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The merger described herein relates to the securities of two foreign companies.
The merger in which Telecom Italia ordinary shares will be converted into
Olivetti ordinary shares is subject to disclosure and procedural requirements
of a foreign country that are different from those of the United States.

Financial statements included in the document, if any, were prepared in
accordance with foreign accounting standards that may not be comparable to the
financial statements of United States companies. It may be difficult for you to
enforce your rights and any claim you may have arising under the federal
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securities laws, since Olivetti and Telecom Italia are located in Italy, and
some or all of their officers and directors may be residents of Italy or other
foreign countries.

You may not be able to sue a foreign company or its officers or directors in a
foreign court for violations of the U.S. securities laws. It may be difficult
to compel a foreign company and its affiliates to subject themselves to a U.S.
court's judgment. You should be aware that Olivetti may purchase securities of
Telecom Italia otherwise than under the merger offer, such as in open market or
privately negotiated purchases.

Cautionary Statement for Purposes of the "Safe Harbor" Provision of the United
States Private Securities Litigation Reform Act of 1995.

The Private Securities Litigation reform Act of 1995 provides a "safe harbor"

for forward-looking statements. The documents included in this Form 6-K
contains certain forward looking statements and forecasts reflecting
management's current views with respect to certain future events. The ability

of the Telecom Italia Group to achieve its projected results is dependant on
many factors which are outside of management's control. Actual results may
differ materially from those projected or implied in the forward-looking
statements. Such forward-looking information involves risks and uncertainties
that could significantly affect expected results and are based on certain key
assumptions.

The following important factors could cause the Telecom Italia Group's actual
results to differ materially from those projected or implied in any forward-
looking statements:

- the continuing impact of increased competition in a liberalized market,
including competition from global and regional alliances formed by other
telecommunications operators in the core domestic fixed-line and wireless
markets of the Telecom Italia Group;

- the ability of the Telecom Italia Group to introduce new services to
stimulate increased usage of its fixed and wireless networks to offset
declines in its fixed-line business due to the continuing impact of
regulatory required price reductions, market share loss and pricing
pressures generally;

- the ability of the Telecom Italia Group to achieve cost-reduction targets
in the time frame established or to continue the process of rationalizing
its non-core assets;

- the impact of regulatory decisions and changes in the regulatory
environment;

- the impact of the slowdown in Latin American economies and the slow
recovery of economies generally on the international business of the
Telecom Italia Group focused on Latin America and on its foreign
investments and capital expenditures;

- the continuing impact of rapid changes in technologies;

- the impact of political and economic developments in Italy and other
countries in which the Telecom Italia Group operates;

- the impact of fluctuations in currency exchange and interest rates;
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- Telecom Italia's ability to continue the implementation of its 2002-2004
Industrial Plan, including the rationalization of its corporate structure
and the disposition of Telecom Italia's interests in various companies;

- the ability of the Telecom Italia Group to successfully achieve its debt
reduction targets;

- Telecom Italia's ability to successfully roll out its UMTS networks and
services and to realize the benefits of its investment in UMTS licenses
and related capital expenditures;

- Telecom Italia's ability to successfully implement its internet strategy;

- the ability of the Telecom Italia Group to achieve the expected return on
the significant investments and capital expenditures it has made in Latin

America and in Europe;

- the amount and timing of any future impairment charges for Telecom
Italia's licences, goodwill or other assets; and

- the impact of litigation or decreased mobile communications usage arising
from actual or perceived health risks or other problems relating to mobile
handsets or transmission masts.

The foregoing factors should not be construed as exhaustive. Due to such

uncertainties and risks, readers are cautioned not to place undue reliance on

such forward-looking statements, which speak only as of the date hereof.

Accordingly, there can be no assurance that the group will achieve its projected
results.

ITEM I
[Graphic Appears Here]

olivetti [logo] TELECOM ITALIA [logo]

Information Document
pursuant to Article 70(4) of
Consob Regulation 11971/1999, as amended,
concerning
THE MERGER BY INCORPORATION
OF
TELECOM ITALIA S.p.A.

INTO

OLIVETTI S.p.A.
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Except as provided below, any offer to purchase or sell securities described
herein is not being made, directly or indirectly, in or into, or by the use of
the mails of, or by any means or instrumentality (including, without
limitation, by mail, telephonically or electronically by way of internet or
otherwise) of interstate or foreign commerce, or any facility of any securities
exchange, of the United States of America and any such offer will not be
capable of acceptance by any such use, means, instrumentality or facility.

The information contained herein does not constitute an offer of securities for
sale in the United States or offer to acquire securities in the United States.

The Olivetti securities referred to herein have not been, and are not intended
to be, registered under the U.S. Securities Act of 1933 (the "Securities Act")
and may not be offered or sold, directly or indirectly, into the United States
except pursuant to an applicable exemption. The Olivetti ordinary shares and
Olivetti savings shares are intended to be made available within the United
States in connection with the merger pursuant to an exemption from the
registration requirements of the Securities Act.

The proposed cash tender offer for a portion of the Telecom Italia ordinary
shares described herein is intended to be made available in or into the United
States pursuant to an exemption from the tender offer rules available pursuant
to the Securities Exchange Act of 1934 (the "Securities Exchange Act").

The proposed cash tender offer for a portion of the Telecom Italia savings
shares described herein is not being made and will not be made, directly or
indirectly, in or into the United States and will not be capable of acceptance,
directly or indirectly, in or from the United States or by the use of the mails
of, or by any means or instrumentality (including, without limitation, by mail,
telephonically or electronically by way of internet or otherwise) of interstate
or foreign commerce, or any facility of any securities exchange, of the United
States.

Olivetti will be considered a successor registrant with respect to the
registration of Telecom Italia's ordinary and savings shares under the
Securities Exchange Act and will consequently be subject to the requirements
applicable to a reporting foreign private issuer under the Securities Exchange
Act.

Application will be made to the New York Stock Exchange for the ordinary and
savings shares of Olivetti to be listed in the form of American Depositary
Recipts (ADRs) from the date the Merger becomes effective.

The merger described herein relates to the securities of two foreign companies.
The merger in which Telecom Italia ordinary shares will be converted into
Olivetti ordinary shares is subject to disclosure and procedural requirements
of a foreign country that are different from those of the United States.
Financial statements included in the document, if any, were prepared in
accordance with foreign accounting standards that may not be comparable to the
financial statements of United States companies.

It may be difficult for you to enforce your rights and any claim you may have
arising under the federal securities laws, since Olivetti and Telecom Italia
are located in Italy, and some or all of their officers and directors may be
residents of Italy or other foreign countries. You may not be able to sue a
foreign company or its officers or directors in a foreign court for violations
of the U.S. securities laws. It may be difficult to compel a foreign company
and its affiliates to subject themselves to a U.S. court's judgment.

You should be aware that Olivetti may purchase securities of Telecom Italia
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otherwise than under the merger offer, such as in open market or privately
negotiated purchases

3| Information Document

Introduction

This information document ("Information Document") has been prepared and
published jointly by Olivetti S.p.A. ("Olivetti", which, once the merger that
is the subject of this | Information Document becomes effective, is also
referred to as the "Company Resulting from the Merger") and Telecom Italia
S.p.A. ("Telecom Italia") in accordance with Article 70(4) of Consob Regulation
11971/1999 as amended (the "Consob Regulation") in connection with the merger
of Telecom Italia into Olivetti (the "Merger") to provide shareholders and the
market with adequate and detailed information on the merger between Olivetti
and Telecom Italia.

The Merger, approved by the Boards of Directors of Olivetti and Telecom Italia
on 15 April 2003, comprises the merger of Telecom Italia, a subsidiary of
Olivetti, into Olivetti pursuant to Article 2501 et seq. of the Civil Code.
Since the Merger involves companies with financial instruments listed on an
Ttalian regulated market, it is also subject to Legislative Decree 58/1998 (the
"Consolidated Law") and the Consob Regulation.

Overview of the Merger

From the legal standpoint, the Merger will lead to the Company Resulting from
the Merger being the universal successor to Telecom Italia, so that, from the
date on which the merger becomes effective, the Company Resulting from the
Merger will assume all the assets and liabilities, rights and obligations of
Telecom Italia, thus including, but not limited to, the title to all the
related tangible and intangible fixed assets, receivables and payables accrued
and accruing, and, more generally, the entirety of Telecom Italia without any
exclusions or limitations whatsoever.

For the purposes of the Merger reference has been made, pursuant to Article
2501-ter of the Civil Code, to the balance sheets in the draft financial

statements of Olivetti and Telecom Italia for the year ended 31 December 2002.

The Boards of Directors of Olivetti and Telecom Italia, assisted by their

respective financial advisors -- JP Morgan Chase Bank ("JP Morgan") for
Olivetti; Lazard & Co. S.r.l. ("Lazard") and Goldman Sachs SIM S.p.A. ("Goldman
Sachs") for Telecom Italia -- and in view of the outcome of the discussions

concerning the determination of the exchange ratio have established, taking
into account the analyses of their respective advisors, the exchange ratio at 7
Olivetti ordinary (savings) shares with a par value of Euro 1 each for every
Telecom Italia ordinary (savings) share with a par value of Euro 0.55 each. The
manner of determining the exchange ratio is described in Section 2.1.

Since the Merger will involve the merger into Olivetti of a subsidiary, it will
result in the cancellation of Olivetti's interest in Telecom Italia when the
merger becomes effective and the assignment to the holders of Telecom Italia
ordinary and savings shares other than Olivetti of ordinary and savings shares
issued by the Company Resulting from the Merger and the assignment to the
holders of Olivetti shares of ordinary shares newly issued by the Company
Resulting from the Merger on the basis of assignment ratios determined at the
time of the signing of the merger instrument and corresponding to the exchange
ratio. For the most part the assignment will be carried out by redistributing
the share capital of the Company Resulting from the Merger and having recourse
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capital of the Company Resulting from the Merger at the level of Olivetti's
share capital as attested on 15 April 2003.

For more details, see Section 2.1.2(c).

4 | Information Document

In order to give effect to the exchange ratio for Telecom Italia savings
shares, provision has been made for the Company Resulting from the Merger to
issue savings shares to be assigned to the holders of Telecom Italia savings

shares. Application will be made to Borsa Italiana S.p.A. ("Borsa Italiana")
for these new savings shares to be listed on its electronic share market
("MTA"). The effectiveness of the Merger will be subject to such listing.

The Merger will be submitted for approval by the shareholders' meetings of
Olivetti and Telecom Italia called respectively on 24, 25 and 26 May 2003 and
24 and 25 May 2003. It is the intention of the companies participating in the
Merger to complete it as soon as possible, and specifically to render the
Merger effective in the first half of August 2003.

The Company Resulting from the Merger will adopt new bylaws that will be almost
the same as those of Telecom Italia, especially as regards the rules of
corporate governance —-- so that minority shareholders will enjoy basically the
same protection as that provided by Telecom Italia's bylaws —-- and the
corporate purpose. In particular, the change in Olivetti's corporate purpose
will result in Olivetti shareholders who are absent from the meeting or vote
against the resolution approving such change having the right to withdraw from
the company in accordance with Article 2437 of the Civil Code.

For a description of the bylaw changes in consequence of the Merger, see
Section 2.1.2(f).

In order to meet the needs deriving from the settlement of possible
withdrawals, Olivetti will draw on lines of credit provided by a group of banks
amounting to Euro 9,000,000, 000.

At the end of the Merger the ordinary shares of the Company Resulting from the
Merger will continue to be listed on MTA. Nor will the Merger affect the
listing of the Olivetti ordinary shares on the Frankfurt Stock Exchange; it is
not intended to apply for the savings shares issued by the Company Resulting
from the Merger to be listed on that exchange. Application will be made to the
New York Stock Exchange for the ordinary and savings shares to be listed in the
form of American Depositary Receipts (ADRs) from the date the Merger becomes
effective, thus maintaining the existing situation with regard to Telecom
Italia's ordinary and savings shares. As mentioned earlier, application will
also be made for the savings shares to be listed on MTA.

The Tender Offer

As part of the Merger and before its completion, provision has been made for
Olivetti to make a voluntary partial tender offer (the "Tender Offer") for
Telecom Italia ordinary and savings shares. In addition to having an investment
rationale, the Tender Offer is also intended to provide a way for Telecom
Italia shareholders who do not wish to keep their holding in the Company
Resulting from the Merger to liquidate part of it, in a similar way to the
possibility Olivetti shareholders will have to exercise their de jure right of
withdrawal. The Tender Offer will be made only at the end of the period allowed
for Olivetti shareholders to exercise their right of withdrawal following the
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approval of the merger plan and the adoption of the new bylaws with the amended
corporate purpose and no minimum threshold will be set for acceptances. The
entire amount of the Euro 9,000,000,000 credit not used to finance Olivetti
shareholders' exercise of their right of withdrawal will be allocated to the
Tender Offer. See also Section 2.1.

This Information Document is available to the public at Olivetti's registered
office at 77 Via Jervis, Ivrea, at Telecom Italia's registered office at 2
Piazza degli Affari, Milan, and its headquarters at 41 Corso d'Italia, Rome,
and at Borsa Italiana's registered office at 6 Piazza degli Affari, Milan. It
has also been posted on the websites of Olivetti and Telecom Italia, at
respectively www.olivetti.it and www.telecomitalia.it.
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Summary of data and indicators per share for Oivetti and Telecom Italia for the
2002 fiscal year (on a consolidated basis)

Telecom Italia Olivetti
Group Group
2002 fiscal year 2002 fiscal year 200
(in millions of euros) (historical) (historical) (p
Income statement data
Sales and service revenues 30,400 31,408
Gross operating profit 13,964 14,023
Operating income 7,381 6,016
Net income (loss), before minority interest 297 (306)
Net income (loss) (322) (773)
(in millions of euros)
Balance sheet and financial data
Invested capital, net 30,941 54,022
Shareholders' equity (1) : 12,823 20,623
of which:
Parent Company interest 9,049 11,639
Minority interest (1) 3,774 8,984
Net financial debt 18,118 33,399
Cash flow (2) 6,174 6,963
(in euros)
Per-share indicators (*)
Net income (loss) on ordinary operations,
after minority interest per share(3):
Ordinary 0.1709 (0.1458) (4)
(0.0802) (5)
Savings 0.1819
Net income (loss), after minority interest
per share
Ordinary (0.0474) (0.0896) (4)
(0.0493) (5)
Savings (0.0364)
Cash flow per share 0.8498 0.8068 (4)
0.4437 (5)
Shareholders' equity, after minority
interest per share 1.2455 1.3485 (4)
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Number of shares considered:
Ordinary 5,257,628,131 8,630,811,002
15,692,383, 640
net of treasury stock (ordinary shares) 5,280,500 214,628,828
390,234,232
Savings 2,007,475,025
net of treasury stock (savings shares) 45,647,000

Net of "Receivables from shareholders for capital contributions", equal to
Euro 4 million.

Net income (loss) before minority interest plus depreciation and
amortization.

Net income (loss) on ordinary operations, after minority interest,
calculated on the basis of the result for ordinary operations net of the
related taxes with reference to the number of ordinary and savings shares
outstanding at the end of the year. In making the calculation for the
Telecom Italia Group and the Olivetti Group (pro forma column), account
was taken of the bylaw requiring the dividend per share for savings shares
to be higher than that for ordinary shares by 2% of the share's par value
(Euro 0.0110).

Historical number of shares.

Pro forma number of shares taking account of the change in the par value
from Euro 1.00 to Euro 0.55.

The assumptions made in preparing the pro forma column are described in
Section 5.
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1. Risk factors

The principal factors of risk or significant uncertainty regarding the Merger
covered by this Information Document and the activity of the Company Resulting
from the Merger are indicated below.

Activity of the Company Resulting from the Merger

From the date on which the Merger becomes effective and as a consequence
thereof, the Company Resulting from the Merger will assume the rights and
obligations of Telecom Italia, continuing the latter's activity. In particular,
the Company Resulting from the Merger will succeed to Telecom Italia in all the
concessions, licences and administrative authorizations granted thereto, in the
ways established by the law in force, obtaining the assent of the competent
authorities where required. The activity of the Company Resulting from the
Merger will coincide substantially with that previously performed by Telecom
Italia and the Company Resulting from the Merger will adopt the same corporate



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

purpose as Telecom Italia. The bylaws of the Company Resulting from the Merger
will be amended to incorporate Telecom Italia's current bylaws; among other
things, these permit the provision of telecommunications services and require
that the principal activity not be that of a holding company, which up to now,
by contrast, has been the principal activity of Olivetti. In addition to these
changes, there will be a substantial change in the risk profile associated with
investment in Olivetti since, as a consequence of the Merger, the Company
Resulting from the Merger will no longer have the characteristics established
by the Ministry of the Treasury in implementing Article 113 of Legislative
Decree 385/1993 to define the concept of "engaging as the principal activity,
without dealings with the public, in the acquisition of equity interests".

As a consequence of the change of corporate purpose the Olivetti shareholders
who vote against the merger resolution and those who are absent from the
meeting may exercise the right of withdrawal under Article 2437 of the Civil
Code. In this regard, see Section 2.1.2(d).

Development of the strategic guidelines

This Information Document contains some operating objectives for the Company
Resulting from the Merger, agreed by the companies participating in the Merger
and basically coinciding with those of Telecom Italia approved by its Board of
Directors on 13 February 2003.

The above-mentioned objectives confirm the guidelines and objectives of the
Telecom Italia Group's business plan for the three years 2002-2004 ("Business
Plan") .

The Business Plan's main guidelines concerning industrial restructuring are:
(1) enhancing the position of leadership in the domestic market in the core
business of fixed and mobile telephony; (ii) upgrading the portfolio of
products and services; (iii) a new focus on international activities; and (iv)
improvement of operating efficiency, with a stringent cost control policy.

Operations in 2002 confirmed the ability of the Telecom Italia Group to pursue
these goals. In particular, the efficiency objectives envisaged for the period
2002-2004 have already been partly achieved and the plan of disposals carried
out so far has had a positive impact on the level of debt.

Action to strengthen the Telecom Italia Group's ability to innovate, launch
high value-added services and supply innovative core business services rapidly
in all the countries in which it operates is continuing in the current year and
will be continued in the coming years.

The achievement of the objectives of the Company Resulting from the Merger
could be influenced by the following factors:
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o the ability of the Company Resulting from the Merger to manage costs;
o the ability of the Company Resulting from the Merger to attract and retain

highly qualified personnel;

o the ability of the Company Resulting from the Merger to dispose of
non—-core assets;

o the ability of the Company Resulting from the Merger to provide
telecommunications services following alliances concluded with partners
such as other operators or information technology providers;

10
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o the general economic conditions of the principal markets in which the
Company Resulting from the Merger does business;

o the effects of interest rate and exchange rate fluctuations;

o the entry of new competitors in the completely liberalized
telecommunications market and their impact on the Company Resulting from
the Merger's market share of domestic and international traffic.

Furthermore, the achievement of the objectives may also be subject to factors
beyond the control of the Company Resulting from the Merger, including economic
and market developments. Nor is there any guarantee that the Company Resulting
from the Merger will actually achieve the objectives identified by management
in the ways and according to the timetable envisaged.

Debt

The Merger described in this Information Document will cause the debt of the
Company Resulting from the Merger to be greater than the present total debt of
Olivetti and Telecom Italia, since this will be temporarily increased by the
transactions related to the Merger (withdrawals and the Tender Offer). It is
the opinion of Olivetti and Telecom Italia that the level of debt in question
is consistent and compatible with the range of activities of the Company
Resulting from the Merger and with the prospective cash flows deriving from the
implementation of the strategic guidelines, and that the Merger permits the
Company Resulting from the Merger to benefit from the positive effects of
unified debt management, including the lengthening of maturities and optimal
correlation with corporate requirements (on this point, see also Section 2.2).

Debt is projected to decrease over a span of between 18 and 24 months from the
effectiveness of the Merger, partly by using the proceeds of the sale of other
non-strategic assets for this purpose. However, there is no guarantee that
factors now unforeseeable, including, but not limited to, the deterioration of
the general situation of the economy, will not significantly affect the
reduction of debt on the part of the Company Resulting from the Merger.

Sale of non-strategic assets

The continuation, completion, full or partial non-implementation or delayed
execution of the programme of disposals of equity interests in companies that
operate in sectors considered non-strategic could cause results to diverge from
the objectives set. Furthermore, in the case of non-disposal or delayed
disposal of such assets, the assets and liabilities, financial position and
profits and losses of the companies earmarked for sale could have negative
effects on the profitability, assets and liabilities and financial position of
the Company Resulting from the Merger.
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Investments in Europe and Latin America

In the past few years Telecom Italia has pursued a programme of strategic
acquisitions in Latin America and in Europe, with the aim of establishing a
more competitive position and balancing the diminution of its domestic market
share. Recently, Telecom Italia has re-examined this strategy and sought to cut
back its investments in non-strategic areas. Various factors, including, but
not limited to, current market conditions and the general situation of the
economy, could give rise to difficulties in the implementation of this plan by
the Company Resulting from the Merger.

Changes in the legislative, regulatory and tariff framework - Effects of the

11
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liberalization of the telecommunications sector

The activities currently performed by Telecom Italia, which at the end of the
Merger will be undertaken by the Company Resulting from the Merger, and by TIM,
a subsidiary of Telecom Italia, are performed in the context of the legislative
and regulatory framework in force in the European Union and Italy. The
regulation of the telecommunications sector is subject to continuous evolution,
on the basis of technological innovation and market developments. Consequently,
changes in legislation, government policy or the interpretation of the current
rules regarding operators and the telecommunications market could have a
significant influence on the operations of the Company Resulting from the
Merger and TIM. The Italian telecommunications sector has now been fully
liberalized for more than five years (since 1 January 1998). Consequently,
Telecom Italia has been faced with open competition in some sectors (for
example, supply of some telecommunications services) since 1990 and has
accordingly changed its own market approach to take account of the activities
of competitors that have gradually extended their services to sectors in which
Telecom Italia once had exclusive rights (before 1 January 1998 Telecom Italia
had the exclusive right to provide public fixed telephony services and operate
telecommunications networks supplying such services.) The entry of new
operators following the liberalization of the sector has affected revenues from
the supply of fixed telephony services and could affect future revenues
therefrom for the Company Resulting from the Merger.

It should be noted that the current legislative framework, consisting of
Presidential Decree 318/1997, Law 249/1997 and the related implementing
measures, may shortly undergo a wholesale revision in connection with the
transposition into Italian law of the Community directives referred to in the
so-called "99 Review" aimed at creating a new regulatory framework for the
electronic networks and communications sector based on the transposition into
Italian law of a number of EU directives adopted in 2002 (the Framework
Directive, the Access Directive, the Authorizations Directive, the Universal
Service Directive and the Directive on Privacy and Electronic Communications)
and set to come into force on 25 July 2003. The new framework is intended to
bring harmonized regulation throughout the European Union, reduce entry
barriers where they exist and foster competition to the benefit of consumers.

Effects of consolidation and globalization of the telecommunications industry
on competitive positioning

The consolidation and globalization of the telecommunications industry in
Europe and elsewhere may lead to a further increase in competition in the
Italian market. Consolidation is increasing rapidly and competition is expected
to rise at all levels in the future. The use of the single European currency
could further intensify competition by facilitating international operators'
entry into the Italian market and
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direct competition with the Company Resulting from the Merger and with TIM in
fixed and mobile telephony and in the local and long-distance markets.

Technological evolution and development of services in the telecommunications
sector

The telecommunications industry is subject to rapid, significant changes in
both technology and services. The Company Resulting from the Merger and its
subsidiaries will have to contend with heightened competition arising from the
technologies and services that may be introduced in the future. The telephone
networks of the Company Resulting from the Merger and TIM will require an
adequate capacity to adapt to meet both customer demand and continual
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technological change. They will also have to permit the provision of innovative
services and/or traditional services using new technologies.

In order to face a possible reduction in revenues as a result of greater
competition and the steady reduction in tariffs, the plan is for the group
headed by the Company Resulting from the Merger to introduce new value-added
services in both fixed and mobile telecommunications, so as to augment its own
networks' traffic and develop new business opportunities. The success of these
initiatives may depend on factors beyond the control of the Company Resulting
from the Merger, and the revenues of the Company Resulting from the Merger
could be affected by the failure of alternative services to develop in the
fixed and mobile telecommunications mobile sector.

Golden Share

As regards the clauses of Telecom Italia's bylaws concerning the special powers
attributed to the Minister for the Economy and Finance (the so-called Golden
Share), the Minister for the Economy and Finance has informed Telecom Italia
that he considered the conditions did not exist for exercising his veto right
in the event of the adoption by Telecom Italia's shareholders' meeting of the
resolution approving the Merger. As for the amendments to the bylaws connected
with the Merger, the Minister for the Economy and Finance has informed Telecom
Italia that he considered it necessary to maintain in the bylaws of the Company
Resulting from the Merger the power of assenting to the acquisition of major
shareholdings in the company's capital and the power of veto as set out in the
current bylaws of Telecom Italia, but that he considered it was not necessary
to maintain in such bylaws the power attributed to the Minister for the Economy
and Finance in the current Telecom Italia bylaws of assenting to significant
shareholders' agreements and that of appointing a member of the Board of
Directors and a member of the Board of Auditors. The Minister for the Economy
and Finance has indicated that the findings referred to above were issued in
agreement with the Minister for Productive Activities.

Pending the formalization of the measure best suited to the findings and any
opinion the competent Community authorities might express on the matter, the
Minister for the Economy and Finance requested that the bylaws to be submitted
to the shareholders' meetings of the companies participating in the Merger
conform with the indications provided.

Accordingly, the extraordinary shareholders' meetings of Olivetti and Telecom
Italia called to approve the Merger are invited to approve a clause in the
bylaws of the Company Resulting from the Merger providing for the special
powers referred to in Telecom Italia's current bylaws in accordance with the
findings of the Minister for the Economy and Finance. The bylaws that will be
adopted by the Company Resulting from the Merger provide, in Article 22, for
the special powers as specified above (see Annex III).
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Investor initiatives

According to media reports, Liverpool Limited Partnership ("Liverpool") has
announced that on 13 May 2003 it had filed an application with the Court of
Milan for a restraining order suspending the voting rights of Olimpia in
Olivetti and those of Olivetti in Telecom Italia before the extraordinary
shareholders' meetings convened by the two companies. The grounds for the
petition are the alleged overstepping of the threshold triggering the mandatory
tender offer requirement and hence, according to Liverpool, the suspension of
the voting rights in question in the absence of compliance with the related
requirements.
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2. Information regarding the Merger
2.1 Summary description of the procedures and time limits for the Merger
General aspects of the Merger

The Merger described in this Information Document, which will be submitted for
approval by the shareholders' meetings of Olivetti and Telecom Italia, will
consist of the Merger of Telecom Italia into Olivetti under Article 2501 et
seqg. of the Civil Code. Since the Merger involves companies with financial
instruments listed on an Italian regulated market, it is also subject to the
Consolidated Law and the Con-sob Regulation.

The Merger will lead to the Company Resulting from the Merger being the
universal successor to Telecom Italia, so that, from the date on which the
Merger becomes effective, the Company Resulting from the Merger will assume all
the assets and liabilities, rights and obligations of Telecom Italia, thus
including, but not limited to, the title to all the related tangible and
intangible fixed assets, receivables and payables accrued and accruing, and,
more generally, the entirety of Telecom Italia.

The Company Resulting from the Merger will assume the name "Telecom Italia
S.p.A." and will succeed to all the legal relationships of Telecom Italia,
including the concessions, licences and administrative authorizations granted
thereto in accordance with the procedures established by the legislation in
force, including the amendment of its corporate purpose.

The change in Olivetti's corporate purpose —-- made necessary by the need,
pursuant to the provisions of the licences and related fee schedules issued by
the competent authorities in accordance with Presidential Decree 318/1997, for
the Company Resulting from the Merger to have a purpose that expressly includes
the regulated activities subject to administrative authorization currently
performed by Telecom Italia —- will result in Olivetti shareholders who are
absent from the meeting or vote against the resolution approving such change
having the right to withdraw from the company in accordance with Article 2437
of the Civil Code (see Section 2.1.2(d)). In order to meet the needs deriving
from the settlement of possible withdrawals, Olivetti will draw on lines of
credit provided by a group of banks amounting to Euro 9,000,000, 000.

Since the Merger will involve the Merger into Olivetti of a subsidiary, it will
result in the cancellation of Olivetti's interest in Telecom Italia when the
Merger becomes effective and the assignment to the holders of Telecom Italia
ordinary and savings shares, other than Olivetti, of ordinary and savings
shares issued by the Company Resulting from the Merger and the assignment to
the holders of Olivetti shares of ordinary shares newly issued by the Company
Resulting from the Merger on the basis of assignment ratios corresponding to
the exchange ratio. For the most part the assignment will be carried out by
redistributing the share capital of Olivetti and having recourse to the issue
of additional shares only insofar as this is necessary to keep the share
capital of the Company Resulting from the Merger at the level of Olivetti's
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share capital as attested on 15 April 2003. For more details, see Section
2.1.2(c).

As mentioned earlier, as a consequence of the Merger, Olivetti will cancel all
the Telecom Italia shares it holds at the time the Merger takes place. For the
purposes of the company's financial statements, the difference between the
carrying value of the cancelled Telecom Italia shares and the corresponding
portion of the shareholders' equity will be positive and will therefore give
rise to a cancellation deficit. This deficit, whose size will also depend on
the level of acceptances of the Tender Offer, will be allocated to Telecom
Italia's assets (in particular its holding of TIM shares) and any remaining
difference will be
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entered under "goodwill". In view of the procedure for assigning the shares of
the Company Resulting from the Merger, it is reasonable to expect that an
exchange surplus will emerge. In Olivetti's consolidated financial statements
the consolidation difference that arose with the acquisition of Telecom Italia
in 1999 will be increased by the difference between the carrying value of any
Telecom Italia shares acquired in the Tender Offer and the corresponding
portion of the shareholders' equity.

It is the intention of the companies participating in the merger to complete
the Merger as soon as possible, and specifically to render the Merger effective
in the first half of August 2003.

At the end of the Merger the ordinary shares of the Company Resulting from the
Merger will continue to be listed on MTA. Application will be made for the
savings shares also to be listed on MTA before the Merger becomes effective and
as a condition of its effectiveness. The Merger will not affect the listing of
the Olivetti ordinary shares on the Frankfurt Stock Exchange. Application will
also be made to the New York Stock Exchange for the ordinary and savings shares
to be listed in the form of American Depositary Receipts (ADRs) from the date
the Merger becomes effective.

The development of the Merger

The Merger is part of the strategic plan pursued by the Olivetti-Telecom Italia
Group with the aim of focusing on core businesses, improving the corporate
structure and reducing debt. Since late in 2001 an important aspect of the
plan, intended to create value and protect the interests of all shareholders,
has been the simplification of the Group's corporate structure.

On 7 January 2003 a feasibility study was begun with the objective of drawing
up a plan for the combination of the two companies. In this connection Olivetti
retained JP Morgan and Telecom Italia retained Lazard to act as financial
advisors in evaluating and drawing up plans for the combination and, if it was
decided to go ahead with the project, in determining the exchange ratio for the
eventual merger. Subsequently, Telecom Italia retained Goldman Sachs to act as
a financial advisor as well.

On 21 February 2003 members of the managements of the two companies and their
respective financial and legal advisors began to discuss an operational plan
for the combination, to be submitted to the Boards of Directors of Olivetti and
Telecom Italia. Work on this plan and, in particular, on the valuations serving
to determine the exchange ratio continued intensively from the above-mentioned
date to early March 2003. In the same period, in view of the financial
resources that would be needed under the plan that was emerging in order to pay
for withdrawals by Olivetti shareholders and to finance a possible tender offer
for Telecom Italia ordinary and savings shares, Olivetti began to negotiate a
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contract for a loan facility of Euro 9,000,000,000, which was signed on 24
April 2003 (for more details, see below).

The final proposal regarding the structure of the Merger and the exchange ratio
for the Merger, as developed by the managements of the two companies and their
respective advisors, was submitted on 11 March 2003 to the Boards of Directors
of Olivetti and Telecom Italia. In their meetings the Boards: (i) agreed that
the conditions had been created for the shortening of the control chain (i.e. a
stable ratio between the Olivetti and Telecom Italia share prices and the
achievement of certain targets announced in the 2002-2004 Business Plan); (ii)
examined and approved the broad outline of the Merger; (iii) approved the
exchange ratio for the Merger of Telecom Italia into Olivetti; and (iv)
resolved to set in motion the activities necessary for the finalization of the
plan to be submitted to their respective shareholders' meetings. They also
agreed to wait for one month before approving the Merger Plan, to
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give holders of Olivetti convertible bonds the possibility to exercise their
conversion rights, as provided for in Article 2503-bis of the Civil Code.

In reaching its decisions on 11 March 2003, Telecom Italia's Board of Directors
examined the financial analyses and the valuations prepared by Goldman Sachs
and Lazard for the purposes of the Merger and the fairness opinions submitted
by each advisor regarding the proposed exchange ratio (Annexes XI and XIV). On
the same date Olivetti's Board of Directors examined the financial analyses and
the valuations prepared by JP Morgan for the purposes of the Merger and the
fairness opinion submitted by that advisor regarding the proposed exchange
ratio (Annex VIII). Olivetti's Board of Directors also took note of the
preliminary report issued by Professor Angelo Provasoli, who had been retained
by the company for this purpose, on his verification of the consistency and
appropriateness for the purposes of the Merger of the valuation methods used by
JP Morgan to analyze the exchange ratio for the Merger between Olivetti and
Telecom Italia. The report put forward by Professor Provasoli on 11 March 2003
was basically the same as the final report he submitted to Olivetti on 14 April
2003 (Annex XVI).

On 15 April 2003 the Boards of Directors of Olivetti and Telecom Italia
approved the plan for the Merger of Telecom Italia into Olivetti (Annex IITI).

The resolutions voted by the Board of Directors of Telecom Italia on 11 March
and 15 April 2003 were adopted unanimously except for the abstention of
Professor Francesco Denozza, who did not contest the Merger in itself, but
stressed the existence of a degree of uncertainty regarding the advantages for
Telecom Italia shareholders, some difficulties in determining the exchange
ratio and the asymmetry of information due to the fact the shareholders called
to make the final decision on the merits of the Merger will not receive an
evaluation by an independent expert of the views put forward in this respect by
some minority shareholders, in contrast with the procedure followed for the
directors' conclusions.

The reports drawn up by the Boards of Directors of Olivetti and Telecom Italia
pursuant to Article 250l-quater of the Civil Code are attached to this
Information Document (Annexes I and II). For the purposes of the Merger the
boards referred, pursuant to Article 2501-ter of the Civil Code, to the balance
sheets contained in the draft financial statements of Olivetti and Telecom
Italia for the year ended 31 December 2002 (Annexes IV and V).

Specifically, the Boards of Directors of Olivetti and Telecom Italia, in view

of the outcome of the discussions concerning the determination of the exchange
ratio and with account also taken of the analyses of their respective financial
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advisors (JP Morgan for Olivetti, Goldman Sachs and Lazard for Telecom Italia),
established that the "natural" exchange ratio for the assignment of the shares
of the Company Resulting from the Merger was equal to 7 Olivetti ordinary
(savings) shares with a par value of Euro 1 each for every Telecom Italia
ordinary (savings) share with a par value of Euro 0.55 each.

In reaching its decisions in the meeting held on 15 April 2003, Olivetti's
Board of Directors took note that JP Morgan had written a letter (Annex X)
confirming the conclusions it had submitted on 11 March 2003 regarding the
fairness of the exchange ratio. In reaching its decisions in the meeting held
on the same date, Telecom Italia's Board of Directors examined the letter from
Lazard (Annex XIII) confirming the conclusions of the fairness opinion it had
submitted on 11 March 2003 (Annex XI) and the fairness opinion submitted by
Goldman Sachs on 15 April 2003 (Annex XIV). For more details on the
establishment of the exchange ratio and the fairness opinions and confirmation
letters sent to the Boards of Directors of Olivetti and Telecom Italia, see
Sections 2.1.2(a) and 2.1.2(b).
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On 15 April 2003 the Boards of Directors of Olivetti and Telecom Italia also
convened the extraordinary meetings of their respective shareholders: that of
Olivetti on 24, 25 and 26 May 2003 on the first, second and third call, and
that of Telecom Italia on 24 and 25 May 2003 on the first and second call. In
order to obtain a report on the exchange ratios, Olivetti applied for the
appointment of an expert pursuant to Article 2501-quinquies of the Civil Code
and Article 158 of the Consolidated Law to the President of the Ivrea Tribunal,
who appointed the auditing firm Deloitte & Touche Italia S.p.A. For Telecom
Italia, the report on the exchange ratios required by law was issued by the
auditing firm Reconta Ernst & Young S.p.A., its external auditors. The experts
issued their respective reports on 22 April 2003 (Annexes VI e VII). On 24
April 2003, in order to pay for withdrawals, and with the amount remaining, the
Tender Offer, Olivetti entered into a contract, governed by English law, for a
loan of Euro 9,000,000,000 with a group of Italian and foreign banks. J.P.
Morgan plc, a company indirectly controlled by JP Morgan Chase Bank
(-Olivetti's financial advisor for the Merger), acted as Global Coordinator.
The loan will be disbursed in three tranches with maturities of, respectively,
12, 18 and 24 months (the maturities of the first two tranches can be extended
by 6 months and that of the third tranche by 12 months).

Savings shares

In order to give effect to the exchange ratio for Telecom Italia savings
shares, provision has been made for the Company Resulting from the Merger to
issue savings shares to be assigned to the holders of Telecom Italia savings
shares. Application will be made for these new savings shares to be listed on
MTA. The effectiveness of the Merger will be subject to such listing.

The savings shares issued by the Company Resulting from the Merger for the
holders of Telecom Italia savings shares will have identical property rights to
those of the Telecom Italia savings shares, including the possibility of
satisfying the preferential rights provided for in the bylaws by distributing
reserves (the addition of which to Telecom Italia's bylaws, with immediate
effect, has been proposed to the shareholders' meeting called to approve the
merger plan).

The maintenance of the preferential rights to which each savings share is
entitled by law will be accompanied by an improvement in the preferential
position of the Telecom Italia savings shareholders, since they will be
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assigned, for each such share held, more than one savings share of the Company
Resulting from the Merger on the basis of the assignment ratio by means of
which the exchange will be implemented. For more details on the mechanism for
assigning the shares of the Company Resulting from the Merger, see Section
2.1.2(c).

Specifically, since each of the newly-issued savings shares of the Company
Resulting from the Merger will have a par value equal to the present par value
of the Telecom Italia savings shares (Euro 0.55) and will give the same
percentage preferential right calculated with reference to its par value, at
the time of the exchange each holder of Telecom Italia savings shares will
receive, as a consequence of the assignment ratio, a larger amount of the
nominal capital of the Company Resulting from the Merger than the amount
previously held and will therefore be entitled to a larger preferred dividend
in absolute terms. The Merger will therefore not prejudice the holders of
savings shares in any way. Consequently, lacking the preconditions referred to
in Article 2376 of the Civil Code and Article 146 of the Consolidated Law, the
Board of Directors of Telecom Italia determined that the conditions did not
exist for calling the special meeting of such shareholders. At the request of
savings shareholders, a special meeting thereof has been convened on 9, 10 and
11 June 2003, among other things to examine the resolutions adopted by
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the Telecom Italia extraordinary shareholders' meeting convened, on the first
call, on 24 May 2003 and to approve, under Articles 146.1b) and 146.le) of the
Consolidated Law, any resolutions that prejudice the rights of the category.

Olivetti Convertible bonds and warrants

On 11 March 2003 the Board of Directors of Olivetti approved the publication of
a notice in the Gazzetta Ufficiale della Repubblica Italiana (the Official
Gazette of the Italian Republic) regarding the rights of holders of "Olivetti
1.5% 2001-2004 convertible bonds with repayment premium" and "Olivetti 1.5%
2001-2010 convertible bonds with repayment premium" convertible bonds to
exercise the right of conversion pursuant to and for the purposes of Article
2503-bis, second paragraph, of the Civil Code. The notice appeared on 13 March
2003 and provided for such bondholders to have the right to apply for
conversion for a period of one month from the date of publication thereof (i.e.
from 13 March 2003 until at least 13 April 2003).

The above-mentioned right does not affect the terms of the issues in question,
which will therefore continue to apply in full. Accordingly, from the day
following the meeting of the Olivetti Board of Directors that approved the
calling of the shareholders' meeting (i.e. from 16 April 2003) until the day
such meeting is actually held (i.e. 24, 25 or 26 May 2003 as the case may be)
the convertible bonds of the above-mentioned issues may not be presented for
conversion owing to the period of suspension of convertibility established in
the related terms.

The holders of the above-mentioned Olivetti convertible bonds will again be
able, however, to exercise the conversion right in accordance with the terms
thereof after the date of the shareholders' meeting, without prejudice to the
periods of suspension provided for in the terms.

As a consequence of the Merger the ratio for the conversion of the convertible
bonds into Olivetti shares and that for the exercise of the "Warrants for

Olivetti ex Tecnost ordinary shares 1999-2004" will be adjusted, in accordance
with the related terms, to take account of the new par value of the shares of
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the Company Resulting from the Merger and in relation to the assignment ratio,
as explained in more detail in Section 2.1.2(c). In particular, the adjustment
will be made to reflect the new fractional number of shares of the Company
Resulting from the Merger into which each bond and each warrant can be
converted at the end of the merger in view of the assignment ratio on the basis
of which the shares of the Company Resulting from the Merger will be assigned,
at the time of the exchange, to the shareholders of Olivetti who do not
withdraw.

The Tender Offer

As part of the Merger and before its completion, Olivetti will make a voluntary
partial tender offer for Telecom Italia ordinary and savings shares.

Olivetti intends to make available the proposed cash tender for a portion of
the Telecom Italia ordinary shares described herein in the United States,
pursuant to an exemption from the tender offer rules available pursuant to the
Securities Exchange Act, on the same terms and conditions as the Tender Offer
in Italy. The proposed cash tender offer for a portion of the Telecom Italia
saving shares described herein is not being made and will not be made, directly
or indirectly, in or into the United States and will not be capable of
acceptance, directly or indirectly, in or from the United States or by the use
of the mails of, or
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by any means or instrumentality (including, without limitation, by mail,
telephonically or electronically by way of Internet or otherwise) of intestate
or foreign commerce, or any facility of any securities exchange, of the United
States.

The Tender Offer will be made for the amount, if any, not used to pay for
withdrawals of the Euro 9,000,000,000 made available by the group of banks
under the loan agreement referred to above. Consequently, the Tender Offer will
be made only at the end of the period allowed for the exercise of the right of
withdrawal following the approval of the merger plan and the adoption of the
new bylaws with the amended corporate purpose and no minimum threshold will be
set for acceptances. The number of Telecom Italia shares tendered for will be
established —-- once the number of Olivetti shares for which the right of
withdrawal has been exercised is known —-- by dividing the amount remaining of
the Euro 9,000,000,000 provided for the exercise by Olivetti shareholders of
their right of withdrawal by the offer price per Telecom Italia ordinary and
savings share (established in the manner described below), so that the offer
will be for the same percentage of ordinary shares and savings shares
(calculated in relation to the total number of shares of each class).

The offer price will be equal to the weighted average of the official prices
recorded on the stock exchange between 12 March 2003 and the date of the
Olivetti shareholders' meeting that approves the merger plan, plus a 20%
premium. At all events, the offer price will be between: (i) a maximum of Euro
8.40 and a minimum of Euro 7 per share for Telecom Italia ordinary shares and
(ii) a maximum of Euro 5.65 and a minimum of Euro 4.70 per share for Telecom
Italia savings shares.

Depending on the offer price established in the manner described above, and
assuming that the full amount of Euro 9,000,000,000 is available, the Tender
Offer will be for the minimum and maximum quantities of Telecom Italia ordinary
and savings shares shown below:
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(1) assuming that the offer price is equal to the maximum price specified
above, the offer will be for about 16.1% of the ordinary shares and about 16.1%
of the savings shares;

(ii) assuming that the offer price is equal to the minimum price specified
above, the offer will be for about 19.4% of the ordinary shares and about 19.4%
of the savings shares; If, however, the acceptances of the Tender Offer fall
short of the maximum quantity for one class of shares but exceed it for the
other class, the amount not used to buy shares of the first class will be used
to buy shares of the second class, and the maximum quantity of shares of the
latter class will increase until all the funds available have been used, so
that the largest number of shareholders wishing to accept the offer can be
satisfied. In such case the percentages indicated in subparagraphs (i) and (ii)
will change. Following the attestation of Olivetti's share capital on 3 April
2003, applications were received for the conversion of 27,630 "Olivetti 1.5%
2001-2004 convertible bonds with repayment premium" and 5,597,674 "Olivetti
1.5% 2001-2010 convertible bonds with repayment premium". No applications were
received for the exercise of "Warrant for Olivetti ex Tecnost ordinary shares
1999-2004". Consequently there are convertible bonds and warrants in
circulation giving the right to acquire 3,045,204,454 Olivetti shares with a
par value of Euro 1.00 each. In addition, there are 30,330,000 stock options
outstanding, which, if exercised, would authorize the issue of an equal number
of shares. Considering that under the terms of the above-mentioned financial
instruments the related conversion/exercise rights are suspended until the date
of the Olivetti shareholders' meeting called to approve the Merger, so that the
shares to be issued for the convertible bonds and warrants still in circulation
cannot give rise to the exercise of the right of withdrawal, and considering
also that the shareholder Olimpia S.p.A. has announced it will not
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exercise its right of withdrawal, the amount available for the Tender Offer —-—
assuming that the withdrawal price is approximately Euro 1.00 -- will be
approximately Euro 3,000,000,000, out of the original total financing of Euro
9,000,000,000 (insofar as the amount of the financing was calculated taking
account of all the outstanding instruments bearing conversion or option rights
that could give rise to the issue of shares by Olivetti under resolutions
already adopted by the company and not yet expired). The offer document will
establish that the transfer of ownership of the shares for which acceptances
are received in the Tender Offer will become immediately effective at the close
of the offer period or when the acceptances have been prorated. However, the
offer document will also establish that such transfer of the shares to Olivetti
will be ineffective if the Merger does not become effective by 31 December
2003, without prejudice to the intention of the companies participating in the
Merger to complete it as soon as possible and, specifically, in accordance with
the time limit referred to in Article 2503 of the Civil Code, in the first half
of August 2003.

Until the payment date, which will be fixed for a date immediately following
the date on which the Merger becomes effective, the Telecom Italia ordinary and
savings shares will be held in an escrow account in the name of Olivetti but on
behalf of the shareholders accepting of the Tender Offer. If the merger does
not become effective by 31 December 2003, the ownership of the shares for which
acceptances have been received in the Tender Offer will revert to the
shareholders accepting the offer and the shares in question will be released
from the escrow account and made available to them.

The above condition for the ineffectiveness of the Tender Offer is intended to
ensure that it depend on basically the same circumstances as the Olivetti
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shareholders' right of withdrawal, which applies only if the Merger is
completed.

The Tender Offer will be evaluated by the Board of Directors of Telecom Italia
pursuant to and for the purposes of Article 39 of the Consob Regulation.

2.1.1 Description of the companies involved in the Merger
2.1.1(a) Olivetti
Name

The company's full name is "Ing. C. Olivetti & C. Societa per Azioni". The
company is free to use its full name or one of the following abbreviated
versions: "Ing. C. Olivetti & C., S.p.A." and "Olivetti S.p.A.".

Registered office
Ivrea (Turin), 77 Via Jervis.
Identity data

Olivetti is entered in the Turin Company Register. Its registration, tax and
VAT number is 00488410010.

