
28 Development projects and sites under management are valued at 1.6 billion euro at December 31st, 2008 versus

a book value of 1.4 billion euro (the Pirelli RE share is approximately 33% corresponding to 465 million euro) out

of total assets under management relating to investee vehicle companies and funds, excluding non performing

loans, of 14.1 billion euro. Development activities therefore represent a relatively small proportion of Pirelli’s overall

investments (around 10% of the total).

The business model adopted for participating in site and development projects is that of investing with minority

stakes in joint ventures with recognized national and international partners, and of providing asset management,

project management and agency services.

In keeping with the business model, the sites and development of the different joint ventures in which Pirelli RE

has invested are provided with financial resources from their inception, of which 50%-70% from leading national

and international banks and the remainder from shareholders in the form of equity and shareholder loans.

The bank lending, solely of the non-recourse kind, is usually structured in two lines with secured guarantees: the

first to purchase the site and the second for drawdown as the work progresses (capitalization line).

With reference to the above and for greater clarity regarding the business model, the site and development

activities can be further divided into:

a) Residential sites and development: total assets are worth 702 million euro. The Pirelli RE interest is 38%,

meaning that its share of total assets is 269 million euro. Projects which have started or are in the process

of completion represent only 69 million euro (Pirelli RE’s 35% share is 24 million euro) of total assets

managed, while the remainder comprises sites at different stages of the urban planning process for which

building work has not yet been contracted.

Among the former, one of the most important projects under development is that of Malaspina in the town

of Pioltello (Pirelli RE interest is 36%) covering an area of approximately 43,000 sqm and with a book value

of 38 million euro at December 31st, 2008. The project is about 77% complete and 59% of the units have

already been sold (based on both final and preliminary sale contracts). The financial resources for

completing this project are guaranteed both by a bank loan and the cash flows from sales and advances

received under preliminary sale contracts.

For greater clarity regarding the portfolio’s composition, major sites in the planning process but not yet

under development are:

– the site relating to the "Riva di Roma" project in the Acilia-Madonnetta area of Rome, with a book value

of 95 million euro, in which the Pirelli RE interest is 34.6%; having completed the planning process, this

site offers a potential buildable area of 350,000 sqm, of which about one-third for residential

purposes;

– the ex-Lucchini site in Warsaw, Poland, with a book value of 38.1 million euro, in which the Pirelli RE

interest is 34%; it has a potential buildable area of approximately 720,000 sqm, with its master plan

likely to be adopted in 2011.

b) Commercial sites and development: total assets are worth 517 million euro; the Pirelli RE interest is 27%,

meaning that its share of total assets is 139 million euro. Projects which have started or are in the process

of completion represent approximately 201 million euro (Pirelli RE’s 28% share is 56 million euro) of total

assets managed, while the remainder comprises sites at different stages of the urban planning process for

which building work has not yet been contracted.

One of the most important projects under development is that of the new management offices for the

Rizzoli Corriere della Sera Group in Milan (Pirelli RE’s interest is 25%) covering an area of 69,000 sqm and

involving both redevelopment and building of new offices for the operational headquarters of the RCS

Group and other primary tenants.

This project had a book value of 61 million euro at the end of December 2008. Once redevelopment is

completed, expected by 2010, there are real opportunities for selling to investors interested in investing in

“income-generating property”.

The financial resources for completing this project are guaranteed by a bank loan for 100% of the work.
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c) Sites for trading: total assets are worth 181 million euro. The Pirelli RE average interest is 31%, meaning

that its share of total assets is 57 million euro.

These include sites for which the Company pursues only urban planning objectives with the purpose of

their subsequent sale.

Lastly, as regards development of the Pirelli RE platform abroad, asset management, project management and

agency activities are already being carried out in both Germany and Poland, where real estate development

activities have also started.

As regards the estimated financial resources needed to complete the development projects already in progress:

– residential projects currently in progress (valued at 69 million euro at December 31st, 2008) are estimated

to need some 33 million euro to complete (Pirelli RE 37% interest is equal to around 12 million) most of

which is covered by committed bank loans.

– commercial projects currently in progress (valued at 201 million euro at December 31st, 2008) are

estimated to need some 115 million euro to complete (Pirelli RE 24% interest is equal to around 28 million)

most of which is covered by committed bank loans.
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30 II. Real Estate Net Asset Value and Implicit capital gain as per independent appraisals

The Net Asset Value of Pirelli RE’s co-investments has been evaluated by independent appraisers as

approximately 0.8 billion euro, net of non performing loans which are stated at book value. Net Asset Value

consists of the difference between the Pirelli RE share of the assets’ market value (3.8 billion euro) and its share

of the related bank position and shareholder loans (3.0 billion euro) as reported in the following table.

Real Estate NAV at 100% Real Estate NAV share
(euro/billion) (euro/billion)

(*) SHL (shareholders loan) = Shareholder loans. These refers to financial receivables with associated and joint ventures

Of the total book value of 14.1 billion euro relating to investee vehicle companies and funds, approximately

2 billion euro refers to investment property stated at fair value (IAS 40).

Despite the writedowns to real estate portfolios in 2008, of which the Pirelli RE share was 135.8 million euro, Pirelli

RE reports a share of the implicit capital gain (difference between market and book value) of approximately 260

million euro.

The Pirelli RE share of Real Estate Net Asset Value, meaning the difference between market value and the related

debt inclusive of shareholder loans, is approximately 0.8 billion euro (1.0 billion euro at December 31st, 2007). The

effect of taxes on the share of the implicit capital gain mentioned above is not significant. This is because, as

shown in the comparative analysis of debt and market value in the charts by cluster contained in the previous

paragraph, such tax is largely attributable to investment funds.
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The following table reports the share of Real Estate Net Asset Value and the implicit capital gain for 2007 and

2008.

