,277,216 1,036,288 920,716
- Goods in process 10,930 7,752 8,506
1,329,196 1,065,287 952,656
COMMITMENTS
- Capital expenditures 128,731 124,701 100,979
128,731 124,701 100,979
OTHER MEMORANDUM ACCOUNTS
- Potential losses for risk of default on discounted bills 240 241 240
240 241 240
TOTAL 1,631,088 1,364,841 1,253,304
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(in thousands of euros)

CONSOLIDATED STATEMENTS OF INCOME 6/30/2001 6/30/2000 12/31/2000
A) PRODUCTION VALUE
Revenues from sales and services 3,945,878 3,597,869 7,476,671
Changes in inventories of work in process, semifinished and
finished products (21,912) 26,587 67,828
Changesin work in progress against orders 39,567 (11,134) (57,364)
Increase in property, plant and equipment 6,444 4,494 13,436
Other revenues and income:
a) Miscellaneous 112,086 84,179 197,787
b) Government grants 3,897 3,699 11,525
TOTAL PRODUCTION VALUE 4,085,960 3,705,694 7,709,883
B) PRODUCTION COSTS
Raw materials, auxiliaries, consumables and goods for resale (2,096,141) (1,851,600) (3,910,640)
Service expenses (617,555) (528,556) (1,143,832)
Lease and rent expenses (40,177) (48,335) (93,209)
Personnel (782,729) (765,655) (1,579,579)
Amortization, depreciation and write-downs:
a) Amortization of intangible assets (24,651) (21,832) (44,565)
b) Depreciation of property, plant and equipment (164,268) (166,722) (338,248)
d) Write-downs of receivablesincluded in current assets and
cash and banks (29,289) (3,945) (15,614)
Changes in inventories of raw materials, auxiliaries, consumables
and goods for resale 43,473 13,298 88,932
Other accruals (9,971) (6,480) (15,814)
Other operating expenses (121,759) (112,577) (219,900)
TOTAL PRODUCTION COSTS (3,843,067) (3,492,404) (7,272,469)
DIFFERENCE BETWEEN PRODUCTION VALUE
AND PRODUCTION COSTS 242,893 213,290 437,414
C) FINANCIAL INCOME AND EXPENSES
Investment income 3,958 4,962 9,351
Other financial income:
a) from receivables included in fixed assets 130 40 196
b) from securities included in fixed assets 0 697 1,391
¢) from securities included in current assets 5,074 6,197 12,815
d) income other than the above 377,270 120,823 308,984
Interest and other financial expenses (339,255) (165,214) (407,934)
TOTAL FINANCIAL INCOME AND EXPENSES 47,177 (32,495) (75,197)
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(in thousands of euros)

CONSOLIDATED STATEMENTSOF INCOME 6/30/2001 6/30/2000 12/31/2000
D) VALUATION ADJUSTMENTS TO FINANCIAL ASSETS
Revaluation 0 138 196
Write-downs (14,498) (116) (1,006)
TOTAL VALUATION ADJUSTMENTS (14,498) 22 (810)
E) EXTRAORDINARY ITEMS
Extraordinary income 69,873 1,672,382 5,258,268
Extraordinary expenses (18,019) (506,255) (981,337)
TOTAL EXTRAORDINARY ITEMS 51,854 1,166,127 4,276,931
INCOME BEFORE INCOME TAXES 327,426 1,346,944 4,638,338
Income taxes (127,686) (385,561) (1,012,628)
NET INCOME FOR THE PERIOD 199,740 961,383 3,625,710
GROUP 196,830 958,236 3,631,954
MINORITY INTEREST 2,910 3,147 (6,244)




NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

AT JUNE 30, 2001

FORM AND CONTENT

The consolidated six months financial statements at June 30, 2001 have been
prepared in the same format using the same accounting principles and principles of
consolidation as those adopted in the financia statements at December 31, 2000 and

described in the previous annual report.

The list of subsidiaries and associated companies included in consolidation is

provided at the end of this report.