Share capital

Olivetti's subscribed and fully paid up share capital as attested on 15 April
2003 (the date on which the Board of Directors approved the merger plan) was
equal to Euro 8,845,537,520, divided into
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8,845,537,520 ordinary shares with a par value of Euro 1 each. Olivetti's
subscribed and fully paid up share capital as attested on 13 May 2003 was equal
to Euro 8,845,677,947, divided into 8,845,677,947 ordinary shares with a par
value of Euro 1 each. The company does not have any other class of shares
outstanding and there are no unpaid share instalments.

Olivetti's approved share capital (comprising both the subscribed and paid-up
share capital and that which can be issued on the basis of resolutions already
adopted by Olivetti's Board of Directors for the conversion of convertible
bonds and the exercise of warrants and stock options) is equal to Euro
11,926,697,278. There are no undertakings to increase the share capital or
mandates given to the directors authorizing them to approve further increases
in capital.

Olivetti's holding of treasury stock amounts to 2,697,500 shares.

For information on the composition of Olivetti's shareholders, see Section
2.1.3.

Corporate purpose

The company's corporate purpose is to engage, directly and/or indirectly, in
research, design, production and marketing in the fields of office equipment
and products, automation, electronic data processing, telecommunications,
information services and in activities related to the development of
information technology and other industrial, commercial, financial and service
activities. To achieve these objectives, the company may undertake any
transaction involving real and personal property and any financial transaction,
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including the acquisition of equity holdings in undertakings, companies and
entities, the financing and technical coordination of the same, and provide
guarantees and real security in favour of third parties.

Governing bodies

Olivetti's Board of Directors, appointed by the ordinary shareholder's meeting
of 13 October 2001 (apart from Gian Carlo Rocco di Torrepadula and Paola
Pierri, co-opted by the Board of Directors on respectively 5 September 2002 and

7 November 2002), is as follows:

Antonio Tesone*

Marco Tronchetti Provera
Gilberto Benetton

Carlo Buora

Lorenzo Caprio*

Giorgio Cirla*

Pier Luigi Fabrizi*

Cesare Geronzi*

Gianni Mion

Giampietro Nattino

Paola Pierri

Alberto Pirelli

Gian Carlo Rocco di Torrepadula
Carlo Alessandro Puri Negri

Place and date of birth

Ancona - 20 July 1923

Milan - 18 January 1948

Treviso — 19 June 1941

Milan - 26 May 1946

Milan - 19 November 1957

Lanzo d'Intelvi (Como) - 29 February 1940
Siena - 23 April 1948

Marino (Rome) - 15 February 1935
Vo (Padua) - 6 September 1943
Rome - 9 June 1935

Turin - 25 March 1960

Milan - 1 July 1954

Rome - 17 January 1943

Genoa - 11 July 1952

Alberto Varisco Nova Milanese (Milan) - 20 October 1940
* Independent director.
(1) Dario Trevisan, formerly a member of the Board of Directors, resigned from

the position of director with effect from the day following the Board
meeting that approved the merger plan, i.e. from 16 April 2003.
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All the members of Olivetti's Board of Directors are domiciled for the purposes
of the position at the company's registered office at 77 via Jervis, Ivrea.

Olivetti's directors, recognizing that the post-Merger corporate reality will
be inherently different from that of Olivetti as it is now, considered it
appropriate that the direction of the Company Resulting from the Merger should
remain entrusted essentially to the directors of Telecom Italia. Accordingly,
deeming that their mandate had essentially come to an end, they resigned with
effect (except in the case of Dario Trevisan, as indicated above) from the date
on which the Merger will become effective and proposed that the meeting of
Olivetti's shareholders (in addition to amending the part of Article 13 of the
bylaws regarding the duration of the Board of Directors) should appoint a Board
of Directors of the Company Resulting from the Merger, with effect from the
date the Merger becomes effective and until the approval of the annual accounts
for 2003, almost exactly reproducing that of Telecom Italia (bearing in mind
that the Minister for the Economy and Finance had declared he did not consider
it necessary for the bylaws of the Company Resulting from the Merger to
maintain the power currently attributed to the Minister by Telecom Italia's

bylaws to appoint a director).

Position

Chairman
Deputy Chairma
Deputy Chairma
Managing Direc
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
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As of 1 January 2003 Olivetti has not had a General Manager; previously the
position was held by Corra-do Ariaudo. The company does not have an Executive
Committee. On 13 October 2001 Olivetti's Board established a remuneration
committee and an internal control committee and approved the rules for their
functioning.

Olivetti's Board of Auditors, appointed by the shareholders' meeting of 4 July
2000 and due to terminate its mandate with the approval of the annual accounts
for 2002, is as follows:

Name Place and date of birth Position
Angelo Fornasari Milan - 14 March 1936 Chairman
Vittorio Bennani Modena - 7 May 1938 Auditor
Franco Caramanti Mantua - 17 January 1943 Auditor
Sergio Lodi Milan - 19 March 1933 Alternate
Massimo Nuti La Spezia - 22 December 1963 Alternate

All the members of Olivetti's Board of Auditors are domiciled for the purposes
of the position at the company's registered office at 77 via Jervis, Ivrea.

The meeting of Olivetti's shareholders called on 24, 25 and 26 May 2003 will be
asked to approve, with immediate effect, a new text of Article 20 of the bylaws
regarding the appointment of the Board of Auditors. One effect of this
amendment will be to increase the number of auditors from 3 to at least 5, so
as to allow minority shareholders to elect at least two auditors and an
alternate. The Chairman will be elected by majority vote by the auditors on the
Board.

Since the mandate of the Board of Auditors is due to expire, the meeting of
Olivetti's shareholders will be invited to appoint a new Board of Auditors to
raise the number of members thereof in accordance with Article 20 of the
bylaws, amended as above (to 5 or 7 auditors and 2 alternates).
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Telecom Italia shares held directly or indirectly by members of the Board of
Directors, the Board of Auditors and the General Manager of Olivetti
The table below shows the Telecom Italia shares held directly or indirectly by

members of the Board of Directors, the Board of Auditors and the General
Manager of Olivetti at 31 December 2002. (2)

No. of shares

held at Class Type Direct/
31.12.2001 (*) of share of possession Indirect

Board of Directors

Chairman

TESONE Antonio 0 - - -

Deputy Chairman and CEO

TRONCHETTI PROVERA Marco 0 - -

Deputy Chairman

BENETTON Gilberto 0 - -

Managing Director

BUORA Carlo 0 - -

Directors

CAPRIO Lorenzo 0 - -

No. of
shares
bought
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CIRLA Giorgio 0
FABRIZI Pier Luigi 0 - -
0

GERONZI Cesare Ordinary Full ownership Direct
4,950 Savings Full ownership Direct

MION Gianni 0 - - -

NATTINO Giampietro 0 - - -

PIERRI Paola 0 - - -

PIRELLI Alberto 550 Ordinary Full ownership Direct

(***)

PURI NEGRI Carlo Alessandro 0 - - -

ROCCO di TORREPADULA Giancarlo 0 - - -

TREVISAN Dario 0 - - -

VARISCO Alberto - - -

Previous directors (***¥)

BONDI Enrico 0 - -

MODIANO Pietro 0 - -

Board of Auditors

Chairman

FORNASARI Angelo 0 - -

Auditors

BENNANI Vittorio 0 - -

CARAMANTI Franco 20,000 Savings Full ownership indirect

(***)

General Manager

ARIAUDO Corrado 50,000 Ordinary Full ownership Direct
200,000 Savings Direct

(*) Or at the date appointed if in 2002.

(**) Or at date of termination of the appointment.

(***) Transactions carried out by a portfolio management company under an

autonomous management mandate.
(****) At 31 December 2002.
(2) Corrado Ariaudo resigned from the position of General Manager of Olivetti

with effect from 31 December 2002. Dario Trevisan resigned from the
position of director of Olivetti with effect from 16 April 2003.
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Activities

Olivetti, in accordance with its current corporate purpose, is entered in the
special section of the general register kept by the Italian Foreign Exchange
Office (UIC) of persons who engage "principally" in financial activities
"without dealings with the public" pursuant to and for the purposes of Articles
106 and 113 of Legislative Decree 385/1993.

Olivetti is a holding company. Its most important equity interest is that in
Telecom Italia (about 54.9% of the ordinary share capital and about 39.5% of
the total share capital), the parent company of the group of the same name.
Olivetti is also present in business sectors such as office products and
services and real estate, notably through its subsidiaries Olivetti Tecnost
S.p.A. (information technology and communications products and services) and
Olivetti Multiservices S.p.A. (real estate and related services).

Olivetti Tecnost S.p.A.

3,980
7,250

o O O

o O O o
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The Olivetti Tecnost Group provides office products and solutions (Divisione
Office), specialized applications for the banking industry and the retail
trade, and information systems for lotteries and other forms of gaming
(Divisione Vertical).

The Group operates in all the main regional markets abroad (where it generates
68% of its total revenues) and, although it is focused primarily on Europe
(29%), Asia (12%) and Latin America (15%), 1is also present in North America
(11%) via its subsidiary Royal Consumer Information Product Inc. and other

)

countries (1%).

In 2002 the revenues of the Olivetti Tecnost Group amounted to Euro 914 million
(of which Euro 906 million was generated by customers outside the Olivetti
Group), a reduction of 16.7% compared with 2001 (12.7% excluding exchange
differences). The breakdown was as follows: Euro 588 million of revenues from
hardware; Euro 154 million of revenues from accessories; Euro 73 million of
revenues from services and Euro 99 million of other revenues.

The contraction in revenues in 2002 was primarily attributable to the office
products division and to a lesser extent to the vertical applications division.
Revenues in the banking and retail sector remained basically unchanged,
confirming the importance of the Group's specialist products in the world
market. In June 2002 a reorganization plan was presented, the primary objective
of which is to return the Group to profitability through a series of
interventions tailored to the individual business areas.

Olivetti Multiservices S.p.A.

This company, a wholly-owned subsidiary of Olivetti operating in the
real-estate sector, saw a far-reaching change in its activity in 2002 following
the transfer on 1 September 2002 of 23 properties and 10 building areas as part
of the "Tiglio" project, aimed at enhancing the value of the real-estate owned
by the Pirelli, Olivetti and Telecom Italia Groups. On 4 April 2003 Olivetti
and Pirelli & C. Real Estate agreed the terms of the integration of their
facility management businesses, headed by Olivetti Multiservices S.p.A. and

Pirelli & C. RE Facility Management.
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2.1.1(b) Telecom Italia

Name

Telecom Italia S.p.A.

Registered office

Milan, 2 Piazza degli Affari (Headquarters: Rome, 41 Corso d'Italia).
Identity data

Telecom Italia is entered in the Milan Company Register. Its registration, tax
and VAT number is 00471850016.

Share capital

On 15 April 2003 (the date on which the Board of Directors approved the merger
plan) Telecom Italia's fully paid-up share capital amounted to Euro
4,023,816,860.80, divided into 7,316,030,656 shares with a par value of Euro
0.55 each, comprising 5,262,908,631 ordinary shares and 2,053,122,025 savings
shares. On 13 May 2003 Telecom Italia's fully paid-up share capital amounted to
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Euro 4,023,833,058.30 divided into 7,316,060,106 shares with a par value of
Euro 0.55 each, comprising 5,262,938,081 ordinary shares and 2,053,122,025
savings shares. There are no unpaid share instalments.

Under the plan to buy back the company's shares approved by Telecom Italia's
ordinary shareholders' meeting on 7 November 2001, by 7 May 2003, the
expiration date of the authorization, 54,309,500 savings shares had been bought
at an average price of Euro 5.24 per share, for a total consideration of about
Euro 285 million, and 6,195,500 ordinary shares at an average price of Euro
8.00 per share, for a total consideration of about Euro 50 million.

For information on the composition of Telecom Italia's shareholders, see
Section 2.1.3.

Corporate purpose
The company's purpose comprises:

- the installation and operation, using any technique, method or system, of
fixed and mobile equipment and plant, including space systems which use
artificial satellites, radio stations, including shipboard stations, links
for maritime wireless communications, and dedicated and/or integrated
networks, for the purpose of providing and operating, without territorial
restrictions, licensed telecommunications services for public use and
telecommunications services in a free-market environment, including those
resulting from technological progress, and the performance of activities
directly or indirectly related thereto, including the design,
construction, operation, maintenance and distribution of
telecommunications, remote-computing, online and electronic products,
services and systems;

- the performance of activities related to or otherwise serving the pursuit
of the corporate purpose, including publishing, advertising, information
technology, online and multimedia activities and, in general, all
commercial, financial, property, research, training and consulting
activities;
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- the acquisition, provided it is not the Company's principal activity, of
equity interests in other companies and undertakings falling within the
scope of the corporate purpose or related, complementary or similar
thereto, including companies involved in manufacturing electronic products
and insurance;

- the control and the strategic, technical and administrative and financial
coordination of subsidiary companies and undertakings, and the financial
planning and management thereof, with the implementation of all related
transactions.

Activities reserved to persons entered in a professional register, activities
involving dealings with the public covered by Article 106 of Legislative Decree
385/1993, and those which are otherwise prohibited by applicable legislation
are expressly excluded.

Governing bodies

Telecom Italia's Board of Directors, appointed by the ordinary shareholder's
meeting of 7 November 2001 (apart from Pietro Modiano and Riccardo Ruggiero,
co-opted by the Board of Directors on respectively 25 July 2002 and 5 September
2002 and appointed by the shareholders' meeting of 12 December 2002) until the
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approval of the annual accounts for 2003, is as follows:

Name Place and date of birth Position

Marco Tronchetti Provera Milan - 18 January 1948 Chairman

Gilberto Benetton Treviso — 19 June 1941 Deputy Chairman
Carlo Buora Milan - 26 May 1946 Managing Director
Riccardo Ruggiero Naples - 26 August 1960 Managing Director
Umberto Colombo* Livorno — 20 December 1927 Director
Francesco Denozza* Turin - 5 October 1946 Director

Luigi Fausti* Ancona - 9 March 1929 Director

Guido Ferrarini* Genoa - 8 August 1950 Director

Natalino Irti* Avezzano (AQ) — 5 April 1936 Director

Gianni Mion Vo (Padua) - 6 September 1943 Director

Pietro Modiano Milan - 3 November 1951 Director

Massimo Moratti Boscochiesanuova (VR) - 16 May 1945 Director

Carlo Alessandro Puri Negri Genoa - 11 July 1952 Director

Pier Francesco Saviotti Alessandria - 16 June 1942 Director

Roberto Ulissi* Rome - 20 August 1962 Director

* Independent director.

All the members of Telecom Italia's Board of Directors are domiciled for the
purposes of the position at the company's registered office at 2 Piazza degli
Affari, Milan.

Telecom Italia's Board of Auditors, appointed by the shareholders' meeting of 3
July 2000 and due to terminate its mandate with the approval of the annual
accounts for 2002, is as follows:

Name Place and date of birth Position
Paolo Germani Rome - 21 November 1939 Chairman
Mario Boidi Turin - 1 March 1930 Auditor
Paolo Golia Verona - 29 July 1944 Auditor
Fabrizio Quarta Campi Salentina (LE) - 20 September 1961 Auditor
Gianfranco Zanda Udine - 4 April 1941 Auditor
Enrico Bignami Milan - 7 May 1957 Alternate
Leonida Liuni Forenza (PZ) - 27 November 1929 Alternate
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All the auditors are domiciled for the purposes of the position at the
company's registered office at 2 Piazza degli Affari, Milan.

Since the mandate of the Board of Auditors is due to expire, the meeting of
Telecom Italia's shareholders called on 24 and 25 May 2003 will be invited to
appoint a new Board of Auditors in the manner laid down in Article 17 of the
company's current bylaws.

At 31 December 2002 no member of Telecom Italia's Board of Directors or Board
of Auditors or the General Manager owned, directly or indirectly, any Telecom

Italia shares.

Activities
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Telecom Italia, together with the group it heads, is one of the largest
international operators in the sector of telecommunications services and, more
in general, information and communication technology. Its companies, leaders in
fixed and mobile communications, the Internet and media, information technology
and research offer integrated and innovative services in Italy and abroad. Its
principal strength is its leadership in the domestic market in fixed and mobile
telecommunications and Internet services. The companies of the Group have
created broadband, fixed and mobile networks providing innovative services,
complex solutions for ICT, multimedia messaging, solutions for mobile business,
products for e-government and online banking. The Telecom Italia Group 1is the
leading wireline operator in Italy, with some 27.1 million lines installed, and
one of the largest in the world. Through Telecom Italia's subsidiary TIM, the
Group 1s also the leading mobile telephony operator in Italy and one of the
major players in the world, with more than 39.1 million lines attributable to
TIM and its affiliates abroad at the end of 2002.

The contributions of the individual Business Units / Operating Activities to
the main economic and operating indicators in 2002 are shown in the following
chart.

[GRAPHIC OMITTED -- Table below represents the graphic]
Gross

Service operating Operatng Industrial

Revenues margin income Investment Employees (*)
Domestic Wireline 51.0% 55.8% 55.5% 59.9% 52.8%
Mobile 32.5% 35.3% 39.6% 36.8% 18.4%
South America 4.2% 3.1% 1.7% 4.6% 5.4%
Internet and Media 6.0% 4.1% 2.7% 1.7% 7.6%
IT Market 2.7% 0.7% 0.7% 0.6% 4.4%
IT Group 3.6% 1.0% (0.2)% 3.4% 7.2%

(*) The other activities of the Telecom Italia Group employ 4.2% of the
employees.

(1) The data refer to the Entel Chile and Entel Bolivia groups, the company
Telecom Italia America Latina and the South America business segment of
Telecom Italia.
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Group strategy

With the entry of new management in July 2001 Telecom Italia's strategy was
substantially revised and in September 2001 a new business plan was announced.
The aim of the new strategy was to enhance the value of the existing activities
and strengthen the financial structure in order to sustain growth. The
management undertook to reduce debt and rationalize the investments abroad and
set the objectives of bringing net financial debt down to Euro 18.3 billion by
the end of 2002 and disposing of approximately Euro 5 billion of assets by
September 2003. These objectives were achieved in full, in terms of both
amounts and deadlines: by the end of 2002 net financial debt had been reduced
to Euro 18.1 billion and asset sales of Euro 5.2 billion had been made.

The key objective indicated by the management for the coming years will
continue to be the creation of value by putting to good use the Group's assets
and distinctive skills and by strengthening the financial structure in order to
sustain growth.
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The priorities for operations established by the management are as follows:

(1) to consolidate the leadership in the domestic wireline market by increasing
customer loyalty through innovative offers and stimulating the market for value
added and broadband services, with special reference to ADSL technology; in the
mobile market, to increase traffic volumes and develop value added services in
line with user expectations (MMS, community videotelephony), in part through
the introduction of UMTS technology; in the Internet & Media sector, to
continue the development of broadband services and portals;

(ii) to expand the Group's presence abroad in markets in which it can
capitalize on its marketing and technological know-how: in mobile business, in
Latin America and especially Brazil; in wireline business, through the
development of the pan-European broadband network; (iii) to continue to manage
the Group according to rigorous criteria of efficiency, thanks to the synergies
deriving from the organizational model based on so-called "professional
families" and service centres, expenditure control systems, and the careful
selection of investment projects, aimed primarily at fostering innovation and
growth.

The Group will also further develop initiatives in relation to the concept of
sustainability, which is now an integral aspect of the plans drawn up by the
companies belonging to the Group.

Industrial investments will be directed towards reinforcing the following
strategy:

o focus on innovation
o leadership in the domestic market;
o development of value added services.

The industrial investments planned for the three years 2003-05 will be between
FEuro 14 billion and Euro 16 billion, more or less in line with the forecast for
the three years 2002-04. The breakdown by sector of activity is shown in the
table below.

Domestic Wireline 45% circa
Mobile 40% circa
Internet and Media 2% circa
Other 13% circa

About two thirds of all industrial investments will be for innovation and
expansion.
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Sales of assets

The effect of asset sales in 2001 and 2002 on the Telecom Italia Group's net
financial debt is summarized in the chart below.

[Graphic Omitted]

2.1.2 The Merger

2.1.2 (a) The values attributed to Olivetti and Telecom Italia on the basis of
various analyses
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In carrying out the valuations serving to determine the exchange ratio, the
Board of Directors of Olivetti was assisted by JP Morgan as financial advisor,
while the Board of Directors of Telecom Italia was assisted by Lazard and
Goldman Sachs as financial advisors. The valuation methodologies applied by JP
Morgan in connection with its fairness opinion on the exchange ratio have been
verified by Professor Angelo Provasoli, advisor to Olivetti, with a view to
ascertaining their consistency and appropriateness with respect to the aims of
the Merger.

For details on the values attributed by the Boards of Directors of Olivetti and
Telecom Italia to the companies participating in the Merger, see their
respective reports on the Merger, which were approved on 15 April 2003 and are
attached to this Information Document (Annexes I and II).

As mentioned earlier, in view of the outcome of the discussions concerning the
determination of the exchange ratio and with account also taken of the analyses
of their respective financial advisors, the Boards of Directors of Olivetti and
Telecom Italia have determined and agreed the values of the companies
participating in the Merger for the purpose of fixing the exchange ratio and
established that the "natural" exchange ratio on the basis of which the shares
of the Company Resulting from the Merger will be assigned is equal to
respectively 7 Olivetti ordinary (savings) shares with a par value of Euro 1
each for respectively every Telecom Italia ordinary (savings) share with a par
value of Euro 0.55 each. For the valuation criteria and methods adopted to
determine the exchange ratio, see Section 2.1.2(b).
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On 22 April 2003 the auditing firms appointed as experts to report on the
exchange ratio in accordance with Article 2501-quinquies of the Civil Code,
Deloitte & Touche Italia S.p.A., for Olivetti, and Reconta Ernst & Young, for
Telecom Italia, issued their reports (Annexes VI and VII).

2.1.2 (b) Valuation criteria and methods applied in determining the exchange
ratio

In order to determine the exchange ratio, the Boards of Directors of Olivetti
and Telecom Italia proceeded in accordance with the best valuation
methodologies and practices, taking account of the nature of the two companies
and the sector to which most of their activities refer.

In the valuation procedure followed, Olivetti's Board of Directors was in
agreement with both the methodologies adopted and the conclusions reached by
its financial advisor, JP Morgan. Similarly, Telecom Italia's Board of
Directors was in agreement with both the methods adopted and the conclusions
reached by its financial advisors, Goldman Sachs and Lazard.

More specifically, the Board of Directors of Olivetti chose the sum of parts
methodology as the fundamental methodology for valuing Telecom Italia and the
net asset value methodology (broadly equivalent to the sum of parts
methodology) as the fundamental methodology for valuing Olivetti.

As regards Telecom Italia's individual activities, in view of the complexity
and extensiveness of the structure of the Telecom Italia Group and the many
areas in which it operates, Olivetti's Board of Directors considered it
advisable to value the main businesses using principally the discounted cash
flow method, while the remaining assets, which are of limited importance for
the overall valuation, were valued on the basis of stock market prices, for
companies listed on regulated markets, and/or market multiples, with reference
made for testing and control purposes to balance sheet values and the values
published in analysts' research reports on such businesses, where available.
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The table below summarizes the range of the estimates of the exchange ratio
calculated using the valuation methodologies and criteria described, as the
ratio of the estimated value of the Telecom Italia ordinary share to the
estimated value of the Olivetti share.

Minimum Mean Maximum
Olivetti ordinary shares per Telecom Italia ordinary share 6.6 6.9 7.2
Olivetti savings shares per Telecom Italia savings share 6.6 6.9 7.2

In order to verify the accuracy of the exchange ratio obtained in the manner
described above, Olivetti's Board of Directors made a check using the stock
market prices method. The following table shows the minimum, mean and maximum
values of the average exchange ratio (number of Olivetti ordinary shares per
Telecom Italia ordinary share) expressed by the stock market for the different
periods analyzed preceding 7 March 2003 (inclusive).

Minimum Mean Maximum

To value Olivetti and Telecom Italia, the Board of Directors of Telecom Italia
chose, with an equal level of significance for the purposes of the valuation
procedure, to use relative stock market prices as its principal methodology and
the sum of parts methodology for control purposes.
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In applying the sum of parts methodology, in view of the complexity of the
corporate structure of the Telecom Italia Group and the many areas in which it
operates, the principal businesses were valued on the basis of a discounted
cash flow methodology. The remaining assets and liabilities were valued on a
case-by-case basis mainly with reference to their book or market value, in view
of their limited importance in the overall valuation of Telecom Italia.

The table below shows the exchange ratios deriving from the application of the
valuation methodologies used by the Board of Directors of Telecom Italia.

Method Exchange ratio
Stock market prices

7 March 2003 6.7
Weighted averages:

1 month

3 months

6 months

12 months

Sum of parts method (average value) 6.9

For further details regarding the valuation criteria and methodologies used by
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the Boards of Directors of Olivetti and Telecom Italia in determining the
exchange ratio, reference should be made to their respective merger reports
(Annexes I and II).

The summary descriptions of the analyses designed and carried out by the
financial advisors (JP Morgan for Olivetti and Lazard and Goldman Sachs for
Telecom Italia) and their respective fairness opinions and confirmation letters
are attached to this Information Document (Annexes VIII-XV).

The conclusions reached by Professor Angelo Provasoli, advisor to Olivetti,
with regard to the valuation methodologies applied by JP Morgan in connection
with its fairness opinion on the exchange ratio are also attached (Annex XVI).

2.1.2 (c) Procedure for assigning the shares of the Company Resulting from the
Merger and start of dividend entitlement

In view of the interest in maintaining a flexible capital structure of a size
suitable for corporate activities and with a view to limiting the effects of
the Merger on the future remuneration of the shares, it was considered
advisable to leave the nominal capital of Olivetti basically unchanged at the
conclusion of the Merger, inasmuch as the absolute increase in the nominal
capital by issuing as many new shares as would be necessary to satisfy the
exchange ratio of all the Telecom Italia shares to be exchanged would lead,
under current accounting rules, (i) to an increase in the shareholders' equity
consisting of capital, with a consequent significant (exchange) merger deficit
subject to amortization, obviously to the detriment of the remuneration of
shares in future years, and (ii) to a capital structure consisting almost
entirely of items not available for distribution.

It was therefore decided to carry out the share exchange primarily by
redistributing Olivetti's capital and to have recourse to the issue of
additional shares only insofar as this proved necessary to maintain the share
capital at the level attested at the time the merger plan was approved.
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The redistribution technique consists in dividing the share capital of the
absorbing company and hence the shares composing it (in an equal, larger or
smaller number than that existing, depending on whether the intention is to
hold the par value of each share unchanged, decrease it or increase it) among
the shareholders of the absorbing company and those of the absorbed company,
according to what was referred to above as the "natural" exchange ratio between
the shares.

The redistribution naturally takes the share capital of the absorbing company
at the time the Merger is implemented as the baseline.

In the case in question, the share capital of Olivetti at the time the Merger
is implemented may vary from that attested on 15 April 2003 of Euro
8,845,537,520: (i) increasing as a consequence of the conversion of the
"Olivetti 1.5% 2001-2004 convertible bonds with repayment premium" and
"Olivetti 1.5% 2001-2010 convertible bonds with repayment premium", the
exercise of the "Warrants for Olivetti ex Tecnost ordinary shares 1999-2004"
and the exercise of Olivetti stock options ("Conversions") and (ii) decreasing
as a consequence of withdrawals by Olivetti shareholders who are absent from
the meeting or vote against the Merger. Olivetti's capital "to be
"redistributed" will therefore be the algebraic sum of the subscribed capital
at the time the Merger plan is approved and the subsequent variations up to the
implementation of the Merger.

Assuming the extreme cases of (i) the total exercise of Conversions and no
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withdrawals and (ii) no Conversions and the exercise of the right to withdraw
by all the Olivetti minority shareholders except for Olimpia, Olivetti's share
capital at the time the Merger is completed can vary between a maximum of Euro
11,926,697,278 and a minimum of Euro 2,738,756, 641.

Since it is assumed that the share capital of the Company Resulting from the
Merger must not be less than Euro 8,845,537,520 (the amount of Olivetti's share
capital as attested on 15 April 2003, the date the Merger plan was approved by
the Board of Directors), in the event that the decreasing effect of withdrawals
outweighs the increasing effect of Conversions so that the share capital at the
time the Merger is implemented is less than Euro 8,845,537,520, the
redistribution of the share capital will be accompanied by a simultaneous
capital increase for the purpose of the Merger to bring the share capital up to
the above-mentioned minimum figure, apart from roundings serving to eliminate
any resulting fractions of shares. In this latter connection Olivetti
International S.A. has announced that it stands ready to renounce such number
of shares or fractions of shares as will be necessary to complete the Merger.

In the light of the methods and principles described above, the share capital
will be established and the share exchange carried out according to the
following rules:

a) Olivetti will fix the par value of its shares —-- in the amount resulting
after Conversions and withdrawals —-- at Euro 0.55 (equal to the par value
of Telecom Italia shares), in place of the current par value of Euro 1.

Consequently, Olivetti's share capital will be divided into a larger
number of shares. Such shares will be divided into ordinary shares and
savings shares.

b) The new ordinary and savings shares with a par value of Euro 0.55 each
making up the share capital at the time of the Merger of Olivetti will be
redistributed, respectively, to the holders of Olivetti and Telecom Italia
ordinary shares and the holders of Telecom Italia savings shares according
to assignment
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ratios reflecting, with reference to the actual number of shares to be
redistributed, the "natural" exchange ratio specified above of 7 Olivetti
ordinary or savings shares for every Telecom Italia ordinary or savings share.
In the redistribution only the Telecom Italia shares held by persons other than
Olivetti and Telecom Italia itself will be exchanged with shares of the Company
Resulting from the Merger. The number of shares of Telecom Italia held by
minority shareholders and actually to be exchanged will therefore vary,
depending on the outcome of the Tender Offer that Olivetti may make after the
shareholders' meeting called to approve the Merger and before the latter's
completion.

More precisely, where:

- No. OLI Euro 1 shares denotes the number of Euro 1 Olivetti shares
resulting after Conversions and withdrawals;

- No. OLI Euro 0.55 shares denotes the number of shares of the Company
Resulting from the Merger with a par value of Euro 0.55 each actually to

be redistributed following the operation referred to at point a);

- No. T.I. shares denotes the number of Telecom Italia shares held by
minority shareholders that must be exchanged;

(1) the holders of Olivetti ordinary shares will be assigned, for every share
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held, a number of ordinary shares of the Company Resulting from the Merger

equal to:
No. OLI Euro 0.55 shares
No. OLT Euro 1 shares + (No. T.I. shares x 7)
(2) the holders of Telecom Italia ordinary and savings shares will

respectively be assigned, for every ordinary or savings share held, a
number of ordinary or savings shares of the Company Resulting from the
Merger equal to:

seven times the number of shares assigned to Olivetti
shareholders for every share held by the latter

Assuming the extreme case in which all the Conversions were carried out, all
the shares reserved for the Telecom Italia stock-option plans were issued, no
withdrawals occurred and none of the holders of Telecom Italia ordinary and
savings shares accepted the Tender Offer, the redistribution would involve
21,684,904,141 shares of the Company Resulting from the Merger with a par value
of Euro 0.55 each and the Telecom Italia shares to be exchanged would total
(taking account of Olivetti's holding in the capital of Telecom Italia and of
the latter's holding of treasury stock at 15 April 2003) 4,459,575,170. In such
case, applying the formula above would give the following assignment ratios:

(i) 0.502620 new ordinary shares of the Company Resulting from the Merger with
a par value of Euro 0.55 each for every Olivetti ordinary share with a par
value of Euro 1 held at the date at which the merger becomes effective and
for which the right of withdrawal has not been exercised;
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(ii) 3.518341 new ordinary or savings shares of the Company Resulting from the
Merger for every Telecom Italia ordinary or savings share, respectively,
held at the date at which the merger becomes effective by minority
shareholders other than Olivetti other than Olivetti and Telecom Italia
itself.

In light of the above, since the variables represented by Conversions, Telecom
Italia stock options exercised, withdrawals and acceptances of the Tender Offer
can only be quantified exactly at the time the Merger is implemented, it is
evident that the assignment ratio for the purposes of redistribution can be
established precisely only when the Merger is implemented.

In any event, at the end of the Merger the ratio between the shares assigned to
Olivetti shareholders and those assigned to Telecom Italia shareholders will be
exactly the same as the "natural" exchange ratio (1 to 7), as calculated above.

c) As already indicated, if at the time the Merger is implemented Olivetti's
share capital is less than the current figure of Euro 8,845,537,520
because the decreasing effect of withdrawals outweighs the increasing
effect of Conversions, the redistribution of the share capital just
described will be accompanied by the simultaneous issue of up to a maximum
of 11,103,237,962 new ordinary and saving shares of the Company Resulting
from the Merger with a par value of Euro 0.55 each for the purpose of the
share exchange, against the transfer to capital of the portion of Telecom
Italia's shareholders' equity belonging to minority interests, with the
possibility of an exchange deficit. These additional shares will be
assigned to all the shareholders of both Olivetti and Telecom Italia in
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proportion to their respective shareholdings obtained by applying the
assignment ratios indicated at Point Db).

Thus, even if such an event occurs, at the end of the Merger the ratio
between the shares assigned to Olivetti shareholders and those assigned to
Telecom Italia shareholders will be exactly the same as the "natural"
exchange ratio (1 to 7), as calculated above.

d) As part of the procedure for assigning the shares of the Company Resulting
from the Merger, a service will be provided to the minority shareholders
of both Olivetti and Telecom Italia, through authorized intermediaries, to
permit the rounding of the number of newly-issued shares owned down or up
to nearest whole number, at market prices and at no cost in terms of
expenses, stamp duty or commissions. In the event that the Olivetti shares
held do not entitle the holder to receive, in accordance with the
assignment mechanism, even one newly-issued share of the Company Resulting
from the Merger at the end of the Merger, maintenance of the position of
shareholder will be ensured by Olivetti International S.A. making
available to such persons, free of charge, one share of the Company
Resulting from the Merger.

e) The newly-issued shares to be utilized for the share exchange will be
assigned to the persons having entitlement by the respective authorized
intermediaries participating in Monte Titoli S.p.A. at the date the Merger
becomes effective. It will be possible to exchange Olivetti and Telecom
Italia shares which have not been dematerialized only by delivering them
to an authorized intermediary for dematerialized book-entry in the central
securities system.

Once the merger instrument has been signed and filed, Olivetti will
promptly publish notices in at least three newspapers with a national
circulation, of which one must be a financial newspaper, announcing the
amount of the capital of the Company Resulting from the Merger as a result
of the quantification of
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the variables involved in the Merger (Conversions, the exercise of Telecom
Italia stock options, withdrawals from Olivetti, acceptances of the Tender
Offer), the exact assignment ratio in the overall and final measure resulting
from the outcome of the supplementary assignment described at Point c), if any,
and the detailed instructions on how to carry out the share exchange, trade and
obtain fractional rights as provided for at Point d).

2.1.2 (d) Right of withdrawal for Olivetti shareholders

Upon completion of the Merger the Company Resulting from the Merger will have
the same corporate purpose as Telecom Italia, with the integral substitution of
Olivetti's current corporate purpose.

Concerning the amendment of the corporate purpose, without prejudice to the
fact that the latter's extension to include the provision of services in the
telecommunications sector would by itself legitimate the right of withdrawal,
it was nonetheless considered desirable to take over Telecom Italia's corporate
purpose en bloc, in order to permit the Company Resulting from the Merger to
operate in all the sectors in which Telecom Italia is currently present, with
particular regard to the activities that Telecom Italia is authorized to engage
in pursuant to administrative measures. In fact Telecom Italia's activity
consists primarily in the installation and operation of telecommunications
equipment and in the supply of telecommunications services on the basis of
individual licences and general authorizations issued under Presidential Decree
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318/1997. Whereas the corporate purpose of Telecom Italia laid down in its
bylaws provides expressly for all the activities referred to above, the
corporate purpose of Olivetti only mentions "production and marketing in the
field ... of telecommunications" and "services" as a merely secondary activity
(without further specification).

The change in the corporate purpose is also intended to allow the Company
Resulting from the Merger to engage in other activities covered by Telecom
Italia's bylaws, such as advertising and publishing, which are not envisaged in
Olivetti's current bylaws.

The adoption of Telecom Italia's corporate purpose means that the bylaws of the
Company Resulting from the Merger will contain the requirement that holding
equity investments should not be its principal activity, as it was for
Olivetti. In addition to this formal change, there will also be a substantial
change in the risk profile associated with investment in Olivetti since, as a
consequence of the Merger, the Company Resulting from the Merger will no longer
have the characteristics established by the Ministry of the Treasury in
implementing Article 113 of Legislative Decree 385/1993 to define the concept
of "engaging as the principal activity, without dealings with the public, in
the acquisition of equity interests".

Under Article 2437 of the Civil Code, the Olivetti shareholders who vote
against the merger resolution and those who are absent from the meeting may
exercise the right of withdrawal.

The right of withdrawal may be exercised by shareholders entitled to do so by
sending a registered letter that must reach Olivetti within 3 days of the date
of the shareholders' meeting that approved the Merger if sent by shareholders
who were present at the meeting and voted against the resolution or within 15
days of the filing of the resolution with the Company Register if sent by
shareholders who were not present at the meeting. The date on which letters are
received by Olivetti will count and not the date on which they were sent; it is
therefore up to the shareholders wishing to withdraw to ensure compliance with
the above-mentioned time limit since Olivetti takes no responsibility for
transmission or delivery delays due to causes beyond its control.
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For the purpose of legitimizing the exercise of the right of withdrawal,
shareholders must also send Olivetti an appropriate certification, issued by

an authorized intermediary pursuant to the provisions governing dematerialized
financial instruments deposited with a central securities depository, attesting
in particular the ownership of the company's shares from the date of the merger
resolution. To this end shareholders will be considered to be eligible who,
having acquired Olivetti shares on the stock exchange, also took delivery of
them in the related settlement before the start of the shareholders' meeting.
For the purpose of establishing entitlement to the right of withdrawal,
Olivetti shareholders must be such on the date of the shareholders' meeting and
remain such until the right is exercised. As provided for by the regulations in
force, when certifications are issued the shares will be frozen by the
intermediary in question until they are redeemed.

Olimpia S.p.A. has announced that it will not exercise its right of withdrawal.

The amount due to Olivetti shareholders who exercise the right of withdrawal
will be based on the price per share calculated as the mean of the daily
official prices in the six months preceding the date the merger resolution is
adopted and will be announced in the shareholders' meeting called to approve
the Merger. Olivetti will inform shareholders in good time, as laid down by
law, regarding the procedure and time limits for exercising the right of
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withdrawal by publishing appropriate notices in at least three newspapers with
a national circulation, of which one must be a financial newspaper.

The Olivetti shareholders who exercise their right of withdrawal will be
entitled to have their shares redeemed from the date on which the Merger
becomes effective, with the consequent right to be paid interest at the legal
rate from such date.

Accordingly, at the time the Merger becomes effective for civil law purposes
and simultaneously with the exchange of shares for the Olivetti shareholders
who did not exercise the right of withdrawal, Olivetti will redeem and cancel
the shares of the shareholders who exercised the right of withdrawal, with the
related payment planned at the latest within 90 days of the date on which the
Merger becomes effective.

The sums due to the shareholders who exercise the right of withdrawal will be
taxable profit for any part exceeding the subscription or purchase price paid
for the shares Olivetti cancels (Article 44 (3) of the Italian "Income Tax
Code") .

In the event that shareholders who are natural persons but not entrepreneurs or
qualified shareholders are assigned reserves other than capital reserves, even
if they were previously classified as share capital, the intermediary
participating in the Monte Titoli S.p.A. central securities depository (or
foreign central securities depositories participating therein) is required to
apply the 12.50% tax in lieu of income tax pursuant to Article 27-ter,
paragraph 1, of Presidential Decree 600/1973.

If, instead, the above-mentioned reserves were used to redeem non-residents,
the tax in lieu of income would be 27%, without prejudice to the rate reduction
provided for in double taxation agreements.

In the event that shareholders who are natural persons are qualified
shareholders or, not being qualified shareholders, elect not to be subject to
the tax in lieu of income referred to above, the taxable profit must be
indicated in their tax returns for an amount equal to the difference between
the withdrawal consideration and the subscription or purchase price for the
shares Olivetti cancels and will be subject to personal income tax (Irpef) or
separate taxation. At all events, for the part of the taxable profit determined
in this way corresponding to the reserves, other than capital reserves,
attributable to shareholders in relation to the shares cancelled, a tax credit
on the dividends will be recognized up to the amount of the taxes referred to
in Articles 105(1) (a) and 105(1) (b) of the Italian "Income Tax Code".
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2.1.2 (e) Right of withdrawal for Telecom Italia shareholders

Olivetti's ordinary shares are listed on MTA (and the Frankfurt Stock
Exchange) .

The absorbing company will continue to list the ordinary shares on MTA upon
completion of the Merger. Moreover, provision has been made for the Merger to
be subject to the listing on MTA of the savings shares to be assigned in
exchange to holders of Telecom Italia savings shares at the date the Merger
becomes effective.

Thus, there are no legal grounds for Telecom Italia shareholders to exercise
the right of withdrawal referred to in Article 131 of the Consolidated Law.
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As noted above, the Company Resulting from the Merger will have the same
corporate purpose as Telecom Italia has today. Consequently, the shareholders
of Telecom Italia will not have the right to exercise the right of withdrawal
referred to in Article 2437 of the Civil Code.

2.1.2 (f) Bylaw amendments

It is intended that the Company Resulting from the Merger should adopt new
bylaws that will be largely the same as the current bylaws of Telecom Italia.
The amended bylaws will come into force on the date that the Merger becomes
effective, pursuant to Article 2504-bis of the Civil Code and the merger plan,
to which a copy of the new bylaws is attached (see Annex III).

Name of the company

Upon completion of the Merger the Company Resulting from the Merger will change
its name to "Telecom Italia S.p.A.", with the consequent amendment of Article

1 of the bylaws and of the other articles in which the name of the company
appears. The change meets the need to make the name of the Company Resulting
from the Merger consistent with the new organizational structure and the nature
of the activities it will acquire and perform at the end of the Merger,
although the intention is to continue to capitalize on the historic name of
"Olivetti", by itself or together with the other Group marks. The Company
Resulting from the Merger will be able to go on using its own corporate marks
as well as those of Telecom Italia.

Registered office

Article 2 of the bylaws, concerning the registered office, will be amended to
make Telecom Italia's present registered office at 2 Piazza degli Affari,
Milan, the registered office of the Company Resulting from the Merger. The
Company Resulting from the Merger will have its headquarters at 41 Corso
d'Italia, Rome. Ivrea will continue to be the strategic headquarters for the
activities of the Olivetti Group headed by Olivetti Tecnost.

Corporate purpose

Upon completion of the Merger, the Company Resulting from the Merger will have
taken over Telecom Italia's current corporate purpose en bloc, with the
integral substitution of Article 3 of Olivetti's current bylaws. For more
details, see Section 2.1.2(d).
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Share capital

Article 5 of the bylaws of the Company Resulting from the Merger, concerning
the share capital, will incorporate a series of amendments to take account, in
particular, of the redistribution and the assignment of the shares issued for
the purpose of the exchange and of the adjustments necessary, in the light of
the new amount of the share capital following the merger, for the conversion of
the convertible bonds and the exercise of the warrants issued by Olivetti and
for the stock-option plans approved by Olivetti and Telecom Italia. In more
detail, Article 5 of the bylaws will be amended as follows:

a) a new maximum amount of Euro 492,726.30 will be established for the
variable capital increase for the exercise of the options already assigned
by Olivetti under the "Three-year Stock Option Plan 2002-2004" the
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increase to be carried out by 15 December 2004, with an update of up to a
maximum of 895,866 shares of the Company Resulting from the Merger with a
par value of Euro 0.55 each, which will be offered to the holders of the
above-mentioned options on the basis of the exchange ratio for Olivetti
shareholders in the context of the Merger, at a price of Euro 3.308 per
option held;

b) a new maximum amount of Euro 10,743,649.40 will be established for the
variable increase in capital for the exercise of the options already
assigned by Olivetti under the "Three-year Stock Option Plan Feb-ruary
2002 December 2004", the increase to be carried out by 31 December 2004,
with an update of up to a maximum of 19,533,908 shares of the Company
Resulting from the Merger with a par value of Euro 0.55 to be offered to
the holders of the above-mentioned options on the basis of the exchange
ratio for Olivetti shareholders in the context of the Merger, at a price
of Euro 2.515 per option held;

c) a new maximum amount of Euro 103,622,863.85 will be established for the
increase in capital for the exercise of the "Warrants for Olivetti ex
Tecnost ordinary shares 1999-2004", the increase to be carried out by 20
June 2004, with an update of up to a maximum of 188,405,207 shares of the
Company Resulting from the Merger with a par value of Euro 0.55 to be
offered to the holders of the above-mentioned warrants on the basis of the
exchange ratio for Olivetti shareholders in the context of the Merger, at
a price already fixed by the governing bodies of Olivetti and included in
the warrant terms;

d) a new maximum amount of Euro 180,568,488.10 will be established for the
variable capital increase for the conversion of the "Olivetti 1.5%
2001-2004 convertible bonds with repayment premium" already issued by
Olivetti, the increase to be carried out by 1 January 2004, with an update
of up to a maximum of 328,306,342 shares of the Company Resulting from the
Merger with a par value of Euro 0.55 each, reserved for the holders of the
above-mentioned bonds at a conversion ratio equal to the exchange ratio
for Olivetti shareholders in the context of the Merger;

e) a new maximum amount of Euro 892,681,820.80 will be established for the
variable capital increase for the conversion of the "Olivetti 1.5%
2001-2010 convertible bonds with repayment premium" already issued by
Olivetti, the increase to be carried out by 1 January 2010, with an update
of up to a maximum of 1,623,057,856 shares of the Company Resulting from
the Merger with a par value of Euro 0.55 each, reserved for the holders of
the above-mentioned bonds at a conversion ratio equal to the exchange
ratio for Olivetti shareholders in the context of the Merger.
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The Company Resulting from the Merger will also have to take over Telecom
Italia's stock-option plans and will therefore have to honour the stock options
already assigned thereunder. To this end, Olivetti will approve corresponding
increases in capital permitting the issue in relation to such stock options of
a number of shares updated in accordance with the exchange ratio and the
assignment ratio provided for in the merger plan, while the exercise price will
remain unchanged. In other words, the owner of Telecom Italia stock options
will maintain the right to subscribe, at the price already fixed, not for the
original number of Telecom Italia shares but the larger number of shares of the
Company Resulting from the Merger established on the basis of the assignment
ratio. Naturally, the exact quantification of the new quantities that can be
subscribed will be possible only when, at the time the merger instrument is
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signed, the assignment ratio is established. At all events, the ratio of the
shares obtainable on the basis of the foregoing calculations to the number of
shares currently obtainable will be exactly the same as the "natural" exchange
ratio (1 to 7).