Asset Under Management

(euro/billion) December 2008 December 2007

100% 100%

Market Book Net Share- Net Asset Market Book Net Share- Net Asset

Value Value bank holder Value Value Value bank holder Value

debt loans (**) debt loans (**)

Real Estate invested vehicle companies and funds 15.0 14.1 10.1 1.2 12.0 10.8 6.9 1.0

Real Estate not invested vehicle companies and funds 0.4 0.4 – – 0.6 0.5 – –

Total Real Estate 15.4 14.4 10.1 1.2 12.6 11.3 6.9 1.0

NPL (*) 1.9 1.9 1.2 0.4 2.4 2.4 1.6 0.4

Total Asset Under Management 17.3 16.3 11.3 1.7 15.0 13.7 8.5 1.4

(euro/billion) December 2008 December 2007

Pro quota Pro quota

Market Book Net Share- Net Asset Market Book Net Share- Net Asset

Value Value bank holder Value Value Value bank holder Value

debt loans (**) debt loans (**)

Real Estate invested vehicle companies and funds 3.8 3.5 2.6 0.4 3.5 3.2 2.2 0.4

Real Estate not invested vehicle companies and funds – – – – – – – –

Total Real Estate 3.8 3.5 2.6 0.4 3.5 3.2 2.2 0.4

NPL(*) 0.6 0.6 0.4 0.2 0.7 0.7 0.5 0.2

Total Asset Under Management 4.4 4.1 3.0 0.6 4.2 3.9 2.7 0.5

The net financial position of real estate funds and vehicle companies invested in by Pirelli RE is approximately 13

billion euro at December 31st, 2008 (11.3 billion euro in bank debt and 1.7 billion euro in shareholder loans) of

which 1.7 billion euro relate to NPL. Of this overall debt, 11.3 billion euro refers to real estate (10.1 billion euro in

bank debt and 1.2 billion euro in shareholder loans). Pirelli RE’s share of the financial position of the funds and

investment companies is 3.6 billion euro (of which 0.4 billion euro in shareholder loans relating to real estate and

0.2 billion euro in shareholder loans relating to NPL). The bank debt of 3 billion euro comprises 2.6 billion euro in

relation to real estate and 0.4 billion euro in relation to NPL. This debt, which has an average residual life of 3.6

years, is secured against the properties and NPL underlying the loans.

Representation of the real estate portfolio

Analysis by cluster

The following tables present information on profitability by cluster on a 100% basis and for the Pirelli RE share.

These provide details of rental income and the related vacancy rates. “Passing rent” is rent annualized on the

basis of contracts existing at the end of the period for assets belonging to the fund/company; “passing yield” is

1.00.8

4.13.7
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32 determined as the ratio of passing rent to the net book value of fund/company assets; the “vacancy” rate is

calculated as the ratio of vacant square metres to total company/fund assets.

Profitability of investee funds and vehicle companies under management (100%)

(euro/million) December 2008

PRE Passing Passing Vacancy Book Market Net financial Of which

share Rent Yield value value position net bank

excluding debt 

shareholder

loans

Commercial Core Italy 88,565 5.7% 9.3% 1,558,466 1,760,280 1,118,980 1,086,016 

Tecla Fondo Uffici 45.0% 38,959 5.3% 8.5% 737,840 737,840 511,862 511,862 

Fondo Cloe 18.3% 28,083 6.4% 9.1% 406,664 521,900 229,343 229,343 

Fondo Retail & Entertainm 31.6% 21,522 5.2% 13.1% 413,961 500,540 377,776 344,812 

Commercial Yieding Italy 183,552 7.0% 5.3% 2,622,487 2,873,223 1,484,548 1,397,742 

Fiprs 22.0% 21,053 8.1% 0.0% 259,289 302,570 207,751 194,244 

Tiglio 1 12.9% 16,943 7.1% 26.2% 238,193 276,170 134,677 134,677 

Raissa 35.0% 26,098 6.7% 0.0% 388,897 403,520 235,151 206,204 

Olinda Fondo Shop 11.8% 38,258 6.6% 3.1% 579,265 653,440 300,774 300,774 

Dolcetto Tre S.r.l. 33.0% 1,426 10.4% 0.0% 13,675 21,050 7,838 7,838 

Progetto Perugia 100.0% 1,587 4.8% 1.7% 33,253 33,600 – –

Armilla 2.3% 16,469 7.3% 0.0% 224,970 239,400 134,385 134,385 

Spazio Industriale Fondo (Portafoglio) 18.4% 42,800 7.2% 3.5% 592,675 627,540 290,190 287,235 

Fo, Hospitality & Leisure 35.0% 8,919 8.2% 0.0% 108,429 115,790 105,121 84,147 

Italia Turismo 16.3% 9,998 5.4% 0.0% 183,840 200,143 68,661 48,238 

Total Italy 272,116 6.5% 6.0% 4,180,952 4,633,503 2,603,528 2,483,758 

Commercial Core Germany 119,000 6.0% 0.0% 1,997,936 2,018,612 1,430,236 1,335,430 

Mistral 35.0% 9,500 6.3% 0.1% 150,804 160,000 116,956 113,824 

Highstreet 12.1% 109,500 5.9% 0.0% 1,847,132 1,858,612 1,313,280 1,221,606 

Commercial Germany 168,114 6.6% 2.1% 2,550,579 2,576,578 2,538,471 2,414,798 

Highstreet 12.1% 163,167 6.7% 1.5% 2,449,629 2,471,388 2,439,588 2,318,012 

Mistral 35.0% 4,947 4.9% 9.9% 100,950 105,190 98,883 96,786 

Residential Yielding Germany 190,760 6.9% 6.3% 2,744,961 2,810,976 2,633,457 2,295,963 

DGAG 35.0% 71,690 7.9% 3.4% 909,991 942,749 884,543 772,255 

BIB 40.0% 100,652 6.4% 7.9% 1,565,913 1,570,157 1,501,589 1,316,723 

Small Deal 40.0% 18,418 6.8% 9.3% 269,052 298,070 247,324 206,984 

Total Germany 477,875 6.6% 4.4% 7,293,476 7,406,166 6,602,164 6,046,191 

INCOME PORTFOLIO 749,991 6.5% 5.0% 11,474,428 12,039,669 9,205,693 8,529,949 

Residential Small Office House Office ITALY 22,754 n.m. n.m. 1,188,169 1,395,577 1,018,957 825,354 

Development ITA 2,888 1,114,163 1,191,919 932,886 714,421 

Development Germany 5,639 147,229 169,210 35,137 34,285 

Development Poland 675 139,446 225,658 127,434 66,451 

OTHER PORTFOLIO 31,957 2,589,007 2,982,364 2,114,414 1,640,511 

GRAND TOTAL 781,948 14,063,431 15,022,033 11,320,106 10,170,460 
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Profitability of investee funds and vehicle companies under management (Pirelli RE share)

(euro/million) December 2008

PRE Passing Passing Vacancy Book Market Net financial Of which

share Rent Yield value value position net bank

excluding debt 

shareholder

loans

Commercial Core Italy 29,472 5.5% 9.0% 537,259 585,706 404,297 386,991

Tecla Fondo Uffici 45.0% 17,532 5.3% 8.5% 332,028 332,028.0 237,520 237,520 

Fondo Cloe 18.3% 5,139 6.4% 9.1% 74,420 95,507.7 41,694 41,694 

Fondo Retail & Entertainm 31.6% 6,801 5.2% 13.1% 130,812 158,170.6 125,082 107,777 