The reconciliation of the six months net result of the period and the shareholders
equity reported by Pirelli S.p.A. at June 30, 2001 and the corresponding consolidated

figures are presented in the supplementary information.
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COMMENTSON THE CONSOLIDATED BALANCE SHEETS

ASSETS

B) EIXED ASSETS

) INTANGIBLE ASSETS

Intangible assets may be analyzed as follows:

(in thousands of euros)

Trandation Amortizatio

12/31/2000 ) Increase Decrease 06/30/2001
adjustment n

. Formation cost 3,942 1 1,323 (1,043) 4223
. Patents and design patent rights 5,308 0 367 (1,074) 4,601
. Concessions, licenses, trademarks

and similar rights 6,469 13 3,446 (1,338) 8,590
. Goodwill 4,580 58 9,126 (2,339) 11,426
. Difference on consolidation 68,073 0 587 (2,218) 66,442
. Other 75,864 407 23,128 (8 (16,640) 82,751

164,236 479 37,977 (8 (24651 178033
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1) PROPERTY, PLANT AND EQUIPMENT

The movements in property, plant and equipment during the period are as

follows:
(in thousand of euros)

06/30/2001 12/31/2000
Grossvalue
. Opening baances 6,238,375 5,825,769
. Trandation adjustment (130,134) 79,183
. Change in scope of consolidation 0 16,147
. Additions 309,641 561,937
. Disposals (87,719) (244,661)

6,330,163 6,238,375

Accumulated depreciation

. Opening balances 3,635,206 3,400,998
. Trandation adjustment (118,090) 63,233
. Change in scope of consolidation 0 (13,308)
. Depreciation charge for the year 164,268 338,248
. Disposdls (81,258) (153,965)

3,600,126 3,635,206

Net values 2,730,037 2,603,169

The net increase compared to December 31, 2000 is due to a combination of the

following:

trandation adjustments, in reference to property, plant and equipment
included in the financial statements of foreign companies, and due to the
weakness of the euro against the currencies in the countries in which the

Group companies operate;

the ratio of additions during the period to depreciation equal to 1.88.
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[11) EINANCIAL ASSETS

I nvestments

Investments went from Euros 153.7 million to Euros 218.2 million and can be

analyzed asfollows:

(in thousands of euros)

Trandation

12/31/2000 adjustment 01/01/20001 Increase Decrease  06/30/2001
Subsidiaries 5476 0 5476 0 5476
Associated companies 3332 15 33337 5002 (4669 33,760
Other companies 114,876 (25) 114851 64,126 178977
153,674 (10) 153664 69218  (4,669) 218213

The increase in investments in associated companies totals Euros 5.1 million and
mainly refers to the acquisition of a 30.3 percent stake in EpicLink S.p.A. (Euros
3.8 million).

The decrease in investments in associated companies amounts to Euros 4.7
million and principaly regards the sale of the investments in Sicrem S.p.A.
(Euros 3.6 million) and in Trelleborg S.p.A. (Euros 0.4 million).

The increase in investments in other companies amounts to Euros 64.1 million
and chiefly reflects the acquisition of a1 percent stake in e.Biscom S.p.A. (Euros
48.8 million) and the subscription to the capital increase of F.C. Internazionale
Milano S.p.A. (Euros 12.4 million).
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C) CURRENT ASSETS

) INVENTORIES

Inventories amount to Euros 1,286 million, compared to Euros 1,232 million at

December 31, 2000, and can be analyzed as follows:

(in thousands of euros)
06/30/2001 12/31/2000

. Cables and Sytems Sector 786,059 778,346
. Tyres sector 499,998 453,620
. Other 2 2

1,286,059 1,231,968

1) RECEIVABLES

Recelvables, which totaled Euros 3,185.8 million at December 31, 2000, now

amount to Euros 3,169.2 million, and can be analyzed as follows:

(in thousands di euros)
06/30/2001 12/31/2000

Financial Trade and other Financial Trade and other

. Trade 0 1,963,200 0 1,791,327
. Subsidiaries 1 2141 82 3,562
. Asociated companies 2,445 66,947 2,081 3,281
. Parent companies 162,733 262 85,646 135
. Other receivables 189,848 781,661 261,083 1,038,584

355,027 2,814,211 348,892 2,836,889

Tradereceivables from customers

These may be analyzed by due date as follows:
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(in thousands of euros)

06/30/2001 12/31/2000
. Due within 12 months 2,079,480 1,880,521
. Due beyond 12 months 3,865 3,971
. Allowance for doubtful receivabl (120,145) (93,165)
1,963,200 1,791,327

No receivables are due beyond five years.