Specifically, Olivetti will approve an increase in capital of up to a maximum
amount of Euro 261,956,575.10 in total by means of the issue of up to a maximum
of 476,284,682 shares with a par value of Euro 0.55 each, divided into the
following variable tranches:

a) a tranche of up to a maximum of Euro 21,969,104.30 for the exercise of the
options already assigned by Telecom Italia under the "Stock Option Plan
1999", to be implemented by 31 January 2005 by the issue of up to a
maximum of 39,943,826 shares of the Company Resulting from the Merger with
a par value of Euro 0.55 each, which will be offered to the holders of the
above-mentioned options on the basis of the exchange ratio for Telecom
Italia shareholders in the context of the Merger, at a price of Euro 6.79
per option held;

b) a tranche of up to a maximum of Euro 53,421,890.50 for the exercise of the
options already assigned by Telecom Italia under the "Stock Option Plan
2000", to be implemented by 30 July 2008 by the issue of up to a maximum
of 97,130,710 shares of the Company Resulting from the Merger with a par
value of Euro 0.55 each, which will be offered to the holders of the
above-mentioned options on the basis of the exchange ratio for Telecom
Italia shareholders in the context of the Merger, at a price of Euro
13.815 per option held;

c) a tranche of up to a maximum of Euro 84,158,927.60 for the exercise of the
options already assigned by Telecom Italia under the "Stock Option Plan
2001", to be implemented by 30 April 2008 by the issue of up to a maximum
of 153,016,232 shares with a par value of Euro 0.55 each, which will be
offered to the holders of the above-mentioned options on the basis of the
exchange ratio for Telecom Italia shareholders in the context of the
Merger, at a price of Euro 10.488 per option held;

d) a tranche of up to a maximum of Euro 30,600,889.00 for the exercise of the
options already assigned by Telecom Italia under the "Stock Option Plan
Top 2002", to be implemented by 28 February 2010 by the issue of up to a
maximum of 55,637,980 shares of the Company Resulting from the Merger with
a par value of Euro 0.55 each, which will be offered to the holders of the
above-mentioned options on the basis of the exchange ratio for Telecom
Italia shareholders in the context of the Merger, at a price of Euro 9.203
per option held;
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e) a tranche of up to a maximum of Euro 71,805,763.70 for the exercise of the
options already assigned by Telecom Italia in three distinct lots under
the "Stock Option Plan 2002", to be implemented for the three lots by
respectively 31 March 2008, 31 March 2009 and 31 March 2010 by the issue
of up to a maximum total of 130,555,934 shares of the Company Resulting
from the Merger with a par value of Euro 0.55 each, which will be offered
to the holders of the above-mentioned options on the basis of the exchange
ratio for Telecom Italia shareholders in the context of the Merger, at a
price for the three lots of respectively Euro 9.665, Euro 7.952 and Euro
7.721 per option held.

Other amendments to the bylaws

The bylaws that will be adopted by the Company Resulting from the Merger will
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include an article (Article 6) with the provisions applicable to the savings
shares that will be issued by the Company Resulting from the Merger. In
accordance with Article 145 of the Consolidated Law, the new version of the
article will specify the substance of the preferential rights attaching to the
savings shares issued for the purpose of the exchange, the related conditions,
limits and procedures for the exercise thereof, and will describe the legal
treatment of this class of shares in the event of the delisting of the ordinary
or savings shares of the Company Resulting from the Merger. The preferential
rights of the savings shares to be issued in exchange will be the same as those
of the Telecom Italia savings shares, including the possibility of satisfying
the rights attaching to them by distributing reserves, whose introduction in
the Telecom Italia bylaws, with immediate effect, will be proposed at the
shareholders' meeting called to approve the Merger.

As regards corporate governance, the bylaws of the Company Resulting from the
Merger will provide for a Board of Directors with not less than 7 and not more
than 23 members, appointed by means of a slate mechanism taken over in large
part from Telecom Italia's current bylaws (see the text of the bylaws attached
to the merger plan; Annex IITI).

Lastly, it should be noted that Article 5 of Telecom Italia's current bylaws
contains clauses that give the Minister for the Economy and Finance certain
special powers, to be exercised in agreement with the Minister for Productive
Activities, in application of Article 2 of Law 474/1994. These powers, which
include the right to veto the adoption of merger resolutions and amendments to
the bylaws that would suppress or alter the powers themselves, were introduced
into Telecom Italia's bylaws under a Decree of the Prime Minister dated 21
March 1997 in the light of the sector of the company's operations
(telecommunications) and with a view to its privatization.

Following the meeting of its Board of Directors on 11 March 2003, Telecom
Italia requested that the Minister for the Economy and Finance indicate whether
he intended to exercise the powers in question. The Minister for the Economy
and Finance has informed Telecom Italia that he is of the view that the
conditions do not exist for the exercise of his veto power in the event of the
adoption by Telecom Italia's shareholders' meeting of the merger resolution. As
regards the question of the presence in the bylaws of the Company Resulting
from the Merger of the clauses giving the special powers, the Minister for the
Economy and Finance has indicated that he considers it necessary to maintain
the power of assenting to the acquisition of major shareholdings in the
company's capital and the power of veto as set out in the current bylaws of
Telecom Italia. The Minister for the Economy and Finance also stated that he
had reached agreement with the Minister for Productive Activities on the
decisions regarding these questions.
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The bylaws of the Company Resulting from the Merger submitted to the
shareholders' meetings of the companies participating in the merger for their
approval contain the special powers specified above.

2.1.2 (g) Date from which Telecom Italia's transactions will be recorded, for
tax purposes as well, in the accounts of Olivetti

In accordance with Article 2504-bis, second paragraph, of the Civil Code, the
Merger will become effective on the date of the last filing of the merger
instrument provided for in Article 2504 of the Civil Code, or on such later
date as may be specified in that instrument.
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The newly-issued shares of the Company Resulting from the Merger will have
regular dividend rights. In accordance with the combined effect of Articles
2504-bis, third paragraph, and 2501-bis, first paragraph, point 6, of the Civil
Code, the transactions of Telecom Italia will be recorded in the accounts of
the Company Resulting from the Merger starting from 1 January of the year in
which the merger becomes effective and thus, according to the planned
timetable, from 1 January 2003, for tax purposes as well, in accordance with
Article 123(7) of Presidential Decree 917/1986 (the "Income Tax Code").
Consequently, on the date the Merger becomes effective, the Company Resulting
from the Merger will assume all Telecom Italia's assets, rights and
obligations, including, but not limited to, all its tangible and intangible
fixed assets, movable and immovable property, licences, authorizations,
franchises, securities, current account assets and liabilities, loans, equity
investments, insurance policies, labour contracts and every other contractual
instrument.

2.1.2 (h) Tax effects of the Merger on Olivetti and Telecom Italia under
Italian law

Tax neutrality

Pursuant to Article 123 of the Income Tax Code and Article 27(1) of Law
724/1994, mergers are transactions that do not give rise to the realization or
distribution of capital gains or losses in respect of the assets of the company
being absorbed.

Merger differences

The Merger will make it necessary to include specific items in order to achieve
accounting balance between the assets and liabilities following the unification
of the patrimonies of the companies involved in the Merger. As mentioned
earlier, in fact, the Merger will give rise to a cancellation deficit and it is
reasonable to expect that an exchange surplus will emerge.

An exchange surplus does not constitute taxable income for the absorbing
company .

On the other hand, the cancellation deficit will be allocated to Telecom
Italia's assets (in particular to its holding of TIM shares, stated at cost)
and any difference will be included under "goodwill".

Under Article 6(1) of Legislative Decree 358/1997 such revaluations may also be
recognized for tax purposes if the 19% tax in lieu of income tax is paid.
Pursuant to paragraph 2 of the same article, revaluations in connection with
merger deficits may be recognized for tax purposes, even in the absence of
payment of the tax in lieu of income tax, if and to the extent that the equity
investments cancelled led to the previous owners being taxed on the resulting
capital gains, net of the related capital losses and writedowns.
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Reserves with tax deferred

The reserves with tax deferred shown in the latest financial statements of the
company being absorbed will be included in the income of the absorbing company
if and to the extent that they are not reconstituted in its accounts.

This rule does not apply to reserves that are taxable only if they are
distributed (e.g. revaluation reserves), which have to be reconstituted in the
balance sheet of the absorbing company only if there is a merger surplus or an
increase in capital that exceeds the total capital of the companies
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participating in the merger, net of the parts of the capital of each company
they already held. In this case the reserves will be included in the income of
the absorbing company in the event of a subsequent distribution of the surplus
or reduction in capital because it is surplus to requirements.

The reserves already allocated to capital by the company being absorbed are
considered to be transferred to the capital of the absorbing company and form
part of its income in the event of a reduction in capital because it is surplus
to requirements.

Effects on the shareholders of the company being absorbed

The exchange of the shares of the company being absorbed for shares of the
absorbing company is not material for tax purposes since for the shareholders
it does not constitute the realization of the cancelled shares.

The cost of the cancelled shares for tax purposes is automatically transferred
to the new shares received in the exchange.

2.1.3 Forecasts of the composition of major shareholders and of the control
structure of the absorbing company following the Merger

On 15 April 2003 the shareholders of Olivetti listed in the table below were
found, on the basis of the shareholders' register and the notifications of
major shareholdings pursuant to Article 120 of the Consolidated Law, to possess
more than 2% of the company's capital:

Number of %
Shareholders ordinary shares held of ordinary share capital
Olimpia S.p.A. * 2,524,127,813 28.54%
Caisse des Depots et Consignations ** 389,200,000 4.40%
Assicurazioni Generali S.p.A. *** 334,842,996 3.79%
Olivetti International S.A. **** 211,931,328 2.40%
Mediobanca S.p.A. 210,723,954 2.38%
* The number of Olivetti ordinary shares held by Olimpia S.p.A. has

increased to 2,525,094,364 as the net effect of the early redemption, with
the consideration in the form of Olivetti ordinary shares, of Olimpia 1.5%
2001-2007 bonds and the subsequent merger of Holy s.r.l. into Olimpia
S.p.A., which became effective on 9 May 2003. The number of Olivetti
ordinary shares held by Olimpia S.p.A. on 9 May 2003 corresponds to an
interest of 28.55% on the basis of the Olivetti share capital attested on
the same day, equal to Euro 8,845,677,947 (divided into 8,845,677,947
ordinary shares with a par value of Euro 1.00 each).

*x Investment held via CDC Ixis Capital Market

**% TInvestment held through subsidiaries

**** Subsidiary of Olivetti S.p.A. Under Article 2359-bis of the Civil Code,
the voting rights of the shares held by Olivetti International S.A. may
not be exercised. The number of Olivetti ordinary shares held by Olivetti
International S.A. is unchanged.
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The capital of Olimpia S.p.A. is held as follows: 50.40% by Pirelli S.p.A.,
16.80% by Edizione Finance International S.A., 16% by Hopa S.p.A., 8.40% by
Unicredito Italiano S.p.A. and the remaining 8.40% by Banca Intesa S.p.A.
(formerly IntesaBCI S.p.A.).
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On 15 April 2003 the shareholders of Telecom Italia shown in the table below
were found, on the basis of the shareholders' register and the notifications of
major shareholdings pursuant to Article 120 of the Consolidated Law, to possess
more than 2% of the company's capital:

Number of %
Shareholders ordinary shares held of ordinary share capital
Olivetti S.p.A. 2,891,656,682 54.94%

Since the Merger will lead to the entry of Telecom Italia's shareholders into
the capital of the Company Resulting from the Merger and the consequent
absorption of Telecom Italia, the forecasts of the composition of major
shareholders at the end of the Merger refer to the Company Resulting from the
Merger. The shareholder composition of the Company Resulting from the Merger
upon completion of the Merger will be influenced by a series of variables and,
in particular, by the number of Conversions, the exercise of Telecom Italia
stock options, the number of withdrawals by Olivetti shareholders, and the
level of acceptances of the Tender Offer.

The table below shows the foreseeable composition of shareholders with holdings
of more than 2% of the ordinary share capital of the Company Resulting from the
Merger, assuming withdrawal and Tender Offer prices calculated on the basis of
the average prices that could be estimated on 9 May 2003. The withdrawal price
for Olivetti shareholders was estimated as the arithmetic mean of the official
prices of the Olivetti share between 26 November 2002 and 23 May 2003, with the
official price recorded on 9 May 2003 considered as unchanged until 23 May
2003. The Tender Offer prices for Telecom Italia shareholders were estimated as
the weighted averages of the official stock exchange prices in the period
between 12 March 2003 and 26 May 2003, the day of the third call of the
Olivetti shareholders' meeting, with the official price and the volume recorded
on 9 May 2003 considered as unchanged until 26 May 2003, plus a premium of 20%.
Specifically, it is assumed: (i) that there are no Conversions (apart from
those deriving from applications received by 15 April 2003) and that no Telecom
Italia stock options are exercised; (ii) that withdrawals involve 5% or 25% of
the shares held by shareholders other than Olimpia S.p.A. and that the price is
equal to Euro 0.9996, giving a total outlay of about Euro 305 million and Euro
1,527 million, respectively; and (iii) that the Tender Offer is made at a price
of Euro 7.958 per Telecom Italia ordinary share and Euro 4.812 per savings
share, giving a total outlay of about Euro 8,695 million and about Euro 7,473
million, respectively, so that the Tender Offer is made for, respectively,
about 16.8% or 14.4% of the ordinary shares and savings shares in the event of
full acceptance.

% of % of
ordinary share ordinary share
capital assuming capital assuming
Shareholders % withdrawals 25% withdrawals
Olimpia S.p.A. * 13.35% 13.60%
Caisse des Depots et Consignations ** 2.06% 2.10%
* Using the number of Olivetti ordinary shares held by Olimpia on 9 May

2003, equal to 2,525,094,364, the percent held by Olimpia in the cases of
5% and 25% withdrawals remains unchanged at 13.35% and 13.60%,
respectively.

*x Investment held via CDC Ixis Capital Market

44 | Information Document

44



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

In any event, it is foreseeable that no single shareholder will have control of
the Company Resulting from the Merger, which will be fully contestable.

2.1.4 Effects of the Merger on shareholders' agreements falling within the
scope of Article 122 of the Consolidated Law involving the shares of the
companies participating in the Merger

On 22 September 2002 notices were published in the Italian press with extracts
from the following share-holders' agreements:

- between Pirelli S.p.A. and Edizione Holding S.p.A.

- Edizione Finance International S.A., concluded on 7 August 2001 and
subsequently amended;

- among Pirelli S.p.A., Unicredito Italiano S.p.A. and IntesaBCI S.p.A.,
concluded on 14 September 2001 and subsequently amended.

On 1 March 2003 the content of the preliminary agreement concluded on 21
February 2003 among Pi-relli S.p.A., Edizione Finance International S.A. /
Edizione Holding S.p.A., Banca Intesa S.p.A., Unicredito Italiano S.p.A.,
Olimpia S.p.A. and Hopa S.p.A. was also published. One of the purposes of the
agreement was to allow Hopa S.p.A. to become a shareholder of Olimpia S.p.A.

Extracts of the above-mentioned shareholders' agreements are attached to this
Information Document (Annex XVII).

The parties to the shareholders' agreements falling within the scope of Article
122 of the Consolidated Law that concern the companies participating in the
Merger have not sent any notification concerning the possible effects of the
Merger on such agreements.

2.2 Aims of the Merger

The Merger is part of the reorganization aimed at creating value for Telecom
Italia shareholders, launched in July 2001 and carried out through an
industrial and financial restructuring with positive results despite the crisis
in the stock markets and the telecommunications sector.

The strategic objective of creating value for Telecom Italia shareholders
involved the identification of a series of actions and initiatives. In
particular, industrial restructuring and refocusing on the core business —-
completed earlier than had been announced to the financial community, in
September 2001, and in line with Telecom Italia's Business Plan -- also
involved the disposal of a number of non-strategic assets (such as the equity
interests in Auna, Telemaco Immobiliare, Bouygues Decaux Telecom, Mobilkom
Aus-tria, Telekom Austria, Telespazio, Sogei and Lottomatica) and enabled the
Telecom Italia Group to:

o improve its operating result, which rose on a consolidated basis by 10.6%
to Euro 7.4 billion in 2002, and

o reduce total consolidated net debt from Euro 21.9 billion at 31 December
2001 to Euro 18.1 billion at 31 December 2002.

In addition, Olivetti refinanced some of its borrowings in order to improve the
maturity profile of its debt.

The completion of the above-mentioned restructuring of the activities of the
Telecom Italia Group, together with the improvement in Olivetti's financial
situation, now makes it possible to take the further
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step of simplifying the Olivetti-Telecom Group's corporate structure, in
accordance with the market's expectations, by merging Telecom Italia into
Olivetti. As a consequence of the Merger, the shareholders of the companies
participating in the Merger will be able to benefit fully from the increase in
value deriving from the implementation of the Business Plan.

Currently, Telecom Italia is majority controlled by Olivetti and the latter has
a major shareholder - Olimpia S.p.A. - with a 28.55% interest in its share
capital. The Merger will lead to the Company Resulting from the Merger being
significantly more contestable since, upon completion of the Merger, the
holding of the present relative majority shareholder of Olivetti will be
reduced, with a consequent increase in the security's liquidity and in the
reasons for the market to view it favourably, to the benefit of all the
shareholders. Naturally, the size of Olimpia S.p.A.'s holding in the Company
Resulting from the Merger will depend on a series of factors such as the number
of Conversions (as defined in Section 2.1.2(c)), the number of Telecom Italia
stock options exercised, the number of withdrawals by Olivetti shareholders and
the number of acceptances of the Tender Offer (see Section 2.1.3).

The Merger will also bring a major simplification in the structure of the
Group. Among other things, the integration of corporate functions will ensure
faster decision-making in the context of an organizational structure comparable
to that of the leading international operators.

The Merger is also intended to optimize financial and income flows within the
Group through more efficient management of Group debt and more effective use of
financial leverage. In fact the Merger as a whole will also make it possible to
attain a more efficient financial structure, with an increase in debt capital,
which has a lower net cost than equity capital. It is also likely that these
effects will lead to an improvement in the creditworthiness of the Company
Resulting from the Merger, which, in turn, could lead to a more favourable
rating and a reduction in the cost of future debt.

It needs to be stressed that the increase in overall debt following the Merger
will result in the debt reaching a level (i) in line with or better than that
of other companies of comparable size operating in the sector in Europe, and
(ii) consistent and compatible with Telecom Italia's range of activities and
the prospective cash flows deriving from the implementation of the Business
Plan. Debt is projected to decline in the 18-24 months from the completion of
the Merger through the utilization of the proceeds of the sales of other
non-strategic assets. Furthermore, the Company Resulting from the Merger will
also benefit from the positive effects of unified debt management in terms of
the lengthening of maturities and optimal correlation with corporate
requirements.

At the same time, the Merger is intended to improve the tax efficiency of the
Company Resulting from the Merger under the current tax rules, through the
faster and more complete recovery of the potential tax benefits arising from
the value adjustments to equity interests decided at the time of the approval
of Olivetti's draft financial statements for 2002.

Moreover, despite the increase in debt, which will only be temporary as
explained above, the Company Resulting from the Merger is expected to continue
to generate profits and to adopt a dividend-distribution policy that will
ensure Telecom Italia's present shareholders receive a total amount of
dividends at least on a par with the current level.
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2.2.1 Aims of the Merger with special reference to operating objectives

The companies participating in the Merger have agreed on the operating
objectives for the Company Resulting from the Merger. They are basically the
same as those of Telecom Italia, adopted by the Board of Directors on 13
February 2003, which in turn confirm the guidelines and objectives of the
Business Plan for 2002-04. With specific regard to Olivetti, it should be noted
that Olivetti Tecnost is basically neutral in terms of its impact on the
operating result.

However, the Merger will result in a merger deficit (deriving from the share
cancellations), any portion of which not assigned to Telecom Italia assets
(specifically equity interests) will be amortized over a period of 20 years.
The updated objectives take account of this additional portion of amortization.

The updated objectives also consider the financial charges associated with
Olivetti's present debt and the effect of the tax asset connected with the
value adjustments made in Olivetti's and Telecom Italia's draft financial
statements for 2002. In addition to the proceeds of the disposals already
envisaged by the Business Plan (Telekom Austria, Operazioni Real Estate), the
targets include those from the disposal of the company into which the Business
Directories, Directory Assistance and Business Information business segments of
Seat Pagine Gialle S.p.A. are to be spun off.

The following table summarizes the above considerations on a consolidated basis

and clearly shows the sustainability of the commitments entered into for the
future.

Objectives of the Company Re

Olivetti 2002 from the Merger on a consc
Billions of euros consolidated financial statements basis (*) CAGR (o) 2002-200
Sales and service revenues 31.4 4
Gross operating profit 14.0 5
% of sales 44.6%
Operating income 6.0 8
% of sales 19.1%
Cumulative 20
Free cash flow 8.6
Net financial position (**) 33.4 34.3
(*) Assuming zero withdrawals, fully diluted.
(**) The net financial position does not take account of the commitment to

purchase Seat shares (in December 2005) from Aldermanbury Investment
Limited (formerly Chase Equities Limited), equal to Euro 2,417 million.

(***) The scope of the consolidation is the same.
(****) At 31 December 2004.
(o) Compound average growth rate.

2.2.2 Plans drawn up by the companies participating in the Merger with special
reference to the outlook for operations and to restructurings and/or
reorganizations

Following the Merger the Company Resulting from the Merger will continue to

implement the strategies pursued to date by Olivetti and Telecom Italia in line
with the Business Plan, above all with the aim of creating value by putting to
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good use the Group's assets and distinctive skills and by strengthening the
financial structure in order to sustain growth (for more details, see Section
2.1.1(b)) .
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2.3 Documents made available to the public and the places in which they can be
consulted

This Information Document and the documents referred to in Article 2501-sexies,
first paragraph, points 1) and 3), and Article 70(1) of the Consob Regulation
have been made available to the public. They can be consulted by anyone who
applies at the registered office of Olivetti (77 Via Jervis, Ivrea), at the
registered office of Telecom Italia (2 Piazza degli Affari, Milan) and its
headquarters (41 Corso d'Italia, Rome), and at the registered office of Borsa
Italiana S.p.A. (6 Piazza degli Affari, Milan). They have also been posted on
the Internet at www.olivetti.it and www.telecomitalia.it.
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3. Significant effects of the Merger

3.1 Significant effects of the Merger on the key factors that influence and
characterize the activity of the companies participating in the Merger and the
type of business engaged in

At the end of the Merger the Company Resulting from the Merger will adopt
Telecom Italia's current corporate purpose. Among other things, this innovation
is necessary in order for it to take over the licences currently held by
Telecom Italia for the supply of public telecommunications services.

Upon completion of the Merger there will also have been a major change in the
business of the absorbing company, Olivetti, which will be transformed from a
holding company into an operating company with numerous licences and
administrative authorizations and operations in regulated markets, so that its
corporate purpose must include the supply of the services for which such
authorizations and franchises have been granted.

For the shareholders of Telecom Italia, the Merger will not bring any changes
in the sectors of activity in which they have invested since, as explained
earlier, the Company Resulting from the Merger will continue to perform the
activities currently performed by Telecom Italia without interruption.

3.2 Implications of the Merger for the strategies concerning business and
financial dealings between Group companies or the centralized supply of
services

The Merger will not lead to significant changes in the business and financial
dealings between companies belonging to the group headed by the Company

Resulting from the Merger or in the centralized supply of services.
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4. Economic and financial performance of the Telecom Italia Group

4.1 Comparison of the reclassified consolidated income statements and balance
sheets of the Telecom Italia Group for 2002 and 2001 and accompanying notes

Form and content

The layouts of the reclassified income statements and balance sheets shown
below are consistent with those used by Telecom Italia in the report on
operations submitted with the consolidated annual accounts to discuss the
Group's economic performance and financial position.

Scope of the consolidation

The consolidation includes the Italian and foreign companies in which the
Telecom Italia holds a majority of voting rights, and all other companies in
which it exercises a dominant influence. As permitted by law, subsidiaries that
are not material either individually or taken together are excluded from the
consolidation.

The companies in which Telecom Italia holds between 20% and 50% of the voting
capital (including jointly controlled companies) and companies in which it
exercises a significant influence have normally been accounted for using the
equity method.

The changes in the scope of the consolidation during 2002 did not materially
affect the economic and financial data with respect to 31 December 2001. Among
the most important changes it is worth noting the exit of the 9Telecom and
Telespazio groups, together with Sogei S.p.A. and Consiel S.p.A., and the entry
of the Webegg group and Blu S.p.A.

4.1.1 Reclassified Telecom Italia Group income statements for 2002 and 2001 and
accompanying notes

In 2002 the Telecom Italia Group recorded a consolidated net loss of Euro 322
million (net income of Euro 297 million before minority interest). In 2001 the
Group had recorded a consolidated net loss of Euro 2,068 million (a net loss of
Euro 1,658 million before minority interest).

The result before tax in 2002 was a loss of Euro 419 million, an improvement of
Euro 314 million compared with the previous year owing:

o to the significant improvement in operating income (+Euro 707
million);

o to the increase in net investment and financial income (expense)
(+Euro 1,792 million);

o to the deterioration in net extraordinary income (expense) (-Euro
2,185 million), which was primarily due to the increase in provisions
and writedowns in respect of equity investments and goodwill (Euro
6,237 million in 2002, as against Euro 2,984 million in 2001), which
was only partially offset by the larger capital gains on disposals of
equity investments, business segments, fixed assets and intangibles
(Euro 2,413 million in 2002, as against Euro 392 million in 2001).
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Reclassified consolidated income statements of the Telecom Italia Group for
2002 and 2001

(in millions of euros) 2002 2001
A. Sales and service revenues 30,400 30,818
Changes in inventories of work in progress, semi-finished
and finished goods 2 -
Changes in inventory of contract work in process (42) (115)
Increases in capitalized internal construction costs 675 581
Operating grants 19 24
B. Standard production value 31,054 31,308
Raw materials and outside services (*) (12,558) (13,042)
C. Value added 18,496 18,266
Labour costs (*) (4,532) (4,647)
D. Gross operating profit 13,964 13,619)
Depreciation and amortization (5,877) (6,275)
Of which: goodwill (844) (1,022)
Other valuation adjustments (599) (455)
Provisions to reserves for risks and charges (153) (278)
Net other income (expense) 46 63
E. Operating income 7,381 6,674
Net investment and financial income (2,163) (3,955)
Of which: value adjustments (682) (1,9506)
F. Income before extraordinary items and taxes 5,218 2,719
Net extraordinary income (expense) (5,637) (3,452)
G. Income before taxes (419) (733)
Income taxes 716 (925)
H. Net income (loss) before minority interest 297 (1,658)
Minority interest (619) (410)
I. Net income (loss) (322) (2,068)

(*) Reduced by related cost recoveries.

Notes to the reclassified consolidated income statements for 2002 and 2001

Sales and service revenues amounted to Euro 30,400 million, down by 1.4% on
2001. Excluding the effects of exchange rate movements (Euro 763 million) and
of changes in the scope of the consolidation (Euro 755 million), there was
growth of 3.8%. The most important changes in the scope of the consolidation
were the exit of the 9Telecom group and of Sogei S.p.A. (included for the first
six months of 2002) and that of the Telespazio group (from 1 October 2002).

Revenues benefited from the positive contribution of the Mobile business unit
and the increase in those generated by the Internet & Media business unit. On
the other hand there was a decline in the contribution of the Domestic Wireline
business unit, which saw traffic revenues decline by 6% (Euro 533 million),
despite a 2.4% rise in minutes, since this was accompanied by an 8.3% reduction
in the average return on retail and wholesale traffic. The downturn was offset
in part by the rise in basic charges and activation fees.
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Gross operating profit amounted to Euro 13,964 million, up by 2.4% (Euro 345
million) on 2001. As a ratio to revenues, it rose from 44.2% to 45.9%.
Excluding the effects of exchange rate movements (Euro
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186 million) and of changes in the scope of the consolidation (Euro 120
million), there was growth of 4.9% (Euro 651 million).

More specifically, the ratio to revenues for the Domestic Wireline business
unit rose from 45.1% to 46.8%, while that of the Mobile business unit remained
above 46%.

In more detail, the gross operating profit in 2002 was affected by:

o Raw materials and outside services, which decreased by 3.7% to Euro 12,558
million, primarily as a result of actions taken to raise efficiency. As a
ratio to revenues, this item declined from 42.3% to 41.3%.

o Labour costs, which decreased by 2.5% (Euro 115 million) to Euro 4.532
million; apart from the effect of change in the scope of the
consolidation, the decrease reflected the reduction in the staff of the
Parent Company, Telecom Italia, from 61,081 at 31 December 2001 to 54,705
at 31 December 2002. At 14.9% the ratio of this item to revenues was in
line with the result for the previous year.

At 31 December 2002 the staff of the Telecom Italia Group numbered 101,713,
compared with 109,956 at 31 December 2001. Of the total reduction turnover
accounted for 5,360 (the balance of 12,567 terminations and 7,207 hirings) and
the changes in the scope of the consolidation for 2,883.

The most important changes in staff numbers due to those in the scope of the
consolidation were the exit of the 9Telecom group (-1,003), the disposal of the
Telespazio group (-1,168) and the exit of Sogei and Consiel (-1,538 in total)
and the entry of Blu (+618) and the Webegg group (+719).

Operating income amounted to Euro 7.381 million, an increase of 10.6% (Euro 707
million). As a ratio to revenues, it improved from 21.7% to 24.3%. Excluding
the effects of exchange rate movements and of changes in the scope of the
consolidation, the increase was 9.9%.

The increase 1in absolute terms benefit both from the rise in gross operating
income and from the fall in depreciation and amortization.

In particular:

o Depreciation and amortization fell by Euro 398 million, from Euro 6.275
million to Euro 5.877 million, as detailed below:

2002 2001 Change
(in millions of euros) (a) (b) (a — b)
Fixed assets 3,783 4,034 (251)
Intangibles 2,094 2,241 (147)
of which: goodwill 844 1,022 (178)
Total depreciation and amortization 5,877 6,275 (398)
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The reduction of Euro 178 million in the amortization of goodwill was mostly
due to the writedowns made in 2001.

The ratio of depreciation and amortization to revenues declined from 20.4% to
19.3%.

Net i

Other valuation adjustments increased by Euro 144 million, from Euro 455
million to Euro 599 million. They were mainly in respect of receivables

from customers and served to bring these into line with their estimated
realizable value. The main contributions to this item came from Telecom
Italia (Euro 356 million), Gruppo Seat Pagine Gialle (Euro 57 million),

TIM (Euro 51 million) and Gruppo Entel Chile (Euro 40 million).
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Provisions to reserves for risks and charges decreased by Euro 125
million, from Euro 278 to Euro 153 million, partly owing to the Euro 54
million provision made in 2001 for the closure of the Astrolink supply
contract.

Net other income declined from Euro 63 million to Euro 46 million and
comprised the amounts charged by TLC companies to customers in respect of
arrears (Euro 106 million, as against Euro 112 million), the portions of
capital grants that became available (Euro 65 million, as against Euro 73
million), indirect taxes and duties (Euro 115 million, as against Euro 120
million), costs in connection with the management of receivables (Euro 60
million, as against Euro 37 million) and the net capital losses on
disposals of fixed assets and intangibles (Euro 30 million, as against
Euro 17 million).

nvestment and financial income, comprising:

2002 2001 Change

(in millions of euros) (a) (b) (a - b)

Net i
Net £
Value

nvestment income 18 154 (1306)
inancial expense (1,499) (2,153) 654
adjustments to financial assets (682) (1,9506) 1,274

In mo

re detail:

net investment income refers essentially to dividends received from
investee companies; the reduction was due to the lower net gains realized
on the listed stocks classified in current assets.

of the total reduction in net financial expense, Euro 569 million can be
ascribed to the provision that was set aside in 2001 for the commitment to
purchase Seat Pagine Gialle shares; in 2002, instead, the allocation was
recorded in extraordinary expense. The remaining improvement in net
financial expense (Euro 85 million) benefited from the Group's lower
average debt during the period and lower interest rates and fees, the
effects of which were partly offset by adverse exchange rate movements for
some South American countries, particularly Venezuela and Brazil.

value adjustments to financial assets amounted to Euro 682 million and
referred to:
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- amortization of goodwill arising at the time of the purchase of the
investments in companies accounted for using the equity method
amounting to Euro 80 million (Euro 316 million in 2001). The
reduction was due to the writeoffs of goodwill taken in the 2001
financial statements;

- writedowns of securities and investments included in current assets
of Euro 176 million (Euro 291 million in 2001) and of long-term
securities of Euro 40 million (Euro 49 million in 2001), with a total
reduction of Euro 124 million compared with 2001;

- the Group's share of the equity in the earnings and losses of the
unconsolidated companies accounted for using the equity method, which
produced a loss of Euro 386 million (Euro 1,300 million in 2001).
This refers to the losses of Stream of Euro 246 million (Euro 241
million in 2001), Aria -IS Tim Turchia of Euro 171 million (Euro 334
million in 2001) and a positive balance for the other unconsolidated
companies of Euro 31 million.

Moreover, in 2001, this item had included the negative results of the
investments in the Nortel Inversora group (Euro 238 million) and the Auna group
(Euro 203 million) and Telespazio's writedown of Astrolink
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(Euro 259 million) following the interruption of the project. The investment in
Nortel Inversora, the carrying value of which was prudently written off in the

consolidated financial statements for 2001, remained unchanged.

Net extraordinary income (expense), as detailed below:

2002 2001 Change
(in millions of euros) (a) (b) (a - b)
Extraordinary income:
capital gains on disposals of equity
investments, business segments, fixed
assets and
intangibles 2,413 392 2,021
other extraordinary income 401 460 (59)
2,814 852 1,962
Extraordinary expense:
writedowns and provisions in respect
of equity investments and goodwill (6,237) (2,984) (3,253)
expenses and provisions for staff
cutbacks and layoffs (494) (380) (114)
expenses charges under Law 58/1992 and
related social security contribution (229) (232) 3
payable to INPS
other extraordinary expense (1,491) (708) (783)
(8,451) (4,304) (4,147)
Total (5,637) (3,452) (2,185)

Extraordinary income amounted to Euro 2,814 million and comprised:
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2,413 million of gains on disposals of equity investments, business

segments, fixed assets and intangibles, as detailed below:

Euro

the sale of the entire 26.89% interest held by the Telecom Italia
Group in Auna, realizing a gross gain of Euro 1,245 million, which
contributed

net of selling expenses

FEuro 1,033 million to the consolidated net result of the Telecom
Italia Group;

the sale of the entire 19.61% interest held by the Mobile business
unit in Bouygues Decaux Telecom (BDT), realizing a gross gain of Euro
484 million, which contributed Euro 266 million to the consolidated
net result of the Telecom Italia Group;

the acceptance of the tender offer for Lottomatica shares by the
Information Technology Market business unit (Finsiel group),
realizing a gross gain of Euro 133 million (Euro 93 million net of
income taxes), which contributed Euro 73 million to the consolidated
net result of the Telecom Italia Group;

the sale to Telekom Austria (a company in which Telecom Italia
International had a 14.78% interest at 31 December 2002) of the
entire 25% interest held by the Mobile business unit in the Mobilkom
Austria group, realizing a gross gain of Euro 115 million, which
contributed 64 million to the consolidated net result of the Telecom
Italia Group;

the sale of the entire 40% interest held in Telemaco Immobiliare,
realizing a gross gain of Euro 110 million, which contributed Euro 64
million to the consolidated net result of the Telecom Italia Group;

the sale of the entire 100% interest held in Telespazio, realizing a
gross gain of Euro 70 million, which contributed Euro 36 million to
the consolidated net result of the Telecom Italia Group;
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the sale of the entire 100% interest held in Emsa and Telimm, and of
properties and business segments in connection with the Tiglio
project, realizing a total gross gain of Euro 234 million, which
contributed Euro 150 million to the consolidated net result of the
Telecom Italia Group;

the disposal of other equity investments, fixed assets, intangibles
and business segments for a total of Euro 22 million.

401 million of other extraordinary income, comprising:

prior period income of Euro 131 million arising from the recovery of
accrued pre-—amortization interest on costs for employee benefit
obligations under Law 58/1992 that were paid, with reserve, to INPS
up to 1999 - following the close of litigation with a ruling in
Telecom Italia's favor;

the release of Euro 77 million, primarily to absorb a portion of the
reserve for risks and charges set up in 2001 by Telecom Italia to
cover the expenses connected with the agreement to sell Stream to
News Corporation and Vivendi Universal/Canal+, following the
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termination of the agreement;
- other income of Euro 193 million.
Extraordinary expense amounted to Euro 8,451 million and comprised:

o writedowns for permanent impairments in value and other provisions
relating to investments totaling Euro 6,237 million (Euro 2,984 million in
2001), as detailed below:

- the writedown of goodwill in respect of Seat Pagine Gialle (Euro
1,544 million) and the provision to the reserve for charges to cover
the commitment to purchase Seat Pagine Gialle shares (Euro 1,942
million). The writedown and the provision were made on the basis of
market value (average market price of ordinary shares for the last
six months of 2002) within the framework of Telecom Italia Group's
decision to consider the "Directories" business of Seat Pagine Gialle
as no longer being of strategic interest. In 2001, with regard to the
purchase commitment only, a provision of Euro 569 million had been
set aside and included in net investment and financial income
(expense) ;

- the writeoff of the investment in Aria - IS Tim Turchia (Euro 1,491
million) and the provision to the reserves for risks and charges to
cover the Group's exposure with the same affiliated company (Euro 850
million). The provision is commensurate with the guarantees provided
by the Group to the international financial institutions that are
creditors of Aria - Is Tim and the loan granted directly by the
Group;

- the writedown of other equity investments (Euro 46 million) and
goodwill (Euro 321 million, of which Blu accounted for Euro 103
million, Netco Redes for Euro 96 million, Digitel Venezuela for Euro
75 million and other smaller subsidiaries for Euro 47 million);

- the provision relating to the purchase of an additional stake in
Consodata by Seat Pagine Gialle (Euro 43 million).

The writedowns in 2001 had referred to the goodwill relating to consolidated
companies (9 Telecom group, Entel Bolivia, Entel Chile group, Maxitel group,
Tele Celular Sul group, Tele Nordeste Celular group, Tim Brasil, Med-1 group
and some companies in the Seat Pagine Gialle group) and companies valued using
the equity method (Globo.com, Solpart Participacoes, Telekom Austria and Nortel
Inversora group), as well as other provisions related to investments.

o expenses and provisions totaling Euro 494 million for employee cutbacks
and layoffs (of which Euro 379 million borne by Telecom Italia S.p.A.);

o expenses amounting to Euro 155 million under Law 58/1992 to cover
employees under the former "Telephone Employees Pension Fund" (FPT) and
Euro 74 million for the extraordinary contribution to INPS
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to meet the higher financial requirements deriving from the rules of that

fund after its incorporation in the general "Employee Pension Fund";

o other extraordinary expense amounting to Euro 1,491 million, as detailed
below:

- the expense incurred in connection with the disposal of the equity
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investment in the 9Telecom group (Euro 316 million);

- the loss of deriving from the sale in November 2002 of 75 million
shares (15% of the capital) of Tele-kom Austria AG (Euro 135
million);

- expenses in connection with corporate events at investee companies
(Euro 235 million);

- provisions to reserves (Euro 194 million, of which Euro 135 million
in respect of guarantees provided on the occasion of disposals of
equity investments and business segments;

- writedowns of fixed assets and intangibles, mainly with reference to
the mobile phone companies in Brazil (Euro 190 million);

- losses on disposals of fixed assets, intangibles and long-term
investments (Euro 38 million);

- other prior-period expense of Euro 383 million.

Income taxes had a positive effect on the result of Euro 716 million, a
decrease of Euro 1,641 million compared with 2001. This was due to the loss for
the year that was principally caused by the above-mentioned investment
writedowns, which contributed to the increase in deferred tax assets, as well
as the utilization of tax loss carryforwards deriving from the merger of Blu
into TIM.
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4.1.2 Reclassified consolidated balance sheets of the Telecom Italia Group at
31 December 2002 and 2001 and accompanying notes

Reclassified consolidated balance sheets of the Telecom Italia Group at 31
December 2002 and 2001

(in millions of euros) At 31.12.2002 At 31.
A. INTANGIBLES, FIXED ASSETS AND LONG-TERM INVESTMENTS

Intangible assets 13,052

Fixed assets 19,291

Long-term investments:
equity investments and advances on future

capital contributions 2,286
other 957
35,586
B. WORKING CAPITAL
Inventories 411
Trade accounts receivable 8,201
Other assets 6,154
Trade accounts payable (5,966)
Reserves for risks and charges (5,214)
Other liabilities (6,926)
(3,340)
C. = A.+B. INVESTED CAPITAL, net of operating liabilities 32,246
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D RESERVE FOR EMPLOYEE TERMINATION INDEMNITIES (1,305)
E. = C.+D. INVESTED CAPITAL, net of operating liabilities and the
reserve for employee termination indemnities 30,941

Financed by:

E. SHAREHOLDERS' EQUITY (*)
Parent Company interest 9,049
Minority interest 3,774
12,823
G MEDIUM/LONG-TERM DEBT 15,018
H. NET SHORT-TERM BORROWINGS
Short-term borrowings 5,089
Liquid assets and short-term financial assets (2,271)
Financial accrued expense (income) and deferred expense
(income), net 282
3,100
G.+H 18,118
I. =F.+ G.+H. TOTAL 30,941

(*) Net of "Receivables from shareholders for capital contribution".
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Notes to the reclassified balance sheets of the Telecom Italia Group at 31
December 2002 and 2001

Intangible assets, fixed assets and long-term investments amounted to Euro
35,586 million, a decrease of Euro 9,432 million compared with the end of 2001.

In more detail:

o fixed assets decreased from Euro 21,757 million to Euro 19,291 million
2002 and intangibles fell from Euro 16,197 million to Euro 13,052 million.
The reduction was due to the excess of the charge for depreciation and
amortization over investments, to the fall in exchange rates compared with
the end of 2001, to the contributions of business segments in connection
with the "Tiglio" project, and to the writedowns of goodwill in respect of
consolidated companies recorded in extraordinary expense;

o long-term investments decreased from Euro 7,064 million to Euro 3,243
million. The reduction was mainly due to disposals of investments and
writedowns for permanent impairments in value.

Investments totaled Euro 6,919 million (Euro 11,257 million in 2001) and were
divided as follows:

2002 2001 Change
(in millions of euros) (a) (b) (a-b)
Industrial investments 4,842 6,990 (2,148)
Goodwill 369 1,174 (805)
Financial investments 1,708 3,093 (1,385)
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Total investments 6,919 11,257 (4,338)

The reduction of Euro 4,338 million in investments was mainly due to:
o industrial investments:

- the reduction of Euro 1,436 million in investment by the Mobile
business unit following the acquisition in 2001 of mobile phone
licenses in Brazil and Greece (about Euro 1,080 million);

- lower investments by the Domestic Wireline business unit (-Euro 339
million), by other companies in South America (-Euro 190 million) and
by the Seat group (-Euro 94 million), which reflected the policy of
carefully selecting investment projects to be implemented;

o goodwill: whereas in 2001 this had concerned the acquisition of Entel
Chile (Euro 731 million), Holding Media e Comunicazione (Euro 66 million),
NetCreations (Euro 93 million) and the increase in the investment in Stet
Hellas (Euro 31 million), in 2002 it referred mainly to the increases in
the investments in Stet Hellas (Euro 66 million) and Digitel Venezuela
(Euro 27 million), the acquisition of Epiclink (Euro 49 million), Netesi
(Euro 14 million) and Blu (Euro 103 million), and the increase in the
investment in the Webegg group (Euro 24 million);

o financial investments: the capital injections made in 2001 in Aria - IS
Tim Turchia (Euro 1,906 million) and Auna (Euro 276 million) were followed
in 2002 by transactions involving the share capital of Stream (Euro 234
million) and Auna (Euro 193 million, repaid on August 1, 2002), the
investment in the share capital of Tiglio I (Euro 197 million), the
purchase of LDCom within the framework of the 9Telecom deal (Euro 172
million), the disbursement of loans to subsidiaries and affiliated
companies (Euro 351 million),
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the buy-back of treasury stock (Euro 287 million), and acquisitions of other
investments and share capital increases for a total of Euro 274 million.

Working capital showed a negative balance that increased by Euro 922 million,
from Euro 2,418 million to Euro 3,340 million.

Shareholders' equity amounted to Euro 12,823 million, compared with Euro 19,308
million at 31 December 2001. Telecom Italia's interest was Euro 9,049 million
(Euro 13,522 million at 31 December 2001) and the minority interest was Euro
3,774 million (Euro 5,786 million at 31 December 2001). The reduction of Euro
6,485 million can be detailed as follows:

(in millions of euros) 2002
At beginning of year 19,308
Net income (loss) of the Parent company and minority interest 297
Dividends to minority interests paid by: (3,247)
Telecom Italia S.p.A. (2,306)
TIM S.p.A. (895)
Other Group companies (46)
Extraordinary distribution of reserves to minority interests: (1,698)
Telecom Italia S.p.A. (987)
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TIM S.p.A. (711) -
Cancellation of Telecom Italia S.p.A. treasury stock - (711)
Change in scope of the consolidation (95) 358
Translation adjustments and other changes (1,742) (274)
At end of year 12,823 19,308

Translation adjustments and other changes mainly reflected the deterioration in
the exchange rates of certain South American countries, including Brazil, Chile
and Bolivia.

Net financial debt amounted to Euro 18,118 million, a decrease of Euro 3,824
million compared with the end of 2001, after paying dividends and distributing
reserves for a total of Euro 4,945 million.

Indebtedness at 31 December 2002 benefited from the investment disposals made
during the year for a total of Euro 4,771 million, net of the related expenses,
mainly in connection with the sale of Auna (Euro 1,998 million), Bouygues
Decaux Telecom (Euro 750 million), Mobilkom Austria (Euro 756 million),
Lotto-matica (Euro 212 million), Sogei (Euro 176 million), Telemaco Immobiliare
(Euro 192 million), Immsi (Euro 69 million), Tiglio (euro 328 million), Telekom
Austria (Euro 559 million), Telespazio (Euro 239 million), 9Telecom (Euro 529
million) and other minor companies (Euro 21 million).

Transactions involving the securitization and factoring of trade accounts
receivable were also carried out and led to an improvement in net debt of Euro

1,038 million (Euro 848 million in 2001).
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The following chart summarizes the major items which had an impact on the
change in net debt in 2002.

[Graphic omitted]

Net financial debt at

31.12.2001 from operations 21,942
Industrial Investments 4,842
Investments of goodwill 369
Financial investments 1,708
Payment of dividends and reserves 4,945
Payment present value reduction in

strike price of JPM put option on SEAT 500
Cash flow Disposals 10,390
Other 5,698
Net financial debt at 31.12.2002 18,118
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4.1.3 Telecom Italia Group consolidated statements of cash flows in 2002 and
2001 and net financial position at 31 December 2002 and 2001
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Consolidated statements of cash flows in 2002 and 2001

(in millions of euros) 2002
A. NET DEBT, AT BEGINNING OF YEAR (21,942)
B CHANGE IN SCOPE OF THE CONSOLIDATION -
C. CASH FLOWS - OPERATING ACTIVITIES
Net income (loss) 297
Depreciation and amortization 5,877
(Gains) losses on sales of intangibles, fixed assets
and long-term investments (2,210)
Writedowns of intangibles, fixed assets and
long-term investments 4,384
Change in working capital (*) 896
Net change in reserve for employee termination indemnities (45)
Foreign exchange gains (losses) and other changes 691
9,890
D. CASH FLOWS — INVESTING ACTIVITIES
Long-term investments: (6,919)
intangible assets:
- goodwill (369)
- other investments (1,584)
fixed assets (3,258)
long-term investments (1,708)

Proceeds from the sale, or redemption value, of
intangibles, fixed assets and long-

term investments 5,698
(1,221)
E. CASH FLOWS — FINANCING ACTIVITIES

Capital contributions 58
Capital grants 42
100
F DIVIDENDS (4,945)
G.=B.+C.+D.+E.+F. CHANGE IN NET DEBRT 3,824
H.=A.+G. NET DEBT, AT END OF YEAR (18,118)

(*) The difference with respect to the reclassified balance sheets is due to

the movements in capital grants and the use of the reserves for risks and

charges.

The change in net debt was due to the following:

(in millions of euros) 2002
Increases (decreases) in medium/long-term debt (1,065)
Increases (decreases) in short-term borrowings (2,759)
Total (3,824)
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Cash flow (net income (loss), Parent Company and Minority interest + plus
depreciation and amortization) amounted to Euro 6,174 million (Euro 4,617
million in 2001).

Free cash flow from operations (operating income + depreciation and
amortization - industrial investments +/- change in operating working capital)
amounted to Euro 8,610 million (Euro 5,990 million in 2001).