Commercial Yieding Italy 35,537 6.9% 3.7% 512,259 555,317 305,007 281,495 

Fiprs 22.0% 4,632 8.1% 0.0% 57,044 66,565 55,847 50,545 

Tiglio 1 12.9% 2,184 7.1% 26.2% 30,703 35,598 17,370 17,370 

Raissa 35.0% 9,134 6.7% 0.0% 136,114 141,232 82,303 72,170 

Olinda Fondo Shop 11.8% 4,514 6.6% 3.1% 68,353 77,106 35,552 35,552 

Dolcetto Tre S.r.l. 33.0% 471 10.4% 0.0% 4,513 6,947 2,587 2,587 

Progetto Perugia 100.0% 1,587 4.8% 1.7% 33,253 33,600 – – 

Armilla 2.3% 379 7.3% 0.0% 5,174 5,506 3,037 3,037 

Spazio Industriale Fondo (Portafoglio) 18.4% 7,884 7.2% 3.5% 109,171 115,593 53,668 52,932 

Fo. Hospitality & Leisure 35.0% 3,122 8.2% 0.0% 37,950 40,527 36,792 29,451 

Italia Turismo 16.3% 1,631 5.4% 0.0% 29,984 32,643 17,852 17,852 

Total Italy 65,009 6.2% 5.2% 1,049,519 1,141,023 709,304 668,487 

Commercial Core Germany 16,575 6.0% 0.0% 276,284 280,892 225,172 170,205 

Mistral 35.0% 3,325 6.3% 0.1% 52,781 56,000 30,936 28,557 

Highstreet 12.1% 13,250 5.9% 0.0% 223,503 224,892 194,236 141,649 

Commercial Germany 21,475 6.5% 3.1% 331,737 335,854 315,530 313,966 

Highstreet 12.1% 19,743 6.7% 1.5% 296,405 299,038 295,190 295,190 

Mistral 35.0% 1,731 4.9% 9.9% 35,332 36,817 20,340 18,776 

Residential Yielding Germany 72,720 6.9% 6.4% 1,051,375 1,075,931 1,008,866 869,989 

DGAG 35.0% 25,092 7.9% 3.4% 317,452 328,640 309,301 258,762 

BIB 40.0% 40,261 6.4% 7.9% 626,848 628,006 600,636 528,044 

Small Deal 40.0% 7,367 6.8% 9.3% 107,556 119,228 98,930 83,182 

Total Germany 110,769 6.7% 5.7% 1,659,397 1,692,677 1,549,569 1,354,160 

PORTAFOGLIO A REDDITO 175,777 6.5% 5.5% 2,708,916 2,833,701 2,258,873 2,022,646 

Residential Small Office House Office ITALY 7,351 n,s, n,s, 387,230 461,547 332,483 263,940 

Development ITA 722 378,082 404,564 329,647 243,520 

Development Germany – 33,616 37,805 20,903 19,295 

Development Poland 352 53,677 86,150 50,973 26,560 

OTHER PORTFOLIO 8,425 853,299 990,280 734,006 553,316 

GRAND TOTAL 184,203 3,562,001 3,823,710 2,992,879 2,575,962 

(*) Development projects are not included in Retail & Entertainment Fund, Spazio Industriale and Cloe.

The Pirelli RE Group’s income-generating real estate portfolio has a market value of 12.0 billion euro (of which the

Pirelli RE share is 2.8 billion euro) and a book value of 11.4 billion euro (of which the Pirelli RE share is 2.7 billion

euro), and generates annual rental income of which the Pirelli RE share is 175.8 million euro (750 million euro on

a 100% aggregate basis updated as at December 31st, 2008). The portfolio’s 12 principal tenants, accounting for

44% of rents, are: Archandor, Telecom Italia, La Rinascente, Region of Sicily, Conforama Italia, Valtur, Prada,

Fintecna, Enel, Eni, Vodafone and Editoriale l’Espresso.
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34 Based on the information required by CONSOB Recommendation Dem/9017965 dated February 26th, 2009, the

following table analyzes the book and market value of the investee real estate portfolio at December 31st, 2008

by purpose and accounting treatment. Market value is taken from the appraisals by independent experts at

December 31st, 2008.

When comparing the figures in this table with those in the other tables reported in the “Assets Under

Management” paragraph, please note that the Residential & Soho cluster with a value of 1.3 billion euro in the

tables in the “Assets Under Management” paragraph has been split between “Investment property” classified in

accordance with the fair value option under IAS 40 for 0.3 billion euro and “Trading property” classified in

accordance with IAS 2 for 1.0 billion euro.

Category Book Book Method Market Market

Value Value Value Value

100% PRE share 100% PRE share

Development projects 1,400,838 465,375 ias2 1,586,778 528,519

of which Commercial 517,114 138,571 591,286 155,438

of which Residential 702,618 269,471 809,892 314,333

of which other 181,107 57,332 185,600 58,749

Investment property 1,983,318 652,412 ias40 (*) 2,068,940 674,244

of which Commercial 1,719,440 577,313 1,768,900 588,853

of which Residential 263,878 75,100 300.040 85,391

of which other 0 0 0 0

Trading property 10,679,479 2,444,214 ias2 11,366,315 2,620,946

of which Commercial 7,010,027 1,079,357 7,459,793 1,167,662

of which Residential/Soho 3,669,452 1,364,857 3,906,522 1,453,285

of which other 0 0 0 0

Other (NPL) (**) 1,859,558 585,075 1,859,558 585,075

Third-party funds 379,861 0 417,540 0

Total 16,302,850 4,147,076 17,299,131 4,408,785

Total excluding NPL 14,443,292 3,562,001 15,439,573 3,823,710

Total excluding NPL and third-party funds 14,063,431 3,562,001 15,022,033 3,823,710

(*) Fair value option.

(**) NPLs are stated at book value because market value does not apply to this category of investments. The amounts included in the “Market value 100%” column and

the “Market value PRE share” column therefore refer to “Book value 100%” and “”Book value PRE share”.
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In the subsequent tables, the same information is presented again but by geographical area. Details by individual

project (venture) can be found in the appendices to the Report on operations.