[11) CURRENT FINANCIAL ASSETS

Current financial assets consist of securities, mainly bonds, issued and
guaranteed by governments and banking institutions. The securities are held in

safe-keeping at leading banking institutions.

LIABILITIESAND SHAREHOLDERS EQUITY

A) SHAREHOLDERS EQUITY

OF PIRELLI SP.A.

“Share capital” totals Euros 1,042,775 thousand and consists of No.
1,917,331,163 ordinary shares and No. 88,006,016 savings shares, al with a par

value of Euro 0.52 per share and normal dividend rights.

During the first six months, No. 5,113,890 ordinary shares were issued and
subscribed to at par value and No. 9,336,700 ordinary shares at a price of Euros
2.774 which, as voted by the Board of Directors on March 20, 2000 and
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November 7, 2000, were assigned to the managers and cadres of the Company
and its subsidiaries as well as the parent company and other subsidiaries of the
latter, in Italy and abroad.

The changes in shareholders equity are presented in the supplementary

information.

MINORITY INTEREST

The minority interest in shareholders equity went from Euros 201.8 million at
December 31, 2000 to Euros 198.2 million at June 30, 2001. The change is due
to the balance between the increase for the net income in the first half of 2001,
the payment of dividends referring to the prior year and the trandation

adjustment for the conversion of financial statements into euros.

The percentage ownership of investments held by the minority interest is as

follows:

6/30/2001 12/31/2000
Celikord A.S. (Turkey) 49.00% 49.00%
Sicable S.A. (Ivory Coast) 49.00% 49.00%
Pirelli Telecom Cables Co. Ltd Wuxi (China) 30.90% 30.90%
BICCGeneral Baosheng Cable Co. Ltd (China) 33.00% 33.00%
Turk Pirelli Lastikleri A.S. (Turkey) 37.81% 37.81%
Pirelli Submarine Telecom Systems Holding B.V. 10.00% 10.00%
(The Netherlands)
Pirelli Pneus S.A. (Brazil) 0.82% 0.82%
Pirelli Energia Cabos e Sistemas S.A.(Brazil) 0.74% 1.14%
Pir. Telecomunicacdes Cabos e Sistemas SA. (Brazil) 0.74% 1.14%
Pirelli Deutschland A.G. (Germany) 1.06% 1.06%
Pirelli de Venezuela C.A. (Venezuelq) 3.78% 3.78%
Solac Soc. Laminadora Ltd (Brazil) 11.00% 11.00%
P& A K.K. (Japan) 49.00% 49.00%
Turk Pirelli Kablo ve Sistemleri A.S. (Turkey) 16.25% 16.25%

AlexandriaTire Co. SA.E. (Egypt) 17.27% 17.27%
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B) PROVISIONSFOR LIABILITIESAND EXPENSES

PROVISIONSFOR INCOME TAXES

The provisions for income taxes include accruals relating to income taxes likely
to be incurred but uncertain as to the amount or as to the date on which they will

arise, aswell as deferred taxation, as follows:

(in thousands di euros)

06/30/2001 12/31/2000

. Provision for current taxes 28,893 24,780
. Provision for deferred taxes 167,287 156,318
196,180 181,098

The tax charge for the period is composed of the following:

(in thousands of euros)

1% half 2001 1% half 2000
. Current taxes 121,290 391,539
. Deferred taxes 6,396 (5,978)
127,686 385,561

The tax charge has been determined on the basis of the taxable income for the
six months, taking into account the utilization of any tax loss carryforwards and

by applying the nominal tax ratesin each individual country.