Net debt, equal to Euro 18,118 million (Euro 21,942 million at 31 December
2001), comprised:

(in millions of euros) At 31.12.2002 At 31.12.2001

Net short-term borrowings:

Short-term borrowings 5,089 9,114
Bank and postal accounts (1,251) (757)
Cash and valuables on hand (4) (5)
Short-term financial assets (683) (805)
Other working capital securities (278) (1,935)
Receivables for sales of securities (55) (3)
Financial accrued expense/income and
deferred income/prepaid expense, net 282 250
3,100 5,859
Total net debt 18,118 21,942

The portion of debt due beyond one year rose from 64% at 31 December 2001 to
75% at 31 December 2002. If the current portion due next year (Euro 2,677
million) is also considered as medium/long-term, the percentage rises to 88%
(70% in 2001). The increase is the result of the issue of fixed-rate notes for
Euro 2,500 million by Telecom Italia S.p.A. on 1 February 2002, divided into
two tranches of Euro 1,250 million each, expiring, respectively on 1 February
2007 and 1 February 2012. This issue falls under the "Global Note Program".

The table below shows the composition of the gross financial debt.

At 31.12.2002 At 31.12.
(in millions of euros) Euro % Non—-euro % Total % Total
Medium/long-term debt 13,684 76 1,334 63 15,018 75 16,083
Short-term borrowings 4,320 24 769 37 5,089 25 9,114
Total 18,004 100 2,103 100 20,107 100 25,197

4.2 The external auditor's report on the consolidated financial statements for
2001 and 2002

The comparative data shown in the tables of Section 4.1 have been taken from
the Telecom Italia Group's consolidated financial statements for the years
ended 31 December 2001 and 2002. These were audited by Reconta Ernst & Young
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S.p.A., which issued an unqualified opinion for both years.

63 | Information Document

(THIS PAGE INTENTIONALLY LEFT BLANK)
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5. Pro forma income statements and balance sheets of the absorbing company
Premise

This section contains the pro forma post-merger reclassified financial
statements of Olivetti S.p.A. ("Olivetti") on a consolidated and a stand alone
basis for the year ended 31 December 2002. The pro forma financial statements
give retroactive effect to the merger of Telecom Italia S.p.A. ("Telecom
Italia") into Olivetti, as described in the merger plan approved by the two
companies' Boards of Directors on 15 April 2003 (see Section 2).

It was considered desirable to show the pro forma company financial statements
as supplementary ino in addition to the pro forma consolidated financial
statements in view of the very substantial effects of the Merger on the assets
and liabilities and revenues and expenses of the Company Resulting from the
Merger. The pro forma post-Merger reclassified company and consolidated
financial statements were prepared by making appropriate pro forma adjustments
to the financial statements of the two companies participating in the Merger
for the year ended 31 December 2002. These financial statements were audited by
Reconta Ernst & Young S.p.A., which issued its audit reports on 18 April 2003.
They are included with the financial statements of Olivetti and Telecom Italia
attached to this Information Document.

The following tables show the pro forma reclassified balance sheets (which
among other things indicate the effects of the pro forma adjustments on the net
financial position) and income statements for the year ended 31 December 2002
are shown below.

The pro forma statements use the presentations adopted by Telecom Italia for
its reclassified historical balance sheets and income statements. Since
Olivetti used different presentations, its amounts were first reclassified in
accordance with the presentations used by Telecom Italia.

The pro forma figures have been obtained on the basis of:
i. the amounts in Olivetti's historical financial statements;
ii. the amounts in Telecom Italia's historical financial statements;

iii. pro forma adjustments reflecting the plan for the Merger of Telecom Italia
into Olivetti and the related transactions envisaged in carrying out the
Merger.

In accordance with Consob Communication No. DEM/1052803 of 5 July 2001, the
effects of the Merger have been shown retroactively in the pro forma balance
sheets as if the Merger had taken place on 31 December 2002 and in the pro
forma income statements as if it had taken place on 1 January 2002. The pro
forma adjustments made to Olivetti's reclassified historical financial
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statements and the assumptions upon which they are based are described in
detail in Sections 5.1.1, 5.1.2 and 5.3.1.

Information on the accounting policies adopted by Olivetti and Telecom Italia
in preparing their historical financial statements can be found in the notes to
their financial statements for the year ended 31 December 2002 attached to this
Information Document.

In order to interpret the pro forma amounts correctly, it is necessary to bear
the following in mind:

i) since the figures are prepared based on assumptions, if the Merger had
taken place at the dates referred to for the purpose of preparing the pro
forma financial statements instead of the date at which it will actually
take place, the historical figures would not necessarily have coincided
with the pro forma figures;

ii) the pro forma figures do not reflect forecast data since they are drawn up
to represent only the effects of the merger that can be identified and
measured objectively, without considering the potential impact of changes
in management policies and operational decisions made as a consequence of
the Merger.
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Moreover, in view of the difference between the aims of pro forma and
historical financial statements and the fact that the effects of the Merger are
calculated differently for the balance sheet and the income statement, the two
pro forma documents need to be examined separately, without attempting to
establish accounting relationships between them.

5.1 Pro forma consolidated balance sheet at 31 December 2002 and income
statement for the year ended 31.12.2002

Olivetti Group - pro-forma consolidated balance sheet at 31 December 2002

Olivetti Reclassifications/ Con
Group cancellation of
(in millions of euros) before Merger equity investments Bond
Assets
Intangible assets:
Goodwill Telecom 21,351 250
other intangible 13,210
Fixed assets 19,449
Long-term investments
Equity investments and advances on future
capital contributions 2,576 299 (299)
Others 1,424
58,010 299 (49)
Working capital
Inventories 584
Trade accounts receivable 8,418
Other assets 7,984
Trade accounts payable (6,168)
Reserves for risks & charges (5,826)
Other liabilities (7,616)
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(2,624)
Invested Capital net of operating liabilities 55,386 299 (49)
Reserve for employee termination indemnity (1,364)
Invested capital, net of operating liabilities
& the reserve for empl. term. indemn. 54,022 299 (49)
Financed by:
Shareholders' equity
Parent Company interest 11,639
Minority interest 8,984 (49)
20,623 (49)
Medium/long-term debt 33,804
Net short-term borrowings
Short-term borrowings 6,827
Liquid assets & short-term financial assets (7,394) 299
Financial accrued expenses (income) & deferred
expenses (income), net 162
(405) 299
Total financial indebtedness 33,399 299
Total 54,022 299 (49)
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Withdrawals
Cancellation of Merger effects
treasury stock Reduction of Exchange of T.I.
Tender Offer & and distribution minority interest shares held by
cancellation of of reserves to on cancellation minority
Withdrawals equity investments third parties of treasury stock shareholders fin
7,518
8,695 (8,695)
(334)
8,695 (1,177) (334)
90
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8,695 (1,177) (334)

8,695 (1,177) (334)
(305) (133) 28
(1,177) (994) (28)

(305) (1,177) (1,128)

305 8,695

794

794

305 8,695 794

8,695 (1,177) (334)
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Olivetti Group - pro-forma consolidated income statement for the year ended 31

December 2002

(in millions of euros)

Changes in inventories of work in progress,
semi-finished and finished goods

Changes in inventory of contract work in process

Increases 1in capitalized internal construction costs

Operating grants

Olivetti
Group
before Merger

Cancellation of

Telecom Italia
investment
write—-down
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Tax effect
on pro-forma
accounts

Labor cost (4,727)
Gross operating profit 14,023
Depreciation & amortization (7,269)
of which goodwill (2,142)
Other valuation adjustments (605)
Provisions to reserves for risks & charges (171)
Net other income 38
Operating income 6,016
Net investments and financial income (expense) (3,0306)
of which value adjustments (786)
Income before extraordinary items and taxes 2,980
Net extraordinary income (expenses) (5,496)
Income before taxes (2,516)
Income taxes 2,210 (1,078)
Net income (loss) before minority interest (3006) (1,078)
Minority interest (467)
Net income (loss) (773) (1,078)
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Cost of financing Cancellation
———————————————————————— of tax credit Amortization Accrued
Tender on T.I. of consolidation cost of Minority
Withdrawals Offer dividends goodwill financing interests
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(163)

(13) (356) (69)
(13) (356) (163) (69)
(13) (356) (163) (69)

(703) 796
(13) (356) (703) (163) (69) 796

(152)
(13) (356) (703) (163) (69) (152) 796
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5.1.1 Description of the pro forma adjustments to the historical consolidated
amounts at 31 December 2002 and for the year ended 31 December 2002

Pro forma adjustments to the historical consolidated balance sheet at 31
December 2002

1. The column "Reclassifications/cancellation of equity investments" refers to
the investment in Telecom Italia that was included under working capital and
not consolidated at 31 December 2002 but which, as explained in the reports of
the Boards of Directors of Olivetti and Telecom Italia is involved in the
Merger.

2. The column "Conversion of bond issues" refers to conversions carried out
between 31 December 2002 and 15 April 2003 of Olivetti 1.5% 2001-2004 and
Olivetti 1.5% 2001-2010 convertible bonds.

3. The column "Withdrawals" refers to the effect thereof on the assumption that
% of Olivetti's shareholders, other than Olimpia and not considering treasury
stock, exercise their right of withdrawal at a price of Euro 0.9996 per share,

calculated as described below.

4. The column "Tender offer and cancellation of equity investments" refers to
the outlay, financed by the line of credit remaining after the payment of
withdrawals, for the purchase of Telecom Italia ordinary and savings shares at
a price of respectively Euro 7.958 and Euro 4.812 per share, calculated as
described below.

5. The column "Cancellation of treasury stock and distribution of reserves to
third parties" refers to the cancellation by Telecom Italia of its ordinary and
savings share treasury stock and the distribution of dividends to minority
interests drawing on prior-year profits and reserves.

6. "Merger effects" show the reduction of the minority interest in the
shareholders' equity following the cancellation of Telecom Italia's treasury
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stock and the exchange of the Telecom Italia shares held by the remaining
minority shareholders.

7. The column "Cost of financing" shows the expense incurred in having the line
of credit available.

Pro forma adjustments to the historical income statement for 2002

1. The column "Cancellation of the Telecom Italia investment writedown" shows
the cancellation of the tax effect of the writedown of the investment in
Telecom Italia included in Olivetti's income statement, since it was made only
for tax purposes and in view of the fact that the writedown would not have been
made on the assumption that the Merger was effective from 1 January 2002.

2. The columns "Cost of financing" (withdrawals and tender offer) shows the
financial expense deriving from the use of the line of credit on the assumption
that it was drawn down at the beginning of the year.

3. The column "Cancellation of tax credit on Telecom Italia dividends" records
the elimination of the tax credit on the dividends received from Telecom Italia
and shown in the income statement for the year.
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4. The column "Amortization of consolidation goodwill" shows the amortization
of the additional goodwill arising from the partial tender offer for Telecom
Italia shares (Euro 7,518 million) and that arising from the reclassification
of some Telecom Italia shares included in working capital as a long-term
investment (Euro 250 million), for a total of Euro 388 million. The
amortization charge was calculated with reference to a 20-year period. At the
same time the remaining useful life of the existing goodwill was revised, which
gave rise to a positive adjustment (lower amortization charge) of Euro 225
million.

5. The "Accrued cost of financing" is the part attributable to the year of the
total expense incurred in having the line of credit available.

6. The "Tax effects on the pro forma accounts" refer to the tax liability
incurred in 2002 by the Company Resulting from the Merger on the pro forma
adjustments.

5.1.2 Assumptions made for the preparation of the pro forma data

Consideration was given to the Olivetti 1.5% 2001-2004 and Olivetti 1.5%
2001-2010 convertible bonds that had been converted by 15 April 2003, the last
date for the conversion of Olivetti convertible bonds under the terms governing
the issues.

The recent performance of the Olivetti share price, which is now higher than
the value obtained from the calculation of the withdrawal price, means that the
exercise of the right is not profitable. It was therefore prudentially assumed
that withdrawals by Olivetti shareholders (other than Olimpia S.p.A. and not
considering treasury stock) would amount to 5% of the share capital following
the conversion of the Olivetti 1.5% 2001-2004 and Olivetti 1.5% 2001-2010
convertible bonds referred to above, at a price of Euro 0.9996 per share,
obtained on the basis of the average of the official prices of the Olivetti
share from 26 November 2002 to 9 May 2003, with the last official price kept
unchanged from 9 May 2003 to 23 May 2003.

As regards the financing of the withdrawals by Olivetti shareholders, account
was taken of the line of credit of Euro 9,000 million granted for that purpose
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and the related cost included in the pro forma income statement at an interest
rate of 4.1% with consideration given to the three tranches in which it will be
disbursed.

The whole of the portion of the financing referred to in the previous paragraph
remaining after payment of the withdrawals, equal to Euro 8,695 million, was
allocated to the voluntary partial Tender Offer for Telecom Italia ordinary and
savings shares in equal percentages of the total ordinary and savings share
capital. The tender offer prices assumed were Euro 7.958 per ordinary share and
Euro 4.812 per savings share. These prices were obtained as the weighted
average, augmented by 20%, of the official stock exchange prices of the
Olivetti share from 12 March 2003 to 26 May 2003, the day of the third call of
Olivetti's extraordinary shareholders' meeting, with the last official price
available kept unchanged from 9 May 2003 to the day of the meeting, augmented
by 20%.

As a consequence of the Tender Offer, Olivetti's in the total share capital of
Telecom Italia after the Tender Offer and before the Merger rises from 39.53%
to 56.79%.

The Tender Offer for Telecom Italia shares results in consolidation goodwill of
Euro 7,518 million. The pro forma income statement contains an amortization
charge corresponding to one twentieth of that amount.
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Account was taken of the Telecom Italia dividend drawing on prior-year profits
and reserves that will be submitted for approval to the shareholders' meeting
called to approve the merger plan.

Provision was made for the company to be absorbed to cancel its ordinary and
savings share treasury stock deriving from buybacks.

On the basis of an independent appraisal, Euro 22,950 million of the total
cancellation deficit of Euro 25,792 million that emerged in the post-Merger
balance sheet was allocated to the equity investment in TIM.

By means of the redistribution mechanism, used to account for the Merger in the
company financial statements, the pre-Merger value of Olivetti's share capital
was kept unchanged at Euro 8,845 million. To permit the total participation in
the Merger of the Telecom Italia shares held by Olivetti, those classified by
the latter as trading securities were reclassified as long-term investments.

The expense incurred in obtaining the line of credit to pay for withdrawals
and, for the portion remaining, for the purchase of shares in the Tender Offer
amounted to Euro 90 million and was included in full in the pro forma balance
sheet, while only the amount accruing in the first year was included in the pro
forma income statement.

The costs that will be incurred in 2003 in connection with the successful
outcome of the Merger for advisory services, legal opinions, valuations, etc.,
estimated to amount at most to Euro 110 million, were not considered among the
pro forma amounts since they are non-recurring items.

5.1.3 Main effects on the income statements and balance sheets of changing the
percentage of withdrawals assumed in preparing the pro forma data

The main effects on the income statements and balance sheets of changing the
figure of 5% assumed for withdrawals in preparing the pro forma data and

confirming acceptances of the Tender Offer utilizing all the portion of the
Euro 9 billion line of credit not required to pay for the withdrawals (Euro
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8,695 million) are shown in the table below.

Olivetti Group (in millions of euros)

Telecom Italia Goodwill
Shareholders' equity after minority interest

Absolute value

Pro-forma 0% 25% max % (1
29,119 29,383 28,064 24,12
14,236 14,500 13,181 9,24
(2,511) (2,524) (2,458) (2,26

(1) On the assumption of complete withdrawal apart from the shares held by

Olimpia and treasury stock.

(2) The changes in the result are due to those in the amortization of the
consolidation goodwill with the size of the Tender Offer for Telecom

Italia shares.
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5.2 Historical and pro forma amounts and per-share indicators

(in millions of euros)

Income statement data

Sales and service revenues

Gross operating profit

Operating income

Net income (loss), before minority interest
Net income (loss), after minority interest

Balance sheet and financial data
Invested capital, net
Shareholders' equity (1) :
of which:
Parent Company interest
Minority interest (1)
Net financial debt
Cash flow (2)

Per—-share indicators (*)

Net income (loss) on ordinary operations,
after minority interest per share

(3):

Ordinary

Savings

Net income (loss), after minority
interest per share:

Ordinary

Olivetti Group

2002 2002
(historical) (pro forma)

31,408 31,408
14,023 14,023
6,016 5,853
(306) (1,892)
(773) (2,511)
54,022 61,546
20,623 17,970
11,639 14,236
8,984 3,734
33,399 43,576
6,963 5,540
(0.1458) (4) (0.0653)
(0.0802) (5)
(0.0543)
(0.0896) (4) (0.1614)
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(0.0493) (5)
Savings (0.1504)
Cash flow per share 0.8068 (4) 0.3469
0.4437 (5)
Shareholders' equity, before minority
interest per share 1.3485 (4) 0.8914
0.7417 (5)
(*) Number of shares considered:
Ordinary 8,630,811,002 (4) 9,923,320,999
15,692,383,640 (5)
net of treasury stock (ordinary shares) 214,628,828 (4) 112,108,258

390,234,232 (5)
Savings 6,047,366,234

(1) Net of "Receivables from shareholders for capital contributions", equal to
Euro 4 million.

(2) Net income (loss) for the year, before minority interest plus depreciation
and amortization.

(3) Net income (Loss) for the year on ordinary operations after minority
interest, calculated on the basis of the result for operations net of the
related taxes with reference to the number of ordinary and savings shares
outstanding at the end of the year. In making the calculation, account was
taken of the bylaw requiring the dividend per share for savings shares to
be higher than that for ordinary shares by 2% of the share's par value
(Euro 0.0110).

(4) Historical number of shares.
(5) Pro forma number of shares taking account of the change in the par value

from Euro 1.00 to Euro 0.55.
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5.3 Pro forma balance sheet at 31 December 2002 and income statement for the
year ended 31.12.2002 of the Company Resulting from the Merger
As mentioned in the premise, the pro forma company financial statements for
2002 are shown as supplementary information in view of the size of the effects

of the Merger on the balance sheet and income statement of the Company
Resulting from the Merger.

Olivetti S.p.A. - pro-forma balance sheet at 31 December 2002
Olivetti
spa
(in million of euros) before Merger Reclassification
Assets
Intangible assets:
Deficit from share cancellation
goodwill
other 179
Fixed assets 1
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Long-term investments
Equity investments and advances on future
capital contributions:

Telecom Italia 22,090 299
other investments 798
Other 56
23,124 299
Working capital
Inventories
Trade accounts receivable 6
Other assets 1,756
Trade accounts payable (25)
Reserve for risks & charges (336)
Other liabilities (296)
1,105
Invested capital, net of operating liabilities 24,229 299
Reserve for employee termination indemnity (3)
Invested capital, net of operating liabilities
& res. for empl. term. indemnmn. 24,226 299
Financed by:
Shareholders' equity
Share capital paid-in 8,845
Reserves & retained earnings 6,426
Net income (loss) (6,240)
9,031
Medium/long-term debt 11,882
Net-short term borrowings
Short-term borrowings 3,298
Liquid assets & short-term financial assets (1,078) 299
Financial accrued expenses (income) and deferred
expenses (income), net 1,093
3,313 299
Total financial indebtedness 15,195 299
Total 24,226 299
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Merger effects
Dividend Incorporation Treasury s. Cancellation Capi
payment Olivetti spa of & distr. of TI Allocation incr.
from TI s.p.a. before Merger TI s.p.a. reserves shares of deficit excha
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25,792 (25,792)
2,842
(31,084)
22,950
(5,292)
(5,292)
(5,292)

Olivetti S.p.A.

(in millions of euros)

Information Document

Olivetti

before Merger

Changes in inventory of contract work in process
Increases 1in capitalized internal construction costs

— pro—forma income statement for the year ended 31 December 2002

3,
4,
4,
Cancellation of
Telecom Italia
investment Telecom
write—-down Italia spa
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Operating grants

Standard production value 17,066
Raw materials and outside services am (6,966
Value agdea . an 10,100
Labor cost g g,sm
Gross operating profit @y 7,50
bepr. & amortiz. gy (3,00
Other valuation adjustments (357)
Prov. to reserves for risks & charges (44)
Net other income (83)
operating income @y a0
Net investment and financial income (expense) (7,193 8051 377
of which value adjustments (8,400) 8,051 (654)
Income before extraordinary items and taxes (7,296 8,051 4,422
Net extraordinary income (expense)  lea (5,083
Income before taxes 1y 8051 (1,670)
Income taxes s 018 26
Net imcome/Toss (62000 6973 (1,685
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Cost of financing

—————————————————————————— Amort. of
T/0 Cancellation unallocated Accrued Tax eff
Telecom of dividend ancellation cost of on pro-f
Withdrawals shares from TI deficit financing accc
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(142)
(142)
(13) (356) (1,952)
(13) (356) (1,952) (142)
(13) (356) (1,952) (142)
(13) (356) (1,952) (142)
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5.3.1 Description of the pro forma adjustments to the historical company
amounts at 31 December 2002 and for the year ended 31 December 2002

The pro forma company financial statements for 2002, which are shown in view of
the size of the effects of the Merger on the balance sheet and income statement
of the Company Resulting from the Merger, basically consider, in the columns
showing the adjustment to the historical amounts to produce the pro forma
amounts the adjustments described above for the pro forma consolidated amounts.

Apart from the above-mentioned adjustments, the balance sheet takes account of
the "merger transactions" regarding the elimination of the equity investment in
Telecom Italia as a consequence of the inclusion of its assets and liabilities,
with a specific item showing the cancellation deficit. This was subsequently
allocated almost entirely to the investment in TIM (Euro 22,950 million), with
the remainder of Euro 2,842 million allocated to goodwill.

In addition, the column "Reconstitution of capital and exchange difference"
shows the reconstitution of the share capital (Euro 300 million) in the context
of the redistribution aimed at keeping Olivetti's share capital unchanged
compared with the pre-merger value of Euro 8,845 million and an exchange
surplus of Euro 3.726 million.

The column "Receipt of dividends from Telecom Italia" shows the portion
accruing to Olivetti (Euro 511 million) of the total dividend of Euro 1,305
million to be approved by the shareholders' meeting called to approve the
merger plan.

The pro forma income statement also considers, in a separate column, the
succession to Telecom Italia's revenues and expenses.

In particular, the pro forma income statement of the Company Resulting from the
Merger shows net income for the year before extraordinary items and taxes of
Euro 2,645 million, after cancelling the writedown of the investment in Telecom
Italia of Euro 8,051 million included in Olivetti's financial statements for
2002, since it was made only for tax purposes and in view of the fact that the
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writedown ceases to exist on the assumption that the Merger was effective from

1 January 2002.

5.3.2 Main effects on the income statements and balance sheets of changing the

percentage of withdrawals assumed in preparing the pro forma data

Company Resulting from the Merger

Absolute value

(in millions of euros) Pro-forma 0% 25%
Goodwill (cancellation deficit) 2,842 3,091 1,842
Goodwill (exchange deficit) - - -
Other equity investments (2) 38,758 38,758 38,758
Shareholders' equity 13,268 13,517 12,268
Result for the year (3) (2,648 (2,661) (2,598)
(1) On the assumption of complete withdrawal apart from the shares held by
Olimpia and treasury stock.
(2) The change is due to the amount allocated to the investment in TIM being

smaller than the maximum possible of Euro 22,950 million.

(3) The changes

in the result are due to those in the amortization of goodwill
(cancellation/exchange deficit) with the size of the Tender Offer for

Telecom Italia shares.
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5.4 Report of the auditing firm on its examination of the pro forma figures

The report drawn up by the auditing firm Reconta Ernst & Young S.p.A. on its
examination of the post-merger reclassified pro forma figures on a consolidated
and a solo basis, carried out in accordance with the methods recommended by
Consob in Recommendation No. DEM/1061609 of 9 August 2001 on the verification

of pro forma data, is attached to this Information Document
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6. Outlook for the absorbing company and for the group it heads

(Annex XVIII).

6.1 General indications regarding business since the close of the 2002 fiscal

year

On 5 May 2003, the Boards of Directors of Olivetti and Telecom Italia approved

76



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

their respective results for the first quarter of 2003. General indications
regarding the business of Olivetti and Telecom Italia since the close of the
2002 fiscal year can therefore be found in the two companies' respective
quarterly reports, which are attached to this Information Document (Annexes XIX
and XX) .

6.2 Information permitting a reasonable forecast of the results for the current
year

In 2003 the operational profitability of the Telecom Italia Group is expected
to remain substantially stable and net financial debt is expected to be further
reduced.

Upon completion of the Merger to which this Information Document refers, to be
submitted to the shareholders' meetings of Olivetti and Telecom Italia for
their approval, Olivetti's results for 2003 will include the financial results
of Telecom Italia from 1 January 2003 onwards.

In contrast with the previous years, in which Olivetti's results depended on
the dividends for the year, which, together with the related tax credits, had
to offset the company's financial and operating expenses, the results for 2003
will include the entire net income that Telecom Italia succeeds in generating,
after meeting the financial expenses arising from the company's debt, which
will show a temporary increase as a consequence of the transactions related to
the Merger (withdrawals and the Tender Offer), the operating expenses for the
year and the costs incurred in carrying out the Merger. The temporary increase
in debt, covered by the financing put in place for the Merger, is expected to
be reduced, partly by using the proceeds of the sale of other non-strategic
assets for this purpose.

When consideration is also given to the additional tax benefits deriving from
the Merger, it is likely that the net result of the Company Resulting from the
Merger will be positive. This will permit a dividend policy whereby Telecom
Italia's present shareholders will receive a total dividend at least in line
with what they receive today.

The consolidated operating result of the Group headed by the Company Resulting
from the Merger in 2003, before amortization of the Merger goodwill, is also
expected to be positive in view of Telecom Italia's continued operational

profitability.
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Annexes

I. Report of the directors of Olivetti S.p.A. pursuant to Article
2501-quater of the Civil Code.

IT. Report of the directors of Telecom Italia S.p.A. pursuant to Article
2501-quater of the Civil Code.

III. Merger plan referred to in Article 2501-bis of the Civil Code with
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attached a copy of the bylaws of the Company Resulting from the Merger.

Balance sheet of Olivetti S.p.A. at 31 December 2002 pursuant to Article
2501-ter of the Civil Code (2002 financial statements).

Balance sheet of Telecom Italia S.p.A. at 31 December 2002 pursuant to
Article 2501-ter of the Civil Code (2002 financial statements).

Report of the auditing firm Deloitte & Touche Italia S.p.A. pursuant to
Article 2501-guinquies of the Civil Code.

Report of the auditing firm Reconta Ernst & Young S.p.A. pursuant to
Article 2501-guinquies of the Civil Code.

JP Morgan Chase Bank Fairness Opinion, used by the directors of Olivetti
S.p.A. for the purpose of determining the exchange ratio.

Summary description of the analyses carried out by JP Morgan Chase Bank,
as Olivetti's financial advisor, with reference to its Fairness Opinion.

JP Morgan Chase Bank Confirmation Letter.

Lazard Fairness Opinion, used by the directors of Telecom Italia S.p.A.
for the purpose of determining the exchange ratio.

Summary description of the analyses carried out by Lazard, as Telecom
Italia's financial advisor, with reference to its Fairness Opinion.

Lazard Confirmation Letter.

Goldman Sachs Fairness Opinion, used by the directors of Telecom Italia
S.p.A. for the purpose of establishing the exchange ratio.

Summary description of the analyses carried out by Goldman Sachs, as
Telecom Italia's financial advisor, with reference to its Fairness
Opinion.
Conclusions reached by Professor Angelo Provasoli with regard to the
valuation methodologies applied by JP Morgan in connection with its
fairness opinion on the exchange ratio.
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Extracts from the shareholders' agreements published pursuant to Article
122 of the Consolidated Law.
Report of the auditing firm Reconta Ernst & Young S.p.A. on its
examination of the pro forma balance sheet and income statement amounts

for Olivetti S.p.A.

Quarterly report of the Olivetti Group for the three months ended 31
March 2003.

Quarterly report of the Telecom Italia Group for the three months ended
31 March 2003.
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Annex I.
Report drawn up by the directors of Olivetti S.p.A.
pursuant to Article 250l1-quater of the Civil Code

Report of the Board of Directors of Olivetti S.p.A.
on the plan for the merger of
Telecom Italia S.p.A.
into
Olivetti S.p.A.

Milan, April 15, 2003

The following is an English translation of the official version in Italian
language. In case of conflict, the Italian language version will prevail.

Except as provided below, any offer to purchase or sell securities
described herein is not being made, directly or indirectly, in or into, or by
the use of the mails o$ or by any means or instrumentality (including, without
limitation by mail, telephonically or electronically by way of internet or
otherwise) of interstate or foreign commerce, or any facility of any securities
exchange, of the United States of America and any such offer will not be
capable of acceptance by any such use, means, instrumentality or facility.

The information contained herein does not constitute an offer of
securities for sale in the United States or offer to acquire securities in the
United States.

The Olivetti securities referred to herein have not been, and are not
intended to be, registered under the US. Securities Act of 1933 (the
"Securities Act'y and may not be offered or sold, directly or indirectly, into
the United States except pursuant to an applicable exemption. The Olivetti
ordinary shares and Olivetti savings shares are intended to be made available
within the United States in connection with the merger pursuant to an exemption
from the registration requirements of the Securities Act.

The proposed cash tender offer for a portion of the Telecom Italia
ordinary shares described herein is intended to be made available in or into
the United States pursuant to an exemption from the tender offer rules
available pursuant to the Securities Exchange act of 1934.

The proposed cash tender offer for a portion of the Telecom Italia savings

shares described herein is not being made and will not be made, directly or
indirectly, in or into the United States.
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The merger described herein relates to the securities of two foreign
companies. The merger in which Telecom Italia ordinary shares will be converted
into Olivetti ordinary shares is subject to disclosure and procedural
requirements of a foreign country that are different from those of the United
States.Financial statements included in the document, if any, will be prepared
in accordance with foreign accounting standards that may not be comparable to
the financial statements of United States companies.

It may be difficult for you to enforce your rights and any claim you may
have arising under the federal securities laws, since Olivetti and Telecom
Italia are located in Italy, and some or all of their officers and directors
may be residents of Italy or other foreign countries. You may not be able to
sue a foreign company or its officers or directors in a foreign court for
violations of the US. securities laws. It may be difficult to compel a foreign
company and its affiliates to subject themselves to a US. court's judgment.

You should be aware that Olivetti may purchase securities of Telecom
Italia otherwise than under the merger offer, such as in open market or
privately negotiated purchases.

2
Report of the Board of Directors of Olivetti S.p.A.
of 15 April 2003
on the plan for the merger of
Telecom Italia S.p.A.
into
Olivetti S.p.A.
pursuant to Article 2501-quater of the Civil Code
and Article 70(2) of Consob Regulation 11971/1999
3

CONTENTS
1. DESCRIPTION OF AND REASONS FOR THE OPERATION
2. THE VALUES ATTRIBUTED TO OLIVETTI AND TELECOM ITALIA

FOR THE PURPOSE OF DETERMINING THE EXCHANGE RATIO

3. THE EXCHANGE RATIO ESTABLISHED AND THE METHODS
USED IN DETERMINING IT
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4. PROCEDURE FOR ASSIGNING THE SHARES OF THE COMPANY
RESULTING FROM THE MERGER

5. DATE ON WHICH THE OPERATION BECOMES EFFECTIVE AND
DIVIDEND ENTITLEMENT DATE

6. TAX EFFECTS OF THE OPERATION ON OLIVETTI AND
TELECOM ITALIA

7. FORECASTS OF THE COMPOSITION OF MAJOR SHARE-
HOLDERS AND OF THE CONTROL STRUCTURE OF THE
COMPANY RESULTING FROM THE MERGER

8. EFFECTS OF THE OPERATION ON SHAREHOLDERS'
AGREEMENTS FALLING WITHIN THE SCOPE OF ARTICLE 122
OF LEGISLATIVE DECREE 58/1998

9. AMENDMENTS TO THE BYLAWS

10. CONSIDERATIONS OF THE BOARD OF DIRECTORS
CONCERNING THE POTENTIAL RECOURSE TO THE RIGHT OF
WITHDRAWAL

Dear shareholders,

We submit for your consideration this report, which describes, from the legal
and economic standpoints, the plan for the merger of Telecom Italia S.p.A.
("Telecom Italia" or the "Company to be Absorbed") into Olivetti S.p.A.
("Olivetti" or the "Absorbing Company"; once the merger becomes effective,
Olivetti is also referred to as the "Company Resulting from the Merger") and,
in particular, the methods used to determine the exchange ratio of the shares
of the companies concerned, pursuant to Article 250l1-quater of the Civil Code
and Article 70(2) of Consob Regulation 11971/1999 (the "Regulation on
Issuers") .

1. Description of and reasons for the operation
1.1 The operation

1.1.1 The operation submitted for your approval, of which the Boards of
Directors of Olivetti and Telecom Italia approved the broad outline
on 11 March 2003, will consist in the merger of Telecom Italia into
Olivetti pursuant to Article 2501 et seqg. of the Civil Code (the
"Operation"). The Operation, since it involves companies with
financial instruments listed on an Italian regulated market, is also
subject to Legislative Decree 58/1998 and the Regulation on Issuers.

The proposed Operation will lead to the Company Resulting from the
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Merger being the universal successor to Telecom Italia, so that, from
the date on which the merger becomes effective, it will assume all
the assets and liabilities, rights and obligations of Telecom Italia,
thus including, but not limited to, the title to all the related
tangible and intangible assets, receivables and payables accrued and
accruing, and, more generally, the entire patrimony of Telecom
Italia. Provision is also made for the Company Resulting from the
Merger to succeed to Telecom Italia in all the concessions, licences
and administrative authorizations granted thereto, in the ways
established by the law in force, including the amendment of its
corporate purpose.

The balance sheets used for the purposes of the merger are those of
the draft financial statements of Olivetti and Telecom Italia for the
year ended 31 December 2002, in accordance with Article of

the Civil Code.

The companies participating in the merger intend to complete the
Operation as soon as possible and, specifically, to work for the
merger to become effective in the first few days of August 2003.

Provision has been made for the Company Resulting from the Merger to
adopt new bylaws, corresponding almost entirely to Telecom Italia's

bylaws — with special reference to the governance rules, which will

provide minority shareholders with

analogous protection to that provided by Telecom Italia's bylaws -
and the latter's corporate purpose.

In particular, the change in Olivetti's corporate purpose, made
necessary by the need - derivable from the provisions of the licences
and related fee schedules issued by the competent authorities
pursuant to Presidential Decree 31 8/1997 - for the Company Resulting
from the Merger to have a purpose that expressly includes the
regulated activities subject to administrative authorization
currently performed by Telecom Italia will trigger the right of
withdrawal from the company, under Article 2437 of the Civil Code, in
favour of Olivetti shareholders contrary to the adoption of the
resolution providing for such change.

The change in the corporate purpose is also necessary in order to
eliminate the reference in Olivetti's present bylaws to the prevalent
nature of the activity of holding company, which is incompatible with
the activity performed by Telecom Italia, as expressly stated in its
present bylaws.

The relative majority shareholder of Olivetti, Olimpia S.p.A., has
announced that it will not exercise its right of withdrawal.

In order to meet the needs deriving from the settlement of
withdrawals, Olivetti will draw on lines of credit provided by a pool
of banks and amounting to Euro 9,000,000,000.

Provision has also been made for the Company Resulting from the

Merger to adopt the name Telecom Italia. This meets the need to make
the name of the Company Resulting from the Merger consistent with the
new organizational structure and the nature of the activities it will
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acquire and perform at the end of the Operation, although the
intention is to continue to capitalize on the historic name of
"Olivetti" together with the other Group marks.

Lastly, it is proposed that the registered office of the Company
Resulting from the Merger be transferred to Milan, at the address of
Telecom Italia's present registered office. Ivrea will continue to be
the strategic headquarters for the manufacturing activity of the
Olivetti Group centered around Olivetti Tecnost and for the latter's
activity in connection with the Tiberius Project.

For a more detailed discussion of the changes to the bylaws and the
right of withdrawal made necessary by the Operation, see Sections 9
and 10.

Since the Operation will involve Olivetti's absorption of a
subsidiary, it will result in the cancellation of Olivetti's holding
in Telecom Italia at the time the merger becomes effective and the
assignment to the holders of Telecom Italia ordinary and savings
shares other than Olivetti of ordinary and savings shares issued by
the Company Resulting from the Merger and to the holders of Olivetti
shares of newly-—

issued ordinary shares of the Company Resulting from the Merger on
the basis of assignment ratios corresponding to the exchange ratio.
This assignment will be made by redistributing Olivetti's capital at
the end of the Operation (see most notably Section 4).

In particular, in order to comply with the exchange ratio for the
Telecom Italia savings shares, provision has been made for the
Company Resulting from the Merger to issue savings shares to be
assigned to the holders of Telecom Italia savings shares. It is
proposed that application be made to Borsa Italiana S.p.A. for the
listing of these savings shares on the MTA electronic share market.
The effectiveness of the merger will be subject to such listing.

As mentioned earlier, as a consequence of the merger, Olivetti will
cancel all the Telecom Italia shares it holds at the time the merger
takes place. For the purposes of the financial statements for the
fiscal year, the difference between the carrying value of the
cancelled Telecom Italia shares and the corresponding share of the
shareholders' equity will be positive and will therefore give rise to
a cancellation deficit. This deficit, whose size will also depend on
the level of acceptances of the tender offer (discussed in Subsection
1.1.8), will be allocated to Telecom Italia's assets (in particular
its holding of TIM shares) and any remaining difference will be
entered under "goodwill". In view of the procedure for assigning the
shares of the Company Resulting from the Merger (see Section 4), it
is reasonable to expect that an exchange surplus will emerge.

In Olivetti's consolidated financial statements the consolidation
difference that arose with the acquisition of Telecom Italia in 1999
will be increased by the difference between the carrying value of any
Telecom Italia shares acquired in the tender offer and the
corresponding share of the shareholders' equity.
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The savings shares issued by the Company Resulting from the
Merger for the holders of Telecom Italia savings shares will have
identical economic rights to those of the Telecom Italia savings
shares, including the possibility of satisfying the preferential
rights provided for in the bylaws by distributing reserves (the
addition of which to the Telecom Italia bylaws, with immediate
effect, will be proposed to the shareholders' meeting called to
approve the merger plan).

The maintenance of the preferential rights to which each Telecom
Italia savings share is entitled by law will be accompanied by an
improvement in the preferential position of each savings shareholder,
since he/she will be assigned, for each such share held, more than
one savings share of the Company Resulting from the Merger (on the
basis of the assignment ratio by means of which the exchange will be
implemented; on this point see Section 4).

Since each of the newly-issued savings shares of the Company
Resulting from the Merger will have a par value equal to the present
par value of the Telecom Italia

savings shares (Euro 0.55) and will give the same percentage
preferential right calculated with reference to its par value, at the
time of the exchange each holder of Telecom Italia savings shares
will receive, as a consequence of the assignment ratio, a larger
amount of the nominal capital of the Company Resulting from the
Merger than the amount previously held and will therefore be entitled
to a larger preferred dividend in absolute terms.

This advantage, together with the above-mentioned possibility of
satisfying the preferential rights by distributing reserves, improves
the position of the holders of savings shares compared with that
prevailing before the Operation.

On 13 March 2003 Olivetti published a notice in the Gazzetta
Ufficiale regarding the rights of holders of "Olivetti 1,5% 2001-2004
convertibile con premio al rimborso" and "Olivetti 13% 2001-2010
convertibile con premio al rimborso" convertible bonds to exercise
the right of conversion pursuant to Article 2503-bis, second
paragraph, of the Civil Code.

The time limit for the de jure exercise of the conversion right
expired on 13 April 2003. The holders of bonds convertible into
Olivetti shares can, however, exercise the conversion right in
accordance with the rules of the above-mentioned bond issues after
the expiration of the time limit established by Article 2503-bis,
second paragraph, of the Civil Code, without prejudice to the periods
of suspension provided for in such rules.

Lastly, it should be noted that as a consequence of the merger the
ratio for the bond conversion into Olivetti shares and that for the
exercise of the warrants will be adjusted to take account of the new
par value of the shares of the Company Resulting from the Merger and
in relation to the assignment ratio, as explained in more detail in
Section 4. In particular, the adjustment will be made to reflect the
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new fractional number of shares of the Company Resulting from the
Merger into which each bond and each warrant can be converted at the
end of the merger in view of the assignment ratio on the basis of
which the shares of the Company Resulting from the Merger will be
assigned in exchange to the shareholders of Olivetti who have not
exercised their right of withdrawal.

The Olivetti shareholders' meeting called to adopt the merger
Resolution will therefore be required to update the resolutions
adopted to increase the capital for the exercise of the rights
attaching to the "Warrant azioni ordinarie Olivetti ex Tecnost
1999-2004" warrants and the "Olivetti 13% 2001-2004 convertibile con
premio al rimborso" and "Olivetti 1,5% 2001-2010 convertibile con
premio al rimborso" convertible bonds and for the exercise of stock
options, with the consequent revision of the related rules. The same
Olivetti shareholders' meeting will also be called upon to approve
increases in capital for the stock options issued by Telecom Italia
that have not yet been exercised.

Naturally, the exact quantification of the shares obtainable by
exercising the warrants and stock options and of those deriving from
conversions will be possible only when, at the time the deed of
merger is signed, the assignment ratio is established, as provided
for in Section 4.

As part of the Operation and before its completion, provision has
been made for a tender offer for some of Telecom Italia's ordinary
and savings shares. In addition to having an investment rationale,
this is also intended to provide a way for Telecom Italia
shareholders who do not wish to keep their entire holding in the
Company Resulting from the Merger to liquidate part of it, in a
similar way to the Olivetti shareholders who exercise their dejure
right of withdrawal. The tender offer will be made for an amount
equal to that remaining, if any, from the Euro 9,000,000,000 made
available by the pool of banks to finance the exercise of the right
of withdrawal.

Consequently, assuming the availability of financial resources, as
specified above, the tender offer will be made only at the end of the
period allowed for the exercise of the right of withdrawal following
the approval of the merger plan and the adoption of the new bylaws
with the amended corporate purpose and no minimum threshold will be
set for acceptances. The number of Telecom Italia shares tendered for
will be established - once the number of Olivetti shares for which
the right of withdrawal has been exercised is known - by dividing the
amount remaining of the finance provided for withdrawals, if any, by
the offer price per Telecom Italia ordinary and savings share
(established in the manner described below), so that the offer will
be for the same percentage of ordinary shares and savings shares
(calculated in relation to the total number of shares of each class).

The offer price will be equal to the weighted average of the official
prices recorded on the stock exchange between 12 March 2003 and the
date of the shareholders' meeting of the Absorbing Company that
approves the merger plan, plus a 20% premium. In addition, the offer
price will be between: (i) a maximum of Euro 8.40 and a minimum of
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Euro 7 per share for Telecom Italia ordinary shares and (ii) a
maximum of Euro 5.65 and a minimum of Euro 4.70 per share for Telecom
Italia savings shares.

Depending on the offer price established in the manner described
above, and assuming that the full amount of Euro 9,000,000,000 is
available owing to the failure of Olivetti shareholders to exercise
their right of withdrawal, the tender offer will be for the minimum
and maximum quantities of Telecom Italia ordinary and savings shares
shown below:

(i) assuming that the offer price is equal to the maximum price
specified above, the offer will be for about 16.1% of the
ordinary shares and about 16.1% of the savings shares;

(ii) assuming that the offer price is equal to the minimum price
specified above, the offer will be for about 19.4% of the
ordinary shares and about 19.4% of the savings shares;

If, however, the acceptances of the tender offer fall short of the
maximum quantity for one class of shares but exceed it for the other
class, the amount not used to buy shares of the first class will be
used to buy shares of the second class, and the maximum quantity of
shares of the latter class will increase until all the funds
available have been used, so that the largest number of shareholders
wishing to accept the offer can be satisfied. In such case the
percentages indicated in the subparagraphs (i) and (ii) will change.

The tender offer will be made as soon as possible after the close of
the period for Olivetti shareholders to exercise their right of
withdrawal. Provision has also been made for the tender offer, if
made, to become ineffective if the merger does not become effective
by a given date, now tentatively envisaged to be 31 December 2003,
without prejudice to the intention of the companies participating in
the Operation to complete the merger as soon as possible and,
specifically, in the first few days of August 2003.

The foregoing condition for the ineffectiveness of the tender offer
is intended to ensure that it depend on substantially the same
circumstances as the right of withdrawal of the Olivetti
shareholders, which applies only if the merger is completed.

At the end of the Operation the ordinary shares of the Company
Resulting from the Merger will continue to be listed on Borsa
Italiana's MTA electronic share market. Nor will the Operation affect
the listing of the Olivetti ordinary shares on the Frankfurt Stock
Exchange. As mentioned earlier, the intention is for the savings
shares also to be listed on the MTA market before the merger becomes
effective and as a condition of its effectiveness. It is also
intended that the ordinary and savings shares be listed on the New
York Stock Exchange in the form of American Depositary Receipts
(ADRs), thus maintaining the present situation with regard to Telecom
Italia ordinary and savings shares.

The companies participating in the Operation
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Olivetti is a holding company, of which the most important holding is
its 54.9% interest in the ordinary share capital of Telecom Italia
(about 39.5% of the total share capital). It also has holdings in
other industrial sectors such as office products and services and in
real estate, notably through its subsidiaries Olivetti Tecnost

10

S.p.A. (information technology and communications products and
services) and Olivetti Multiservice S.p.A. (services related to the
real-estate sector).

The following tables show selected income, balance sheet and
financial data for the Olivetti Group and for Olivetti, drawn from
the consolidated financial statements for the 2002 fiscal year,
Olivetti's draft financial statements for 2002 and its financial
statements for 2001 and 2000, appropriately reclassified to conform
with those of Telecom Italia.

Selected economic and financial data for the Olivetti Group and for
Olivetti

OLIVETTI GROUP

(in millions of euros) 2002 2001 2000 (*) 2000
Sales of goods and services 31,408 32,016 28,374 30,116
Gross operating profit 14,033 13,707 12,272 13,173
Operating income 6,016 5,338 5,112 5,477
Consolidated net income (loss)

before minority interest (773) (3,090) (940) (940)
Consolidated shareholders' 11,640 12,729 13,856 13,856
equity (parent company's

interest)

Consolidated net financial debt: 33,399 38,362 35,728 37,524
- medium and long-term 33,309 37,042 25,622 27,157
- short-term 90 1,320 10,106 10,367
(*) Reconstructed by consolidating the Nortel Inversora group (Telecom

Argentina)

(in millions of euros)

Net income
Shareholde
Net financ

using the equity rather than the proportionate method.

OLIVETTI
2002 2001 2000
(loss) (6,240) (871) 870
rs' equity 9,031 15,235 13,937
ial debt 15,195 16,322 17,991
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- medium and long-term 12,472 10,293 17,150
- short-term 2,723 6,029 841
1.2. Telecom Italia, together with the group of companies it heads, is one

of the largest international groups operating in the sector of
telecommunication services and,

11

more in general, information and communication technology. Its
companies, leaders in fixed and mobile communications, the Internet
and multimedia, information technology and research offer integrated
and innovative services in Italy and abroad. Its principal strength
lies in its leadership in the Italian markets for fixed and mobile
telecommunications and Internet services. The companies of the Group
have created broadband, fixed and mobile networks providing
innovative services, complex solutions for ICT, multimedia messaging,
solutions for mobile business, products for e-government and online
banking.

Following the changes in top management in 2001 and the significant
overhaul of corporate growth strategies with the formulation of the
Business Plan for 2002- 2004, in 2002 an overall restructuring was
launched. In particular, organizational restructuring led to the
formation of a completely renewed, compact and stable management
team. During 2002 the responsibilities of the Domestic Wireline and
Information Technology business units were revised in depth and a new
South American business unit was established.

At Group level the so-called "professional families" were upgraded
and strengthened with the establishment of a functional link between
distinctive competences in the individual Telecom Italia Group
companies and the analogous functions in the parent company so as (i)
to ensure greater organizational effectiveness and the verification
of resources, and (ii) to foster intra-Group mobility. In addition,
new procedures were introduced for the approval and monitoring of
investments and acquisitions, with the centralization of governance
responsibilities.