ITALY

Category Book Book Method Market Market

Value Value Value Value

100% PRE share 100% PRE share

Development projects 1,114,163 378,082 ias2 1,191,910 404,564

of which Commercial 369,885 104,956 422,076 117,633

of which Residential 563,171 215,795 584,234 228,183

of which other 181,107 57,332 185,600 58,749

Investment property 1,983,318 652,412 ias40 (*) 2,068,940 674,244

of which Commercial 1,719,440 577,313 1 ,768,900 588,853

of which Residential/Soho 263,878 75,100 300,040 85,391

of which other 0 0 0 0

Trading property 3,385,804 784,620 ias2 3,960,160 928,206

of which Commercial 2,461,512 472,202 2,864,603 552,170

of which Residential/Soho 924,291 312,418 1,095,557 376,036

of which other 0 0 0 0

Other (NPL) (**) 1,859,558 585,075 1,859,558 585,075

Third-party funds 379,861 0 417,540 0

GERMANY

Category Book Book Method Market Market

Value Value Value Value

100% PRE share 100% PRE share

Development projects 147,229 33,616 ias2 169,210 37,805

of which Commercial 147,229 33,616 169,210 37,805

of which Residential 0 0 0 0

of which other 0 0 0 0

Investment property 0 0 0 0

of which Commercial 0 0 0 0

of which Residential /Soho 0 0 0 0

of which other 0 0 0 0

Trading property 7,293,476 1 659,693 ias2 7,406,155 1,692,740

of which Commercial 4,548,515 607,155 4,595,190 615,491

of which Residential 2,744,961 1,052,439 2,810,965 1,077,249

of which other 0 0 0 0

Other (NPL) 0 0 0 0

Third-party funds 0 0 0 0

(*) Fair value option,

(**) NPLs are stated at book value because market value does not apply to this category of investments. The amounts included in the “Market value 100%” column and

the “Market value PRE share” column therefore refer to “Book value 100%” and “”Book value PRE share”.
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36 POLAND

Category Book Book Method Market Market

Value Value Value Value

100% PRE share 100% PRE share

Development projects 139,446 53,677 ias2 225,658 86,150

of which Commercial 0 0 0 0

of which Residential 139,446 53,677 225,658 86,150

of which other 0 0 0 0

Investment property 0 0 0 0

of which Commercial 0 0 0 0

of which Residential/Soho 0 0 0 0

of which other 0 0 0 0

Trading property 0 0 0 0

of which Commercial 0 0 0 0

of which Residential 0 0 0 0

of which other 0 0 0 0

Other (NPL) 0 0 0 0

Third-party funds 0 0 0 0

Information relating to aggregate 100% income statement – Capital activities -

The information relating to the aggregate 100% real estate income statement, split between unconsolidated and

consolidated funds/companies, by country and between portfolio and development, can be found in appendices

C, D and E to the Report on operations.
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5.1 Income statement by geographical area

As described in the section on Group mission and profile, the Company adopted a new structure by geographical

areas during the period under review. The results will now be examined, distinguishing between those from capital

activities and those from management activities (*). The figures at December 31st, 2007 are stated net of the effect

of temporarily consolidating DGAG.

Results

December 2008

Total Italy Germany Poland Non Other and

Real Estate Real Estate Real Estate Performing interelimi-

Loan nations

Pro-rata aggregate revenues (1) 775.6 428.5 225.8 86.7 40.2 (5.6)

Consolidated revenues (1) 365.1 206.6 62.2 66.4 39.1 (9.0

Total costs (382.9) (201.7) (72.2) (50.0) (34.3) (24.7)

EBIT before restructuring costs and

property writedowns/revaluations (17.7) 4.8 (10.0) 16.4 4.8 (33.8)

Net income from investments before 

restructuring costs and property 

writedowns/revaluations (2) (42.0) (23.9) (25.3) 1.8 5.3 0.2

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations (59.7) (19.2) (35.3) 18.2 10.1 (33.5)

ACQUISITIONS OF REAL ESTATE

AND NON PERFORMING LOANS (4) 4,968.7 

REAL ESTATE SALES (100%) 864.9 

REAL ESTATE SALES (PRO-RATA) 361.8 

GROSS CAPITAL GAINS (100%) 167.3 

CAPITAL GAINS (PRO-RATA) 76.8 

MARGIN (100%) 19%

MARGIN (PRO-RATA) 21%

5. DIVISIONAL PERFORMANCE IN 2008

(*) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net

income generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency).
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38
December 2007

Total Italy Germany Poland Non Other and

Real Estate Real Estate Real Estate Performing interelimi-

Loan nations

Pro-rata aggregate revenues (3) 949.0 824.0 36.2 39.8 49.9 (1.0)

Consolidated revenues (3) 334.1 223.9 25.3 39.7 49.2 3.9

Total costs (322.1) (199.0) (24.3) (32.4) (40.0) (26.4)

EBIT before restructuring costs and

property writedowns/revaluations 12.0 24.9 0.9 7.3 9.2 (30.4)

Net income from investments before 

restructuring costs and property 

writedowns/revaluations (2) 71.6 53.0 4.7 (0.5) 14.2 0.2

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations 83.6 77.9 5.6 6.8 23.4 (30.2)

ACQUISITIONS OF REAL ESTATE 

AND NON PERFORMING LOANS (4) 3,297.0 

REAL ESTATE SALES (100%) 1804.9

REAL ESTATE SALES (PRO-RATA) 526.8

GROSS CAPITAL GAINS (100%) 395.2

CAPITAL GAINS (PRO-RATA) 113.9

MARGIN (100%) 22%

MARGIN (PRO-RATA) 22%

(1) Pro-rata aggregate revenues reflect the Group’s share of total turnover, calculated as the sum of consolidated revenues and the Group’s share of the revenues of as-

sociates, joint ventures and funds in which it has invested.

(2) Includes 2.5 million euro in dividends and income from funds in 2008 (10.7 million euro in 2007).

(3) The figure at December 2007 is reported net of the sale of DGAG properties at book value through the disposal of shares to the joint ventures with RREEF and MSREF

for 1,295.6 million euro.

(4) The value of acquisitions of non performing loans is stated at book value.

NOTE: The figures at December 2007 are stated net of the effect of temporarily consolidating DGAG.

Pro-rata aggregate revenues amounted to 775.6 million euro compared with 949.0 million euro at December 31st,

2007 (net of the temporary consolidation of DGAG) (27). Despite higher revenues in Germany from rents following

the acquisition of the Highstreet portfolio in 2008 and in Poland due to the sale of part of the portfolio in Warsaw

owned under joint venture with Cypress Grove International, the decrease in revenues on the prior year was

primarily due to Italy, whose pro-rata aggregate revenues fell from 824.0 million euro in 2007 to 428.5 million euro

at December 31st, 2008.

EBIT including net income from investments before restructuring costs and property writedowns was a negative

59.7 million euro at December 31st, 2008 compared with a positive 83.6 million euro at December 31st, 2007.

The decrease reflects the general slowdown in real estate sales, whose aggregate 100% amount went down from

1,804.9 million euro in the previous year (pro-rata real estate sales were 526.8 million euro) to 864.9 million euro

in 2008 (pro-rata real estate sales were 361.8 million euro). Real estate sales generated 167.3 million euro in gross

capital gains in 2008 (395.2 million euro in 2007). The Pirelli RE pro-rata share of these gross capital gains at

December 31st, 2008 was 76.8 million euro (113.9 million euro a December 31st, 2007); the gross sales margin

was 19% in 2008 compared with 22% in the previous year, while the Pirelli RE pro-rata margin was 21% in 2008

compared with 22% in the previous year.