The tax charge is lower compared to the six months ended June 30, 2000 mainly
due to the gain that was recorded in the first half of the previous year on the sale
of Terrestrial Optical Systems business.



D)

OTHER PROVISIONS
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The movements during the period in other reserves are as follows:

(in thousands of euros)

Restructuring Other Total
Al 12/31/2000 285,446 267,732 553,178
. Trandation adjustment 8,926 2,068 10,994
. Utilization (137,629) (57,702) (195,331)
. Increase 531 12,499 13,030
Al 06/30/2001 157,274 224,597 381,871

The provision for restructuring costs at June 30, 2001 amounts to Euros 157.3

million and consists of Euros 146.3 million for the Cables and Systems Sector

and Euros 11 million for the Tyres Sector. The utilization during the period by
the Cables and Systems Sector and Tyres Sector was Euros 78.5 million and

Euros 59.1 million, respectively.

The total of other provisions consists of accruals for litigation, industrial risks

and claims, product warranties and other risks.

PAYABLES

Payables amount to Euros 4,808.1 million at June 30, 2001, compared to Euros

5,533 million at December 31, 2000, and can be analyzed as follows:
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(in thousands of euro:

06/30/2001 12/31/2000
. . Tradeand . . Tradeand
Financial other Financial other
. Bonds 500,004 - 500,004 -
. Bank borrowings 1,422,419 - 1,182,369 -
. Other financid companies 144,826 - 159,807 -
. Advances form customers - 271,501 - 255,167
. Trade - 1,345,169 - 1,341,271
. Subsidiaries - - - 232
. Associated companies 1,000 2,900 - 12,375
. Parent companies - 577 66,361 23,931
. Taxes - 622,134 - 1,200,287
. Socia security - 42,991 - 47,306
. Other payables - 454,623 - 743,882

2,068,249 2,739,895 1,908,541 3,624,451

An analysis by due date, according to the type of payable, isasfollows:

Financial payables

(inthousands of euro:

06/30/2001 12/31/2000
within 12 beyond 12 within 12 beyond 12
months months months months
. Bonds 4 500,000 4 500,000
. Bank borrowings 594,642 827,777 403,616 778,753
. Other financial companies 91,108 53,718 111,275 48532
. Asociated companies 1,000 - - -
. Parent companies - - 66,361 -
686,754 1,381,495 581,256 1,327,285

Financial payables are secured by liens and mortgages for Euros 149 million.
Financial payables due within the 12 months amount to Euros 686.8 million and

also include the current portion of long-term debt of Euros 40.3 million.

- Bank borrowings

Bank borrowings due beyond 12 months, amounting to Euros 827.8 million,

include borrowings due beyond five years for Euros 110 million.



- Payablesto other financial companies
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The amount due beyond 12 months, amounting to Euros 53.7 million,

includes Euros 41 million due beyond five years.

Trade and other payables

(in thousands of euras)

06/30/2001 12/31/2000
within 12 beyond 12 within 12 beyond 12
months months months months

. Advances from customers 271,501 - 255,167 -
. Trade 1,345,147 22 1,341,228 43
. Subsidiaries - - 232 -
. Associated companies 2,900 - 12,375 -
. Parent companies 577 - 23,931 -
. Taxes 541,055 81,079 1,118,598 81,689
. Social security 42,991 - 47,306 -
. Other payables 421,157 33,466 700,706 43,176

2,625,328 114,567 3,499,543 124,908




55

COMMENTSON THE CONSOLIDATED STATEMENTSOF INCOME

A) PRODUCTION VALUE

- Revenuesfrom sales and services

The distribution of sales by geographical area of destination and industry sector
are reported in the following table.