Important progress was made in financial strengthening and industrial
restructuring, in line with the Business Plan. The results obtained
with the gain in efficiency and the plan of disposals (which
generated a net cash flow of Euro4,771 million in 2002) were decisive
in reducing the Group's debt from Euro 21,942 million at the end of
2001 to Euro 18,118 million at 31 December 2002. The proportion of
debt with a maturity of more than one year rose from 64% at the end
of 2001 to 75% at the end of 2002. The Group's structure was
simplified, with the number of companies declining in 2002 from 714
to 416.

Turning to business developments, the focus in 2002 was placed on
innovation by strengthening the company's leadership in the Italian
market and its presence in international markets.

In the field of mobile telephony, TIM ranks first among European
operators in terms of the number of GSM lines on a single network and
is the leader in Italy. In October TIM launched Brazil's first GSM

service, which reached more than 80 cities throughout the country.

12
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The following tables show selected income, balance sheet and
financial data for the Telecom Italia Group and for Telecom Italia,
drawn from the consolidated financial statements for the 2002 fiscal
year, the company's draft financial statements for 2002 and the
financial statements for 2001 and 2000.

Selected economic and financial data for the Telecom Italia Group and
for Telecom Italia

TELECOM ITALIA GROUP

(in millions of euros) 2002 2001 2000 (*) 2000

Sales of goods and services 30,400 30,818 27,169 28,911
Gross operating profit 13,964 13,619 12,217 13,118
Operating income 7,381 6,674 6,440 6,805
Consolidated net income (loss) (322) (2,068) 2,028 2,028

before minority interest

Consolidated shareholders' 9,049 13,522 18,821 18,821
equity (parent company's interest)

Consolidated net financial debt: 18,118 21,942 17,233 19,029
- medium/long-term 15,018 16,083 6,733 8,268
- short-term 3,100 5,859 10,500 10,761
Consolidated free cash 8,610 5,990 4,453 4,763

flow from operationsl

(*) Reconstructed by consolidating the Nortel Inversora group (Telecom
Argentina) using the equity rather than the proportionate method.

1 Operating income + Depreciation and amortization - Industrial investments
— Change in working capital.

TELECOM ITALIA

(in millions of euros) 2002 2001 2000

Sales of goods and services 17,055 17,309 17,463
Gross operating profit 7,549 7,571 7,556
Operating income 4,045 3,983 3,595
Net income (loss) (1,645) 151 2,559
Shareholders' equity 10,956 15,871 18,714
Net financial debt: 15,128 16,913 16,839
- medium/long-term 11,848 10,371 3,188
- short-term 3,280 6,542 13,651

Free cash flow from operations 5,291 4,384 4,234
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Operating income + Depreciation and amortization - Industrial investments -
Change in working capital.
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1.3 The reasons for the Operation

One aspect of interest to shareholders is that the Operation will lead to
the Company Resulting from the Merger being more contestable since, upon
completion of the Operation, the holding of the present relative majority
shareholder of Olivetti will be reduced (see Section 7), with a consequent
increase in the security's liquidity and the reasons for the market to
view it favourably, to the benefit of all the shareholders.

The proposed Operation will also bring a major simplification in the
structure of the Group, in line with the expectations of the market and
the objective of an overall improvement in Olivetti's financial position.
Among other things, the integration of corporate functions will ensure
faster decision-making in the context of an organizational structure
comparable to that of the leading international operators.

The Operation is also intended to bring additional advantages by:

- optimizing financial and income flows within the Group through a more
efficient management of Group debt and more efficient use of
financial leverage. In fact the Operation will permit the whole
financial debt to be allocated directly to a level closer to the
operational activities that generate cash flow and eliminate the
dependence of Olivetti on the dividend policy of the Company to be
Absorbed. It is also likely that these effects will lead to an
improvement in the creditworthiness of the Company Resulting from the
Merger, which, in turn, could lead to a more favourable rating and a
reduction in the cost of future debt;

- allowing the Company Resulting from the Merger to optimize its
financial structure and reduce the average cost of capital employed
compared with that of Telecom Italia today. This effect should help
to sustain the price of the shares of the Company Resulting from the
Merger and therefore create value for the shareholders of Olivetti
and Telecom Italia;

- improving the tax efficiency of the Company Resulting from the Merger
under the current tax rules, through the complete and faster
recovery, including the part currently not stated, of the tax
benefits in connection with the value adjustments to equity interests
decided at the time of the approval of Olivetti's draft financial
statements for the 2002 fiscal year ("Tax Asset").

1.4 The objectives for operations and the plans for achieving them

The companies participating in the merger were in agreement on the
objectives for operations and the plans for their achievement by the
Company Resulting from the Merger. Substantially, they coincide with
those of Telecom Italia approved by its Board of Directors on 13
February 2003, which in turn confirm the guidelines and objectives of
the Business Plan 2002-2004. With specific regard to Olivetti, it
should
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be noted that Olivetti Tecnost is substantially neutral in terms of
its impact on the operating income.

However, the Operation will result in a merger deficit (deriving from
share cancellation), any portion of which not classified as a Telecom
Italia asset (specifically among equity interests) will be amortized
over a period of 20 years. The updated financial projections take
account of this additional portion of amortization.

The same projections consider the financial charges associated with
Olivetti's present debt, as well as the effect of the tax asset
connected with the value adjustments made in Olivetti's and Telecom
Italia's draft financial statements for 2002.

In addition to the disposals already envisaged by the Business Plan
(Telekom Austria, Operazioni Real Estate), the projections also
include the receipts from the disposal of the company into which Seat
Pagine Gialle is to be spun off.

Lastly, it is estimated that the cash flows from operations and
disposals of the Company Resulting from the Merger will be able to
sustain not only a reduction in debt but also a dividend distribution
policy in line with that set out in Telecom Italia's Business Plan.

The following table summarizes the above considerations at
consolidated level, from which the sustainability of the commitments
entered into for the future appears evident.

Billions of euros Olivetti 2002 Consolidated objectives of
consolidated the Company Resulting
financial from the Merger (*)
statements CAGR 2002-2005 **x*
Sales of products and services 31.4 4 - 4.5%
Gross operating profit 14.0 5 -5.5%
% of sales 44.6%
Operating income 6.0 8 -8.5%
% of sales 19.1%
Cumulative 2003-
2005
Free Cash Flow 8.6 29
Net financial position 33.4%*% 34.3%x*xx*

(*) Assuming zero withdrawals, fully diluted.

(**) The net financial position does not take account of the forward purchase
commitments (December 2005) in respect of Aldermanbury Investment Limited
(formerly Chase Equities Limited), equal to Euro 2,417 million. (***) The scope
of the consolidation is the same.

(****) At 31 December 2004.

15
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2. The values attributed to Olivetti and Telecom Italia for the purpose of
determining the exchange ratio

For the valuations needed to establish the exchange ratio, Olivetti's Board of
Directors had recourse to the advice and assistance of a leading financial
advisor, JPMorgan Chase Bank ("JPMorgan").

The valuation methods applied by JPMorgan to establish the exchange ratio have
been checked by Professor Angelo Provasoli, in his capacity as Olivetti's
consultant, with a view to verifying their mutual consistency and
appropriateness with respect to the purpose of the Operation.

Olivetti's Board of Directors - taking into account the draft financial
statements of the Absorbing Company and the Company to be Absorbed for the year
ended 31 December 2002, approved by the two companies' respective Boards of
Directors as the reference statements of assets and liabilities, and of the
proposed distribution of reserves by Telecom Italia up to a maximum of about
FEuro 1,333 million, and after careful analyzing the valuations put forward by
the financial advisor and the conclusions reached by Professor Angelo Provasoli
and being in agreement with the valuation methods applied and described in
Section 3 - has identified the following ranges for the values of the shares of
the companies participating in the merger for the purpose of establishing the
exchange ratio:

Minimum Mean Maximum

Values per Telecom Italia 8.1 8.6 9.1
ordinary share (euros)

Minimum Mean Maximum
Values per Telecom Italia
savings share (euros) 5.4 5.8 6.1

Minimum Mean Maximum
Values per Olivetti ordinary 1.13 1.26 1.39
share (euros)

Minimum Mean Maximum
Values per Olivetti savings 0.76 0.84 0.93

share (euros)

It should be noted that the figures in the above tables, as in all the tables
in Section 3, have been rounded, albeit without this materially affecting the
results.

3. The exchange ratio established and the methods used in determining it

16
3.1 Valuation methods used
3.1.1 It needs to be premised that the ultimate aim of the valuation of the

companies participating in a merger is to obtain values of the
companies participating in the operation that can be meaningfully
compared.
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Consistently with this objective, and in accordance with the regular
practice, a uniform yardstick must be adopted throughout the whole
valuation process in order to defend the interests of the
shareholders of the Absorbing Company and the Company to be Absorbed.
This does not necessarily mean that identical valuation methods must
be used for all the companies directly or indirectly involved in the
merger, especially if they operate in different sectors, but rather
that there must be the same approach to valuation.

Since, as mentioned earlier, the exclusive aim of the estimates is to
establish significantly comparable values, the methods adopted in the
context of valuations for merger purposes and the related results may
differ from those used for valuations having a different purpose.

On the basis of these assumptions and as a consequence of the
adoption of the redistribution method for the assignment of the
shares of the Company Resulting from the Merger (as discussed in more
detail in Section 4), it is first necessary to establish a "natural"
exchange ratio between the shares of the two companies, corresponding
to the exchange ratio that would have been applied if the merger had
involved the issue of new shares for the purpose of the exchange.
This "natural" exchange ratio will correspond to different assignment
ratios, which will depend, as shown in Section 4, on a number of
variables.

With this premise, the "natural" exchange ratio was established by
applying valuation methods that are commonly used in Italy and abroad
for operations of this kind and for businesses in this sector.

In particular, account was taken of the comparative valuation of the
companies involved and priority given to the homogeneousness and
comparability of the methods used with respect to the simple estimate
of the economic capital of each company considered on its own.

In this perspective, the valuations were carried out considering the
two companies as separate entities and therefore ignoring all the
strategic, operational and financial synergies expected from the
merger, as well as the question of control premiums/minority
discounts associated with the possession of equity interests.

For the valuation of Telecom Italia, the fundamental method it was
decided to apply was that known as the Sum-of-the-Parts method, which
it is standard market practice to use to estimate the value of a
group operating in several sectors.

17

Under the Sum-of-the-Parts method the value of a company's economic
capital is calculated as the sum of the values of its separate units,
in the sense of economic entities that can be valued independently
and suitably adjusted to take account of the company's financial
position and minority interests, where material, and of other factors
such as off-balance-sheet items and potential tax benefits.

As regards the single units, in view of the complexity and
extensiveness of the structure of the Telecom Italia Group and of the
many sectors in which it operates, it was decided advisable to value
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each of them using the methods deemed most appropriate to each
situation. In particular, the valuation of the principal units was
based primarily on the Discounted Cash Flow method, while the
remaining assets, which are of limited importance in the overall
valuation, were valued using stock market prices, for companies
listed on a regulated market, and/or the method of market multiples,
with use also made for testing and control purposes of balance sheet
values and the values published in analysts' research reports on such
units, where available.

The Discounted Cash Flow method gives the value of a company as a
whole. It is based on the assumption that the value of a company or
an economic activity is equal to the present value of future cash
flows. These flows can be determined analytically as follows:

+ Earnings before interest and tax (EBIT)
— Imputed tax on EBIT Depreciation and other non-cash allowances -
Fixed investment +/- Change in net working capital

Under this method the value of the economic capital of a company or
an economic activity is equal to the sum of (i) the discounted value
of the expected cash flows and (ii) the terminal value of the
company, less (iii) the net financial debt and minority interests, as
given by the following formula:

n FC VT
t
W = SUM-———————————- o _DFtO0
t=1 (1 + WACC)t (1 + WACC)n

where:

W = Value of the economic capital W - FC t = Annual cash flow
expected in period t VT = Terminal value DF = Net financial debt and
minority interests at time t=0 n = Number of projection periods WACC
= Weighted average cost of capital

18

The terminal value is the value of the company or economic activity
to be valued at the end of the period covered by the projections and
is determined assuming that the duration of the business is
unlimited. The terminal value is determined using the perpetual
growth method by applying the following formula:

VT = FC / (WACC - G)
where:
VT = Terminal value FC = Normalized cash flow g = Perpetual growth
rate
WACC = Weighted average cost of capital
The terminal value obtained in this way is treated as if it were an
additional cash flow and thus discounted using the weighted average

cost of capital, which is the average of the costs of the different
forms of financing used (equity capital and debt capital net of tax
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effects) weighted according to the financial structure of the company
or economic activity.

D B
WACC=Kd (1-t) —-————- + Ke —————-—
D+E D+E
where:
Kd = Cost of debt capital
Ke = Cost of equity capital
D = Debt capital
E = Equity capital
t = Tax rate

In particular, the cost of debt capital is the long-term interest
rate applicable to companies or economic activities of similar
riskiness net of the tax effect. The cost of equity capital, instead,
reflects the rate of return expected by the investor with account
taken of the relative risk, calculated using the Capital Asset
Pricing Model, as shown below:

Ke = Rf + B (Rm—Rf)

where:
Ke = Cost of equity capital
Rf = Rate of return on risk-free investments
19
B = Coefficient that measures the correlation between

the rate of return expected on an investment and the

rate of return expected on the reference equity market
R m = Expected equity market rate of return (Rm- Rf) = Risk premium
required by the equity market with

respect to the rate of return on risk-free investments

The valuation of Olivetti was based, instead, using as fundamental
method the Net Asset Value method (substantially equivalent in
methodological terms to the Sum-of-the-Parts method), since it is
standard market practice to use this method to value holding
companies without a significant operating activity.

According to the Net Asset Value method, the value of the economic
capital of a company is the sum of the values of its holdings, in the
sense of economic entities that can be valued independently, and
suitably adjusted to take account of the company's financial position
and minority interests, where material, and of other factors such as
the centralized costs of the holding company, other assets, off-
balance-sheet items and potential tax benefits.

The exchange ratio obtained by applying the above methods was tested
by using the stock-market prices method, which, in the case in
question, involves considering the ratio between the values of the
shares of the companies participating in the merger expressed by the
stock market.
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This method is considered significant when making valuations for a
merger when both the companies involved are listed. Its significance
increases further when, as in the case in question, the average
volumes traded are large; in such circumstances the prices formed in
the market provide a baseline for the purposes of a comparison of the
profitability, soundness, growth prospects and riskiness of the
companies from the standpoint of investors and thus for the ratio
between the values of the companies involved in the merger.

In applying this method it is necessary to strike a balance between
the need to mitigate the volatility of daily share prices by
considering a sufficiently long period and the need to use recent
data that are indicative of the market values of the companies in
question. In identifying the time horizon to consider it also
necessary to take account of any major changes or significant events
that have affected the companies.

Since both Telecom Italia and Olivetti are listed on Borsa Italiana's
MTA electronic share market and are among the largest Italian
companies in terms of market value, it was considered that the stock
market prices of their securities constituted a reliable benchmark.

20

Application of the chosen valuation methods

This subsection contains a description of the manner in which the
valuation methods discussed in Subsection 3.1 were applied to the
companies participating in the merger in order to obtain the "natural"
exchange ratio.

3.2.1 Telecom Italia

Telecom Italia was valued using the Sum-of-the-Parts fundamental method.

In applying this method, the valuation of the principal activities (the
activities of Telecom Italia S.p.A., Telecom Italia Mobile and Seat Pagine
Gialle-directory) was based primarily on the Discounted Cash Flow method,
while the remaining units were valued using stock market prices, for
companies listed on a regulated market, and/or the method of market
multiples, with use also made for testing and control purposes of balance
sheet values and the values published in analysts' research reports on
such companies, where available.

In the case of the units for which the Discounted Cash Flow method was

used, the method was applied with a view to determining the fundamental
value of the companies for financial investors and on the basis of the

following assumptions and approaches:

- reference was made to the cash flows of the individual units as set
out in the economic and financial plans drawn up by Telecom Italia;

- the growth rates used for the financial projections beyond the time
horizon of Telecom Italia's business plan and for the calculation of
the terminal value reflect growth prospects consistent with the
relevant market benchmarks; the terminal value, determined on the
basis of the flows estimated in the manner indicated, 1is
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substantially consistent with the multiples implicit in the current
prices of comparable companies;

- the weighted average cost of capital (WACC) was calculated on the
basis of a capital structure substantially in line with the present
one.

In applying the Discounted Cash Flow method, reference was made, as
mentioned earlier, to the cash flows from operations for the main
activities based on the economic and financial plans drawn up by Telecom
Italia's management. These are briefly described in what follows.

Fixed telephony

The economic and financial projections in this field were constructed
starting from the market and economic and financial results achieved in
2002. For the years 2003-2005 they

21

reflect the company's strategic operating and financial objectives within
a market scenario that refers substantially to the Italian fixed telephony
market.

The projections were developed assuming little change in the regulatory
framework, which is reflected in the movements expected in the prices for
access, interconnection and leased lines. In particular, consideration was
given to the introduction of the network cap for access and
interconnection, while for leased lines the financial projections reflect
a continuation of the present downward trend of prices in the period
2003-2005.

In a retail market characterized (i) by a decline in the wvalue of voice
traffic at an annual rate of 2.3%, as a result of small increases in
volumes and falling prices, and (ii) by an in increase in sales in the
Internet, data transmission and high value-added services segments, the
"Domestic Wireline" business unit is expected to maintain the present
level of revenues, with an average compound annual growth rate estimated
at 0% - 0.5% in the period 2002-2005.

With revenues performing as described above, the Gross operating margin is
forecast to grow at an annual rate of 2% - 2.5% until 2005, with an
objective for the margin on sales of more than 49%. These results stem
from the strategy of focusing on the core business, product innovation and
a policy aimed at enhancing efficiency and lowering operating costs.

The high levels of profitability and of the generation of cash flow from
operations will benefit from capital spending on the order of Euro 6.2
billion in the period 2003-2005, of which about 80% will be on the
development of innovative products and services.

The following table summarizes the financial objectives of the "Domestic
Wireline" business unit, which consists principally of Telecom Italia's
activity in the field of fixed telephony.

2002 CAGR 2002 -2005
(billions of euros) (%)
Revenues 17.0 0%- 0.5%
EBITDA 8.0 2% - 2.5%
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EBIT 4.7 4.5% - 5%
Cumulative 2003 -2005
(billions of euros)
Capex 2.5 6.2

22

Mobile telephony (TIM)

In this field consideration was given to market data and the results for
the year 2002, together with economic and financial projections based on
the TIM group's strategic objectives, with a distinction made between
activities in Italy and abroad.

As regards the domestic market for mobile telephony, it is estimated that
its value will have risen to 1.5% of GDP in 2005 and that the level of
penetration will reach 100% in 2004. The level of profitability is
expected to remain high in the European context.

The main source of the creation of value will be Value Added Services
(VAS), which are expected to record a compound annual growth rate of
around 30% in the period 2002-2005, with an objective for their
contribution to Average Revenue Per User (ARPU) of 18%-22% in 2005,
compared with 9% in 2002. Capital spending to sustain the growth of VAS in
the domestic market 1is expected to increase from 28% of all capital
spending on mobile telephony in 2003 to 35% in 2005.

Business abroad is expected to account for a rising proportion of mobile
telephony revenues. In Brazil, which will be the main area of
international expansion, it is estimated that the penetration of mobile
telephony will rise from 19% in 2002 to 26% in 2005 and that over the same
period the Group's market share will grow from 16% to 26%, with the
objective of increasing users to 12.5 million, of which 9.9 million on the
GSM network; this growth will be sustained by capital spending on the
order of Euro 1.1 billion in the period 2003-2005.

The following table summarizes the results achieved in 2002 and the main
economic and financial objectives for the period 2003-2005.

2002 CAGR 2002 -2005
(billions of euros) (%)

Revenues 10.9 % — 8%

EBITDA 5.0 8% — 9%

Cumulative 2003 -2005
(billions of euros)
Capex 1.7 5.6

Seat Pagine Gialle

In this case consideration was again given to market data and the
results for the year 2002; reference was also made to a macroeconomic
scenario with moderate growth in GDP and advertising in the main

target markets (Italy and the United Kingdom) .
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In particular, Seat Pagine Gialle's strategy focuses on the search
for further efficiency gains and aggressive action to expand its
business, in order to generate continuous and growing cash flows.

This growth in business will come from a strengthening of the
Directories sector through the integration of the different platforms
(phone, paper and the Internet) and the application of this model in
foreign markets, starting with the United Kingdom.

As regards Internet business, a rapid growth in revenues is
envisaged, at an annual rate of between 17% and 21 % in the period
2002-2005.

The estimates underlying Seat Pagine Gialle's financial projections
are summarized in the following table.

2002 CAGR 2002 -2005
(billions of euros) (%)
Revenues 2.0 % - 8%
EBITDA 0.6 11% - 13%
EBIT 0.2 27% - 29%

Cumulative 2003 -2005
(billions of euros)
Capex 0.1 0.3

Sum of the Parts

In applying the Discounted Cash Flow method, in the context of the
calculation of the Sum of the Parts, for the rate of return expected
on risk-free investments, recourse was made to the "normal" rate of
return on risk-free investments in the Italian market, while the beta
coefficient was calculated on the basis of the most appropriate
market indicators in the light of the financial structure of the
activity to be valued. The risk premium required by the market was
deduced from the rate of return implicit in market prices.

To the sum of the values of the assets calculated in the manner
described above was added the net financial position at 31 December
2002 (adjusted to take account of the effects of the proportional net
debts and minority interests, where material) and the net value of
other adjustments, including some off-balance-sheet items and tax
benefits.

The table below shows the minimum, mean and maximum values of the
Telecom Italia ordinary share obtained using the Sum-of-the-Parts
method before the distribution of reserves planned for June 2003 and
thus before the completion of the merger.
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Minimum Mean Maximum
Values per Telecom Italia 8.3 8.8 9.3

ordinary share (euros)
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The results obtained using the Sum-of-the-Parts method were tested by
analyzing the target prices identified by financial analysts. The research
reports published by brokers and investment banks available at 7 March
2003, which gave a sample of 20 target prices for the Telecom Italia
ordinary share, showed a range of values from Euro 7.5 to Euro 12.0 per
Telecom Italia ordinary share. The mean value was Euro 9.2 per Telecom
Italia ordinary share and the mid point of the range was Euro 9.8 per
Telecom Italia ordinary share.

The table below shows the minimum, mean and maximum values of the Telecom
Italia ordinary share obtained using the Sum-of-the-Parts method adjusted
for the distribution of reserves planned for June 2003.

Minimum Mean Maximum
Values per Telecom Italia 8.1 8.6 9.1
ordinary share (euros)

The next table shows the minimum, mean and maximum values of the Telecom
Italia savings share calculated on the basis of the average market
discount of the last month before 7 March 2003, equal to about 33%, which
is in line with the discount on the last day of trading of the Olivetti
and Telecom Italia shares before the announcement of the merger (7 March
2003) and substantially in line with the average discount of the last 3, 6
and 12 months.

Minimum Mean Maximum
Values per Telecom Italia 5.4 5.8 6.1
savings share (euros)

3.2.2 Olivetti

As mentioned earlier, Olivetti was valued using the Net Asset Value
method, which it is standard market practice to use to value holding
companies without a significant operating activity.

The net asset value was calculated as the sum of the value of the
company's equity investments and of its other assets, less its net
financial liabilities and minority interests,
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where material, and with consideration also given to the negative net
present value of the centralized costs of the holding company.

The company's principal equity investment is that in Telecom Italia, which
has been valued as discussed in Subsection 3.2.1 with reference to the
values obtained using the Sum-of-the-Parts method, adjusted for the effect
of the distribution of reserves planned for June 2003.

In this respect it needs to be stressed that it was not considered
appropriate to calculate the Net Asset Value on the basis of the current
stock market value of Olivetti's holding in Telecom Italia since, in the
context of a valuation for the purpose of establishing an exchange ratio,
having deemed it correct to value Telecom Italia on the basis of a
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fundamental method (Sum of the Parts), the valuation of the holding
therein in the context of Olivetti's Net Asset Value had to be based on a
fundamental method, so as to ensure the homogeneousness of the methods
adopted and the overall reliability of the results. On the contrary, the
calculation of Olivetti's Net Asset Value on the basis of stock-market
prices of Telecom Italia would have been marked not only by the
non-homogeneousness of the methods adopted but also by high volatility
owing to Olivetti's financial leverage, which would cause the valuation to
be unreliable.

The other equity investments and assets were valued using the Discounted
Cash Flow method (Olivetti Tecnost), the stock market price method for
companies listed on regulated markets and/or the market multiples method,
with use also made for testing and control purposes of balance sheet
values and the values published in analysts' research reports on such
companies, where available.

The Olivetti treasury shares held both directly and indirectly through the
subsidiary Olivetti International S.A. were valued at the final implicit
value resulting from the calculation of Olivetti's Net Asset Value. This
valuation method gives a result that is substantially equivalent to that
obtained with the alternative method, which consists in determining the
value of the Olivetti share by dividing the value of the company's
economic capital (calculated without considering the holding of treasury
shares) by the number of shares, excluding the treasury shares.

The calculation of the Net Asset Value also included the Tax Asset in
connection with the adjustment of the value of Olivetti's equity
investment in Telecom Italia proposed in Olivetti's draft financial
statements for the 2002 fiscal year.

The value of the Tax Asset was calculated by discounting the amounts of
the lower tax liabilities resulting from application of the tax deductions
for which Olivetti would be eligible
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on a stand-alone basis, taking into account to that end the taxable income
it is forecast to earn.

To the sum of the values of the assets and the Tax Asset, calculated as
described above, was added the value of the net financial position at 31
December 2002, adjusted for the effect of Telecom Italia's distribution of
reserves planned for June 2003 and to take account of the pro forma effect
of the conversion of the "Olivetti 1.5% 2001-2010 convertibile con premio
al rimborso" convertible bonds, consistently with the fully-diluted
method, which assumes the conversion into ordinary shares (the price of
such conversion, equal to Euro 1 per bond, is lower than the value of the
economic capital per Olivetti ordinary share obtained using the Net Asset
Value valuation method) .

The table below shows the minimum, mean and maximum values of the Olivetti
ordinary share calculated using the fully-diluted method.

Minimum Mean Maximum

Values per Olivetti ordinary 1.13 1.26 1.39
share (euros)
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The next table shows the minimum, mean and maximum values of the Olivetti
ordinary share calculated assuming the same 33% discount as was assumed
for the Telecom Italia savings share. The reference to the market discount
of Telecom Italia savings shares with respect to the ordinary shares is
the only objective and non-discretionary method which can be used in the
absence of Olivetti savings shares.

Minimum Mean Maximum
Values per Olivetti savings 0.76 0.84 0.93
share (euros)

The discount applied reflects the average market discount of the Telecom
Italia savings share with respect to the Telecom Italia ordinary share in
the last month before 7 March 2003, equal to about 33%, which is in line
with the discount on the last day of trading of the Olivetti and Telecom
Italia shares before the announcement of the merger (7 March 2003) and
substantially in line with the average discount of the last 3, 6 and 12
months.

Moreover, it appears unlikely that the discount of the savings shares of
the Company Resulting from the Merger with respect to the ordinary shares
will change significantly from that of the Telecom Italia savings shares
before the Operation. This view is based on consideration of effects of
opposite sign: on the one hand, the increase in the overall dividend
premium in absolute terms would suggest a reduction in the discount; on
the other
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hand, the possibly greater rise in the price of the ordinary shares as a
result of the increased contestability of the Company Resulting from the
Merger would suggest an increase.

For the purposes of the valuation account was therefore taken both of the
fact that, as an effect of the redistribution mechanism (described in
Section 4), after the Operation the holders of Telecom Italia savings
shares will have received a larger total number of savings shares of the
Company Resulting from the Merger that, since they have the same par value
and preferential rights as the Telecom Italia savings shares, will entitle
them to a larger overall dividend premium in absolute terms, and of the
fact that the importance of the administrative rights might exceed that of
the economic rights in the Company Resulting from the Merger as a
consequence of its greater contestability.

Lastly, it needs to be stressed that in establishing the exchange ratio an
analysis was made of the reasonably foreseeable effects of the possible
exercise of the right of withdrawal by Olivetti shareholders. This led,
also on the basis of the stock market prices of the relevant period
already closed, to the belief that the number of withdrawals would not
make it necessary to change the exchange ratio, since it can reasonably be
expected that the withdrawal price will be lower than the value attributed
to the Olivetti shares for the purposes of the merger on the basis of the
valuation methods used.

Lastly, account was taken in determining the exchange ratio of the
eventuality of the exercise of financial instruments giving rise to the
subscription of Olivetti and Telecom Italia shares (stock options,
convertible bonds and warrants) exclusively to the extent that their

102



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

exercise was reasonably likely in the light of related economic and
financial convenience.

3.2.3 Difficulties encountered in making the valuations

In applying the valuation methods described above, consideration was given
to the characteristics and limitations of each one of them in the light of
the standard practice normally followed in Italy and abroad for the
valuation of companies comparable with Olivetti and Telecom Italia.

In making the valuations the following main critical areas were
encountered:

- the valuations were made assuming that the present tax system will
remain in force in the future. However, the tax reform under way in
Italy envisages a series of changes (including new rates,
consolidation for tax purposes and the abolition of Dual Income Tax,
etc.), whose effects are difficult to assess.

28

- the estimation of the value of the savings shares assigned by the
Company Resulting from the Merger for the purpose of the exchange was
based on the differential found between the stock-market prices of
Telecom Italia ordinary and savings shares. As explained in detail,
the decision to differentiate the estimated values of the shares of
different classes according to the differences between their market
prices is consistent with standard practice in this field. However,
even though in the case in question there were no objective elements
permitting any other solution, some empirical analyses have shown
that the differentials between the prices of ordinary and savings
shares tend to be larger for companies, such as the Company Resulting
from the Merger, where control is contestable. In such cases, in
fact, the importance of the administrative rights exceeds that of the
economic rights. This principle, however, is not applicable
objectively to the case in question in the absence of historical data
regarding Olivetti and it would only be possible to estimate its
effects generically on the basis of data regarding comparable
companies. Acting in the opposite direction to the foregoing, is the
increase discussed earlier in the economic rights attached to the
savings shares.

- the treasury shares held by Olivetti and the Olivetti shares held by
the subsidiary Olivetti International S.A., which can be likened to
treasury shares, were valued on the basis of the overall economic
value of Olivetti itself. This approach assumes that the economic
value is the same as the realizable value, i.e. the market value, of
the shares in question, an assumption that has not always been true
in practice. However, the valuation method adopted comes close to one
of the technical solutions suggested by the literature and practice,
which recommend treating treasury shares as early retirement of
capital and accordingly setting their value equal to zero and
calculating the value per share with reference to a smaller number of
shares than the total issued, equal to those actually in circulation.

- at the present time it is not possible to make an accurate forecast
of the outcome of the proposed disposal of the new company that will
be created as a result of the spin-off of Seat Pagine Gialle. It is
nonetheless considered, in view of the percentage of Telecom Italia's

103



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

overall value accounted for by its equity investment in Seat Pagine
Gialle, that the disposal cannot produce effects requiring the
exchange ratio to be changed.

- in view of the size of the holding in Telecom Italia, a careful
analysis was made, with the help of the Advisor, of the arguments put
forward by some institutional investors regarding the application of
the NAV method to Olivetti, as a holding company whose most important
asset is the holding in Telecom Italia, with special reference to the
appropriateness of valuing that holding on the basis of stock-market
prices. Although recognizing the complexity of the question, it has
been deemed appropriate, given the purpose of the valuation and the
need, discussed in Subsection 3.2.2, to adopt uniform criteria for
both the Companies, to value Olivetti using the same methods as those
adopted to determine the value of Telecom Italia (Sum of the Parts).

3.2.4 Determination of the exchange ratio
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The next table summarizes the range of the estimates of the exchange ratio
calculated, with the methods and application criteria discussed in the
preceding subsections, as the ratio of the estimated value of the Telecom
Italia ordinary share to the estimated value of the Olivetti share using
the minimum and maximum values of the ranges reported earlier.

Minimum Mean Maximum
Olivetti ordinary shares per 6.6 6.9 7.2
Telecom Italia ordinary share
Olivetti savings shares per 6.6 6.9 7.2

Telecom Italia savings share

The Board of Directors, in the light of the indications provided by
JPMorgan and after considering the results of the application of the
above-mentioned valuation methods, reached a conclusion with regard to the
ratio between the economic values of the two companies participating in
the merger.

This conclusion was then compared with that reached by the Board of
Directors of Telecom Italia, in the light of the indications provided by
its own advisors, Lazard and Goldman Sachs.

At the end of the valuation process and the comparison between the results
obtained by the two companies participating in the merger, the Board of
Directors of Olivetti and the Board of Directors of Telecom Italia
established that the "natural" exchange ratio on the basis of which to
determine the assignment of the shares of the Company Resulting from the
Merger was:

7 Olivetti shares assuming the current par value of Euro 1.00 each for
every
1 Telecom Italia share assuming the current par value of Euro 0.55 each

The exchange ratio will be the same for both the Telecom Italia ordinary

shares and for the Telecom Italia savings shares. As will be shown in
Section 4, the "natural" exchange ratio will correspond to a different
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assignment ratio, made necessary by the decision to carry out the exchange
through the redistribution of the capital of the Company Resulting from
the Merger, which means that it will also be necessary to establish an
assignment ratio for the Olivetti shares.

The above exchange ratio must be verified by the experts appointed under
Article 2501- quinquies of the Civil Code, namely by the auditing firm
Deloitte & Touche Italia S.p.A., appointed by the President of the Ivrea
Tribunal, for Olivetti, and by the auditing firm Reconta Ernst & Young,
the external auditors, for Telecom Italia, for the purpose of the issuance
of the fairness opinion required by law.

3.2.5 Control methodologies
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In order to test the accuracy of the exchange ratio obtained in the manner
described above, a further test was made using the method based on stock
market prices.

Olivetti ordinary shares per Telecom Italia ordinary share The method was
applied considering the average exchange ratio (Olivetti ordinary shares
per Telecom Italia ordinary share) expressed by the market in different
periods prior to the day on which Borsa Italiana S.p.A. suspended trading
in the Olivetti and Telecom Italia securities in view of the forthcoming
announcement of the Operation (the ratios given by the official prices
recorded on 7 March 2003 and the weighted averages of the official prices
in the preceding 1, 3, 6 and 12 months), adjusted for the effect of the
distribution of reserves planned for June 2003, before the completion of
the merger.

Account was not taken, instead, of the stock market prices of the Telecom
Italia and Olivetti shares after the announcement of the Operation since
they were influenced by the announcement and were therefore not deemed to
be significant.

The following table shows the average exchange ratios obtained with
reference to the different periods specified above.

7 1 3 6 12
March month months months months
Olivetti ordinary shares 6.7 7.0 6.9 7.1 6.9

per Telecom Italia
ordinary share

The next table shows the minimum, mean and maximum values of the exchange
ratio (Olivetti ordinary shares per Telecom Italia ordinary share) given
by the stock market in the periods considered above.

Minimum Mean Maximum
Olivetti ordinary shares per 6.7 6.9 7.1
Telecom Italia ordinary share

The above figures are consistent with the exchange ratio established using

the main valuation method. It should be noted that the stock market price
method cannot be used to test the exchange ratio for the savings shares
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owing to the non-existence of Olivetti savings shares. Nonetheless, in the
light of the arguments put forward above regarding the hypothesis of a
substantially unchanged discount for the savings shares of the Company
Resulting from the Merger with respect to its ordinary shares compared
with that recorded by Telecom Italia's savings shares, the consistency of
the exchange ratio established using the main valuation method can also be
confirmed for the savings share ratio.

4. Procedure for assigning the shares of the Company Resulting from the
Merger
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In view of the interest in maintaining a flexible capital structure of a
size suitable for corporate activities and with a view to limiting the
effects of the Operation on the future remuneration of the shares, it was
considered advisable to leave the nominal capital of Olivetti
substantially unchanged at the conclusion of the Operation inasmuch as the
absolute increase in the nominal capital by means of the issue of as many
new shares as are necessary to satisfy the Exchange Ratio of all the
Telecom Italia shares to be exchanged would lead, under current accounting
rules, on the one hand, to an increase in the shareholders' equity
consisting of capital with a consequent significant (exchange) merger
deficit subject to amortization, obviously to the detriment of the
remuneration of shares in future years, and, on the other, to a capital
structure characterized by the nearly total prevalence of items not
available for distribution.

Considering the adequacy of Olivetti's share capital (in relation also to
the overall size of the debt when this is measured against the cash
generating capacity of the Company Resulting from the Merger, both in
absolute terms and relative to the main European competitors), it was
decided to carry out the share exchange primarily by redistributing
Olivetti's capital and have recourse to the issue of new shares only
insofar as this proved necessary to maintain the share capital at the
level currently subscribed.

The redistribution technique, which has also been used on previous
occasions in important mergers involving listed companies, consists in
dividing the share capital of the absorbing company and hence the shares
composing it (in an equal, larger or smaller number than that existing,
depending on whether the intention is to hold the par value of each share
unchanged, decrease it or increase it) among the shareholders of the
absorbing company and those of the absorbed company, according to what was
referred to above as the "natural" Exchange Ratio between the shares.

Obviously, the redistribution takes the share capital of the absorbing
company at the time the merger is implemented as the baseline. In the case
in question, the share capital of Olivetti at the time the merger is
implemented may vary from the current figure of Euro 8,845,537,520: (1)
increasing as a consequence of the conversion of the "Olivetti 13%
2001-2004 convertibile con premio al rimborso" and "Olivetti 1,5%
2001-2010 convertibile con premio al rimborso" convertible bonds, the
exercise of the "Warrant azioni ordinarie Olivetti ex Tecnost 1999-2004"
Olivetti warrants and the exercise of all the Olivetti stock options
("Conversions") and (ii) decreasing as a consequence of withdrawals by
Olivetti shareholders absent or contrary to the merger. The Absorbing
Company's capital "to be "redistributed" will therefore be the algebraic
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sum of the subscribed capital at the time the merger plan is approved and
the subsequent variations up to the implementation of the merger.
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Assuming the extreme cases of (i) the total exercise of Conversions and no
withdrawals and (ii) no Conversions and the exercise of the right to
withdraw by all the Olivetti minority shareholders except the relative
majority shareholder Olimpia, Olivetti's share capital at the time the
merger is completed can vary between a maximum of Euro 11,926,697,278 and
a minimum of Euro 2,738,756,641.

Since it is assumed that the post-merger share capital must not be less
than the current figure of Euro 8,845,537,520, in the event that the
decreasing effect of withdrawals outweighs the increasing effect of
Conversions so that the share capital at the time the merger is
implemented is less than Euro 8,845,537,520, the redistribution of the
share capital will be accompanied by a simultaneous capital increase for
the purpose of the merger to bring the share capital up to the
above-mentioned minimum figure, apart from roundings serving to eliminate
any resulting fractions of shares. In this connection Olivetti
International has announced that it stands ready to renounce such number
of shares or fractions of shares as will be necessary to close out the
operation.

In the light of the method and principles described above, the share
capital will be established and the share exchange carried out according
to the following rules:

a) Olivetti will fix the nominal wvalue of its shares - in the amount
resulting after Conversions on the one hand and withdrawals on the
other - at Euro 0.55 (equal to the par value of Telecom Italia
shares), in place of the current par value of Euro 1. Consequently,
Olivetti's share capital will be divided into a larger number of
shares. Such shares will be divided into ordinary shares and savings
shares.

35

b) The new ordinary and savings shares with a par value of Euro 0.55
each making up the share capital at the time of the merger of
Olivetti will be redistributed, respectively, to the holders of
Olivetti and Telecom Italia ordinary shares and the holders of
Telecom Italia savings shares according to assignment ratios
reflecting, with reference to the actual number of shares to be
redistributed, the "natural" exchange ratio specified above of 7
Olivetti ordinary or savings shares for every Telecom Italia ordinary
or savings share. In the redistribution only the Telecom Italia
shares held by persons other than Olivetti and Telecom Italia itself
will be exchanged with shares of the Company Resulting from the
Merger. The number of shares of the Company to be Absorbed held by
minority shareholders and actually to be exchanged will therefore
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vary, depending on the outcome of the tender offer that Olivetti may
make after the shareholders' meeting called to approve the merger and
before the latter's completion.
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More precisely, where:

- No. OLI Euro 1 shares denotes the number of Euro 1 Olivetti shares
resulting after Conversions and withdrawals;

- No. OLI Euro 0.55 shares denotes the number of shares of the Company
Resulting from the Merger with a par value of Euro 0.55 each actually
to be redistributed following the operation referred to at point a);

- No. T.I. shares denotes the number of Telecom Italia shares held by
minority shareholders that must be exchanged;

(1) the holders of Olivetti ordinary shares will be assigned, for every
share held, a number of ordinary shares of the Company Resulting from the
Merger equal to:

No. OLI Euro 0.55 shares

No. OLI Euro 1 shares + (No. T.I. shares x 7)

(2) the holders of Telecom Italia ordinary and savings shares will be
assigned, for every ordinary or savings share held, a number of ordinary
or savings shares of the Company Resulting from the Merger equal to:

seven times the number of shares assigned
to Olivetti shareholders for every share
held by the latter

Assuming the extreme case in which all the Conversions were carried out,
all the shares reserved for the Telecom Italia stock-option plans were
issued, no withdrawals occurred and none of the holders of Telecom Italia
ordinary and savings shares accepted the tender offer, the redistribution
would involve 21,684,904,141 shares of the Company Resulting from the
Merger with a par value of Euro 0.55 each and the Telecom Italia shares to
be exchanged would total (taking account of Olivetti's holding in the
capital of Telecom Italia and of the latter's holding of treasury shares
at the date of this Report) 4,459,575,170. In such case, applying the
formula above would give the following assignment ratios:

(1) 0.502620 new ordinary shares of the Company Resulting from the Merger
with a par value of Euro 0.55 each for every Olivetti ordinary share

with a par value
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of Euro 1 held at the date at which the merger becomes effective and
for which the right of withdrawal has not been exercised;

108



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

(ii) 3.518341 new ordinary or savings shares of the Company Resulting from
the Merger for every Telecom Italia ordinary or savings share,
respectively, held at the date at which the merger becomes effective
by minority shareholders other than Olivetti other than Olivetti and
Telecom Italia itself.

In the light of the above, since the variables represented by Conversions,
Telecom Italia stock options exercised, withdrawals and acceptances of the
tender offer can only be quantified exactly at the time the merger is
implemented, it is evident that the assignment ratio for the purposes of
redistribution can be established precisely only at the time the merger
becomes effective.

At all events, at the end of the Operation the ratio between the shares
assigned to Olivetti shareholders and those assigned to Telecom Italia
shareholders will accurately reflect the "natural" exchange ratio (1/7),
as calculated above.

As already indicated, if at the time the merger is implemented the
Absorbing Company's share capital is less than the current figure of Euro
8,845,537,520 because the decreasing effect of withdrawals outweighs the
increasing effect of Conversions, the redistribution of the share capital
just described will be accompanied by the simultaneous issue of up to a
maximum of 11,103,237,962 new ordinary and saving shares of the Company
Resulting from the Merger with a par value of Euro 0.55 each for the
purpose of the share exchange, against the transfer to capital of the
portion of Telecom Italia's shareholders' equity belonging to minority
interests, with the possibility of an exchange deficit. These additional
shares will be assigned to all the shareholders of both the Absorbing
Company and the Company to be Absorbed in proportion to their respective
shareholdings obtained by applying the assignment ratios indicated at
Point Db).

Thus, even if such an event occurs, at the end of the Operation the ratio
between the shares assigned to Olivetti shareholders and those assigned to
Telecom Italia shareholders will accurately reflect the "natural" exchange
ratio (1 to 7), as calculated above.

As part of the procedure for assigning the shares of the Company Resulting
from the Merger, a service will be provided to the minority shareholders
of both Olivetti and Telecom Italia, through authorized intermediaries, to
permit the rounding of the
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number of newly-issued shares owned down or up to nearest whole number, at
market prices and at no cost in terms of expenses, stamp duty or
commissions.

In the event that the Olivetti shares held do not entitle the holder to
receive, in accordance with the assignment mechanism, even one
newly-issued share of the Company Resulting from the Merger at the end of
the Operation, maintenance of the position of shareholder will be ensured
by Olivetti International S.A. making available to such persons, free of
charge, one share of the Company Resulting from the Merger.

The newly-issued shares to be utilized for the share exchange will be
assigned to those entitled by the respective authorized intermediaries
participating in Monte Titoli S.p.A. at the date the Operation becomes
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effective. It will be possible to exchange Olivetti and Telecom shares
which have not been dematerialized only by delivering them to an
authorized intermediary for dematerialized book-entry in the central
securities system.

Olivetti will promptly publish notices in at least three newspapers with a
national circulation, of which one must be a financial newspaper,
announcing the amount of the capital of the Company Resulting from the
Merger at the time thereof as a result of the quantification of the
variables involved in the Operation (Conversions, the exercise of Telecom
Italia stock options, withdrawals from Olivetti, acceptances of the tender
offer), the exact assignment ratio in the overall and final measure
resulting from the outcome of the supplementary assignment described at
Point c¢), if any, and the detailed instructions on how to carry out the
share exchange and to trade or obtain fractional rights as provided for at
Point d).

5. Date on which the Operation becomes effective and dividend entitlement
date

In accordance with Article 2504-bis, second paragraph, of the Civil Code (and
with standard market practice for companies with listed shares), the Operation
will become effective starting on the date of the last filing of the deed of
merger provided for in Article 2504 of the Civil Code, or on such later date as
may be specified in that deed.

The newly-issued shares of the Company Resulting from the Merger will have
regular dividend rights.

In accordance with the combined effect of Articles 2504-bis, third paragraph,
and 2501-bis, first paragraph, point 6, of the Civil Code, the transactions of
Telecom Italia will be recorded
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in the accounts of the Company Resulting from the Merger starting from 1
January of the year in which the Operation becomes effective and thus,
according to the planned timetable, from 1 January 2003, for tax purposes as
well, pursuant to Article 123(7) of Presidential Decree 917/1986.

Consequently, on the date the Operation becomes effective, the Company
Resulting from the Merger will assume all Telecom Italia's assets, rights and
obligations, including, but not limited to, all its fixed and movable, tangible
and intangible assets, licences, authorizations, franchises, securities,
current account assets and liabilities, loans, equity investments, insurance
policies, labour contracts and every other contractual instrument.

6. Tax effects of the Operation on Olivetti and Telecom Italia

This section, after first indicating the main provisions of tax law governing
mergers, considers the most important tax aspects of the Operation.

6.1 Tax neutrality
Pursuant to Article 123 of Presidential Decree 917/1986 (the "Income Tax Code")

and Article 27 (1) of Law 724/1994, mergers are transactions that do not give
rise to the realization or distribution of capital gains or losses in respect
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of the assets of the company being absorbed.
6.2 Merger differences

The Operation will make it necessary to include specific items in order to
achieve accounting balance between the assets and liabilities sides following
the unification of the patrimonies of the companies involved. As mentioned
earlier, in fact, the merger will give rise to a cancellation deficit and it is
reasonable to expect that an exchange surplus will emerge.

The cancellation deficit, as mentioned in Subsection 1.1.4, will be allocated
to Telecom Italia's assets (In particular to its holding of TIM shares) and any
difference will be included under "goodwill".

Under Article 6(1) of Legislative Decree 358/1997 such revaluations may also be
recognized for tax purposes if the 19% tax in lieu of income tax is paid.
Pursuant to paragraph 2 of the same article, revaluations in connection with
merger deficits may be recognized for tax purposes, even in the absence of
payment of the tax in lieu of income tax, if and to the extent that the equity
investments cancelled led to the previous owners being taxed on the resulting
capital gains, net of the related capital losses and writedowns.