Rents totalled 669.2 million euro (535.8 million euro at December 31st, 2007), of which the Pirelli RE share was

164.9 million euro compared with 158.3 million euro at December 31st, 2007.

(27) Net of the temporary consolidation of DGAG and net of 1,295.6 million euro in sales of DGAG properties at book value through the disposal of shares to the joint ven-

tures with RREEF and MSREF.
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Real estate acquisitions amounted to 4,957.7 million euro at December 31st, 2008 compared with 2,452.5 million

euro in the previous year. Including the value of non performing loans, the value of acquisitions at December 31st,

2008 was 4,968.7 million euro (3,297.0 million euro at December 31st, 2007).

5.1.1 Italy Real Estate

Results

Italy - Real Estate - December 2008

Total Capital (3) Management (3)

Total Fund Agency Property

Services & Asset

Platform Management

Fees

Pro-rata aggregate revenues (1) 428.5 298.0 130.6 65.5 24.0 41.1

Consolidated revenues 206.5 75.9 130.6 65.5 24.0 41.1

Total costs (201.7) (82.4) (119.3) (48.1) (37.7) (33.5)

EBIT before restructuring costs

and property writedowns/revaluations 4.8 (6.5) 11.3 17.4 (13.6) 7.5

Net income from investments before

restructuring costs and property

writedowns/revaluations (23.9) (23.9) 0.0 0.0 0.0 0.0

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations (19.2) (30.4) 11.3 17.4 (13.6) 7.5

ACQUISITIONS OF REAL ESTATE 288.3

REAL ESTATE SALES (100%) 570.5

REAL ESTATE SALES (PRO-RATA) 218.6

GROSS CAPITAL GAINS (100%) 104.3

CAPITAL GAINS (PRO-RATA) 40.8

MARGIN (100%) 18%

MARGIN (PRO-RATA) 19%

(3) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net in-

come generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 
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Italy - Real Estate - December 2007

Total Capital (3) Management (3)

Total Fund Agency Property

Services & Asset

Platform Management

Fees

Pro-rata aggregate revenues (2) 824.0 637.6 186.4 69.9 65.8 50.7

Consolidated revenues (2) 223.9 37.5 186.4 69.9 65.8 50.7

Total costs (199.0) (34.2) (164.8) (57.0) (60.2) (47.6)

EBIT before restructuring costs and

property writedowns/revaluations 24.9 3.3 21.6 12.9 5.6 3.1

Net income from investments before

restructuring costs and property

writedowns/revaluations 53.0 41.3 11.7 11.7 0.0 0.0

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations 77.9 44.6 33.4 24.6 5.6 3.1

ACQUISITIONS OF REAL ESTATE 670.2

REAL ESTATE SALES (100%) 1730.4

REAL ESTATE SALES (PRO-RATA) 462.9

GROSS CAPITAL GAINS (100%) 379.1

CAPITAL GAINS (PRO-RATA) 99.6

MARGIN (100%) 22%

MARGIN (PRO-RATA) 22%

(1) Pro-rata aggregate revenues reflect the Group's share of total turnover, calculated as the sum of consolidated revenues and the Group's share of the revenues of

associates, joint ventures and funds in which it has invested.

(2) The figure at December 2007 is reported net of the sale of DGAG properties at book value through the disposal of shares to the joint ventures with RREEF and MSREF

for 1,295.6 million euro.

(3) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net

income generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 

NOTE: The figures at December 2007 are stated net of the effect of temporarily consolidating DGAG.

Pro-rata aggregate revenues amounted to 428.5 million euro at December 31st, 2008 (824.0 million euro at

December 31st, 2007), of which 298.0 million euro from capital activities (637.6 million euro at December 31st,

2007) and 130.6 million euro from fund & asset management fees and specialized services (186.4 million euro at

December 31st, 2007).

EBIT including net income from investments before restructuring costs and property writedowns/revaluations was

a negative 19.2 million euro at December 31st, 2008 compared with a positive 77.9 million euro at December 31st,

2007. The decrease of 97.1 million euro comprises -75.0 million euro from capital activities and -22.1 million euro

from management activities. The reduction in capital activities reflects not only the change in the fair value of

interest rate derivatives, but also the lower amount of sales, which came to 570.5 million euro at December 31st,

2008 compared with 1,730.4 million euro in the previous year. The decrease in the results of management

activities primarily reflects the steep decline in the agency business. The sales margin in Italy was 18% (22% in

2007).

Rents totalled 336.9 million euro at December 31st, 2008 (371.9 million euro at December 31st, 2007).
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5.1.2 Germany Real Estate

Results

Germany - Real Estate - December 2008

Total Capital (2) Management (2)

Total Fund Agency Facility Property

Services & Asset

Platform Management

Fees

Pro-rata aggregate revenues (1) 225.8 164.7 61.1 15.0 4.4 15.6 26.2

Consolidated revenues 62.2 1.0 61.1 15.0 4.4 15.6 26.2

Total costs (72.2) 0.1 (72.2) (19.9) (5.4) (18.1) (28.8)

EBIT before restructuring costs and

property writedowns/revaluations (10.0) 1.1 (11.1) (5.0) (1.0) (2.5) (2.6)

Net income from investments before

restructuring costs and property

writedowns/revaluations (25.3) (26.7) 1.4 0.0 (0.1) 0.0 1.4

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations (35.3) (25.5) (9.7) (5.0) (1.1) (2.5) (1.2)

ACQUISITIONS OF REAL ESTATE 4635.0

REAL ESTATE SALES (100%) 184.5

REAL ESTATE SALES (PRO-RATA) 63.5

GROSS CAPITAL GAINS (100%) 28.8

CAPITAL GAINS (PRO-RATA) 10.8

MARGIN (100%) 16%

MARGIN (PRO-RATA) 17%

(1) Pro-rata aggregate revenues reflect the Group’s share of total turnover, calculated as the sum of consolidated revenues and the Group's share of the revenues of

associates, joint ventures and funds in which it has invested.

(2) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net

income generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 
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Germany - Real Estate - December 2007

Total Capital (2) Management (2)

Total Fund Agency Facility Property

Services & Asset 

Platform Management

Fees

Pro-rata aggregate revenues (1) 36.2 24.1 12.1 12.1 0.0 0.0 0.0

Consolidated revenues 25.3 13.1 12.1 12.1 0.0 0.0 0.0

Total costs (24.3) (17.4) (6.9) (6.9) 0.0 0.0 0.0

EBIT before restructuring costs and

property writedowns/revaluations 0.9 (4.3) 5.2 5.2 0.0 0.0 0.0

Net income from investments before

restructuring costs and property

writedowns/revaluations 4.7 (6.6) 11.2 11.2 0.0 0.0 0.0

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations 5.6 (10.8) 16.5 16.5 0.0 0.0 0.0

ACQUISITIONS OF REAL ESTATE 1764.7

REAL ESTATE SALES (100%) 43.4

REAL ESTATE SALES (PRO-RATA) 32.8

GROSS CAPITAL GAINS (100%) 5.6

CAPITAL GAINS (PRO-RATA) 3.6

MARGIN (100%) 13%

MARGIN (PRO-RATA) 11%

(2) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net in-

come generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 

Pro-rata aggregate revenues amounted to 225.8 million euro at December 31st, 2008 (36.2 million euro at

December 31st, 2007), of which 164.7 million euro from capital activities (24.1 million euro at December 31st,

2007) and 61.1 million euro from fund & asset management fees and specialized services (12.1 million euro at

December 31st, 2007).