(in thousands of euros)

1% half 2001 1% half 2000

Geographic area
Europe:
. ltaly 579,065 14.68% 410,837 11.42%
. Other European countries 1,660,295 42.07% 1,586,510 44.10%
North America 631,150 16.00% 564,212 15.68%
Centrd and South America 610,822 15.48% 576,417 16.02%
Oceania, Africaand Asia 464,546 11.77% 459,893 12.78%

3,945,878 100.00% 3,597,869 100.00%
Sector
Cables and Systems 2,478,418 62.81% 2,171,348 60.35%
Tyres 1,477,476 37.44% 1,424,956 39.61%
Other 55,575 141% 41,847 1.16%
Inter-dlimination (65,591) (1.66%) (40,282) (1.129%)

3,945,878 103.32% 3,597,869 102.24%
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B) PRODUCTION COSTS

- Personnel costs

Personnel costs consist of the following:

(in thousands of euros)

1% half 2001 1% half 2000
. Sdaries and wages 610,364 600,299
. Social security costs 127,560 125,556
. Leaving indemnity 22,149 15,686
. Penson and similar costs 10,591 10,782
. Other costs 12,065 13,332
782,729 765,655

- Depreciation of property, plant and equipment

The depreciation charge for property, plant and equipment may be analyzed as

follows:
(in thousands of euros)
1% half 2001 1% half 2000
. Buildings 15,796 19,202
. Plant and machinery 109,711 109,126
. Commercia and industria equipment 20,565 21,929
. Other as=ts 18,196 16,465

164,268 166,722
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C) EINANCIAL INCOME AND EXPENSES

- Investment income

Investment income amounts to Euros 4 million and refers to dividends received

from equity investments in other companies.

- Other financial income

“Income other than the above’ consists of the following:

(in thousands of euros)
1% half 2001 1% half 2000

. Interest from associated companies 392 716

. Interest from parent companies 1,665 17,342

. Bank interest and other interest 129,982 40,462

. Other financia income from parent companies 155 26

. Miscdllaneous financid income 16,246 26,317

. Gains on exchange 228,830 35,960
377,270 120,823

- Interest and other financial expenses

These expenses include:

(in thousands of euras)
1% half 2001 1% half 2000

. Interest to associated companies 23 18
. Interest to parent companies 771 0
. Bond interest 12,087 12,121
. Bank interest and interest to other financia companies 64,389 52,086
. Other financid expenses to associated companies 0 251
. Other financia expensesto parent companies 5,770 4,170
. Miscellaneous financia expenses 28,688 48,077
. Losses on exchange 227,527 48,491

339,255 165,214
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E) EXTRAORDINARY ITEMS

Extraordinary income

Extraordinary income went from Euros 1,672.4 million in the first six months of
the prior year to Euros 69.9 million, and can be analyzed as follows:
(in thousands of euras)

1st half 2001 1st half 2000

. Gain on disposal 31,262 39,481
. Miscellaneous 38,611 1,632,901
69,873 1,672,382

"Gains on disposal” mainly include Euros 30.3 million on the sale of Pirelli
S.p.A. treasury shares on the market.

“Miscellaneous’ principally comprises Euros 36.3 million recognized by Cisco
Systems on the sale of the Terrestrial Optical Systems last year.

In the corresponding of the prior year, “miscellaneous’” mainly comprised the
pre-tax gain on the sale of the Terrestrial Optical Systems business.

Extraordinary expenses

Extraordinary expenses total Euros 18 million, compared to Euros 506.3 million

in the first half of 2000, and consist of the following:

(in thousands of euros)

1st half 2001 1st half 2000

. Losses on disposals 271 9,885

. Miscellaneous 17,748 496,370

18,019 506,255
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Per sonnel
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The average number of employees in the companies included in consolidation

during the first half of 2001, by category, is asfollows:

. executives
. employees
. workers

. temporary

656
10,762
26,875

2,885

41,178



Exchangerates

The main exchange rates used in consolidation are as follows:
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(local currency against Euros)
Period-end Changein Average Changein
06/30/2001  12/31/2000 % 1° half 2001 1° half 2000 %
Europe
Italian lira 1,936.27 1,936.27 0.00% 1,936.27 1,936.27 0.00%
German mark 1.95583 1.95583 0.00% 1.95583 1.95583 0.00%
Dutch guilder 2.20371 2.20371 0.00% 2.20371 2.20371 0.00%
French franc 6.55957 6.55957 0.00% 6.55957 6.55957 0.00%
Spanish peseta 166.386 166.386 0.00% 166.386 166.386 0.00%
Belgian franc 40.3399 40.3399 0.00% 40.3399 40.3399 0.00%
British puond 0.6031 0.6241 (3.36%) 0.62355 0.61214 1.86%
Swissfranc 1.5228 1.5232 (0.03%) 1.5308 1.5853 (3.44%)
Hungarian forint 243.6300 263.8400 (7.66%) 261.6231 257.5605 1.58%
Slovakian koruna 42.2007 43.4897 (2.96%) 43.4427 42.1588 3.05%
Greek drachma 340.750 340.750 0.00% 340.7500 334.4552 1.88%
North America
American dollar 0.8480 0.9305 (8.87%) 0.8981 0.9601 (6.46%)
Canadian dollar 1.2927 1.3965 (7.43%) 1.3779 1.4078 (2.12%)
Suth America
Brazilian real 1.9546 1.8195 7.42% 1.9331 1.7163 12.63%
Argentine peso 0.8480 0.9305 (8.87%) 0.8981 0.9601 (6.46%)
Oceania
Australian dollar 1.6735 1.6770 (0.21%) 1.7216 1.5740 9.38%
Asia
Y uan (Chinese) renminbi 7.0186 7.7021 (8.87%) 7.4338 7.9452 (6.44%)
Singapore dollar 1.5451 1.6130 (4.21%) 1.6011 1.6413 (2.45%)
Indonesian rupiah 9,650.0000  8,956.000 7.7%%  9,426.0000 7,493.000 25.80%
Africa
Egyptian pound 3.305 3.610 (8.45%) 3.4752 3.2956 5.45%
lvory Coast franc 655.957 655.957 0.00% 655.9570 655.9570 0.00%
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The composition of the net financial position, which shows a change of Euros

1,270.2 million compared to December 31, 2000, is asfollows:

(in thousands of euros)
Net financial position 06/30/2001 12/31/2000
. Short-term financia payables 686,754 581,256
. Accrued interest expenses 32,470 22,682
. Cash and banks (2,389,181) (3,701,290)
. Other securities (1,455,927) (1,237,160)
. Short-term financia receivables (371,656) (369,116)
. Accrued interest income (12,219) (13,946)
Net short-term financial postion (3,509,759) (4,717,574)
. Medium/long-term financial payables 1,381,497 1,327,285
. Medium/long-term financia receivables (87,824) (96,565)
. Other securities (8,918) (8,370)
Net medium/long-term debt position 1,284,755 1,222,350
Net financial postion (liquidity)/debt (2,225,004) (3,495,224)
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CONSOLIDATED STATEMENTS OF CASH FLOWS (in thousands of euros)
1/1 - 06/30/2001 1/1 - 12/31/2000

NET DEBT AT BEGINNING OF YEAR 3,495,224 (1,017,089)

Transation adjustments (14,781) 11,772

Operating profit 242,893 437,414

Depreciation and amortization 188,920 382,813

Increase in intangible assets (28,608) (83,781)

Increase in property, plant and equipment (309,641) (561,937)

Increase in financial assets (75,152) (344,104)

Disposal of intangible assets 0 2,399

Disposal of property, plant and equipment 6,461 26,133

Disposal of financial assets 6,086 80,518

Net investments (400,854) (880,772)

Changesin inventories (40,799) (68,863)

Changesin trade and other accounts receivable/payable (192,494) 58,307

Changesin working capital (233,293) (10,556)

Changesin provisionsfor liabilities and expenses (15,361) (11,296)

Other changes 8,273 (50,539)

FREE CASH FLOW (209,422) (132,936)

Extraordinary items 51,854 4,276,931

Financial income and expenses 29,490 (84,546)

Income taxes (127,687) (1,012,628)

Sales/Purchase of treasury shares 94,195 (73,823)

Other (843,508) 1,605,433

Cash flow before dividends (1,005,078) 4,578,431

Dividends paid (286,327) (165,571)