6.3 Reserves with tax deferred
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The reserves with tax deferred shown in the latest financial statements of the
company being absorbed will be included in the income of the absorbing company
if and to the extent that they are not reconstituted in its accounts.

This rule does not apply to reserves that are taxable only if they are
distributed (e.9. revaluation reserves), which have to be reconstituted in the
balance sheet of the absorbing company only if there is a merger surplus or an
increase in capital that exceeds the total capital of the companies
participating in the merger, net of the parts of the capital of each company
they already held. In this case the reserves will be included in the income of
the absorbing company in the event of a subsequent distribution of the surplus
or reduction in capital because it is excessive.

The reserves already allocated to capital by the company being absorbed are
considered to be transferred to the capital of the absorbing company and form
part of its income in the event of a reduction in capital because it is
excessive.

6.4 Registration tax

Applicable in the fixed amount of Euro 129.11.

6.5 Effects on the shareholders of the company being absorbed

The exchange of the shares held by the shareholders of the company being
absorbed is immaterial for tax purposes since it does not involve them in the

realization of their shares.

For tax purposes the cost of the cancelled shares is automatically transferred
to the new shares received in the exchange.

7. Forecasts of the composition of major shareholders and of the control
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structure of the Company Resulting from the Merger

Since the Operation will

lead to the entry of Telecom Italia's shareholders into the capital of the
Company Resulting from the Merger and the extinction of Telecom Italia, the
forecasts of the composition of major shareholders at the end of the Operation
refer to the Company Resulting from the Merger.

On 15 April 2003 the shareholders of Olivetti listed in the table below were
found, on the basis of the shareholders' register and the notifications of
major shareholdings pursuant to Article 120 of Legislative Decree 58/1998, to
possess more than 2% of the company's capital:

Number of ordinary % of ordinary
Shareholders shares held share capital
Olimpia S.p.A. 2,524,127,813 28.54%
Caisse des Depots et Consignations* 389,200,000 4.40%
Assicurazioni Generali S.p.A.** 334,842,996 3.79%
Olivetti International S.A.*** 211,931,328 2.40%
Mediobanca S.p.A. 200,000,000 2.26%

* Investment held via CDC 1lxis Capital Market ** Investment held through
subsidiaries

*** Subsidiary of Olivetti S.p.A. Under Article 2359-bis of the Civil Code, the
voting rights of the shares held by Olivetti International S.A. may not be
exercised.

The following table shows the foreseeable composition of shareholders with
holdings of more than 2% in the Company Resulting from the Merger on the
assumption: (i) that there are no Conversions (apart from those deriving from
applications received by 31 March 2003, which are not yet reflected in
Olivetti's share capital filed with the Company Register but are considered in
this analysis) and that no Telecom Italia stock options have been exercised;
(ii) that 25% of the shareholders other than Olimpia S.p.A. withdraw at a price
taken to be equal to Euro 1 (which is in line with the average of the official
prices recorded from 26 November 2002 up to today), giving a total outlay of
about Euro 1,527 million; and (iii) that the tender offer is made at the
average price between the minimum and maximum prices for the Telecom Italia
ordinary and savings shares (i.e. Euro 7.7 per ordinary share and Euro 5.175
per savings share), giving a total outlay of about Euro 7,473 million, so that
the tender offer covers about 14.6% of the ordinary and savings shares in the
event of full acceptance.

Number of ordinary % of ordinary
Shareholders shares held share capital
Olimpia S.p.A. 1,336,092,044 13.65%
Caisse des DepBts et Consignations* 206,014,537 2.10%

* Investment held via CDC Ixis Capital Market
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It is foreseeable that no single shareholder will have control of the Company
Resulting from the Merger, which, as mentioned earlier, will be fully
contestable.
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8. Effects of the Operation on shareholders' agreements falling within the
scope of Article 122 of Legislative Decree 58/1998

The parties to the shareholders' agreements falling within the scope of Article
122 of Legislative Decree 58/1998 that concern the companies participating in
the merger have not sent any notification concerning the possible effects of
the merger on such agreements.

9. Amendments to the bylaws

As mentioned earlier, it 1is intended the Company Resulting from the Merger
adopt new bylaws, corresponding substantially to those of the current Telecom
Italia bylaws.

In particular, following the Operation the Company Resulting from the Merger
will change its name to "Telecom Italia S.p.A.", with the consequent amendment
of Article 1 of the bylaws and of the other articles in which the name of the
company appears. It has been clarified that the Company Resulting from the
Merger can continue to use its own corporate marks and those of Telecom Italia.

Article 2, regarding the registered office of the Company Resulting from the
Merger, will be amended to make the registered office that of Telecom Italia at
2 Piazza Affari, Milan.

As specified earlier, upon completion of the Operation the Company Resulting
from the Merger will adopt the corporate purpose of Telecom Italia, with the
integral substitution of Article 3 of Olivetti's current bylaws.

Article 5 of the bylaws of the Company Resulting from the Merger, concerning
the share capital, will undergo a series of amendments to take account, in
particular, of the redistribution and the assignment of the shares issued for
the purpose of the exchange, as set out in Section 4, and of the adjustments
necessary, in the light of the new amount of the share capital following the
merger, for the conversion of the convertible bonds and the exercise of the
warrants issued by the Absorbing Company and for the stock-option plans
approved by the Absorbing Company and the Company to be Absorbed. In more
detail, Article 5 of the bylaws will be amended as follows:

a) a new maximum amount of Euro492,726.30 will be established for the
variable capital increase for the exercise of the options already assigned
by the Absorbing Company under the "Piano triennale di Stock Option
2002-2004" stock-option plan, increase to be carried out by 15 December
2004, with an update of up to a maximum of 895,866 shares of the Company
Resulting from the Merger with a par value of Euro 0.55 each, which will
be offered to the holders of the above- mentioned options on the basis of
the exchange ratio for the shareholders of the
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Absorbing Company in the context of the merger, at the price of Euro 3.308
per option held;

b) a new maximum amount of Euro 10,743,649.40 will be established for the
variable increase in capital for the exercise of the options already
assigned by the Absorbing Company under the "Piano triennale Stock Option
febbraio 2002-December 2004" stock-option plan, increase to be carried out
by 31 December 2004, with an update of up to a maximum of 19,533,908
shares of the Company Resulting from the Merger with a par value of Euro
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0.55 to be offered to the holders of the above- mentioned options on the
basis of the exchange ratio for the shareholders of the Absorbing Company
in the context of the merger, at a price of Euro 2.515 per option held;

c) a new maximum amount of Euro 103,622,863.85 will be established for the
increase in capital for the exercise of the "Warrant azioni ordinarie
Olivetti ex Tecnost 1999-2004" warrants, increase to be carried out by 20
June 2004, with an update of up to a maximum of 188,405,207 shares of the
Company Resulting from the Merger with a par value of Euro 0.55 to be
offered to the holders of the above- mentioned warrants on the basis of
the exchange ratio for the shareholders of the Absorbing Company in the
context of the merger, at a price already fixed by the governing bodies of
the Absorbing Company and included in the warrant rules;

d) a new maximum amount of Euro 180,568,488.1 0 will be established for the
variable capital increase for the conversion of the "Olivetti 13% 2001
—-2004 convertibile con premio al rimborso" convertible bonds already
issued by the Absorbing Company, increase to be carried out by 1 January
2004, with an update of up to a maximum of 328,306,342 shares of the
Company Resulting from the Merger with a par value of Euro 0.55 each,
reserved for the holders of the above-mentioned bonds at a conversion
ratio equal to the exchange ratio for the shareholders of the Absorbing
Company in the context of the merger.

e) a new maximum amount of Euro 892,681,820.80 will be established for the
variable capital increase for the conversion of the "Olivetti 13%
2001-2010 convertibile con premio al rimborso" convertible bonds already
issued by the Absorbing Company, increase to be carried out by 1 January
2010, with an update of up to a maximum of 1,623,057,856 shares of the
Company Resulting from the Merger with a par value of Euro0.55 each,
reserved for the holders of the above-mentioned bonds at a conversion
ratio equal to the exchange ratio for the shareholders of the Absorbing
Company in the context of the merger.

As mentioned earlier, the Company Resulting from the Merger will also have to
take over Telecom Italia's stock-option plans and will therefore have to honour
the stock options already assigned thereunder. To this end, Olivetti will
approve corresponding increases in capital permitting the issue in relation to
such stock options of a number of shares updated
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in accordance with the exchange ratio and the assignment ratio provided for in
the merger plan, while the exercise price will remain unchanged.

In other words, the owner of Telecom Italia stock options will maintain the
right to subscribe, at the price already fixed, not for the original number of
Telecom Italia shares but the larger number of shares of the Company Resulting
from the Merger established on the basis of the "natural" exchange ratio of 1
to 7.

Naturally, the exact quantification of the new quantities that can be
subscribed will be possible only when, at the time the deed of merger is
signed, the assignment ratio is established, as provided for in Section 4. At
all events, the foregoing calculations will accurately reflect, with respect to
the number of shares currently obtainable, the "natural" exchange ratio of 1 to
7.

More precisely, Olivetti will approve an increase in capital for up to a total
maximum amount of Euro 261,956,575.10 by means of the issue of up to a maximum
of 476,284,682 shares with a par value of Euro 0.55 each, divided into the
following variable tranches:
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a) a tranche of up to a maximum of Euro 21,969,104.30 for the exercise of the
options already assigned by Telecom Italia under the "Piano di Stock
Option 1999" stock-option plan, to be implemented by 31 January 2005 by
the issue of up to a maximum of 39,943,826 shares of the Company Resulting
from the Merger with a par value of Euro 0.55 each, which will be offered
to the holders of the above-mentioned options on the basis of the exchange
ratio for Telecom Italia shareholders in the context of the merger, at a
price of Euro 6.79 per option held;

b) a tranche of up to a maximum of Euro 53,421,890.50 for the exercise of the
options already assigned by Telecom Italia under the "Piano di Stock
Option 2000" stock-option plan, to be implemented by 30 July 2008 by the
issue of up to a maximum of 97,130,710 shares of the Company Resulting
from the Merger with a par value of Euro 0.55 each, which will be offered
to the holders of the above-mentioned options on the basis of the exchange
ratio for Telecom Italia shareholders in the context of the merger, at a
price of Euro 13.815 per option held;

c) a tranche of up to a maximum of Euro 84,158,927.60 for the exercise of the
options already assigned by Telecom Italia under the "Piano di Stock
Option 2001" stock-option plan, to be implemented by 30 April 2008 by the
issue of up to a maximum of 153,016,232 shares with a par value of Euro
0.55 each, which will be offered to the holders of the above-mentioned
options on the basis of the exchange ratio for Telecom Italia shareholders
in the context of the merger, at a price of Euro 10.488 per option held;

d) a tranche of up to a maximum of Euro 30,600,889.00 for the exercise of the
options already assigned by Telecom Italia under the "Piano di Stock
Option Top 2002" stock- option plan, to be implemented by 28 February 2010
by the issue of up to a maximum
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of 55,637,980 shares of the Company Resulting from the Merger with a par
value of Euro 0.55 each, which will be offered to the holders of the
above-mentioned options on the basis of the exchange ratio for Telecom
Italia shareholders in the context of the merger, at a price of Euro 9.203
per option held;

e) a tranche of up to a maximum of Euro 71,805,763.70 for the exercise of the
options already assigned by Telecom Italia in three distinct lots under
the "Piano di Stock Option 2002" stock-option plan, to be implemented for
the three lots by 31 March 2008, 31 March 2009 and 31 March 2010
respectively by the issue of up to a maximum total of 130,555,934 shares
of the Company Resulting from the Merger with a par value of Euro 0.55
each, which will be offered to the holders of the above-mentioned options
on the basis of the exchange ratio for Telecom Italia shareholders in the
context of the merger, at a price for the three lots of Euro 9.665, Euro
7.952 and Euro 7.721 respectively per option held.

Article 6 will be reformulated and lay down the rules for the savings shares
that will be issued by the Company Resulting from the Merger. These shares will
entitle their holders to analogous preferential rights to those currently
enjoyed by the holders of Telecom Italia savings shares. Provision will also be
made, as announced, for the possibility for the preferred dividend established
in the bylaws to be paid by means of the distribution of reserves (in
accordance with the resolution that will be proposed to the Telecom Italia
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shareholders' meeting called to approve the merger plan).

As regards corporate governance, the bylaws of the Company Resulting from the
Merger will provide for the appointment of a Board of Directors with not less
than 7 and not more than 23 members, appointed by means of a slate mechanism
taken over in large part from Telecom Italia's current bylaws.

Lastly, it needs to be underscored that Article of Telecom Italia's bylaws
contains clauses that give the Minister for the Economy and Finance some
special powers, to be exercised in agreement with the Minister for Productive
Activities, in application of Article 2 of Law 474/1994, it should be noted
that such powers include the right to veto the adoption of merger resolutions
and amendments to the bylaws that would suppress or alter such powers, which
were introduced into Telecom Italia's bylaws under a Prime Ministerial Decree
of 21 March 1997 in the light of the sector of the company's operations
(telecommunications) and with a view to its privatization.

At the end of the meeting of its Board of Directors on 11 March 2003, Telecom
Italia requested the Minister for the Economy and Finance to indicate whether
he intended to exercise the powers in question.

The Minister for the Economy and Finance subsequently informed Telecom Italia
that he did not consider the conditions existed for the exercise of the power
of veto with respect to the adoption by Telecom Italia's shareholders' meeting
of the merger resolution. By contrast, as regards the question of the presence
in the bylaws of the clauses giving the
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special powers, the Minister for the Economy and Finance indicated that he
considered it necessary to maintain the power of expressing a favourable
opinion on the acquisition of major shareholdings in the company's capital and
the power of veto as set out in the current bylaws of Telecom Italia.

The Minister for the Economy and Finance also stated that he had reached
agreement with the Minister for Productive Activities on the indications
regarding these questions. With this premise, and pending the formalization of
the measure best suited to the foregoing indications and any opinion the
competent European Union authorities might express on the matter, the Minister
for the Economy and Finance requested that the bylaws to be submitted to the
shareholders' meetings of the companies participating in the merger conform
with the indications set out above.

The amendments to the bylaws described above will come into force on the date
that the Operation becomes effective, pursuant to Article 2504-bis of the Civil
Code and the merger plan.

The amended text of the bylaws of the Company Resulting from the Merger,
including the above-mentioned special powers, to be submitted to the

shareholders' meetings of Olivetti
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and Telecom Italia for their approval is annexed to this Report.
10. Considerations of the Board of Directors concerning the potential recourse

to the right of withdrawal At the end of the Operation the Company Resulting
from the Merger will adopt the corporate purpose of Telecom Italia. This
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innovation is necessary in order to reflect the major change in the business of
Olivetti, which will be transformed from a holding company into an operational
company with numerous administrative authorizations and franchises and
operations in regulated markets, so that its corporate purpose must include the
supply of the services for which such authorizations and franchises have been
granted.

In particular, the adoption of the new corporate purpose for the Company
Resulting from the Merger serves to permit it to maintain the licences
currently held by Telecom Italia for the supply of telecommunications services
to the public. In fact Telecom Italia's activity consists essentially in the
installation and operation of telecommunications equipment and in the supply of
telecommunications services on the basis of individual licences and general
authorizations issued under Presidential Decree 318/1997. Whereas the corporate
purpose of Telecom Italia laid down in its bylaws provides expressly for all
the activities referred to above, the corporate purpose of Olivetti only
mentions "production and marketing in the field . . . of telecommunications"”
and "services" as a merely secondary activity (without further specification).
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The change in the corporate purpose is also intended to allow the Company
Resulting from the Merger to engage in other activities covered by Telecom
Italia's bylaws, such as advertising and publishing, which are not envisaged in
Olivetti's current bylaws.

The adoption of Telecom Italia's corporate purpose means that the bylaws of the
Company Resulting from the Merger will contain the requirement that holding
equity investments should not be its principal activity, as it was for
Olivetti. This formal change entails a substantial change in the risk profile
associated with the investment since, as a consequence of the Operation, the
Company Resulting from the Merger will no longer have the characteristics
established by the Minister of the Treasury in implementing Article 113 of
Legislative Decree 38W 993 to define the concept of "engaging as the principal
activity, without dealings with the public, in the acquisition of equity
interests".

Under Article 2437 of the Civil Code, the Olivetti shareholders who are
contrary to the merger resolution and those who are absent may exercise the
right of withdrawal.

The right of withdrawal may be exercised by shareholders entitled to do so by
sending a registered letter that must reach Olivetti within 3 days of the date
of the shareholders' meeting that approved the merger if sent by shareholders
who were present at the meeting and contrary to the resolution or within 15
days of the filing of the resolution with the Company Register if sent by
shareholders who were not present at the meeting. The date on which letters are
received by Olivetti will count and not the date on which they were sent; it is
therefore up to the shareholders contrary to the resolution to ensure
compliance with the above-mentioned time limit since Olivetti takes no
responsibility for transmission or delivery delays due to causes beyond its
control.

For the purposes of legitimizing the exercise of the right of withdrawal,
shareholders must also send Olivetti an appropriate certification, issued by an
authorized intermediary pursuant to the provisions governing dematerialized
financial instruments deposited with a central securities depository, attesting
in particular the ownership of the company's shares from the date of the merger
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resolution. As provided for by the regulations in force, when certifications
are issued the shares will be blocked by the intermediary in question until
they are redeemed.

Olivetti will inform shareholders in good time, as laid down by law, regarding
the procedure and time limits for exercising the right of withdrawal.

The amount due to Olivetti shareholders who exercise the right of withdrawal
will be based on the price per share calculated as the mean of the official
prices of the six months preceding the date of the merger resolution. For the
purposes of the redemption, consideration will be given to the daily quotations
of the Olivetti shares in the six calendar months preceding the date of the
adoption of the merger resolution.

45

The Olivetti shareholders who exercise their right of withdrawal will be
entitled to have their shares redeemed from the date on which the Operation
becomes effective, with the consequent right to be paid interest at the legal
rate from such date.

Accordingly, at the time the Operation becomes effective for civil law purposes
and simultaneously with the exchange of shares for the Olivetti shareholders
who did not exercise the right of withdrawal, Olivetti will redeem and cancel
the shares of the shareholders who exercised the right of withdrawal, with the
related payment expected to be made at the latest within 90 days of the date on
which the Operation becomes effective.

The sums due to the shareholders who exercise the right of withdrawal will be
taxable profit for any part exceeding the subscription or purchase price paid
for the shares Olivetti cancels (Article 44 (3) of the "Income Tax Code").

In the event that shareholders who are natural persons but not entrepreneurs or
qualified shareholders are assigned reserves other than capital reserves, even
if they were previously classified as share capital, the intermediary
participating in the Monte Titoli S.p.A. central securities depository (or
foreign central securities depositories participating therein) is required to
apply the 12.50% tax in lieu of income tax pursuant to Article 27-ter,
paragraph 1, of Presidential Decree 600/1973.

If, instead, the above-mentioned reserves were used to redeem non-residents,
the tax in lieu of income would be 27%, without prejudice to the rate reduction
provided for in double taxation agreements.

In the event that shareholders who are natural persons are qualified
shareholders or, not being qualified shareholders, elect not to be subject to
the tax in lieu of income referred to above, the taxable profit must be
indicated in their tax returns for an amount equal to the difference between
that redeemed and the subscription or purchase price for the shares Olivetti
cancels and will be subject to personal income tax (Irpef) or separate
taxation. At all events, for the part of the taxable profit determined in this
way corresponding to the reserves, other than capital reserves, attributable to
shareholders in relation to the shares cancelled, a tax credit on the dividends
will be recognized up to the amount of the taxes referred to in Articles
105(1) (a) and 105(1) (6) of the "Income Tax Code".

Milan, 15 April 2003
On behalf of the Board of Directors of Olivetti S.p.A.

(in original signed by Olivetti's Legal Representative)
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PROPOSED RESOLUTION TO THE SHAREHOLDERS' MEETING
The meeting of ordinary shareholders of Olivetti S.p.A. (the Absorbing
Company) ,

o

having seen the plan for the merger of Telecom Italia S.p.A. into Olivetti
S.p.A., entered respectively in the Turin Company Register and the Milan
Company Register on April 22,2003 and on April 18, 2003 (the Merger Plan);

having examined the Directors' report on the merger operation (the Merger);

having taken note of the balance sheets of the companies participating in
the Merger, as shown in their draft financial statements for the year
ended 31 December 2002;

having taken note of the reports on the congruousness of the merger
exchange ratio prepared by the auditing firms Deloitte & Touche Italia
S.p.A. for Olivetti and Reconta Ernst & Young S.p.A. for Telecom Italia;

having taken note of the timely filing of the documentation required under
the applicable law;

having taken note of the Board of Auditors' attestation that the present
share capital is fully paid up;

resolves

to approve the Merger Plan and consequently to proceed - with the
accounting and tax effects starting on 1 January of the year in which the
Merger becomes effective in respect of third parties, as provided for in
the Merger Plan - with the merger of Telecom Italia S.p.A. into Olivetti
S.p.A. on the basis of the following exchange ratio:

o 7 Olivetti ordinary shares with a par value of Euro 1 (one) for every
Telecom Italia ordinary share with a par value of Euro 0.55 each;

o 7 Olivetti savings shares with a par value of Euro 1 (one) for every
Telecom Italia savings share

with a par value of Euro 0.55 each; with the effectiveness of the whole
operation subject (i) to the adoption by the shareholders' meeting of
Telecom Italia of a like resolution and (ii) to the admission to listing
on the MTA electronic share market operated by Borsa Italiana S.p.A. of
the savings shares to be issued;

to withdraw and cancel the Olivetti shares with a par value of Euro 1 each
(net of those for which the right of withdrawal has been exercised) and
simultaneously to issue new ordinary and savings shares with a par value
of Euro 0.55 each and regular dividend entitlement, in the number
resulting from their assignment to Olivetti shareholders and Telecom
Italia shareholders other than Olivetti in accordance with the following
criteria:

A. satisfaction of the exchange ratio between the economic values
underlying the Olivetti and Telecom Italia shares by redistributing
Olivetti's capital at the time of the implementation of the Merger,
net of the Olivetti shares with a par value of Euro 1 (one) for which
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the right of withdrawal has been exercised, subsequent to the change

in the par value of the shares of the Absorbing Company from Euro 1

to Euro 0.55, and thus by applying the following assignment ratios:

o for every Olivetti share (with a par value of Euro 1) withdrawn
and cancelled, assignment of "x" newly-issued ordinary shares of
the Absorbing Company (with a par value of Euro 0.55 each);

o for every Telecom Italia ordinary share (with a par value of
Euro 0.55) withdrawn and cancelled, assignment of "7x"
newly-issued ordinary shares of the Absorbing Company (with a
par value of Euro 0.55 each);

o for every Telecom Italia savings share (with a par value of Euro
0.55) withdrawn and cancelled, assignment of "7x" newly-issued
savings shares of the Absorbing Company (with a par value of
Euro 0.55 each);

where the number "x" is the ratio between

X the total number of shares of the Absorbing Company with a par
value of Euro 0.55 each to be redistributed and

X the sum of (i) the total number of Olivetti shares with a par
value of Euro 1 outstanding (for which the right of withdrawal
has not been exercised) at the time of the implementation of the
Merger and (ii) 7 times the total number of Telecom Italia
shares to be exchanged at the time of the implementation of the
Merger;

B. assignment, if necessary, to all the holders of the Absorbing
Company's ordinary and savings shares, in proportion to their
respective holdings following the redistribution and therefore on the
basis of the above-mentioned exchange ratio, of up to a maximum of
11,103,237,961 new shares, of the same class as the shares already
assigned under the redistribution, with a par value of Euro 0.55 each
(and thus up to a total maximum amount of Euro6,106,780,879.10) until
the share capital of the Absorbing Company reaches a total of Euro
8,845,537,520.05.

A service will be provided to shareholders to handle any fractions of
shares, without prejudice to any rounding deriving from the aforesaid
assignment operations;

to recalculate the remaining amount of the increase in capital already
approved by the Extraordinary Shareholder's Meeting of 4 October 2000, for
the part set aside for the exercise of the "Warrant Azioni Olivetti ex
Tecnost 1999-2004" warrants, up to a maximum amount of Euro 56,992,575.20,
by means of the issue of up to a maximum of 103,622,864 ordinary shares
with a par value of Euro 0.55 each.

A service will be provided to holders of the aforementioned warrants who
exercise their subscription rights to handle any fractions of shares,
without prejudice to any rounding deriving from the exercise of the
warrants;

to increase the share capital as of the date on which the Merger becomes
effective - by reiterating, updating and, where necessary, renewing
earlier resolutions to increase the share capital adopted by Olivetti's
Shareholders' Meeting and Board of Directors, insofar as they are still
effective - by the following divisible amounts to take account of the
assignment ratio for Olivetti shareholders in the context of the Merger:

(1) up to a maximum of Euro 492,726.30, by means of the issue of up to a
maximum of 895,866 ordinary shares with a par value of Euro 0.55 each
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for the exercise of the "Piano triennale Stock Option 2002-2004"
stock options, increase to be implemented by 15 December 2004;

up to a maximum of Euro 10,743,649.40, by means of the issue of up to
a maximum of 19,533,908 ordinary shares with a par value of Euro 0.55
each for the exercise of the "Piano triennale Stock Option febbraio
2002-dicembre 2004" stock options, increase to be implemented by 31
December 2004;

(iii)up to a maximum of Euro 180,568,488.10, by means of the issue of up

(iv)

to a maximum of 328,306,342 ordinary shares with a par value of Euro
0.55 each to be reserved irrevocably and exclusively for the
conversion of the "Olivetti 15% 2001- 2004 convertibile con premio al
rimborso" convertible bonds, on the basis of a conversion ratio equal
to the assignment ratio established for the shareholders of Olivetti
S.p.A. in the context of the merger of Telecom Italia S.p.A. into
Olivetti S.p.A.;

up to a maximum of Euro 892,681,820.80, by means of the issue of up
to a maximum of 1,623,057,856 ordinary shares with a par value of
Euro 0.55 each to be reserved irrevocably and exclusively for the
conversion of the "Olivetti 1,5% 2001-20010 convertibile con premio
al rimborso" convertible bonds, on the basis of a conversion ratio
equal to the assignment ratio established for the shareholders of
Olivetti S.p.A. in the context of the merger of Telecom Italia S.p.A.
into Olivetti S.p.A.

A service will be provided to holders of the aforementioned securities who
exercise their subscription/conversion rights to handle any fractions of
shares, without prejudice to any rounding deriving from the exercise of
the stock options and/or the conversion of the convertible bonds;

48

to increase the share capital as of the date on which the Merger becomes
effective - for the outstanding stock option plans of Telecom Italia
S.p.A., insofar as they are still effective, with account taken of the
assignment ratio for Telecom Italia ordinary shareholders in the context
of the Merger - by up to a maximum of Euro 261,956,575.1 0, by means of
the issue of up to a maximum of 476,284,682 ordinary shares with a par
value of Euro 0.55 each, divided into the following divisible tranches:

(1)

(ii)

a tranche of up to a maximum of Euro 21,969,104.30 for the exercise
of the "Piano di Stock Option 1999" stock options, increase to be
implemented by 31 January 2005 by means of the issue of up to a
maximum of 39,943,826 ordinary shares with a par value of Euro 0.55
each, to be subscribed for at a total price of Euro 6.79 per option
held;

a tranche of up to a maximum of Euro 53,421,890.50 for the exercise
of the "Piano di Stock Option 2000" stock options, increase to be
implemented by 30 July 2008 by means of the issue of up to a maximum
of 97,130,710 ordinary shares with a par value of Euro 0.55 each, to
be subscribed for at a total price of Euro 13.81 5 per option held;

(iii)a tranche of up to a maximum of Euro 84,158,927.60 for the exercise

of the "Piano di Stock Option 2001" stock options, increase to be
implemented by 30 April 2008 by means of the issue of up to a maximum
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of 153,016,232 ordinary shares with a par value of Euro 0.55 each, to
be subscribed for at a total price of Euro 10.488 per option held;

a tranche of up to a maximum of Euro 30,600,889.00 for the exercise
of the "Piano di Stock Option Top 2002" stock options, increase to be
implemented by 28 February 2010 by means of the issue of up to a
maximum of 55,637,980 ordinary shares with a par value of Euro 0.55
each, to be subscribed for at a total price of Euro 9.203 per option
held;

a tranche of up to a maximum of Euro 71,805,763.70 for the exercise
of the "Piano di Stock Option 2002" stock options, increase to be
implemented by 31 March 2008 for the first lot, by 31 March 2009 for
the second lot and by 31 March 2010 for the third lot by means of the
issue of up to a maximum of 130,555,934 ordinary shares with a par
value of Euro 0.55 each, to be subscribed for at a total price for
the different options of respectively Euro 9.665, Euro 7.952 and Euro
7.721 per option held.

A service will be provided to holders of the aforementioned options who
exercise their subscription rights to handle any fractions of shares, without
prejudice to any rounding deriving from the exercise of the stock options.

6. to adopt as of the date on which the Merger becomes effective the bylaws
annexed to the Merger Plan (the Bylaws of the Absorbing Company), to be
understood as referred to here in their entirety, in the version
consistent with the indications of the competent governmental authorities
regarding the special powers of the Minister for the Economy and Finance
under Article 2 (1) of Decree Law 332/1994, ratified with amendments by Law

474/1994;
7. to grant severally to the Legal Representatives the powers needed:
(a) to complete all the formalities required for the resolutions adopted

(c)

(d)

to obtain all the necessary authorizations, with the right to approve
and introduce into such resolutions, the Merger Plan and the Bylaws
of the Absorbing Company annexed thereto any amendments, additions or
deletions that may be requested or suggested by administrative
authorities and/or following the exercise of the special powers
referred to in Article 5 of the bylaws of Telecom Italia S.p.A. or on
the occasion of filings with the Company Register;

to draw up and sign, inter alia by having ad hoc recourse to
attorneys or agents, in conformity with the resolution of point 1,
the public merger instrument and every other assessment, supplement
and amendment that should prove necessary or desirable, defining
every agreement, condition, clause, time limit and procedure thereof
in conformity with and in implementation of the Merger Plan; 49

to complete and amend at the signing of the merger instrument the
numbers contained in Article 5 of the Bylaws of the Absorbing Company
on the basis of the final assignment ratios obtained in accordance
with the criteria set out in point 2;

to make, as and when necessary, the changes to Article 5 of the
Bylaws of the Absorbing Company consequent on the implementation of
the increases in capital referred to in points 2, 3 and 4, and to
that end to complete all the formalities and publish all the notices
required by law;

to establish the timetable and procedures for carrying out the
redistribution and assignment operations referred to in point 2;
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(f) to do - inter alia by having ad hoc recourse to attorneys or agents -
whatever else may be necessary for and conducive to the complete
implementation of the foregoing resolutions, authorizing entries,
transcriptions, annotations, amendments and corrections in public
registers and every other competent seat.

50

Annex IT.
Report drawn up by the directors of Telecom Italia S.p.A.
pursuant to Article 250l--quater of the Civil Code

BOARD OF DIRECTORS OF TELECOM ITALIA S.p.A.
MEETING OF 15 APRIL 2003

REPORT ON THE PLAN FOR THE MERGER OF
TELECOM ITALIA S.p.A. INTO OLIVETTI S.p.A.

Milan, 15 April 2003

The following is an English translation of the official version in Italian
language. In case of conflict, the Italian language version will prevail.

Except as provided below, any offer to purchase or sell securities described
herein is not being made, directly or indirectly, in or into, or by the use of
the mails of, or by any means or instrumentality (including, without limitation
by mail, telephonically or electronically by way of internet or otherwise) of
interstate or foreign commerce, or any facility of any securities exchange, of
the United States of America and any such offer will not be capable of
acceptance by any such use, means, instrumentality or facility.

The information contained herein does not constitute an offer of
securities for sale in the United States or offer to acquire securities in the
United States.

The Olivetti securities referred to herein have not been, and are not
intended to be, registered under the U.S. Securities Act of 1933 (the
"Securities Act") and may not be offered or sold, directly or indirectly, into
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the United States except pursuant to an applicable exemption. The Olivetti
ordinary shares and Olivetti savings shares are intended to be made available
within the United States in connection with the merger pursuant to an exemption
from the registration requirements of the Securities Act.

The proposed cash tender offer for a portion of the Telecom Italia
ordinary shares described herein is intended to be made available in or into
the United States pursuant to an exemption from the tender offer rules
available pursuant to the Securities Exchange act of 1934.

The proposed cash tender offer for a portion of the Telecom Italia savings
shares described herein is not being made and will not be made, directly or
indirectly, in or into the United States.

The merger described herein relates to the securities of two foreign
companies. The merger in which Telecom Italia ordinary shares will be converted
into Olivetti ordinary shares is subject to disclosure and procedural
requirements of a foreign country that are different from those of the United
States. Financial statements included in the document, if any, will be prepared
in accordance with foreign accounting standards that may not be comparable to
the financial statements of United States companies.

It may be difficult for you to enforce your rights and any claim you may
have arising under the federal securities laws, since Olivetti and Telecom
Italia are located in Italy, and some or all of their officers and directors
may be residents of Italy or other foreign countries. You may not be able to
sue a foreign company or its officers or directors in a foreign court for
violations of the U.S. securities laws. It may be difficult to compel a foreign
company and its affiliates to subject themselves to a U.S. court's Jjudgment.

You should be aware that Olivetti may purchase securities of Telecom

Italia otherwise than under the merger offer, such as in open market or
privately negotiated purchases.
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REPORT OF THE BOARD OF DIRECTORS OF TELECOM ITALIA S.p.A. ON THE PLAN FOR THE
MERGER OF TELECOM ITALIA S.p.A. INTO OLIVETTI S.p.A. PURSUANT TO ARTICLE
2501-QUATER OF THE CIVIL CODE AND ARTICLE 70(2) OF CONSOB REGULATION 11971/1999
ON ISSUERS, AS AMENDED, IMPLEMENTING LEGISLATIVE DECREE 58/1998 (THE
"CONSOLIDATED LAW").

Dear Shareholders,

In accordance with Article 2501 quater of the Civil Code and Article 70 of
Consob Regulation 11971/1999 (the "Regulation"), we submit for your
consideration and approval the plan (the "Merger Plan") for the merger (the
"Merger" or the "Operation") of Telecom Italia S.p.A. ("Telecom Italia" or the
"Company to be Absorbed") into Olivetti S.p.A. ("Olivetti" or the "Absorbing
Company", or —- once the Merger becomes effective —-- the "Company Resulting
from the Merger"). The purpose of this report is to describe and justify the
Merger Plan from the legal and economic standpoints, with particular regard to
the exchange ratio.

1. Description of the Operation and the reasons therefor, with particular
regard to the operating objectives of the companies participating in the
merger and the programmes formulated for achieving them

1.1.1 Telecom Italia S.p.A.: Telecom Italia is a company limited by shares
with registered office at 2 Piazza Affari, Milan and headquarters at 4
Corso d'Italia, Rome, and a fully paid-up share capital of Euro
4,023,816,860.80 divided into 5,262,908,631 ordinary shares with a par
value of Euro 0.55 each and 2,053,122,025 savings shares with a par
value of Euro 0.55 each. The Company to be Absorbed is domiciled for
tax purposes at its registered office, and its Milan Company Register
Number and tax number is 00471850016.

1.1.2 Olivetti S.p.A.: Olivetti is a company limited by shares with
registered office at 77 Via Jervis, Ivrea, a fully paid-up share
capital of Euro 8,845,537,520 divided into 8,845,537,520 ordinary
shares with a par value of Euro 1 each. The Absorbing Company is
domiciled for tax purposes at its registered office, and its Ivrea
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Company Register number and tax number is 00488410010.

Description of the activities of Telecom Italia

The Telecom Italia Group is one of the largest international groups
operating in the sector of telecommunications services and, more in
general, information and communication technology. Its companies,
leaders in fixed and mobile communications, the Internet and media,
information technology and research offer integrated and innovative
services in Italy and abroad. Its principal strength is its leadership
in the domestic market in fixed and mobile telecommunications and
Internet services. The companies of the Group have created broadband,
fixed and mobile networks providing innovative services, complex
solutions for ICT, multimedia messaging, solutions for mobile business,
products for e-government and online banking.

Following the changes in top management during 2001 and the significant
overhaul of corporate growth strategies with the formulation of the
Business Plan for 2002-2004 (the "Business Plan"), in 2002 an overall
restructuring was launched. In particular, organizational restructuring
led to the formation of a completely renewed, compact and stable
management team. During 2002 the responsibilities of the "Domestic
Wireline" and "Information Technology" business units were revised in
depth and a new "South America" business unit was established.

At Group level the so-called "professional families" were upgraded and
strengthened with the establishment of a functional link between
distinctive competences in the individual Telecom Italia Group
companies and the analogous functions in the parent company so as (i)
to ensure greater organizational effectiveness and the verification of
resources, and (ii) to foster intra-Group mobility. In addition, new
procedures were introduced for the approval and monitoring of
investments and acquisitions, with the centralization of governance
responsibilities.

The objectives of financial strengthening and industrial restructuring
were achieved in accordance with the Business Plan. The results
obtained with the gain in efficiency and the plan of disposals (which
generated a net cash flow of Euro 4,771 million in 2002) were decisive
in reducing the Group's debt from Euro 21,942 million at the end of
2001 to Euro 18,118 million at 31 December 2002. The proportion of debt
with a maturity of more than one year rose from 64% at the end of 2001
to 75% at the end of 2002. The Group's structure was simplified, with
the number of companies declining from 714 to 416.

Turning to business developments, 2002 brought a strengthening of
Telecom Italia's leadership in the Italian market, obtained thanks to
effective marketing and the focus on innovation.

In the field of mobile telephony, TIM S.p.A. ranks first among European
operators in terms of the number of GSM lines on a single network and
is the leader in Italy. In October TIM S.p.A. launched Brazil's first

GSM service, which reached more than 80 cities throughout the country.

The following tables show selected income, balance sheet and financial
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data for the Telecom Italia Group and for Telecom Italia, drawn from
the consolidated financial accounts for the 2002 fiscal year, Telecom
Italia's draft financial statements for 2002 and its financial

statements for 2001 and 2000.

Selected economic and financial data for the Telecom Italia Group and
Telecom Italia

TELECOM ITALIA GROUP

(in millions of euros)

2002 2001 2000 (*)

Sales 0f goods and SEIrVICES . . vttt ittt ettt teeeeeeeeeeeneenns 30,400 30,818 27,169
Gross operating mMargin. ... ettt i ittt ittt eaeeeaeenns 13,964 13,619 12,217
Operating resUlt . ... ittt ittt ettt e e e e ettt 7,381 6,674 6,440
Consolidated net income (loss) of the parent company........ (322) (2,068) 2,028
Consolidated shareholders equity of the parent company...... 9,049 13,522 18,821
Consolidated net financial debt:....... .. ... 18,118 21,942 17,233
O Medium/loNg—LeTIM. v vt vttt ettt ettt et eeeeeeeneeeneeenennn 15,018 16,083 6,733

[N =Y o Yo B i e 11 3,100 5,859 10,500
Consolidated free cash flow from operations(l).............. 8,610 5,990 4,453

(*) Reconstructed by consolidating the Nortel Inversora group (Telecom Argentina) using the equit
the proportionate method.

(1) Operating result + Depreciation and amortization - Industrial investments -- Change in workin

TELECOM ITALIA

(in millions of euros)

2002 2001 2000
Sales 0f goods and SEIrVICES . . .u ittt ittt ettt teeeeeeeeeeeneenns 17,055 17,309 17,463
Gross operating mMargin. ...ttt ittt ittt et eeeeeeeenns 7,549 7,571 7,556
Operating resUlt . ...ttt it et et e e e e ettt 4,045 3,983 3,595
Net IncComMe (L10SS) vt vttt ittt et et ettt et ettt eeeeenenn (1,645) 151 2,559
Shareholders eqUIty ..ot i ittt ittt ittt ettt eeeeeeeaeeens 10,956 15,871 18,714
Net financial debh .. ...ttt ittt ettt eeneeeeneenn 15,128 16,913 16,839
O Medium/loNg—LeTIM. v vt vttt ettt ettt et eeeeeeeneeeneeenenns 11,848 10,371 3,188
[N =Y o Yo B i w1 3,280 6,542 13,651
Free cash flow from operations(l) .......cuiiiiiitiennnnnnnn 5,291 4,384 4,234
(1) Operating result + Depreciation and amortization -- Industrial investments -- Change in worki
3
1.3 Description of Olivetti's activities
1.3.1 Olivetti, in conformity with its current corporate purpose, is a

company entered in the special section of the general register, kept by
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the Italian Foreign Exchange Office, of persons engaging "principally"
in financial activities "without dealings with the public" pursuant to
and for the effects of Articles 106 and 113 of Legislative Decree
385/1993.

1.3.2 Olivetti's principal equity interest is that held in Telecom Italia
(54.9% of the ordinary capital) and, indirectly, in its subsidiaries.
Olivetti is also present in business sectors such as office products
and services and real estate, notably through its subsidiaries Olivetti
Tecnost S.p.A. (information technology and communications products and
services) and Olivetti Multiservice S.p.A. (services related to the
real-estate sector).

1.3.3 The following tables show selected income, balance sheet and financial
data for the Olivetti Group and for Olivetti, drawn from the
consolidated financial statements for the 2002 fiscal year, Olivetti's
draft financial statements for 2002 and its financial statements for
2001 and 2002, appropriately reclassified to make them consistent with
those of Telecom Italia.

Selected economic and financial data for the Olivetti Group and Olivetti

OLIVETTI GROUP

(in millions of euros)

2002 2001 2000 (*

Sales 0f goods and SEIrVICES . . ittt ittt ettt teeeeeeeeeeeneenns 31,408 32,016 28,374
Gross operating mMargin. ...ttt ittt ittt ettt eaneeeeenns 14,033 13,707 12,272
Consolidated net income (loss) of the parent company........ (773) (3,090) (940
Consolidated shareholders' equity of the parent company..... 11,640 12,729 13,856
Consolidated net financial debt........oiiii it ennnn. 33,399 38,362 35,728
o medium and lonNg—termM. .. ittt ittt ettt eeeeeeeeeenns 33,309 37,042 25,622

[N =Y o Yo B i w11 90 1,320 10,106

(*) Reconstructed by consolidating the Nortel Inversora group (Telecom
Argentina) using the equity rather than the 2002 2001 2000(*) 2000 Operating
result 6,016 5,338 5,112 5,477 proportionate method.

OLIVETTI

(in millions of euros)
2002 2001 2000
Net IncCome (L10SS) v vt i ittt et ettt ettt et ettt eeeeenenn (6,240) (871) 870
Shareholders' eqUity ...ttt ittt ettt eeaeenns 9,031 15,235 13,937
Net financial debl ... ..ttt et ettt eeaeeeeneens 15,195 16,322 17,991
o0 medium and lonNg—fermM. ...ttt it ettt eeeeeeeneenns 12,472 10,293 17,150
[N =Y o Yo B i o ¢ 2,723 6,029 841

128



4.

4.

Edgar Filing: TELECOM ITALIAS P A - Form 6-K

Main legal aspects of the Operation

The proposed Operation envisages the merger of Telecom Italia into
Olivetti pursuant to and for the effects of Article 2501 et seq. of the
Civil Code. The Operation was approved, as regards its objectives and
principal characteristics, by the Boards of Directors of the interested
companies in their meetings on 11 March 2003.

On 13 March 2003 Olivetti published the notice provided for by Article
2503-bis, second paragraph, of the Civil Code. The time limit for
exercising of conversion rights de jure expired on 13 April 2003.
However, it is appropriate to point out that the holders of bonds
convertible into Olivetti shares will able to exercise conversion
rights in accordance with rules of these bond issues even after the
expiration of the time limit indicated in Article 2503-bis, second
paragraph, of the Civil Code, without prejudice to the periods of
suspension of such rights envisaged by the issue rules.

The Merger will take place on the basis of the draft financial
statements for the fiscal year ended 31 December 2002 of Olivetti and
Telecom Italia (jointly the "Companies Participating in the Merger"),
which were also adopted by the Boards of Directors of the Companies
Participating in the Merger as statements of assets and liabilities
under Article 2501-ter of the Civil Code (for each the "Merger
Statement of Assets and Liabilities").

The Absorbing Company, as a consequence and at the conclusion of the
Merger, will assume the name and corporate purpose of Telecom Italia.
More in general, Olivetti will adopt new bylaws based on the current
bylaws of Telecom Italia.

Concerning the amendment of the corporate purpose, premised that the
extension of the corporate purpose to the performance of services in
the telecommunications sector would by itself legitimate the right of
withdrawal, it was nonetheless considered appropriate to take over
Telecom Italia's corporate purpose in its entirety, in order to permit
the Absorbing Company to operate in all the sectors in which Telecom
Italia is currently present, with particular regard to the activities
that Telecom Italia is authorized to engage in pursuant to
administrative measures.

In this regard, the fee schedules of the individual licences issued to
Telecom Italia provide that "the corporate purpose of the company must
include activities in the telecommunications sector", which must refer
to the provision of telecommunications services, as defined in
Presidential Decree 318/1997, on the basis of which the licences were
issued.

The inclusion of such activities in the corporate purpose of the
licensee is among the elements evaluated for the grant of licences and,
inasmuch as it responds to a specific prescription of the schedules
accessory to such licences, must therefore be considered among the
conditions for the preservation thereof by the successor Olivetti,
whose corporate purpose does not currently provide for them.

As a consequence of the amendment of the corporate purpose within the
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context of the Merger, Olivetti shareholders who are absent or contrary
to the resolutions approving the Operation will have the right to
withdraw pursuant to and for the purposes of Article 2437 of the Civil
Code (on the right to withdraw, see also Section 10 below).

The relative majority shareholder of Olivetti has already announced
that it will not exercise its right of withdrawal.

In order to give the shareholders of Telecom Italia a possibility to
disinvest within the context of the Operation, Olivetti has announced
its intention of making a partial tender offer for ordinary and savings
shares of Telecom Italia (the "Offer").

The consideration offered will be fixed on the basis of the weighted
average of the official stock-market prices of the ordinary and savings
shares of Telecom Italia in the period between 12 March 2003 and the
date of the shareholders' meeting of the Absorbing Company called to
approve the Merger Plan, plus a premium of 20%, but in no case will
such consideration be (i) greater than Euro 8.40 per ordinary share and
Euro 5.65 per savings share or (ii) lower than Euro 7 per ordinary
share and Euro 4.70 per savings share.

The market has been informed that the number of shares to be tendered
for will be decided after the time limit for exercising the right to
withdraw under Article 2437 of the Civil Code has expired and,
therefore, after the amount of the outlay to be incurred by Olivetti
for the withdrawal rights actually exercised ("Withdrawals") has been
ascertained. The maximum total amount to be allocated to the Offer will
be Euro 9 billion, less the repayment for Withdrawals.

The Offer will be for the same percentage of ordinary shares and
savings shares. If the resources allocated to the Offer for each of the
two classes of shares (ordinary and savings) are not completely used
for that class, they will be used for the other class. If the
acceptances of the Offer by the holders of ordinary shares and savings
shares were to exceed the quantity tendered for, they will be prorated
with respect to each class.

On the basis of what Olivetti has indicated, if there were no
Withdrawals and the Offer therefore had a maximum overall value of Euro
9,000,000,000:

(a) if made at the minimum price of Euro 7 per ordinary share and
Euro 4.70 per savings share, the Offer would be for about 19.4%
of the ordinary share capital and savings share capital
respectively;

(b) if made at the maximum price of Euro 8.40 per ordinary share and
Euro 5.65 per savings share, the Offer would be for about 16.1%
of the ordinary share capital and savings share capital
respectively.