EBIT including net income from investments before restructuring costs and property writedowns/revaluations was

a negative 35.3 million euro at December 31st, 2008 compared with a positive 5.6 million euro at December 31st,

2007. The decrease of 40.9 million euro comprises -26.2 million euro from management activities (which in the

previous year included 11.2 million euro in capital gains on the disposal of investments) and -14.7 million euro

from capital activities.

Real estate sales amounted to 184.5 million euro at December 31st, 2008 compared with 43.4 million euro in the

previous year. 

The sales margin in Germany was 16% (13% in 2007). Rents totalled 331.9 million euro (163 million euro in 2007).

Real estate acquisitions amounted to 4,635.0 million euro at December 31st, 2008 compared with 1,764.7 million

euro in the previous year.
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5.1.3 Poland Real Estate

Results

Poland Real Estate - December 2008

Total Capital (2) Management (2)

Total Fund Agency Facility Property

Services & Asset 

Platform Management

Fees

Pro-rata aggregate revenues (1) 86.7 79.8 6.8 2.8 1.3 2.7 0.0

Consolidated revenues 66.4 59.6 6.8 2.8 1.3 2.7 0.0

Total costs (50.0) (41.2) (8.8) (4.7) (1.6) (2.6) 0.0

EBIT before restructuring costs and

property writedowns/revaluations 16.4 18.4 (2.0) (1.9) (0.2) 0.1 0.0

Net income from investments before

restructuring costs and property

writedowns/revaluations 1.8 1.8 0.0 0.0 0.0 0.0 0.0

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations 18.2 20.1 (2.0) (1.9) (0.2) 0.1 0.0

ACQUISITIONS OF REAL ESTATE 34.4

REAL ESTATE SALES (100%) 109.9

REAL ESTATE SALES (PRO-RATA) 79.7

GROSS CAPITAL GAINS (100%) 34.2

CAPITAL GAINS (PRO-RATA) 24.8

MARGIN (100%) 31%

MARGIN (PRO-RATA) 31%

(2) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net in-

come generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 
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Poland Real Estate - December 2007

Total Capital (2) Management (2)

Total Fund Agency Facility Property

Services & Asset 

Platform Management

Fees

Pro-rata aggregate revenues (1) 39.8 32.8 7.0 1.9 1.0 4.1 0.0

Consolidated revenues 39.7 32.7 7.0 1.9 1.0 4.1 0.0

Total costs (32.4) (26.8) (5.9) (1.9) (0.7) (3.2) 0.0

EBIT before restructuring costs and

property writedowns/revaluations 7.3 6.2 1.1 0.0 0.3 0.8 0.0

Net income from investments before

restructuring costs and property

writedowns/revaluations (0.5) (0.5) 0.0 0.0 0.0 0.0 0.0

EBIT including net income from

investments before restructuring

costs and property writedowns/

revaluations 6.8 5.7 1.1 0.0 0.3 0.8 0.0

ACQUISITIONS OF REAL ESTATE 17.6

REAL ESTATE SALES (100%) 31.1

REAL ESTATE SALES (PRO-RATA) 31.1

GROSS CAPITAL GAINS (100%) 10.3

CAPITAL GAINS (PRO-RATA) 10.3

MARGIN (100%) 33%

MARGIN (PRO-RATA) 33%

(1) Pro-rata aggregate revenues reflect the Group’s share of total turnover, calculated as the sum of consolidated revenues and the Group’’s share of the revenues of

associates, joint ventures and funds in which it has invested.

(2) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net

income generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 

Pro-rata aggregate revenues amounted to 86.7 million euro at December 31st, 2008 (39.8 million euro at

December 31st, 2007), of which 79.8 million euro from capital activities (32.8 million euro at December 31st, 2007)

and 6.8 million euro from fund & asset management fees and specialized services (7.0 million euro at December

31st, 2007).

EBIT including net income from investments before restructuring costs and property writedowns/revaluations was

a positive 18.2 million euro at December 31st, 2008 compared with a positive 6.8 million euro at December 31st,

2007. The increase of 11.4 million euro includes a negative 1 million euro from management activities (plus 2 euro

million in costs relating to activities in Romania and Bulgaria now terminated) and a positive 14.4 million euro in

earnings from capital activities following sale of part of the property portfolio in Warsaw.

Real estate sales amounted to 109.9 million euro at December 31st, 2008 compared with 31.1 million euro in the

previous year.

The sales margin in Poland was 31% (33% in 2007).
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5.1.4 Non performing loans

Results

Non Performing Loan - December 2008

Total Capital (2) Management (2)

Total Fund Credit

Services & Asset Servicing

Platform Management

Fees

Pro-rata aggregate revenues (1) 40.2 5.4 34.8 7.5 27.3

Consolidated revenues 39.1 4.3 34.8 7.5 27.3

Total costs (34.3) (3.2) (31.1) (4.3) (26.8)

EBIT before restructuring costs and property

writedowns/revaluations 4.8 1.1 3.7 3.2 0.5

Net income from investments before restructuring costs

and property writedowns/revaluations (2) 5.3 5.3 0.0 0.0 0.0

EBIT including net income from investments before

restructuring costs and property writedowns/revaluations 10.1 6.4 3.7 3.2 0.5 

Non Performing Loan - December 2007

Total Capital (2) Management (2)

Total Fund Credit

Services & Asset Servicing

Platform Management

Fees

Pro-rata aggregate revenues (1) 49.8 4.4 45.5 10.5 35.0

Consolidated revenues 49.2 3.7 45.5 10.5 35.0

Total costs (40.0) (3.1) (36.9) (6.7) (30.2)

EBIT before restructuring costs and property

writedowns/revaluations 9.2 0.6 8.6 3.8 4.8

Net income from investments before restructuring costs

and property writedowns/revaluations (2) 14.2 14.2 0.0 0.0 0.0

EBIT including net income from investments before

restructuring costs and property writedowns/revaluations 23.4 14.8 8.6 3.8 4.8

(1) Pro-rata aggregate revenues reflect the Group’s share of total turnover, calculated as the sum of consolidated revenues and the Group’s share of the revenues of

associates, joint ventures and funds in which it has invested.