Net cash flow (1,291,405) 4,412,860

Share capital increase Pirelli Sp.A. 0 5138

Share capital increase (minority interest) 35,966 82,543

Changesin share capital 35,966 87,681

Changesin net financial position (*) (1,270,220) 4,512,313

NET LIQUIDITY (DEBT) AT END OF PERIOD 2,225,004 3,495,224

(*) Financed by:

Increase (decrease) in long-term loans 62,405 (146,440)

Increase (decrease) in short-term loans 114,473 (150,945)

Decrease (increase) in cash and banks and cash equivalents 1,093,342 (4,214,928)
1,270,220 (4,512,313)
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY
(in thousands of euros)

SHARE SHARE TRANSLATION OTHER RESERVES (*) TOTALE
CAPITAL PREMIUM LEGAL RESERVE ADJUSTMENT RETAINED EARNINGS
RESERVE NET INCOME FOR
THE YEAR
Balance at December 31, 1999 1,032,152 270,083 204,840 80,678 687,154 2,274,907
Profit distribution, as per resolution of May 8, 2000
* to Legal Reserve 1,590 (1,590) 0
* dividends to shareholders (150,862) (150,862)
* to directors (1,747) (1,747)
February 10,2000 subscription of n° 3,343,000 ordinary shares 1,739 1,739
April 27, 2000 subscription of n° 450,000 ordinary shares 234 234
May 19, 2000 subscription of n° 545,200 ordinary shares 284 284
June 21, 2000 subscription of n® 41,000 ordinary shares 21 21
November 30, 2000 subscription of n® 400,000 ordinary shares 208 902 1,110
December 19, 2000 subscription of n° 1,198,900 ordinary shares 623 1127 1,750
Withdrawal from share premium reserve to set up reserve for
treasury sharesin portfolio (9,952) 9,952 0
Adjustment of net equities of subsidiaries companies (30,084) (30,084)
Translation adjustment 26,773 26,773
Net income for the year 3,631,954 3,631,954
Balance at December 31, 2000 1,035,261 262,160 206,430 107,451 4,144,777 5,756,079
Profit distribution, as per resolution of May 8, 2001
* to Legal Reserve 622 (622) 0
* dividends to shareholders (286,327) (286,327)
* to directors (14,142) (14,142)
January 2001 subscription of n° 355.200 ordinary shares 185 676 861
February 2001 subscription of n° 8.689.484 ordinary shares 4,518 13,966 18,484
March 2001 subscription of n° 4.701.006 ordinary shares 2,444 4,814 7,258
May 2001 subscription of n° 583.900 ordinary shares 304 1,316 1,620
June 2001 subscription of n°121.000 ordinary shares 63 273 336
Withdrawal from share premium reserve to set up reserve for
treasury sharesin portfolio 30,324 (30,324) 0
Translation adjustment (8,835) (8,835)
Net income for the period 196,829 196,829
Balance at June 30, 2001 1,042,775 313,529 207,052 98,616 4,010,191 5,672,163

(')The item "Other reserves' includes: Revaluation Reserve, Reserve for treasury sharesin portfolio, la Riserva per Concentrazioni, la Riserva da Conferimenti and Consolidation reserve.
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RECONCILIATION OF NET RESULTSAND SHAREHOLDERS EQUITY OF PIRELLI S.P.A. AND CORRESPONDING

CONSOLIDATED FIGURES OF THE GROUP AT JUNE 30, 2001

(in thousands of euros)

Share Reserves Net income Total
Capital
Pireli S.p.A. 1,042,775 2,452,149 11,852 3,506,776
Earnings for the year of consolidated companies
(before consolidation adjustment) 208,761 208,761
Capital and reserves of consolidated companies
(before consolidation adjustment) 4893278 4,893,278
Consolidation adjustments:
- carrying value of investments in consolidated
companies (2,546,094) (2,546,094)
- intragroup dividends 23,580 (23,580) 0
- other (390,354) (204) (390,558)
Group 1,042,775 4,432,559 196,829 5,672,163