The Offer will take place as soon as possible following the expiration
of the time limit for the exercise of Withdrawals and will close before
the merger instrument is signed. The Offer will cease to be effective
in the event of failure to complete the procedure for filing the merger
instrument with the Company Register within a given date, now
tentatively envisaged to be 31 December 2003, without prejudice to the
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intention of the Companies Participating in the Merger to complete the
formalities for the Merger in the shortest time possible, and
specifically, as indicated in Subsection 1.4.8 below, by early August.
The Offer will be evaluated by the Board of Directors of Telecom Italia
pursuant to and for the purposes of Article 39 of the Regulation once
the offer document has been received.

Since the Operation will result in Olivetti's absorbing a subsidiary,
it will have as a consequence the cancellation of the equity interest
held by Olivetti in Telecom Italia at the time the Merger becomes
effective and the assignment to Telecom Italia ordinary or savings
shareholders other than Olivetti of ordinary or savings shares and to
Olivetti shareholders of ordinary shares issued by the Company
Resulting from the Merger on the basis of the assignment ratios
corresponding to the exchange ratio. This assignment will be made by
Olivetti's capital at the completion of the Operation (see Section 4).

Olivetti will cancel all the Telecom Italia shares held at the time of
the Merger. For the purposes of the annual financial statements, the
difference between the carrying value of the cancelled Telecom Italia
shares and the corresponding portion of shareholders' equity will be
positive and will thus give rise to a "cancellation deficit". This
deficit, whose size will also depend on the acceptances of the Offer,
will be allocated to Telecom Italia assets (in particular, to the Tim
shares held) and any difference recorded under the item "goodwill".
Considering the procedure for the assignment of the shares of the
Company Resulting from the Merger by means of the redistribution
technique, it is reasonable to expect that a share exchange surplus
will emerge.

For the share exchange, Olivetti will assign holders of Telecom Italia
savings shares new savings shares with features identical to those of
the shareholders currently issued by Telecom Italia. Among other
things, the bylaws of the Company Resulting from the Merger will
contain an article identical in content to that of the bylaws of
Telecom Italia, including the possibility of satisfying the
preferential rights of the holders of savings shares by distributing
reserves, whose introduction in the bylaws of the Company to be
Absorbed will be proposed at the shareholders' meeting called to
approve the Merger Plan.

In the context of the Operation, and as an essential aspect thereof,
the savings shares that will be issued by the Absorbing Company for the
share exchange in favour of holders of Telecom Italia savings shares
are to be listed on the stock exchange. The new Olivetti savings shares

will have a par value of Euro 0.55 each, thus corresponding fully to the

current savings shares of Telecom in this respect as well.

The Operation will therefore not give rise to any prejudice for the
holders of savings shares. Consequently, lacking the preconditions
referred to in Article 2376 of the Civil Code and Article 146 of the
Consolidated Law, it will not be necessary to call the special meeting
of such shareholders.

Considering that as a consequence of the share exchange and the
specific manner in which it is to be carried out each holder of savings
shares will be assigned a larger number of savings shares that that
currently held, and that each of the new shares assigned by the
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Absorbing Company will have the same par value as a Telecom Italia
savings share, there will be an increase in the total amount of
dividends payable on a preferential basis to the holders of Telecom
Italia savings shares at the date the Merger becomes effective.

This advantage in absolute terms, together with the above-mentioned
possibility of satisfying the preferential right by distributing
reserves, undoubtedly improves the position of the holders of Telecom
Italia savings shares.

The Absorbing Company will succeed to all the legal relationships of
Telecom Italia, including the concessions, licences and administrative
authorizations granted thereto in accordance with the procedures
established by the legislation in force. The Absorbing Company will
also succeed to the relationships pertaining to Telecom Italia's bond
issues and stock-option plans; to this end, the Absorbing Company will
implement the capital increases for the purpose of such plans and will
update the capital increases for the convertible bonds, stock-option
plans and warrants issued by Olivetti with the necessary adjustments to
take

account of the new par value of the Olivetti shares and the assignment
procedure described in Section 4.

At the end of the Merger, the (ordinary and savings) shares of the
Company Resulting from the Merger will be listed on Borsa Italiana's
MTA electronic share market. Furthermore, it is expected that (1) the
Company Resulting from the Merger will also succeed to Telecom Italia
in being listed on the NYSE in the form of American Depositary Receipts
(ADRs), and (ii) the Merger will not have consequences for the listing
on the Frankfurt Stock Exchange of the ordinary shares of the Company
Resulting from the Merger.

It is the intention of the Companies Participating in the Merger to
complete the Operation in the shortest possible time. The Merger is
expected to become effective in early August 2003.

Reasons for the Operation

The Operation is framed in the reorganization drive aimed at creating
value for Telecom Italia shareholders, launched in July 2001 and
carried out through an industrial and financial restructuring with
positive results despite the crisis in the stock markets and the
telecommunications sector.

The strategic objective of creating value for Telecom Italia
shareholders involved the identification of a multiplicity of actions
and initiatives. In particular, industrial restructuring and refocusing
on the core business, completed earlier than had been announced to the
financial community from September 2001 onwards and in line with the
Business Plan, and carried out in part through the disposal of a number
of non-strategic assets (such as the equity interests in Auna, Telemaco
Immobiliare, Bouygues Decaux Telecom, Mobilkom Austria, Telekom
Austria, Telespazio, Sogei and Lottomatica) led to:

an improvement in the operating result, with the consolidated
operating result rising by 10.6% to Euro 7.4 billion in the 2002
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fiscal year, and

a reduction in consolidated total net debt from Euro 21.9 billion
at 31 December 2001 to Euro 18.1 million at 31 December 2002.

Meanwhile, Olivetti carried out a series of transactions to refinance
its debt, with an improvement in the debt's conditions of maturity.

The completion of the above-mentioned industrial restructuring
activities of the Telecom Italia Group, together with the improvement
in Olivetti's financial situation, now makes it possible to take the
further step of simplifying the Olivetti-Telecom Group's corporate
structure, in accordance with the market's expectations, by merging
Telecom Italia into Olivetti.

As a consequence of the Operation, Telecom Italia shareholders will be
able to benefit fully from the enhancement in value deriving from the
execution of the Business Plan.

Currently, Telecom Italia is majority controlled by Olivetti and the
latter has a major shareholder- Olimpia S.p.A. - holding 28.54% of its
share capital.

As a result of the Merger, Olivetti's controlling interest in Telecom
Italia will be extinguished as a result of the cancellation of the
shares, while Olimpia's interest in Olivetti will be diluted
substantially.

Consequently, Telecom Italia shareholders, like Olivetti shareholders,
will hold shares of a fully contestable company in which there will be
no controlling shareholder. In this regard, it is to noted that the
final size of Olimpia S.p.A.'s holding in the Company Resulting from
the Merger will depend on a series of factors such as the number of
Conversions (as defined below), the number of Olivetti warrants and
Telecom Italia stock options exercised, the number of Withdrawals and
the number of acceptances of the Offer (see also what is indicated in
Subsection 7.3).

This will result in a more liquid security and, on the basis of
experience, an enhanced possibility of it being appreciated by the
market, to the benefit of all the shareholders.

At the same time, the Merger will create scope to improve tax
efficiency, in compliance with the legislation in force, inter alia
through the full and more rapid recovery within the Company Resulting
from the Merger of Olivetti's tax assets (see Subsection 2.2.3, Point
E).

The Operation as a whole will also make it possible to attain a more
efficient financial structure, involving an increase in debt capital,
whose net cost is lower than the cost of equity capital.

In connection with this aspect, it needs to be stressed that the
increase in overall debt following the Merger involves reaching a level
of debt (i) in line with or better than that of other companies of
comparable size
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operating in the sector in Europe, and (ii) consistent and compatible
with Telecom Italia's set of activities and the prospective cash flows
deriving from the execution of the Business Plan. According to the
latter, debt is projected to decline with the utilization of the
proceeds of the sales of other non-strategic assets. Furthermore,
Telecom Italia will also benefit from the positive effects of unified
debt management in terms of the lengthening of maturities and optimal
correlation with corporate requirements.

Moreover, the Company Resulting from the Merger is expected to maintain
a capacity to produce profits and adopt a dividend-distribution policy

that will ensure Telecom Italia's current shareholders receive a total

amount of dividends at least on a par with that currently received.

In conclusion, the Board of Directors considers the Merger an essential
step so that the shareholders of Telecom Italia can reap, without
constraints arising from control by another listed company such as
Olivetti, all the benefits of a widely-held company operating in a
strategic sector and with significant potential for value growth. The
Business Plan and the clear direction adopted by the Board of Directors
in terms of focusing on core business and constantly improving
operational efficiency ensure a trajectory of value creation without
dispersion of economic resources, assuming the macroeconomic
environment remains unchanged.

Operating objectives and programmes to achieve them

The Companies Participating in the Merger have agreed on the operating
objectives and the programmes to achieve them on the part of the
Company Resulting from the Merger. These objectives are basically the
same as those of Telecom Italia, adopted by the Board of Directors on
13 February 2003, which in turn confirm the guidelines and objectives
of the Business Plan. With specific regard to Olivetti, it should be
noted that Olivetti Tecnost is basically neutral in terms of its impact
on the operating result.

However, the Operation will result in a Merger deficit (deriving from
share cancellation), any portion of which not classified as a Telecom
Italia asset (specifically among equity interests) will be amortized
over a period of 20 years. The updated financial projections take
account of this additional portion of amortization.

The same projections consider the financial charges associated with
Olivetti's present debt, as well as the effect of the tax asset
connected with the value adjustments made in Olivetti's and Telecom
Italia's draft

11

financial statements for 2002. In addition to the disposals already
envisaged by the Business Plan (Telekom Austria, Operazioni Real
Estate), the projections also include the receipts from the disposal of
the company into which Seat Pagine Gialle S.p.A. ("Seat Pagine Gialle")
is to be spun off.

Lastly, it is estimated that the cash flows from operations and
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disposals of the Company Resulting from the Merger will be able to
sustain not only a reduction in debt but also a dividend distribution
policy such as to ensure Telecom Italia's current shareholders a total
dividend amount in line with that set out in the Business Plan, which
expressly envisaged dividend policy remaining constant.

1.6.4 The following table summarizes the above considerations at consolidated
level, from which the sustainability of the commitments entered into
for the future appears evident.

Billions of euros Olivetti 2002 Consolidated objectives of
consolidated financial the Company Resulting
statements from the Merger (*)

CAGR 2002-2005 ***

Sales of products and services........ 31.4 4 - 4.5%
Gross operating margin................ 14.0 5 - 5.5%

B 0f Sales. ittt i e e 44.6%

Operating result....... ... 6.0 8 — 8.5%

B 0f Sales .ttt i e e 19.1%

Cumulative 2003-2005

Free Cash FlOoW. ... it iiiiineeeeennnenns 8.6 29

Net financial position................ 33.4*% 34.3%x*xx*

(*) Assuming zero Withdrawals, fully diluted.

(**) The net financial position does not take account of the forward purchase
commitments (December 2005) in respect of Aldermanbury Investment Limited
(formerly Chase Equities Limited), equal to Euro 2,417 million.

(***) The scope

of the consolidation is the same.

(****) At 31 December 2004.

2. The values attributed to the Companies Participating in the
Merger for the purpose of determining the Exchange Ratio

2.1 Objective of the valuation
2.1.1 The objective of the valuation in question is to establish the exchange
ratio ("Exchange Ratio") on the basis of which the participation in the

12

Company Resulting from the Merger of the shareholders of Olivetti and
Telecom Italia respectively will be determined.

The purpose of the valuation, therefore, is to value the two Companies
Participating in the Merger in order to obtain significantly comparable
values for the purpose of determining the Exchange Ratio with respect
to the specific Operation in question, considering all the shareholders
of the Companies Participating in the Merger as parties interested in
the valuation and the Exchange Ratio.

To achieve this objective, the valuations for the purpose of
determining the Exchange Ratio require the identification and
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application of valuation methods based on uniform criteria for the
Companies Participating in the Merger.

Such valuations may therefore differ from other valuations made in
different contexts or for different purposes, notably as regards the
selection of the methods used.

The Board of Directors of Telecom Italia has reached its conclusions on
the Exchange Ratio following a well-considered evaluation of the
Companies Participating in the Merger, selecting from a multiplicity of
valuation methods those generally considered most appropriate in the
Merger in the light of the activities performed by the Absorbing
Company and the Company to be Absorbed.

Furthermore, as suggested by theory and standard professional practice,
the Board of Directors of Telecom Italia has compared the values
attributed to the Companies Participating in the Merger on a going-
concern basis.

The baseline accounting situation for the valuations performed is that
resulting from the Merger Statements of Assets and Liabilities.

For the purpose of determining the Exchange Ratio, the Board of
Directors of the Company to be Absorbed was assisted by Lazard and
Goldman Sachs as independent financial advisors (the "Advisors").

It is to be noted that the Board of Directors of Olivetti was assisted
by JPMorgan and by Professor Angel0O Provasoli (who ascertained the
consistency and appropriateness of the valuation methods adopted by JP
Morgan for the Operation) as independent advisors.

13

The methods followed and the results obtained by the Board of Directors
of Telecom Italia, with the support of the Advisors, are described in
the following subsection.

Methods adopted and results obtained

Introduction

A. The Board of Directors of Telecom Italia, with the assistance of
the Advisors, selected the valuation methods to be applied in the
case in question taking into account:

a) the specific objectives of the valuations in connection with
the Operation;

b) the nature of the activities performed by each of the
Companies Participating in the Merger.

B. Concerning the first aspect, in selecting the valuation principles
and methods, reference was made, as is considered proper and
appropriate in every kind of valuation, to the purpose of the
exercise and to the significant factors allowing the value of the
object of valuation to be calculated. Given the objective of
obtaining comparable values for the determination of the Exchange
Ratio, valuation methods based on uniform criteria were adopted
for both the Companies Participating in the Merger.
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In the case in question, the Exchange Ratio was established on the
basis of a comparison of the values of the Companies Participating
in the Merger.

As reported above, these values were determined on a going-
concern basis and can neither be considered to represent a
separate valuation of the two Companies Participating in the
Merger nor compared with any acquisition or disposal prices (which
normally take account of majority premiums and minority discounts,
if any). Nor do these values reflect strategic, operational and
financial synergies expected from the Merger.

As indicated below, the Board of Directors utilized both the
stock-market price method and the sum-of-parts method for the
valuation of both of the Companies Participating in the Merger. In
particular, for the purpose of establishing the Exchange Ratio,
values determined on the basis of uniform methods were compared:
the ratio between stock-market prices on the one hand and the
ratio between fundamental values (sum-of-parts) on the

14

other. Consequently, in the circumstances it was considered that
the Net Asset Value (NAV) method based on the current stock-
market value of the equity interest in Telecom Italia could not be
adopted. In a valuation to establish the Exchange Ratio carried
out on the basis of a fundamental method, the latter must also be
applied to Olivetti's equity interest in Telecom Italia. On the
contrary, the application to Olivetti of a NAV based on the
current stock-market value of the equity interest in Telecom
Italia would lead to highly volatile results, mainly owing to
Olivetti's financial leverage. Besides, the application of this
method would imply referring to market values for only one of the
Companies Participating in the Merger, which the Board of
Directors considered methodologically inadmissible.

With regard to the second aspect, account was taken on the one
hand of the various areas of the Telecom Italia Group's operations
and, on the other, of the fact that the controlling interest in
Telecom Italia held by Olivetti represents a significant component
of the latter's balance sheet assets.

In the light of the above, the following methods were used to
calculate the values of Olivetti and Telecom Italia, with equal
level of significance for the purpose of the valuation procedure:

(i) stock-market prices ("Stock-Market Prices") as the
principal method. In this regard, it is noted that where
companies interested in a merger have shares listed in
regulated securities markets, theory and professional
practice suggest that account should be taken of the
results derivable from the stock-market prices of the
respective shares, averaged over appropriate periods of
time. In the case in question, the stock-market prices are
considered to be particularly significant, taking account
of the high capitalization and liquidity of Telecom Italia
and Olivetti;

(ii) the sum-of-parts ("Sum-of-Parts") method as a control.
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Under this method a company's value is calculated as the sum
of the values of its separate units (taken as economic
entities that can be valued independently) adjusted to take
account of the company's financial position, minority
interests and, where material, of other effects such as
those of off-balance-sheet items and potential tax

benefits.

In applying the valuation methods described, account was taken of
the planned distribution of reserves by Telecom Italia of up to a
maximum of Euro 1,333 million, whose proposal to the
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shareholders' meeting called to consider the Merger Plan was
approved by the Board of Directors on 11 March 2003. Since under
the timetable of the Merger the share exchange is to take place
after the payment of the dividend, the impact of the distribution
of reserves on the values of the economic capital of the two
Companies Participating in the Merger was taken into account in
establishing the Exchange Ratio.

Finally, it should be stressed that in determining the Exchange
Ratio an analysis was made of the reasonably foreseeable effects
of the possible exercise of the right of withdrawal by Olivetti
shareholders and it was considered that on the basis, inter alia,
of the share prices in the significant period already elapsed the
outcome of such Withdrawals will not be such as to render a change
in the Exchange Ratio necessary; and this inasmuch as the
withdrawal price can be reasonably expected to be lower than the
value attributed to the shares of Olivetti for the purpose of the
Merger under the valuation methods used.

The subsections that follow describe the methods and principles
adopted in valuing the Companies Participating in the Merger both
from the theoretical point of view and in terms of the main
results.

2.2 Stock-market price method

A.

The stock-market price method estimates the value of the capital
on the basis of the stock-market prices recorded in a significant
period concluding at a date close to that on which the estimation
is performed. After the announcement of the Operation, the stock-
market prices of Telecom Italia and Olivetti were influenced by
the announcement. Hence, the prices following such announcement
are not considered significant.

The stock-market price method is not applicable to Telecom Italia
savings shares inasmuch as Olivetti savings shares do not exist
today. For the savings shares, it was therefore assumed that the
prices of the Olivetti savings shares would reflect a discount
similar to that applied by the market to the Telecom Italia
savings shares, as detailed in Subsection 2.2.4.

On the basis of the market data at 7 March 2003 (the last day of
trading of the securities before the date of the board meetings
that announced the Operation), it is found that:
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a) both of the Companies Participating in the Merger have a
large market capitalization and a significant and
widely-distributed float;

b) as can be seen from the following table: (i) the daily volume
of trading in Telecom Italia and Olivetti ordinary shares is
high (around 1% of the float on average); and (ii) during the
twelve months preceding the announcement of the Operation:

trades of Olivetti shares amounted to around 240% of the
share capital (excluding the portion held by Olimpia
S.p.A.), for a value of Euro 16.9 billion;

trades of Telecom Italia ordinary shares amounted to
around 289% of the share capital represented by that
class of shares (excluding the shares held by Olivetti),
for a value of around Euro 54 billion.

Telecom Italia Average volume Cumulated Average % of Cumulated $

(ordinary shares) ('000) volume capital traded (*) capital trad
('000)

Prices

7 March 2003 42,131.3 42,131.3 1.8% 1.8%

Last week 38,225.3 191,126.4 1.6% 8.1%

Last month 28,994.8 579,895.0 1.2% 24.5%

Last 3 months 31,411.6 1,884,693.5 1.3% 79.5%

Last 6 months 30,126.5 3,765,810.3 1.3% 158.8%

Last year 27,073.7 6,849,656.0 1.1% 288.8%

Olivetti Average volume Cumulated Average % of Cumulated $

('000) volume capital traded (*) capital trad

('000)

Prices

7 March 2003 90, 695.9 90, 695.9 1.0% 1.0%

Last week 86,240.0 431,200.0 1.4% 6.8%

Last month 59,319.6 1,186,392.2 0.9% 18.8%

Last 3 months 61,400.2 3,684,009.3 1.0% 58.3%

Last 6 months 61,220.3 7,652,538.4 1.0% 121.2%

Last year 59,851.9 15,142,528.8 1.0% 240.6%

(*) On the total number of shares held by the market.

Source: Datastream

c) both the Companies constitute a significant portion of the

total capitalization of the Mibtel and MIB30 stock indices.
At 24 March 2003 (for the MIB30 index) and 1 April 2003 (for
the Mibtel index), according to data provided by Borsa
Italiana:
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Olivetti made up 1.9% of the Mibtel index and 2.4% of the

MIB30 index; and

Telecom Italia made up 8.4% of the Mibtel index and 9.5%

of the MIB30 index;

d) Telecom Italia's and Olivetti's floats are significantly
split up among Italian and foreign institutional investors

and Italian retail investors,

to influence the price of the securities.

none of whom is in a position

In order to mitigate the short-term fluctuations typical of the
financial markets, in line with best valuation practice the
analysis of the share prices was extended to the average figures
recorded by the market in sufficiently large intervals of time.

Accordingly,

the following were performed,

among others:

a) analysis of the simple averages over a time span extending
up to the 12 preceding months;

b) analysis of the volume-weighted averages over a time span
extending up to the 12 preceding months;

c) analysis of 1,3,6 and 12 month moving averages;

d) adjustment of the value of Telecom Italia shares to take
account of the planned distribution of the dividend for 2002.

E. From the analysis of the historical price movements, the 1,3,6
and 1l2-month averages were identified as those falling within a
corridor of constant valuations,

table.
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as can be seen from the following

Value for the

Stock-market purpose of the
Market prices value share exchange
TI post-

TI (euro) 0li (euro) div (euro) 0li (eur
Weighted averages
7 March 2003 5.9 0.86 5.7 0.86
1 month 6.5 0.91 6.3 0.91
3 months 7.0 0.99 6.8 0.99
6 months 7.4 1.02 7.2 1.02
12 months 7.8 1.11 7.6 1.11
Arithmetic averages
7 March 2003 5.9 0.86 .7 0.86
1 month 6.6 0.91 6.4 0.91
3 months 7.0 0.99 6.9 0.99
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6 months 7.4 1.01 7.2
12 months 7.9 1.11 7.7
Maximum and minimum prices

Maximum price in the last 12 months 9.7 1.47 9.5
Minimum prices in the last 12 months 5.9 0.84 5.7

Source: Datastream

* Differences are due to rounding.

F.

The results shown above are also confirmed when the time horizon
of the analysis is extended to 18 months.

2.2.3 Sum-of-Parts method

A.

Under the Sum-of-Parts method, the value of Telecom Italia and
Olivetti is calculated as the sum of the values of the individual
units of each company, taken as economic entities that can valued
independently. Such sum is suitably adjusted to take account of
the financial position and minority interests for each of the
Companies Participating in the Merger and, where material, of
other effects, including those of any off-balance-sheet items and
potential tax benefits.

Given the significant incidence on Olivetti's balance sheet
assets of its controlling interest in Telecom Italia, the
valuation procedure concentrated mainly on estimating Telecom
Italia's economic capital, which was also the key factor in
determining that of Olivetti.
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In view of the complexity of the corporate structure of the Group
and the many areas in which it operates, the individual assets
were valued using the methods, among those commonly employed for
valuation purposes, deemed most appropriate to each specific
situation. In particular, the principal assets, such as fixed and
mobile telephony, were valued using the discounted cash flow
(IIDCFI) method.

The remaining assets and liabilities were valued on a case-by-case
basis mainly with reference to their book or market value, in view
of their limited importance in the overall valuation of Telecom
Italia.

The DCF method was applied by discounting operating cash flows
gross of any component of a financial nature (Free cash Flows or
("FCF") . Under this method the value of a company is equal to the
sum of the following components:

- operating cash flows that the company will be able to
generate in the future, discounted at a rate representing the
weighted average cost of capital;

- net financial position and minority interests, which in the
case in question were calculated with reference to 31

December 2002.

The DCF method was applied to determine the fundamental value for
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financial investors and reflects the following assumptions and
approaches:

- the Weighted Average Cost of Capital ("WAAC") was calculated
on a capital structure in line with the current one;

- the growth rates used for the financial projections beyond
the horizon of Telecom Italia's Business Plan and for the
calculation of the terminal value reflect growth prospects
consistent with the relevant market benchmarks.

In applying the DCF method, reference was made to the cash
flows from operations for the main activities based on the
economic and financial plans drawn up by Telecom Italia's
management. These are briefly described in what follows.

20

Fixed telephony

The economic and financial projections in this field were
constructed starting from the market and economic and financial
results achieved in 2002. For the years 2003-2005 they reflect the
company's strategic operating and financial objectives within a
market scenario that refers basically to the Italian fixed
telephony market.

The projections were developed assuming little change in the
regulatory framework, which is reflected in the movements expected
in the prices for access, interconnection and rented lines. In
particular, consideration was given to the introduction of the
network cap for access and interconnection, while for rented lines
the financial projections reflect a continuation of the present
downward trend of prices in the period 2003-2005.

In a retail market characterized (i) by a decline in the wvalue of
voice traffic at an annual rate of 2.3%, as a result of small
increases in volumes and falling prices, and (ii) in increase in
sales in the Internet, data transmission and high value-added
services segments, the "Domestic Wireline" business unit is
expected to maintain the present level of revenues, with an
average compound annual growth rate estimated at 0% - 0.5% in the
period 2002-2005.

With revenues performing as described above, the EBITDA is
forecast to grow at an annual rate of 2% - 2.5% until 2005, with
an objective for the margin on sales of more than 49%. These
results stem from the strategy of focusing on the core business,
product innovation and a policy aimed at enhancing efficiency and
lowering production costs.

The high levels of profitability and of the generation of cash
flow from operations will also benefit from capital spending on
the order of Euro 6.2 billion in the period 2003-2005, of which
about 80% will be on the development of innovative products and
services.

The following table summarizes the financial objectives of the

"Domestic Wireline" business unit, which consists principally of
Telecom Italia's activity in the field of fixed telephony.
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2002 CAGR 2002 - 2005
(billions of euros) (%)
Revenues 17.0 0% - 0.5%
EBITDA 8.0 2% - 2.5%
Operating result 4.7 4.5% - 5%
Cumulative 2003 - 2005
(billions of euros)
Capital spending 2.5 6.2

Mobile telephony (TIM)

In this field consideration was given to market data and the
results for the year 2002, together with economic and financial
projections based on the TIM group's strategic objectives, with a
distinction made between activities in Italy and abroad.

As regards the domestic market for mobile telephony, it is
estimated that its value will have risen to 1.5% of GDP in 2005
and that the level of penetration will reach 100% in 2004. The
level of profitability is expected to remain high in the European
context.

The main source of the creation of value will be Value Added
Services (VAS), which are expected to record a compound annual
growth rate of around 30% in the period 2002-2005, with an
objective for their contribution to Average Revenue Per User
(ARPU) of 18%-22% in 2005, compared with 9% in 2002. Capital
spending to sustain the growth of VAS in the domestic market is
expected to increase from 28% of all capital spending on mobile
telephony in 2003 to 35% in 2005.

Business abroad is expected to account for a rising proportion of
mobile telephony revenues. In Brazil, which will be the main area
of international expansion, it is estimated that the penetration
of mobile telephony will rise from 19% in 2002 to 26% in 2005 and
that over the same period the Group's market share will grow from
16% to 26%, with the objective of increasing users to 12.5
million, of which 9.9 million on the GSM network; this growth will
be sustained by capital spending on the order of Euro 1.1 billion
in the period 2003-2005.

The following table summarizes the results achieved in 2002 and
the main economic and financial objectives for the period 2003-
2005.

22
2002 CAGR 2002 - 2005
(billions of euros) (%)
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Revenues 10.9 7% - 8%
EBITDA 5.0 8% — 9%
Cumulative 2003 - 2005
(billions of euros)
Capital spending 1.7 5.6

Seat Pagine Gialle

In this case consideration was again given to market data and the
results for the year 2002; reference was also made to a macro-
economic scenario with moderate growth in GDP and advertising in
the main target markets (Italy and the United Kingdom) .

In particular, Seat Pagine Gialle's strategy focuses on the search
for further efficiency gains and aggressive action to expand its
business, in order to generate continuous and growing cash flows.

This growth in business will come from a strengthening of the
Directories sector through the integration of the different
platforms (phone, paper and the Internet) and the application of
this model in foreign markets, starting with the United Kingdom.

As regards Internet business, a rapid growth in revenues is
envisaged, at an annual rate of between 17% and 21% in the period
2002-2005.

The estimates underlying Seat Pagine Gialle's financial
projections are summarized in the following table.

2002 CAGR 2002 - 2005
(billions of euros) (%)
Revenues 2.0 6% 8%
EBITDA 0.6 11% - 13%
Operating result 0.2 27% - 29%

Cumulative 2003 - 2005
(billions of euros)

Capital spending 0.1 0.3
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The financial projections for the activities analyzed above
provided the basis for the estimates of operating cash flows in
the forecasting period considered and of the residual value at the
end of that period ("Terminal Value").

For the estimation of the Terminal Value, theory and professional
practice proposes two alternatives:

- the value corresponding to the capitalization of the
normalized operating cash flow (or the present value of the
operating cash flows expected for the period subsequent to
the time horizon of the explicit projection), which can be
estimated as follows:
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FCFEFn

VT = ———————

(WACC—-q)
where
VT = Terminal Value;
FCFn = Normalized operating cash flow;
g = Assumed perpetual growth rate;
WACC = Weighted Average Cost of Capital;
or,

- the value calculated on the basis of a multiple of EBITDA
of the last year of the projection period considered.

Since the cash flows in question will be used to remunerate all
the persons contributing capital, in discounting it is necessary
to use a rate representing the cost of all the financial resources
utilized by the company. This rate is identified as the Weighted
Average Cost of Capital (WACC) and is calculated with reference to
a capital structure in line with that of the company to be valued,
as follows:

D B

WACC = Kd (1-t)-—-- + Ke —-——

D+E D+E
where:
Kd = Cost of debt capital;
Ke = Cost of equity capital;
D = Debt capital;
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E = Equity capital;
t = Tax rate.

In particular, the prevailing practice is to calculate the cost of
equity capital on the basis of the Capital Asset Pricing Model
(CAPM), defined by the following formula:

Ke = Rf+Beta x (Rm—-Rf)

where:

Rf = rate of return on risk-free investments;

Beta = correlation coefficient between a share's effective
rate of return and the overall market rate of return;

Rm = overall market rate of return;

(Rm — Rf) = premium required by the market with respect to the

rate of return on risk-free investments.

The principle underlying this method rests on the hypothesis that
in a liquid and efficient market investors determine the required
rate of return only considering the degree of systematic (or
market) risk of the investment, expressed by the relation between
the variation in the price of the specific share and the variation
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in the market (Beta). The specific risk of the investment (the
share) is not considered, since it can be eliminated by the
investor through appropriate diversification of investments.

In the light of the above, in the case in question reference was
made to the operating cash flows for the individual units as shown
by the economic and financial plans prepared by Telecom Italia.
The Terminal Value was calculated using both a perpetual growth
rate of the FCF and a multiple of EBITDA consistent with the
results produced by comparable listed companies for the different
sectors of reference.

The "normal" rate of return on riskless investments in the Italian
market was used for the risk-free rate. Beta was calculated on the
basis of the most appropriate market data, taking account of the
financial structure of the activities being valued. The most
recent valuation practice was followed for the risk premium
required by the market.

For Olivetti, which has the structure of a holding company whose
assets consist principally of the equity interest in Telecom
Italia, the Sum-of-Parts method was applied by wvaluing such equity
interest according to the procedures described earlier and valuing
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the remaining assets and liabilities principally at book or market
value, in view of their limited importance in the overall
valuation.

In the valuation of Telecom Italia and Olivetti account was also
taken of the tax assets generated by value adjustments to the
controlling interests held respectively by Telecom Italia in Seat
Pagine Gialle and by Olivetti in Telecom Italia for the part that
the Companies Participating in the Merger will effectively be able
to use - independently of the completion of the Operation - on the
basis of the taxable income they are forecast to make on their
own.

From the sum of the values of the assets and the tax asset,
calculated as described above, was subtracted the value of the net
financial position at 31 December 2002, adjusted (i) for Telecom
Italia, for the effect of the dividend to be distributed from
reserves (June 2003) and (ii) for Olivetti, for the pro forma
effect of the conversion of the 1.5 % 2001-2010 convertible bonds,
consistently with the fully-diluted method, which assumes the
conversion into ordinary shares.

With reference to the Sum-of-Parts method, with the assistance
of the Advisors the Board of Directors of Telecom Italia has
identified the following values per ordinary share:

SUM-OF-PARTS METHOD

Telecom
Italia Olivetti Ratio
Value per ordinary share (in 8.8 1.27 6.9

146



L2,

L2,

Edgar Filing: TELECOM ITALIAS P A - Form 6-K

euros)

The results obtained applying the Sum-of-Parts method confirm the
relative values found with the stock-market price method.

Savings shares

For savings shares, inasmuch as shares of this class issued by Olivetti
do not exist today, it was assumed, inter alia considering the
preferential rights that Olivetti saving shares will have, that their
prices reflected a discount similar to that applied by the market to
Telecom Italia savings shares, and it was therefore considered
appropriate to adopt the same Exchange Ratio as for ordinary shares.

It is a generally accepted principle, in fact, that other procedures
for dividing the value of the capital between ordinary shares and
savings
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shares would introduce discretionary elements into the valuation
unsupported by any objective evidence.

Moreover, it appears unlikely that the discount of the savings shares
of the Company Resulting from the Merger with respect to the ordinary
shares will be significantly different from that of the Telecom Italia
savings shares before the Operation. This view 1is based on
consideration of effects of opposite sign: on the one hand, the
increase in the overall dividend premium in absolute terms would
suggest a reduction in the discount; on the other hand, the possibly
greater rise in the price of the ordinary shares as a result of the
Company Resulting from the Merger not being controlled anymore by
another entity would suggest an increase.

Main problems

In performing the valuations to determine the Exchange Ratio, the Board
of Directors of Telecom Italia encountered the following main problems:

(1) Possible further asset sales during 2003: at present it is not
possible to foretell precisely the outcome of the planned
disposal of the new company that will be created as a result of
the spin-off of Seat Pagine Gialle. At all events, in view of
the limited importance of the equity interest in Seat Pagine
Gialle in the overall value of Telecom Italia, the disposal is
not expected to require changes in the Exchange Ratio;

(ii) taxation: the valuation was made on the basis of current tax
law and therefore did not take into account the tax reform now
being prepared, whose effects are difficult to quantify today;

(iii) wvaluation of savings shares: no Olivetti savings shares
exist today. To avoid introducing discretionary elements into
the analysis unsupported by objective evidence, in the absence
of historical data to which to refer for Olivetti, reference
consideration was given only to the price differential between
Telecom ordinary and savings shares.

The Board of Directors has also carefully considered, with the help of
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the Advisors, the arguments put forward by some institutional investors
regarding the application of the NAV method to Olivetti, as a holding
company whose most important asset is the holding in Telecom Italia.
Although recognizing the complexity of the question, the Board of
Directors has come to the conclusion that, given the purpose of the
valuation and the need to adopt uniform criteria for both the Companies
Participating in the Merger, it is correct to value Olivetti using the
same
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methods as those adopted to determine the value of Telecom Italia
(Stock—Market Prices and Sum of Parts).

Conclusions

In the light of the valuations made with the aid of their

respective Advisors, the Boards of Directors of Telecom Italia and
Olivetti have defined and agreed the relative values of the Companies
Participating in the Merger for the purpose of determining the Exchange
Ratio.

The exchange ratios derived by applying the methods used by the
Board of Directors of Telecom Italia are summarized below:

METHOD EXCHANGE RATIO

Stock-market price method

- 7 March 2003 6.7

Weighted averages:

- 1 Month 7.0

- 3 Months 6.9

- 6 Months 7.1

- 12 Months 6.9
6.9

Sum-of-Parts method

These conclusions were compared with those reached by the Board

of Directors of Olivetti with the assistance of its financial advisor,
JPMorgan. At the end of the comparison, the Exchange Ratio indicated
below was established.

Exchange Ratio

On the basis of the valuations of the Companies Participating in

the Merger described above, the following so-called "natural" Exchange
Ratio was established, corresponding to the exchange ratio that would
have been applied without redistribution but through the issue of new
shares for the purpose of the exchange:

- 7 Olivetti shares (ordinary and savings respectively) with a par
value of Euro 1 each for every Telecom Italia ordinary share or
savings share with a par value of Euro 0.55 each.
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No cash consideration is envisaged.

Procedure for assigning the shares of the Company Resulting
from the Merger and the entitlement date of the shares

In view of the interest in maintaining a flexible capital

structure of a size suitable for corporate activities and with a view
to limiting the effects of the Operation on the future remuneration of
the shares, it was considered advisable to leave the nominal capital of
Olivetti basically unchanged at the conclusion of the Operation
inasmuch as the absolute increase in the nominal capital by means of
the issue of as many new shares as would be needed to satisfy the
Exchange Ratio of all the Telecom Italia shares to be exchanged would
have led, under the accounting rules in force, on the one hand, to an
increase in the shareholders' equity consisting of capital with a
consequent significant (exchange) merger deficit subject to
amortization, obviously to the detriment of the remuneration of shares
in future years, and, on the other, to a capital structure
characterized by the nearly total prevalance of items not available for
distribution.

Considering the adequacy of Olivetti's share capital (in relation

also to the overall size of the debt when this is measured against the
cash generating capacity of the Company Resulting from the Merger, both
in absolute terms and relative to the main European competitors), it is
proposed that the share exchange be carried out primarily by
redistributing Olivetti's capital, with recourse to the issue of new
shares only insofar as this proves necessary to maintain the share
capital at the level currently subscribed.

The redistribution technique, which has also been used on

previous occasions in important mergers involving listed companies,
consists in dividing the share capital of the absorbing company and
hence the shares composing it (in an equal, larger or smaller number
than that existing, depending on whether the intention is to hold the
par value of each share unchanged, decrease it or increase it) among
the shareholders of the absorbing company and those of the absorbed
company, according to what was referred to above as the "natural"
Exchange Ratio between the shares.

Obviously, the redistribution takes the share capital of the absorbing
company at the time the merger is implemented as the baseline. In the
case in question, the share capital of Olivetti at the time the Merger
is implemented may vary from the current figure of Euro 8,845,537,520:
(i) increasing as a consequence of the conversion of the "Olivetti 1,5%

29

2001-2004 convertibile con premio al rimborso" and "Olivetti 15% 2001-
2010 convertibile con premio al rimborso" convertible bonds, the
exercise of the "Warrant azioni ordinarie Olivetti ex Tecnost
1999-2004" Olivetti warrants and the exercise of all the Olivetti stock
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options ("Conversions") and (ii) decreasing as a consequence of
Withdrawals. The Absorbing Company's capital "to be "redistributed"
will therefore be the algebraic sum of the subscribed capital at the
time the Merger Plan is approved and the subsequent variations up to
the implementation of the Merger.

Given the extreme cases of the total exercise of Conversions and

no Withdrawals on the one hand and no Conversions and the exercise of
the right to withdraw by all the Olivetti minority shareholders except
Olimpia on the other, at the time the Merger is implemented, Olivetti's
share capital can vary between a maximum of Euro 11,926,697,278 and a
minimum of Euro 2,738,756,641.

Since it is assumed that the post-Merger share capital must not be less
than the current figure of Euro 8,845,537,520, in the event that the
decreasing effect of Withdrawals outweighs the increasing effect of
Conversions so that the share capital at the time the Merger is
implemented is less than such amount, the redistribution of the share
capital will be accompanied by a simultaneous capital increase for the
purpose of the Merger to bring the share capital up to the above-
mentioned minimum figure, apart from roundings serving to eliminate any
resulting fractions of shares.

In the light of the method and principles described above, the
share capital will be fixed and the share exchange carried out
according to the following rules:

A) Olivetti will fix the nominal value of its shares - in the
amount resulting after Conversions on the one hand and Withdrawals
on the other - at Euro 0.55 (equal to the par value of Telecom
Italia shares), in place of the current par value of Euro 1.
Consequently, Olivetti's share capital will be divided into a
larger number of shares. Such shares will be divided into ordinary
shares and savings shares.

B) The new ordinary and savings shares with a par value of Euro
0.55 each making up the share capital at the time of the Merger of
Olivetti will be redistributed, respectively, to the holders of
Olivetti and Telecom Italia ordinary shares and the holders of
Telecom Italia savings shares according to assignment ratios
reflecting, with reference to the actual number of shares to be
redistributed, the "natural" Exchange Ratio specified above of 7
Olivetti ordinary or savings shares for every Telecom Italia
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ordinary or savings share. It should be noted in this respect that
the Telecom Italia shares to be exchanged in the context of the
redistribution with shares of the Company Resulting from the
Merger with a new par value of Euro 0.55 each will naturally be
the Telecom Italian shares held by persons other than Olivetti and
Telecom Italia. The number of shares of the Company to be Absorbed
held by minority shareholders and actually to be exchanged will
therefore vary, depending on the outcome of the Offer that
Olivetti may make after the shareholders' meeting called to
approve the Merger and before the latter's completion.

More precisely, where:

No. OLI Euro 1 shares denotes the number of Euro 1 Olivetti
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shares resulting after Conversions and Withdrawals;

No. OLI Euro 0.55 shares denotes the number of new shares of the
Company Resulting from the Merger with a par value of Euro 0.55
each actually to be redistributed following the operation
referred to at point A;

No. T.I. shares denotes the number of Telecom Italia shares held
by minority shareholders that must be exchanged;

(1) the holders of Olivetti ordinary shares will be assigned,
for every share held, a number of ordinary shares of the
Company Resulting from the Merger equal to:

No. OLI Euro 0.55 shares

No. OLI Euro 1 shares + (No. T.I. shares X 7)

(2) the holders of Telecom Italia ordinary and savings shares
will be assigned, for every ordinary or savings share held,
a number of ordinary or savings shares of the Company
Resulting from the Merger equal to:

seven times the number of shares assigned to Olivetti shareholders for

every share held by the latter

31

Assuming the extreme case in which all the Conversions were
carried out, all the shares reserved for the Telecom Italia stock-
option plans were issued, no Withdrawals occurred and none of the
holders of Telecom Italia ordinary and savings shares accepted the
Offer, the redistribution would involve 21,684,904,142 shares of
the Company Resulting from the Merger with a par value of Euro 0.55
each and the Telecom Italia shares to be exchanged would total
4,459,575,170 (taking account of Olivetti's holding in the capital
of Telecom Italia and of the latter's holding of own shares at the
date of this Report). In such case, applying the formula above
would give the following assignment ratios:

(1) 0.502620 new ordinary shares of the Company Resulting from
the Merger with a par value of Euro 0.55 each for every
Olivetti ordinary share with a par value of Euro 1 held at
the date at which the Merger becomes effective and for
which the right of withdrawal has not been exercised;

(i1) 3.518341 new ordinary or savings shares of the Company
Resulting from the Merger for every Telecom Italia ordinary
or savings share, respectively, held at the date at which
the Merger becomes effective by minority shareholders other
than Olivetti and Telecom Italia itself.

In the light of the above, since the variables represented by
Conversions, the exercise of Telecom Italia stock options,
Withdrawals and acceptances of the Offer can only be quantified
exactly at the time the Merger is implemented, it is evident that
the assignment ratio for the purpose of redistribution can be
established precisely only at the time the Merger becomes
effective.
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At all events, at the end of the Operation the ratio between the
shares assigned to Olivetti shareholders and those assigned
Telecom Italia shareholders will exactly reflect the "natural"
Exchange Ratio (1/7) determined above.

As already indicated, if at the time the Merger is implemented the
Absorbing Company's share capital is less than the current figure
of Euro 8,845,537,520 because the decreasing effect of Withdrawals
outweighs the increasing effect of Conversions, the redistribution
of the share capital just described will be accompanied by the
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simultaneous issue of up to a maximum of 11,103,237,962 new
ordinary and saving shares of the Company Resulting from the
Merger with a par value of Euro 0.55 each for the purpose of the
share exchange, against the transfer to capital of the portion of
Telecom Italia's shareholders' equity belonging to minority
interests. These additional shares will be assigned to all the
shareholders of both the Absorbing Company and the Company to be
Absorbed in proportion to their respective shareholdings obtained
by applying the assignment ratios indicated at Point B).

Thus, even in the event of such an occurrence, at the end of

the Operation the ratio between the shares assigned to Olivetti
shareholders and those assigned to Telecom Italia shareholders
will exactly reflect the "natural" Exchange Ratio (1/7) determined
above.

The foregoing is without prejudice to roundings made necessary by
the exchange transactions. Olivetti International has announced
that it stands ready to renounce such number of shares or
fractions of shares as will be necessary to close out the
operation.

As part of the procedure for assigning the shares of the Company
Resulting from the Merger, a service will be provided to the
minority shareholders of both Olivetti and Telecom Italia, through
authorized intermediaries, to round the number of newly-issued
shares owned down or up to nearest whole number, at market prices
and at no cost in terms of expenses, stamp duty or commissions. In
the event that the Olivetti shares held do not entitle the holder
to receive, in accordance with the assignment mechanism, even one
newly-issued Olivetti share at the end of the Operation,
maintenance of the position of shareholder in the Absorbing
Company will be ensured by Olivetti International S.A. making
available to such persons, free of charge, one share of the
Company Resulting from the Merger.

The newly-issued shares to be utilized for the share exchange
will be assigned to those entitled by the respective authorized
intermediaries participating in Monte Titoli S.p.A. at the date
the Operation becomes effective. It will be possible to exchange
Olivetti and Telecom shares which have not been dematerialized
only by delivering them to an authorized intermediary for
dematerialized book-entry in the central securities system.

33
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J) Special notices, published in at least three newspapers with a
national circulation (of which one must be a financial newspaper),
will promptly announce the amount of the capital of the Company
Resulting from the Merger at the time of the Merger as a result of
the quantification of the variables involved in the Operation
(Conversions, the exercise of Telecom Italia stock options,
Withdrawals, acceptances of the Offer), the exact assignment ratio
in the overall and final measure resulting from the outcome of the
supplementary assignment described at Point F, if any, and the
detailed instructions on how to carry out the share exchange and
to trade or obtain fractional rights as provided for at Point H).

Date on which the Merger becomes effective

Pursuant to Articles 2504-bis, last paragraph, and 2501-bis,

first paragraph, point 5, of the Civil Code, the newly-issued shares of
the Company Resulting from the Merger will have regular dividend
rights.

Pursuant to Article 2504-bis, second paragraph, of the Civil
Code, the effects of the Merger, except for those referred to in
Article 2501-bis, points 5 and 6, of the Civil Code, will become
effective starting on the date of the last filing of the merger
instrument, or from such later date as may be specified in that
instrument.

Consequently, on that date the Absorbing Company will assume all the
assets, rights and obligations of the Company to be Absorbed,
including, but not limited to, all the tangible and intangible assets,
expropriation procedures, licences, authorizations, concessions, public
service franchises, plant, machinery, equipment, motor vehicles and in
general movable goods entered in public registers, patents,
intellectual property, securities, current account assets and
liabilities, loans, bond issues, equity investments, insurance
policies, labour contracts and every other contractual instrument.

Date on which transactions are to be recorded in the Absorbing
Company's accounts

In accordance with the combined effects of Articles 2504-bis,

last paragraph, and 2501-bis, point 6, of the Civil Code and Article
123(7) of Presidential Decree 917/1986, and in conformity with Point 6
of the Merger Plan, the transactions of the Absorbed Company will be
recorded in the accounts of the Absorbing Company starting from 1
January of the year in which the Operation becomes effective and thus,
according to the planned timetable, from 1 January 2003, for income tax
purposes as well.

34

Tax effects of the Operation on the Absorbing Company's
accounts

Direct taxes: regime of the Companies Participating in the Merger
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For income tax purposes, pursuant to Article 123 of the Income Tax Code
approved with Presidential Decree 917/1986 and to Article 27(1) of Law
724/1994, mergers are neutral and therefore do not constitute a
realization or distribution of capital gains or losses in respect of
the assets of the merged companies, including inventories and goodwill.
In particular, with regard to the position of the Absorbing Company, it
is to be noted that in principle merger differences are not included in
income and are totally immaterial for tax purposes.