(2) Capital activities include the net income generated by Pirelli RE’s investments in funds and companies (primarily sales and rents); management activities include the net

income generated by the company through its fund and asset management activities and specialized real estate services (property, facility, agency). 

NOTE: Collections of non performing loans were 514.2 million euro in 2008 and 541 million euro in 2007, while acquisitions amounted to 11 million euro in 2008 and 844.5

million euro in 2007.

Pro-rata aggregate revenues amounted to 40.2 million euro at December 31st, 2008 (49.9 million euro at December

31st, 2007) of which 5.4 million euro from co-investment activities (4.4 million euro at December 31st, 2007) and

34.8 million euro from management and specialized services (45.5 million euro at December 31st, 2007).

EBIT including net income from investments before restructuring costs and property writedowns/revaluations was

a positive 10.1 million euro at December 31st, 2008 compared with a positive 23.4 million euro at December 31st,

2007. The decrease is due to collections of non performing loans, which fell from 541.0 million euro at the end

of 2007 to 514.2 million euro at December 31st, 2008.
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46 The Board of Directors has confirmed the resolutions adopted in February by approving an operation designed

to strengthen the capital structure of Pirelli RE and to support its new business model, with a proposal to make

a divisible increase in share capital for cash payment, to be offered in pre-emption to shareholders, for a maximum

amount of 400 million euro.

As for the terms of the increase, it is envisaged that the shareholders’ meeting will give the Board a mandate to

set the issue price with reference to the theoretical “ex rights” price (TERP) of Pirelli RE ordinary shares, calculated

using current methods on the basis of the average official price reported in a period of at least 3 trading days

before the date of setting the issue price and discounted — within legal limits — to the extent established by the

Board of Directors on the basis of prevailing market conditions, the market price of the shares, and market

practice for similar operations.

Pirelli & C., the controlling shareholder, has confirmed its full support for the capital increase: it has given a

commitment to subscribe its share of the rights and has declared its willingness to underwrite any shares which,

at the end of the offer process, are not subscribed. Pirelli & C. will fulfil its commitment by converting part of its

loans to Pirelli RE into equity.

The legally required documentation will be published within the necessary deadline.

It is expected that — if market conditions so permit — the transaction will be completed in the first half of the

current year, assuming that it receives the approval of the extraordinary shareholders’ meeting convened at the

same time as the ordinary shareholders’ meeting, which, amongst others, will approve the financial statements

at December 31st, 2008, and that the required authorizations are also obtained from the relevant authorities.

6. CAPITAL INCREASE
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The uncertain situation caused by the current macroeconomic context, discussed in the paragraph on “Business

outlook”, has made it necessary to make assumptions regarding the Group’s future profitability.

The principal areas affected by this uncertainty are the valuation of investments in both associates and joint

ventures and other companies and the valuation of intangible assets (including goodwill).

In particular, the profit forecast in the new industrial plan takes account of the current macroeconomic scenario

for the real estate market.

With particular reference to the Italian real estate market, the principal indicators all reported a progressive

slowdown over 2008: number of transactions completed, average completion times for letting and sale

transactions and the related financing. Real estate market players expect a difficult 2009 but recovery from mid

2010, also as a result of political and economic decisions that will be taken by governments and central banks.

The situation described above could be counterbalanced however by factors of a structural, economic and

financial nature characterizing the Italian real estate market which, unlike other European countries, could foster

a recovery in the market:

1) the low growth rate of available stock of new space in recent years means that Italy does not have the

excess supply seen in other countries like Spain and the UK;

2) the low level of Italian household debt compared with other countries, making our banking system more

solid, should help sustain consumer spending and hence the level of rents for commercial tenants;

3) the large reduction in the cost of borrowing at the end of 2008, with Euribor returning to its level in 2002,

will help make the financial costs of real estate investment transactions more sustainable;

4) real estate investment is perceived as defensive and less risky in nature, particularly in periods of financial

crisis.

In this scenario it is therefore possible that prices and values might experience a period of particular volatility until

the market regains stability.

This scenario has led the Company to consider the potential of every individual initiative and to revise the structure

of operating costs relative to 2008 in order to reach a reasonably achievable level of efficiency over the term of

the plan.

Despite the difficult economic and financial context causing global economic slowdown, with a particularly severe

impact on the real estate sector and a consequently negative effect on the Group’s consolidated results for 2008,

the Company believes that, as things stand, there are no factors that can compromise its ability to continue as a

going concern, also in view of the proposed capital increase and the actions currently being taken and planned

for the future. The latter also include the extension of bilateral credit lines by the banks.

The market environment facing the Group has forced it to rethink its strategy and prepare a precise action plan

designed to guarantee maximum efficiency and competitiveness. The principal strategies, actions adopted and

related financial sources for their implementation were announced at the time of presenting the Industrial Plan for

2009-2011 to the financial community.

Financial risks

As already reported in the notes to the consolidated financial statements, the Group is exposed to risks of a

financial nature, primarily associated with the raising of financial resources on the market, fluctuations in interest

rates and the ability of its customers to meet their obligations to the Group.

The management of financial risks is an essential part of the Group’s activity and is carried out centrally on the

basis of guidelines established by the Finance and Human Resources department. These guidelines define the

categories of risk and specify procedures and operating limits for each type of transaction and/or instrument.

7. RISKS AND UNCERTAINTIES
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48 Exchange rate risk

The Group is active internationally in Europe and has a minimal exposure to exchange rate risk arising from

positions in currencies other the euro, mainly the Polish zloty. This risk is managed by Group Treasury and relates

solely to receivables for shareholder loans to joint ventures for real estate projects in Poland.

Liquidity risk

The principal instruments used by the Group for managing the risk that available financial resources will be

insufficient for meeting financial and trade obligations in the agreed manner on the agreed due date are annual

and three-year financial plans and treasury plans, which allow cash receipts and payments to be fully and properly

identified and measured. Any differences between actual and plan figures are always analyzed.

Prudent management of liquidity risk implies the maintenance of an adequate level of cash and/or easily liquidated

short-term securities, the availability of funds that can be obtained by means of adequate committed credit lines

and/or the possibility of closing out market positions. Given the dynamic nature of the business in which its

operates, the Group prefers flexibility in raising funds by means of committed credit facilities.

The Group has implemented a centralized system for managing receipts and payments which complies with local

currency and tax regulations. Bank relationships are negotiated and managed centrally in order to ensure that

short and medium-term financial needs are satisfied at the lowest possible cost. The raising of medium/long-term

funds on capital markets is also optimized through centralized management.

Interest rate risk

The Group’s policy is to seek to maintain a correct ratio between fixed-rate and floating-rate debt.

The Group manages the risk of interest rate rises on its floating-rate debt by offsetting it with floating-rate financial

receivables, with any remaining exposure hedged by derivatives, such as interest rate swaps, CAPs and Collars,

with the aim of protecting itself against excessive rises in interest rates, based on the correct mix mentioned above.

Price risk

The Group is exposed to price risk only in relation to the volatility of the price of listed real estate funds in which

it has invested and unlisted closed-end real estate funds.

Credit risk

The Group’s exposure to credit risk is represented by its exposure to potential losses arising from the failure of

both trade and financial counterparties to discharge their obligations.

For the purpose of limiting this risk where trade counterparties are concerned, the Group has procedures for

evaluating its customers’ potential and financial solidity, as well as for monitoring expected receipts and for

recovering credit.

These procedures have the goal of establishing customer credit limits, which once exceeded usually result in a

suspension of further sales.

As for financial counterparties used for managing temporarily surplus cash or for negotiating derivatives, the

Group only uses the services of high credit-rated operators.

The Group does not have significant concentrations of credit risk.

Risks associated with human resources

The Group is exposed to the risk of losing key resources that could have a negative impact on future results. In

order to counter this risk the Group adopts incentive policies that are periodically revised, also depending on the

general macroeconomic context.

In addition, the effectiveness of any restructuring measures involving a reduction in headcount could be limited

by existing legal and union restrictions in the various countries where the Group operates.
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Pirelli & C Group presented its new industrial plan on February 11th, 2009. As far as Pirelli RE is concerned, the

plan is to continue with the reorganization already started at the end of 2008, with the adoption of a leaner

structure concentrated on the geographical areas of Italy and Germany/Poland, capable of making the value

emerge from portfolio assets. Pirelli RE’s reorganization also entails concentrating all real estate and management

services relating to Italian assets under the Group’s fund management company. Strategic partnerships to

manage Italian real estate portfolios may be possible thanks to these measures and strategies and our

established sector know-how. The proposed capital increase will help strengthen capital structure and support

the new business model, protecting the currently unexpressed value of assets, in anticipation of recovery by a

market now deeply affected by the crisis.

8. SUBSEQUENT EVENTS
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50 Rents and asset sales are expected to improve by around 1 billion euro in 2009, with Pirelli RE receiving its share

of the benefit.

The Company is focusing on turnaround throughout 2009, and unless the market deteriorates further, its target

EBIT including net income from investments is as indicated in the Three-Year Plan, also thanks to actions on

costs, the sale of part of the non performing loans portfolio and the start of a strategic partnership for the fund

management company.

The projections for 2009 might still be heavily affected by exogenous factors outside the Company’s control, such

as changes in the macroeconomic environment, trends in the real estate market, movements in interest rates and

the terms of access to credit.

9. BUSINESS OUTLOOK
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As required by the CONSOB Circular of July 28th, 2006, the following table presents a reconciliation between the

2008 results and net equity at December 31st, 2008 of the parent company Pirelli & C. Real Estate S.p.A. with

the corresponding consolidated amounts:

(euro/thousand) Net income (loss) Net equity

Separate financial statements of Pirelli & C. Real Estate S.p.A. (99,911) 364,878

Contribution of subsidiaries (44,513) 30,617

Contribution of associates and joint ventures (28,030) 60,294

Dividends paid by subsidiaries (61,597) (59,448)

Adjustment to net income from discontinued operations 40,382 –

Intercompany transactions 340 (32,993)

Consolidation adjustments (1,656) (1,656)

Consolidated financial statements of the Pirelli & C. Real Estate Group (Group share) (194,985) 361,692

10. RECONCILIATION BETWEEN THE PARENT COMPANY’S RESULTS AND NET

EQUITY AND THOSE OF THE GROUP



52 Pirelli & C. Real Estate S.p.A. closed 2008 with a net loss of 99.9 million euro compared with 116 million euro in

net income in 2007.

The following table reports the company’s income statement highlights together with prior year comparatives:

(euro/million) 2008 2007

Total operating revenues 90.9 79.0

EBIT including net income from investments 48.4 133.5

Net income/(loss) (99.9) 116.0

Operating revenues went from 79 million euro in 2007 to 90.9 million euro in 2008 and mostly refer to revenue

from asset management activities as well as intragroup recharges of costs incurred centrally by the Parent

Company. These revenues also include the capital gain on selling 85% of the interests in Relco Sp.z.o.o. and

Coimpex Sp.z.o.o. to the joint venture Polish Investments Real Estate Holding II B.V..

EBIT including net income from investments came to 48.4 million euro compared with 133.5 million euro in 2007.

This amount includes 65.7 million euro in dividends and 35 million euro in capital gains realized on the sale of 1%

of Integra FM B.V. (ex Pirelli RE Integrated Facility Management B.V.) to Intesa Sanpaolo, as well as on the sale

of the remaining 50% to Manutencoop Facility Management S.p.A. completed on December 23rd, 2008.

Net financial income (expenses) reported a negative 32.9 million euro compared with a negative 6.7 million euro

in 2007. This change was caused by higher financial expenses, mainly as a result of larger drawdowns against

the credit facilities obtained from banks and the ultimate parent Pirelli & C. S.p.A., and of writing down junior notes

in the company’s portfolio.

The following table presents a condensed version of the company’s reclassified balance sheet, together with prior

year comparatives:

(euro/million) 2008 2007

Fixed assets 675.4 808.2

– of which investments 633.3 776.3

Net working capital (23.9) 15.0

Net invested capital 651.5 823.2

Net equity 364.9 550.4

Provisions 13.4 9.0

Net financial position 273.2 263.8

Total covering net invested capital 651.5 823.2

Net invested capital amounted to 651.5 million euro at December 31st, 2008 compared with 821.8 million euro

at the end of 2007; the decrease is mainly due to the disposal of investments, principally the sale of Integra FM

B.V. (ex Pirelli RE Integrated Facility Management B.V.), and writedowns of investments in subsidiaries, associates

and joint ventures.

Net equity stood at 364.9 million euro at year end, reporting a decrease of 185.5 million euro since the end of

2007, of which 85 million euro was due to the distribution of dividends.

The net financial position reported net debt of 273.2 million euro at December 31st, 2008 compared with net debt

of 263.8 million euro at the end of 2007. At December 31st, 2008, the Company had drawn down 491 million

euro against the credit facility of 750 million euro granted by Pirelli & C. S.p.A..

Human resources

Pirelli & C. Real Estate S.p.A. had 273 employees at December 31st, 2008, compared with 361 at December 31st,

2007. The figure at December 31st, 2008 comprised 76 executives, 89 junior managers, 107 clerical staff and 1

workman.

11. RESULTS OF THE PARENT COMPANY PIRELLI & C. REAL ESTATE S.P.A.
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