However, pursuant to Article 6(1) of Legislative Decree 358/1997 it is
possible that the larger values stated in the accounts of the Absorbing
Company as a consequence of the recording of cancellation or share
exchange deficits may be recognized for tax purposes upon application
thereto of the tax in lieu of income tax at the rate of 19%.
Furthermore, pursuant to Article 6(2) of the same decree, such larger
values stated in the accounts as a consequence of the recording of the
cancellation deficit are considered to be recognized for tax purposes
without any tax liability (that is, without application of the
above-mentioned tax in lieu of income tax) 1f and to the extent that
the equity interests cancelled have resulted in the previous holders
paying tax on the capital gains, net of the related capital losses and
writedown.

Pursuant to Article 123(4) of Presidential Decree 917/1986,
Olivetti will reconstitute:

the reserves with tax deferred in the latest financial statements of
Telecom Italia;

the reserves subject to tax if they are distributed (Article 123 (4),
second sentence) up to the amount of any share exchange surplus.

From the date on which the Merger becomes effective, Olivetti will
succeed to Telecom Italia's obligations and rights relating to income
tax. Since the Operation is to be retroactive to 1 January of the year
in which the Operation becomes effective for accounting and tax
purposes, there is no separate tax period between the closing date of
the last fiscal year of the Company to be Absorbed and the date on
which the Merger becomes effective.
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Tax regime for the shareholders

For the shareholders, the exchange of the shares held in the

Company to be Absorbed does not constitute a sale of such securities
since it simply involves replacing the securities of the Company to be
Absorbed (which will be cancelled as a result of the Merger) with
securities of the Absorbing Company. Consequently, the cost of the
equity investment in the Company to be Absorbed will be transferred to
the shares issued by the received Absorbing Company received in
exchange.

Indirect tax regime

For the purposes of indirect taxes, the Merger is a transaction
excluded from the scope of V.A.T. pursuant to Article 2(3) (f) of
Presidential Decree 633/1972, whereby transfers of assets in connection

154



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

with corporate mergers are not considered sales material for V.A.T.
purposes. Consequently, the merger instrument is subject to a
registration fee of Euro 129.11 pursuant to Article 4 (b) of the first
part of the fee schedule annexed to Presidential Decree 131/1986.

Forecasts of the composition of the shareholders of the Company
Resulting from the Merger

According to the company share register, supplemented by
communications received and available information, at the date of this
Report the following shareholders hold an interest of more than 2% in
the capital represented by ordinary shares of the Company to be
Absorbed:

NUMBER OF ORDINARY % OF ORDINARY
SHARES HELD SHARE CAPITAL
Olivetti S.p.A.

2,891,656,682 54.94%

Olivetti shareholders

According to the company share register, supplemented by communications
received and available information, the following shareholders hold an
interest of than 2% of the capital represented by ordinary shares of
the Absorbing Company:
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NUMBER OF ORDINARY % OF ORDINARY
SHARES HELD SHARE CAPITAL

Olimpia S.p.A. 2,524,127,813 28.54%
Caisse des Depots et 389,200,000 4.40%
Consimations

Assicurazioni Generali S.p.A. 334,842,996 3.79%
Olivetti International S.A. 211,931,328 2.40%
Mediobanca S.p.A. 210,723,954 2.38%

* Investment held via CDC Ixis Capital Market.

** Investment held through subsidiaries.

***% Subsidiary of Olivetti S.p.A. Under Article 23594-bi5 of the Civil Code, the
voting rights of the shares held by Olivetti International S.A. may not be
exercised.

7.3

Effects of the Merger on the composition of shareholders

As already mentioned the shareholder structure of the Company
Resulting from the Merger depends on the number of Conversions and
Withdrawals and consequently on the sum devoted to the Offer and the
number of acceptances thereof. The following table shows the
foreseeable composition of shareholders with holdings of more than 2%
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in the Company Resulting from the Merger on the assumption: (i) that
there are no Conversions (apart from those deriving from applications
received by 31 March 2003, which are not yet reflected in Olivetti's
share capital filed with the Company Register but are considered in
this analysis) and that no Telecom Italia stock options have been
exercised; (ii) that 25% of the shareholders other than Olimpia S.p.A.
withdraw at a price taken to be equal to Euro 1 (which is in line with
the average of the official prices recorded from 26 November 2002 up to
today), giving a total outlay of about Euro 1,527 million; and (iii)
that the Offer is made at prices between the minimum and maximum prices
for the Telecom Italia ordinary and savings shares (i.e. Euro 7.7 per
ordinary share and Euro 5.175 per savings share), giving a total outlay
of Euro 7,473 million, so that the Offer covers about 14.6% of the
ordinary and savings shares in the event of full acceptance.

NUMBER OF ORDINARY % OF ORDINARY

SHARES HELD SHARE CAPITAL
Olimpia S.p.A. 1,336,092,044 13.65%
Caisse des Depots et 296,014,537 2.10%

Consimations

* Investment held via CDC Ixis Capital Market.
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It is foreseeable that no single shareholder will have control of the
Company Resulting from the Merger, which, as mentioned earlier, will be
fully contestable.

8. Effects of the merger on shareholders agreements (Article 122 of
Legislative Decree 58/1998) regarding the shares of the
Companies Participating in the Merger

The participants in the shareholders agreements falling within the
scope of Article 122 of Legislative Decree 58/1998 for the Companies
Participating in the Merger have not sent any notifications concerning
possible effects of the Merger on such agreements.

9. Changes to bylaws

9.1.1 For the purpose of the Merger, Olivetti will amend its bylaws,
basically adopting the current bylaws of Telecom Italia. In particular:

(1) Olivetti will change its name to "Telecom Italia S.p.A." and
adopt Telecom Italia's current corporate purpose in its
entirety;

(ii) the article of the bylaws concerning the share capital will

incorporate the changes concerning the number, par value and
class of the shares into which the share capital of the Company
Resulting from the Merger will be divided as a result of the
Merger on the basis of the assignment procedure described in
Section 4. In particular, account is taken of the change in the
par value of the shares from Euro 1 to Euro 0.55 and the amount
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of the capital increases already approved by Olivetti for the
purpose of the convertible bond issues, stock-option plans and
warrants consequently adjusted, with account also taken of the
Exchange Ratio and assignment procedure described in Section 4.
Lastly, the amendments are included that are necessary to ensure
the assumption by the Company Resulting from the Merger of the
commitments under the stock-option plans of the Company to be
Absorbed, for the part still applicable. Section 9.12
illustrates the provisions that will be included in the article
of the bylaws concerning the share capital with reference to the
capital increases for the stock-option plans of the Company to
be Absorbed;

(iii) a specific article will concern the savings shares that
will be assigned to the holders of Telecom Italia savings shares
on the basis of the exchange ratio and assignment procedure
described
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earlier. In accordance with Article 145 of the Consolidated Law,
this article will specify the substance of the preferential
rights attaching to the savings shares issued for the purpose of
the exchange, the related conditions, limits and procedures for
the exercise thereof and describe the legal treatment of this
class of shares in the event of the delisting of the ordinary or
savings shares of the Company Resulting from the Merger. The
preferential rights of the savings shares to be issued in
exchange will be the same as those of the Telecom Italia savings
shares, including the possibility of satisfying the rights
attaching to them by distributing reserves, whose introduction
in the Telecom Italia bylaws will be proposed at the
shareholders' meeting called to consider the Merger Plan.

As regards the clauses of Telecom Italia's bylaws that give the
Minister for the Economy and Finance some special powers, to be
exercised in agreement with the Minister for Productive Activities, in
application of Article 2 of Law 474/1994, it should be noted that such
powers include the right to veto the adoption of merger resolutions and
amendments to the bylaws that would suppress or alter such powers,
which were introduced into Telecom Italia's bylaws under a Prime
Ministerial Decree of 21 March 1997 in the light of the sector of the
company's operations (telecommunications) and with a view to its
privatization.

At the end of the meeting of its Board of Directors on 11 March 2003,
Telecom Italia requested the Minister for the Economy and Finance to
indicate whether he intended to exercise the powers in question.

The Minister for the Economy and Finance subsequently informed Telecom
Italia that he did not consider the conditions existed for the exercise
of the power of veto with respect to the adoption by Telecom Italia's
shareholders' meeting of the merger resolution. By contrast, as regards
the question of the presence in the bylaws of the clauses giving the
special powers, the Minister for the Economy and Finance indicated that
he considered it necessary to maintain the power of expressing a
favourable opinion on the acquisition of major shareholdings in the
company's capital and the power of veto as set out in the current
bylaws of Telecom Italia.
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The Minister for the Economy and Finance also stated that he had
reached agreement with the Minister for Productive Activities on the
indications regarding these questions.

With this premise, and pending the formalization of the measure best
suited to the foregoing indications and any opinion the competent
Community authorities might express on the matter, the Minister for the
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Economy and Finance requested that the bylaws to be submitted to the
shareholders' meetings of the Companies Participating in the Merger
conform with the indications set out above.

The shareholders' meeting of the Absorbing Company called to

approve the Merger Plan will be required, in relation to what was just
said, not only to update the resolutions adopted to increase the
capital for the exercise of the rights attaching to the "Warrant azioni
ordinarie Olivetti ex Tecnost 1999-2004" warrants and the "Olivetti
1,5% 2001-2004 convertibile con premio al rimborso" and "Olivetti 1,5%
2001-2010 convertibile con premio al rimborso" convertible bonds and
for the exercise of the Olivetti stock options, but also to approve
increases in capital for the stock options issued by Telecom Italia
that have not yet been exercised.

To this end, the Company Resulting from the Merger will approve
corresponding increases in capital permitting the issue in relation to
such stock options of a number of shares updated in accordance with the
Exchange Ratio and the assignment ratio provided for in the Merger
Plan, while the exercise price of the option with respect to the total
number of shares updated as indicated above will remain unchanged. In
other words, the owner of Telecom Italia stock options will maintain
the right to subscribe, at the price already fixed, not for the
original number of Telecom Italia shares but the larger number
established on the basis of the assignment ratio as defined in Section
4.

In this case as well it will only be possible to calculate the exact
numbers of shares that can be subscribed when the final assignment
ratio is established at the time of the merger.

More precisely, with reference to Telecom Italia's stock options, the
Absorbing Company will approve an increase in capital divided into the
following tranches, all of which will be variable up to a maximum
amount :

1. a tranche for the exercise of the 8,471,500 options already
assigned by the Company to be Absorbed under the "Piano di Stock
Option 1999" stock-option plan, to be implemented not later than
31 January 2005 by the issue of ordinary shares with a par value
of Euro 0.55 each, which will be reserved for the holders of the
above-mentioned options on the basis of the assignment ratio
envisaged for the shareholders of the Company to be Absorbed in
the Merger, at a price of Euro 6.79 for each option held;

2. a tranche for the exercise of the 20,600,000 options already
assigned by the Company to be Absorbed under the "Piano di
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Stock Option 2000" stock-option plan, to be implemented not later
than 30 July 2008 by the issue of ordinary shares with a par value
of Euro 0.55 each, which will be reserved for the holders of the
above-mentioned options on the basis of the assignment ratio
envisaged for the shareholders of the Company to be Absorbed in
the Merger, at a price of Euro 13.815 for each option held;

3. a tranche for the exercise of the 32,452,500 options already
assigned by the Company to be Absorbed under the "Piano di Stock
Option 2001" stock-option plan, to be implemented not later than
30 April 2008 by the issue of ordinary shares with a par value of
Euro 0.55 each, which will be reserved for the holders of the
above-mentioned options on the basis of the assignment ratio
envisaged for the shareholders of the Company to be Absorbed in
the Merger, at a price of Euro 10.488 for each option held;

4. a tranche for the exercise of the 11,800,000 options already
assigned by the Company to be Absorbed under the "Piano di Stock
Option Top 2002" stock-option plan, to be implemented not later
than 28 February 2010 by the issue of ordinary shares with a par
value of Euro 0.55 each, which will be reserved for the holders of
the above-mentioned options on the basis of the assignment ratio
envisaged for the shareholders of the Company to be Absorbed in
the Merger, at a price of Euro 9.203 for each option held;

5. a tranche for the exercise of the 27,689,000 options already
assigned by the Company to be Absorbed in three distinct lots
under the "Piano di Stock Option 2002" stock-option plan, to be
implemented not later for the three lots than 31 March 2008, 31
March 2009 and 31 March 2010 respectively by the issue of ordinary
shares with a par value of Euro 0.55 each, which will be reserved
for the holders of the above-mentioned options on the basis of the
assignment ratio envisaged for the shareholders of the Company to
be Absorbed in the Merger, at a price for the three lots of Euro
9.665, Euro 7.952 and Euro 7.721 respectively for each option
held.

As mentioned earlier, the amendment of the Absorbing Company's
corporate purpose 1s necessary in order to allow the Company Resulting
from the Merger to continue all the activities currently performed by
Telecom Italia, and particularly those performed on the basis of
specific administrative measures.

In another respect, it is necessary to clarify that at the completion
of the Merger the Company resulting from the Merger will be able to
engage in
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other activities, such as "[. . .] publishing [and] advertising [.
.1", which are not envisaged by Olivetti's current corporate purpose.

Again with a view to not prejudicing the succession by the Company
Resulting from the Merger to the activities of Telecom Italia, and
especially to those performed on the basis of specific administrative
measures, it was considered advisable to include in the corporate
purpose the provision that "the acquisition [. . .] of equity interests
in other companies or enterprises engaged in activities falling within
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the scope of the corporate purpose or related, complementary or similar
thereto I...]" may be performed "provided it is not the Company's
principal activity". Consequently, Olivetti will cease to be a holding
company and will become a company operating principally in the sector
of telecommunications services.

10. Evaluation of recourse to the right of withdrawal (Article 131 of
Consolidated Law and Article 2437 of the Civil Code) for
Telecom Italia shareholders

10.1 Evaluation on the basis of Article 131 of the Consolidated Law

10.1.1 The Absorbing Company is listed, inter alia, on Borsa Italiana's
MTA electronic share market and will remain so at the completion of the
Merger. Moreover, provision has been made for the Operation to be
subject to the listing of the savings shares to be offered in exchange
to holders of Telecom Italia savings shares at the date the Merger
becomes effective.

Thus, there are no legal grounds for the exercise of the right of
withdrawal provided for by Article 131 of the Consolidated Law.

10.2 Evaluation on the basis of Article 2437 of the Civil Code

10.2.1 As explained earlier, as a result of the Merger Olivetti will
change its corporate purpose by adopting the current corporate purpose
of Telecom Italia.

10.2.2 Consequently, Telecom Italia shareholders will not be entitled
to exercise the right of withdrawal provided for by Article 2437 of the
Civil Code. By contrast, this right can be exercised by the Olivetti
shareholders who are absent or contrary to the approval of the Merger
Plan. More precisely, Olivetti shareholders who vote against the plan
in the shareholders' meeting will be able to exercise the right of
withdrawal within 3 days of the date of the meeting, while those absent
will be able
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to exercise it within 15 days of the date the resolution is filed with
the Company Register. Withdrawal will be exercisable only by those who
are Olivetti shareholders at the date on which the Olivetti
shareholders' meeting approves the Merger Plan.

* ok Kk Kk X

Milan, 15 April 2003
TELECOM ITALIA S.p.A.

For the Board of Directors
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PROPOSAL TO THE SHAREHOLDERS' MEETING

160



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

The meeting of ordinary shareholders of Telecom Italia S.p.A.,

having seen the plan for the merger of Telecom Italia S.p.A. into
Olivetti S.p.A., entered respectively in the Turin Company Register and
the Milan Company Register on April 18 and 22,2003 (the Merger Plan);

having examined the Directors' report on the merger operation (the
Merger) ;

having taken note of the balance sheets of the companies participating in
the Merger, as shown in their draft financial statements for the year
ended 31 December 2002;

having taken note of the reports on the congruousness of the merger
exchange ratio prepared by the auditing firms Deloitte & Touche Italia
S.p.A. for Olivetti and Reconta Ernst & Young S.p.A. for Telecom Italia;

having taken note of the timely filing of the documentation required under
the applicable law;

resolves

1. to approve the Merger Plan and consequently to proceed - with the
accounting and tax effects starting on 1 January of the year in which the
Merger becomes effective in respect of third parties, as provided for in
the Merger Plan - with the merger of Telecom Italia S.p.A. into Olivetti
S.p.A. (the Absorbing Company) on the basis of the following exchange
ratio:

Olivetti ordinary shares with a par value of Euro 1 (one) for every
Telecom Italia ordinary share with a par value of Euro 0.55 each;

Olivetti savings shares with a par value of Euro 1 (one) for every
Telecom Italia savings share with a par value of Euro 0.55 each;

with the effectiveness of the whole operation subject (i) to the adoption
by the shareholders' meeting of Olivetti of a like resolution and (ii) to
the admission to listing on the MTA electronic share market operated by
Borsa Italiana S.p.A. of the savings shares to be issued by the Absorbing
Company, taking note that the Olivetti shares with a par value of Euro 1
each (net of those for which the right of withdrawal has been exercised)
will be withdrawn and that new ordinary and savings shares will be issued
with a par value of Euro 0.55 each and regular dividend entitlement, in
the number resulting from their assignment to Olivetti shareholders and
Telecom Italia shareholders other than Olivetti in accordance with the
following criteria:

A. satisfaction of the exchange ratio between the economic values
underlying the Olivetti and Telecom Italia shares by redistributing
Olivetti's capital at the time of the implementation of the Merger,
net of the Olivetti shares with a par value of Euro 1 (one) for which
the right of withdrawal has been exercised, subsequent to the change
in the par

value of the shares of the Absorbing Company from Euro 1 to Euro
0.55, and thus by applying the following assignment ratios:

for every Olivetti share (with a par value of Euro 1) withdrawn
and cancelled, assignment of "x" newly-issued ordinary shares of

161



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

the Absorbing Company (with a par value of Euro 0.55 each);

for every Telecom Italia ordinary share (with a par value of Euro
0.55) withdrawn and cancelled, assignment of "7x" newly-issued
ordinary shares of the Absorbing Company (with a par value of
Euro 0.55 each);

for every Telecom Italia savings share (with a par value of Euro
0.55) withdrawn and cancelled, assignment of "7x" newly-issued
savings shares of the Absorbing Company (with a par value of Euro
0.55 each);

where the number "x" is the ratio between

o the total number of shares of the Absorbing Company with a par
value of Euro 0.55 each to be redistributed and

o the sum of (i) the total number of Olivetti shares with a par
value of Euro 1 outstanding (for which the right of withdrawal
has not been exercised) at the time of the implementation of the
Merger and (ii) 7 times the total number of Telecom Italia shares
to be exchanged at the time of the implementation of the Merger;

assignment, if necessary, to all the holders of the Absorbing
Company's ordinary and savings shares, in proportion to their
respective holdings following the redistribution and therefore on the
basis of the above-mentioned exchange ratio, of up to a maximum of
11,103,237,961 new shares, of the same class as the shares already
assigned under the redistribution, with a par value of Euro 0.55 each
(and thus up to a total maximum amount of Euro 6,106,780,879.10)
until the share capital of the Absorbing Company reaches a total of
Euro 8,845,537,520.05.

A service will be provided to shareholders to handle any fractions of
shares, without prejudice to any rounding deriving from the aforesaid
assignment operations;

to grant severally to the Chairman, the Deputy Chairman and each of the
Managing Directors the powers needed:

(a)

to complete all the formalities required for the resolutions adopted
to obtain all the necessary authorizations, with the right to approve
and introduce into such resolutions, the Merger Plan and the Bylaws
of the Absorbing Company annexed thereto any amendments, additions or
deletions that may be requested or suggested by administrative
authorities and/ or following the exercise of the special powers
referred to in Article 5 of the bylaws of Telecom Italia S.p.A. or on
the occasion of filings with the Company Register;

to draw up and sign, inter alia by having ad hoc recourse to
attorneys or agents, in conformity with the resolution of point 1,
the public merger instrument, defining every agreement, condition,
clause, time limit and procedure thereof in conformity with and in
implementation of the Merger Plan;

to do - inter alia by having ad hoc recourse to attorneys or

agents - whatever else may be necessary for and conducive to the
complete implementation of the foregoing resolutions, authorizing
entries, transcriptions, annotations, amendments and corrections in
public registers and every other competent seat.
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Annex IIT.
Merger plan referred to in Article 2501-bis of the Civil Code
with attached a copy of the bylaws of the
Company Resulting from the Merger

PLAN FOR THE MERGER
OF TELECOM ITALIA S.P.A.
INTO OLIVETTI S.P.A.
(under Article 2501-bis of the Civil Code)

Milan, April 15, 2003

The following is an English translation of the official version in Italian
language. In case of conflict, the Italian language version will prevail.

Except as provided below, any offer to purchase or sell securities
described herein is not being made, directly or indirectly, in or into, or by
the use of the mails of, or by any means or instrumentality (including, without
limitation by mail, telephonically or electronically by way of internet or
otherwise) of interstate or foreign commerce, or any facility of any securities
exchange, of the United States of America and any such offer will not be
capable of acceptance by any such use, means, instrumentality or facility.

The information contained herein does not constitute an offer of
securities for sale in the United States or offer to acquire securities in the
United States.

The Olivetti securities referred to herein have not been, and are not
intended to be, registered under the U.S. Securities Act of 1933 (the
"Securities Act") and may not be offered or sold, directly or indirectly, into
the United States except pursuant to an applicable exemption. The Olivetti
ordinary shares and Olivetti savings shares are intended to be made available
within the United States in connection with the merger pursuant to an exemption
from the registration requirements of the Securities Act.
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The proposed cash tender offer for a portion of the Telecom Italia
ordinary shares described herein is intended to be made available in or into
the United States pursuant to an exemption from the tender offer rules
available pursuant to the Securities Exchange act of 1934.

The proposed cash tender offer for a portion of the Telecom Italia savings
shares described herein is not being made and will not be made, directly or
indirectly, in or into the United States

The merger described herein relates to the securities of two foreign
companies. The merger in which Telecom Italia ordinary shares will be converted
into Olivetti ordinary shares is subject to disclosure and procedural
requirements of a foreign country that are different from those of the United
States. Financial statements included in the document, if any, will be prepared
in accordance with foreign accounting standards that may not be comparable to
the financial statements of United States companies.

It may be difficult for you to enforce your rights and any claim you may
have arising under the federal securities laws, since Olivetti and Telecom
Italia are located in Italy, and some or all of their officers and directors
may be residents of Italy or other foreign countries.

You may not be able to sue a foreign company or its officers or directors
in a foreign court for violations of the U.S. securities laws. It may be
difficult to compel a foreign company and its affiliates to subject themselves
to a U.S. court's judgment. You should be aware that Olivetti may purchase
securities of Telecom Italia otherwise than under the merger offer, such as in
open market or privately negotiated purchases.

2

PLAN FOR THE MERGER
OF TELECOM ITALIA S.P.A.
INTO OLIVETTI S.P.A.
(under Article 2501-bis of the Civil Code)

1. Companies participating in the Merger

Absorbing Company

OLIVETTI S.P.A.

Olivetti S.p.A. ("Olivetti" or the "Absorbing Company"), with registered office
at 77 Via Jervis, Ivrea, fully paid-up share capital of Euro 8,845,537,520
divided into 8,845,537,520 ordinary shares with a par value of Euro 1 each, tax
code and registration number in the Turin Company Register: 00488410010.
Company to be Absorbed

TELECOM ITALIA S.P.A.

Telecom Italia S.p.A. ("Telecom Italia" or the "Company to be Absorbed"), with
registered office at 2 Piazza degli Affari, Milan, and headquarters and
secondary office at 41 Corso d'Italia, Rome, fully paid-up share capital of

Euro 4,023,816,860.80 divided into 5,262,908,631 ordinary shares with a par
value of Euro 0.55 each and 2,053,122,025 savings shares with a par value of
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Euro 0.55 each, tax code and registration number in the Milan Company Register:
00471850016.

2. Bylaws of the Absorbing Company and amendments thereto deriving from the
Merger

As a consequence of the Merger, Olivetti will basically adopt the current
bylaws of Telecom Italia.

In particular:
(1) the Absorbing Company will change its name to "Telecom Italia S.p.A.";

(ii) the Absorbing Company will take over the corporate purpose of Telecom
Italia in its entirety, so as to be able to continue to perform the
activities that Telecom Italia is authorized to perform under
administrative measures. The amendment to the corporate purpose will give
the right of withdrawal to

Olivetti shareholders who are absent or contrary to the Merger, pursuant
to Article 2437 of the Civil Code;

(iii) the bylaws of the Absorbing Company will be amended to take account of
the changes that will be made to the number and par value (which will be
fixed at Euro 0.55) of the ordinary and savings shares at the end of the
Merger and hence following the application of the share exchange ratio
and assignment procedure described in Sections 3 and 4. As a further
consequence of the Merger the bylaws will also be amended to take account
of (a) the updating of the amount of the increases in capital already
approved by Olivetti for the purposes of the "Piano triennale di Stock
Option 2002-2004" stock-option plan, the "Piano triennale di Stock Option
febbraio 2002-dicembre 2004" stock-option plan, the "Warrant Azioni
Olivetti ex Tecnost 1999-2004" warrants, and the convertible bond issues
"Prestito Olivetti 1,5% 2001-2004 convertibile con premio al rimborso"
and "Prestito Olivetti 1,5% 2001-2010 convertibile con premio al
rimborso", and (b) the increases in capital that the Olivetti
shareholders' meeting will be called to approve for the purposes of the
stock-option plans of the Company to be Absorbed (Piano 1999, Piano 2000,
Piano 2001, Piano Top 2002 and Piano 2002), for the part still
applicable;

(iv) the bylaws of the Absorbing Company will contain an article concerning
the savings shares that will be assigned in exchange to the holders of
Telecom Italia savings shares on the basis of the exchange ratio and
assignment procedure described in Sections 3 and 4. In accordance with
Article 145 of Legislative Decree 58/1998, this article will specify the
substance of the preferential rights attaching to the savings shares
issued for the purpose of the exchange, the related conditions, limits
and procedures for the exercise thereof and describe the legal treatment
of this class of shares in the event of the delisting of the ordinary or
savings shares of the Absorbing Company. The preferential rights of the
savings shares to be issued in exchange will be the same as those of the
Telecom Italia savings shares, including the possibility of satisfying
the rights attaching to them by distributing reserves, whose introduction
in the Telecom Italia bylaws will be proposed at the shareholders'
meeting called to consider the Merger Plan;
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(v) the Minister for the Economy and Finance has notified Telecom Italia that
he does not consider there are grounds for vetoing the adoption of the
merger resolution by the Telecom Italia shareholders. With regard to the
inclusion in the bylaws of the clauses providing for special powers, the
Minister for the Economy and Finance has communicated that he considers
it necessary to maintain the power of approval of the acquisition of
major equity interests in the company and the veto powers, in the text
currently contained in the Telecom Italia bylaws. The Minister for the
Economy and Finance has also communicated that he has reached the
agreement on these decisions with the Minister for Productive Activities.
This premised, pending the formalization of the measure most appropriate
to these decisions and the opinion, if any,

that the competent European Union authorities may see fit to express on
the matter, the Minister for the Economy and Finance has requested that
the bylaws to be submitted to the shareholders meetings of the Companies
Participating in the Merger contain the provisions specified above.

(vi) It is also pointed out the shareholders' meeting of the Absorbing Company
called to approve the Merger Plan will also be requested to grant a
delegation under Article 2443 of the Civil Code to increase the share
capital following the Merger by means of the issue of up to a maximum of
88,445,000 ordinary shares with a par value of Euro 0.55 each (and thus
for a maximum of Euro 48,644,750), to be offered for subscription to
employees of the Absorbing Company or its subsidiaries, with the
exclusion of the right of pre-emption under the combined effects of
Article 2441, last paragraph, of the Civil Code and Articles 134(2) and
134(3) of Legislative Decree 58/1998.

(vii) Lastly, it is pointed out that the shareholders' meeting of the Absorbing
Company called to approved the Merger Plan will first be requested to
approve the replacement of Article 20 (Board of Auditors) and the
amendment of Article 13 (Board of Directors) of Olivetti's bylaws.

The complete text of the Absorbing Company's bylaws incorporating all the
amendments deriving from the Merger, including what is provided for at points
(v) and (vi), 1s annexed to this Merger Plan. The numbers contained in such
bylaws will be specified in the merger instrument, on the basis of the
principles and methods described in Sections 3 and 4.

3. Exchange ratio

The draft financial statements for the year ended 31 December 2002 of Olivetti
and Telecom Italia were taken as showing their assets and liabilities in
accordance with and for the purposes of Article 2501-ter of the Civil Code.

The exchange ratio has been fixed as follows:

o 7 Olivetti ordinary shares with a par value of Euro 1 (one) each for
every Telecom Italia ordinary share with a par value of Euro 0.55;

o 7 Olivetti savings shares with a par value of Euro 1 (one) each for every
Telecom Italia savings share with a par value of Euro 0.55;

No cash consideration is envisaged.
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4. Procedure for assigning the shares of the Absorbing Company

The exchange ratio between the economic values underlying the shares will be
satisfied principally by redistributing Olivetti's capital at the time of the
Merger's implementation, net of the Olivetti shares with a par value of Euro 1
(one) for which the right of withdrawal referred to in Section 2(ii) has been
exercised. This redistribution, subsequent to the change of the par value of
the shares of the Absorbing Company from Euro 1 to Euro 0.55, will be made to
the shareholders of Olivetti and the shareholders of Telecom Italia other than
Olivetti at the time of the implementation of the Merger on the basis of the
exchange ratio specified above and will thus give rise to the following
assignment ratios:

o for every Olivetti share (with a par value of Euro 1) withdrawn and
cancelled, "x" newly-issued ordinary shares of the Absorbing Company
(with a par value of Euro 0.55) will be assigned;

o for every Telecom Italia ordinary share (with a par value of Euro 0.55)
withdrawn and cancelled, "7x" newly-issued ordinary shares of the
Absorbing Company (with a par value of Euro 0.55) will be assigned;

o for every Telecom Italia savings share (with a par value of Euro 0.55)
withdrawn and cancelled, "7x" newly-issued savings shares of the
Absorbing Company (with a par value of Euro 0.55) will be assigned;

where "x" is the ratio between

/ the total number of shares of the Absorbing Company with a par
value of Euro 0.55 to be redistributed

/ the sum of (i) the total number of Olivetti shares with a par value
of Euro 1 outstanding (for which the right of withdrawal has not
been exercised) at the time of the Merger's implementation and (ii)
7 times the total number of Telecom Italia shares to be exchanged
at the time of the Merger's implementation.

Moreover, if the capital to be redistributed is less than Euro 8,845,537,520,
the redistribution will be accompanied by the assignment to all the holders of
the Absorbing Company's ordinary and savings shares, in proportion to their
respective holdings following the redistribution and therefore on the basis of
the above-mentioned exchange ratio, of up to a maximum of 11,103,237,961 new
ordinary or savings shares with a par value of Euro 0.55 each (and hence up to
a total maximum of Euro 6,106,780,879.1) until the share capital of the
Absorbing Company reaches a total of Euro 8,845,537,520 (more precisely: Euro
8,845,537,520.05, taking account of the change of the par value of the
Absorbing Company's shares to Euro 0.55), without prejudice to any rounding
deriving from the exchange operations.

A service will be provided to the shareholders of both Olivetti and Telecom
Italia through authorized intermediaries to handle any fractions of shares, at
market prices and at no cost in terms of expenses, stamp duty or commissions,
which will permit the number of newly-issued shares due to be rounded down or
up to the nearest whole number.
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In the event that the Olivetti shares held do not entitle the holder to
receive, 1in accordance with the assignment mechanism, even one newly-issued
Olivetti share at the end of the Operation, maintenance of the position of
shareholder can be ensured by the assignment free of charge to such persons of
one share of the Absorbing Company made available by Olivetti International
S.A.

The ordinary and savings shares assigned in exchange as specified above will be
listed in the same way as the Olivetti ordinary shares currently outstanding.

Upon completion of the assignment procedure described above, the share capital
of the Absorbing Company will be fixed in an amount between a minimum of Euro
8,845,537,520 (more precisely: Euro 8,845,537,520.05, taking account of the
change of the par value of the Absorbing Company's shares to Euro 0.55)
corresponding to Olivetti's paid-up share capital and certified as per Article
2444 of the Civil Code at the date of this Merger Plan, and a maximum of Euro
11,926,697,278 (more precisely: Euro 11,926,697,277.55, taking account of the
change of the par value of the Absorbing Company's shares to Euro 0.55)
corresponding to the Absorbing Company's share capital assuming that the
conversion and subscription rights attaching respectively to the bonds and to
the warrants and stock options issued by Olivetti are exercised in full,
without prejudice to any rounding deriving from the exchange operations.

5. Date from which the ordinary and savings shares assigned in exchange will
be entitled to a share of profits

The ordinary and savings shares issued by the Absorbing Company in exchange for
the shares of the Company to be Absorbed that are cancelled as a result of the
Merger will have regular dividend rights.

6. Date of effectiveness of the Merger. Recording of Telecom Italia
transactions in the accounts of Olivetti. Start of the tax effects of the
Merger

In accordance with Article 2504-bis of the Civil Code, the effects of the
Merger shall start on the date of the last filing of the merger instrument, or
from such later date as may be specified in that instrument.

The effectiveness of the Merger is subject to the admission to listing on the
MTA electronic share market operated by Borsa Italiana S.p.A. of the savings
shares assigned by the Absorbing Company for the purpose of the exchange.

With reference to point 6 of Article 2501-bis of the Civil Code, the
transactions carried out by the Company to be Absorbed will be recorded in the
accounts of the Absorbing Company from 1 January of the year in which the
Merger will become effective in respect of third parties. The tax effects of
the Merger will also start on that date.

7

7. Treatment reserved to particular categories of shareholders or holders of
securities other than shares. Special advantages for directors

No special treatment is envisaged in connection with the Merger for any
categories of shareholders or for holders of financial instruments other than
the shares of the Absorbing Company or the shares of the Company to be
Absorbed, although:

a) the number of shares obtainable by exercising warrants (Olivetti) and
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stock options (Olivetti and Telecom Italia) and the conversion ratios for
the convertible bonds issued by Olivetti will be adjusted to take account
of the exchange ratio and assignment procedure described in Sections 3
and 4, with ensuing amendment to all the respective rules;

b) the savings shares issued by the Absorbing Company in exchange for the
savings shares of the Company to be Absorbed will have the same rights
and features as the latter, as specified in Section 2 (iv).

The Absorbing Company will assume the bonds already issued by Telecom Italia
and adopt the rules thereof.

No special advantages are envisaged in favour of the directors of the Companies
Participating in the Merger.

All numerical and other changes, additions and updates to this Merger Plan or
the bylaws of the Absorbing Company annexed hereto shall be made that may be
required by the administrative authorities, inter alia with reference to the
powers referred to in Section 2(v), or on the occasion of filing with the
Company Register or in connection with and/or attendant upon the operations
envisaged in this Plan.

Milan, 15 April 2003.
TELECOM ITALIA S.p.A. OLIVETTI S.p.A.
(in original signed by the respective Legal Representatives)

Annexes:
Bylaws of the Absorbing Company after the Merger

Annexed to the plan for the merger
of Telecom Italia S.p.A. into Olivetti S.p.A.

POST-MERGER BYLAWS OF THE ABSORBING COMPANY
NAME - REGISTERED OFFICE - PURPOSE AND DURATION OF THE COMPANY

Article 1
The name of the Company shall be "TELECOM ITALIA S.p.A."

Article 2
The registered office of the Company shall be at 2 Piazza degli Affari, Milan,
and the headquarters and secondary office at 41 Corso d'Italia, Rome.

Article 3
The Company's purpose shall be:

o the installation and operation, using any technique, method or system, of
fixed and mobile equipment and installations, including space systems
which use artificial satellites, radio stations, including shipboard
stations, links for maritime wireless communications, and dedicated
and/or integrated networks, for the purpose of providing and operating,
without territorial restrictions, licensed telecommunications services
for public use and telecommunications services in a freemarket
environment, including those resulting from technological progress, and
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the performance of activities directly or indirectly related thereto,
including the design, construction, operation, maintenance and
distribution of telecommunications, remote-computing, online and
electronic products, services and systems;

o the performance of activities related to or otherwise serving the pursuit
of the corporate purpose, including publishing, advertising, information
technology, online and multimedia activities and, in general, all
commercial, financial, property, research, training and consulting
activities;

o the acquisition, provided it is not the Company's principal activity, of
equity interests in other companies and undertakings falling within the
scope of the corporate purpose or related, complementary or similar
thereto, including companies involved in manufacturing electronic
products and insurance;

o the control and the strategic, technical and administrative and financial
coordination of subsidiary companies and undertakings, and the financial
planning and management thereof, with the implementation of all related
transactions.

Activities reserved to persons entered in a professional register, activities
involving dealings with the public covered by Article 106 of Legislative Decree
385/1993, and those which are otherwise prohibited by applicable legislation
shall be expressly excluded.

Article 4
The duration of the Company shall be until 31 December 2100.

SHARE CAPITAL - SHARES - BONDS

Article 5

The share capital shall be Euro [-],divided into [-] ordinary shares with a par
value of Euro 0.55 each and [-] savings shares with a par value of Euro 0.55
each.

The Extraordinary Shareholders' Meeting of 4 October 2000 approved the
increase, in one or more steps, of the share capital by up to a maximum amount
now remaining, partly as a consequence of the resolution adopted by the
Extraordinary Shareholders' Meeting of [-], of Euro 56,992,575.20, which is
reserved exclusively for the exercise of the Warrant Tecnost 1999-2004 (now
Warrant Azioni Olivetti ex Tecnost 1999-2004) warrants, by means of the issue
of up to a maximum of 103,622,864 ordinary shares with a par value of Euro 0.55
each.

The Shareholders' Meeting of [-], reiterating, updating and, where necessary,
renewing earlier resolutions of the Shareholders' Meeting and the Board of
Directors resolved to increase the share capital by the following divisible
amounts:

1. up to a maximum of Euro 492,726.30, by means of the issue of up to a
maximum of 895,866 shares with a par value of Euro 0.55 each for the
exercise of the "Piano triennale Stock Option 2002-2004" stock options,
increase to be implemented by 15 December 2004;

2. up to a maximum of Euro 10,743,649.40, by means of the issue of up to a

170



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

maximum of 19,533,908 shares with a par value of Euro 0.55 each for the
exercise of the "Piano triennale Stock Option febbraio 2002-dicembre
2004" stock options, increase to be implemented by 31 December 2004;

3. up to a maximum of Euro 180,568,488.10, by means of the issue of up to a
maximum of 328,306,342 shares with a par value of Euro 0.55 each to be
reserved irrevocably and exclusively for the conversion of the "Olivetti
1,5% 2001-2004 convertibile con premio al rimborso" convertible bonds, on
the basis of a conversion ratio equal to the assignment ratio established
for the shareholders of Olivetti S.p.A. in the context of the merger of
Telecom Italia S.p.A. into Olivetti S.p.A.;

4. up to a maximum of Euro 892,681,820.80, by means of the issue of up to a
maximum of 1,623,057,856 shares with a par value of Euro 0.55 each to be
reserved irrevocably and exclusively for the conversion of the "Olivetti
1,5% 2001-2010 convertibile con premio al rimborso" convertible bonds, on
the basis of a conversion ratio equal to the assignment ratio established
for the shareholders of Olivetti S.p.A. in the context of the merger of
Telecom Italia S.p.A. into Olivetti S.p.A.

The Shareholders' Meeting of [-] also resolved to increase the share capital by
up to a maximum of Euro 261,956,575.10, by means of the issue of up to a
maximum of 476,284,682 shares with a par value of Euro 0.55 each, divided into
the following divisible tranches:

1. a tranche of up to a maximum of Euro 21,969,104.30 for the exercise of
the "Piano di Stock Option 1999" stock options, increase to be
implemented by 31 January 2005 by means of the issue of up to a maximum
of 39,943,826 shares with a par value of Euro 0.55 each, to be subscribed
for at a total price of Euro 6.79 per option held;

2. a tranche of up to a maximum of Euro 53,421,890.50 for the exercise of
the "Piano di Stock Option 2000" stock options, increase to be
implemented by 30 July 2008 by means of the issue of up to a maximum of
97,130,710 shares with a par value of Euro 0.55 each, to be subscribed
for at a total price of Euro 13.815 per option held;

3. a tranche of up to a maximum of Euro 84,158,927.60 for the exercise of
the "Piano di Stock Option 2001" stock options, increase to be
implemented by 30 April 2008 by means of the issue of up to a maximum of
153,016,232 shares with a par value of Euro 0.55 each, to be subscribed
for at a total price of Euro 10.488 per option held;

4. a tranche of up to a maximum of Euro 30,600,889.00 for the exercise of
the "Piano di Stock Option Top 2002" stock options, increase to be
implemented by 28 February 2010 by means of the
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issue of up to a maximum of 55,637,980 shares with a par value of Euro
0.55 each, to be subscribed for at a total price of Euro 9.203 per option
held;

5. a tranche of up to a maximum of Euro 71,805,763.70 for the exercise of
the "Piano di Stock Option 2002" stock options, increase to be
implemented by 31 March 2008 for the first lot, by 31 March 2009 for the
second lot and by 31 March 2010 for the third lot by means of the issue
of up to a maximum of 130,555,934 ordinary shares with a par value of
Euro 0.55 each, to be subscribed for at a total price for the different
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options of respectively Euro 9.665, Euro 7.952 and Euro 7.721 per option
held.

The Extraordinary Shareholders' Meeting of 8 May 2002 authorized the directors,
under Article 2420-ter of the Civil Code, to issue, in one or more steps, for
up to a maximum of five years from the date of the resolution referred to
above, bonds, in euros or other currencies, possibly convertible into the
shares of other companies, with or without warrants giving the right to acquire
shares of other companies, up to a maximum amount of Euro 9 billion, within the
limits permitted from time to time by law, and to establish the procedures,
time limits, conditions and related rules of such issues.

The Shareholders' Meeting of [-] authorized the Board of Directors, under
Article 2443 of the Civil Code and for a period of up to a maximum of five
years from [-], to increase the share capital in one or more steps by means of
the issue for cash of up to a maximum of 88,445,000 ordinary shares with a par
value of Euro 0.55 each (and thus for up to a maximum of Euro [-]), to be

offered for subscription to employees of Telecom Italia S.p.A. or its
subsidiaries, with the exclusion of the right of pre-emption pursuant to the
combined effects of Article 2441, last paragraph, of the Civil Code and
Articles 134(2) and 134(3) of Legislative Decree 58/1998. The Board of
Directors' resolutions shall establish a time limit for the subscription of the
shares and provide that, in the event of the increase approved not being
subscribed for within the time limit established from time to time for the
purpose, the share capital be increased by an amount equal to the subscriptions
collected by such time limit.

Article 6
The savings shares shall have the preferential rights set forth in this
Article.

The net profit shown in the duly approved annual accounts, less the amount
allocated to the legal reserve, must be distributed to the savings shares up to
five per cent of their par value.

The net profit that remains after the allocation to the savings shares of the
preferred dividend provided for in the second paragraph, payment of which must
be approved by the Shareholders' Meeting, shall be divided among all the shares
in such a way that the dividend per savings share is higher by two per cent of
its par value than the dividend per ordinary share.

When the dividend paid on savings share in a fiscal year is less than that
indicated in the second paragraph, the difference shall go to increase the
preferred dividend in the next two fiscal years.

In the event of a distribution of reserves, the savings shares have the same
rights as the other shares. If the net profit for the year is nil or
insufficient to satisfy the property rights referred to in the preceding
paragraphs, the Shareholders' Meeting called to approve the annual accounts may
resolve to satisfy the right referred to in the second paragraph and/or the
right to the premium referred to in the third paragraph by drawing on the
reserves. Payment made by drawing on the reserves shall exclude application of
the mechanism for carrying over, to the two following fiscal years, the right
to preferred dividends not received through the distribution of profits
referred to in the fourth paragraph.

A reduction of the share capital due to losses shall not entail a reduction of
the par value of the savings shares, except for the amount of the loss that
exceeds the total par value of the other shares.

Upon dissolution of the Company, the savings shares shall have priority in the
repayment of the capital up to their entire par value.

172



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

If the Company's ordinary or savings shares are delisted, holders of saving
shares may apply to the Company for their conversion into ordinary shares, in
the manner approved by an Extraordinary Shareholders' Meeting called ad hoc
within two months of the delisting.

11

Article 7

The shares shall be indivisible. In the event of Jjoint ownership, the rights of
the joint owners shall be exercised by a common representative. Fully paid-up
shares may be bearer shares when the law permits. In such case, shareholders
may apply for their shares to be converted, at their own expense, into
registered shares or vice versa.

Vis—-a-vis the Company, shareholders shall be deemed to elect domicile for all
legal purposes at the domicile indicated in the Shareholders' Register.

Article 8
The Company may issue bonds and shall establish the terms and conditions of
their placement.

BOARD OF DIRECTORS

Article 9

The Company shall be managed by a Board of Directors consisting of not less
than seven and not more than twenty-three members. The Shareholders' Meeting
shall establish the number of members of the Board, which shall remain
unchanged until the Meeting establishes a different number.

The Board of Directors shall be appointed on the basis of slates presented by
the shareholders pursuant to the following paragraphs or by the outgoing Board
of Directors, on which the candidates shall be listed by serial number.

When the Board of Directors presents its own slate, it shall be filed at the
registered office of the Company and published in at least one Italian daily
newspaper with national circulation, at least twenty days prior to the date set
for the Shareholders' Meeting on the first call.

The slates presented by the shareholders shall be filed at the registered
office of the Company and published at the expense of the shareholders in the
manner indicated in the preceding paragraph at least ten days prior to the date
set for the Shareholders' Meeting on the first call.

Each shareholder may present or participate in the presentation of only one
slate and each candidate may appear on only one slate on pain of ineligibility.

Only shareholders who alone or together with other shareholders hold a total
number of shares representing at least 1% of the share capital entitled to vote
at the Ordinary Shareholders' Meeting may submit slates. To evidence ownership
of the number of shares necessary to present slates, shareholders must present
and/or deliver to the registered office of the Company, at least five days
prior to the date set for the Shareholders' Meeting on the first call, a copy
of the documentation attesting their right to attend the meeting.

Together with each slate, and within the respective time limits specified
above, declarations must be filed in which the individual candidates agree to
their candidacy and attest, on their own responsibility, that there are no
grounds for ineligibility or incompatibility, and that they meet any
requirements prescribed for the positions in question. Together with the
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declarations, a curriculum vitae shall be filed for each candidate setting out
their main personal and professional data with an indication, where
appropriate, of the grounds for their qualifying as independent.

Each person entitled to vote may vote for only one slate.
The Board of Directors shall be elected as specified below:

a) four fifths of the directors to be elected shall be chosen from the slate
that obtains the majority of the votes cast by the shareholders, in the
order in which they are listed on the slate; in the event of a fractional
number, it shall be rounded down to the nearest whole number;

b) the remaining directors shall be taken from the other slates; to that
end, the votes obtained by the various slates shall be divided first by
one, then by two, then by three and then by four, up to the

12

number of directors to be chosen. The quotients thus obtained shall be
assigned to the candidates on each slate in the order specified thereon.
On the basis of the quotients assigned, the candidates on the various
slates shall be arranged in a single decreasing ranking. Those who have
obtained the highest quotients shall be elected.

If more than one candidate obtains the same quotient, the candidate from
the slate that has not yet elected any director or that has elected the
smallest number of directors shall be elected.

If none of such slates has yet elected a director or all of them have
elected the same number of directors, the candidate from the slate that
obtained the largest number of votes shall be elected. If the different
slates have received the same number of votes and their candidates have
been assigned the same quotients, a new vote shall be held by the entire
Shareholders' Meeting and the candidate obtaining the simple majority of
the votes shall be elected.

In appointing directors who for any reason have not been appointed pursuant to
the procedure specified above, the Shareholders' Meeting shall vote on the
basis of the majorities required by law.

If in the course of the fiscal year one or more vacancies occur on the Board,
the procedure specified in Article 2386 of the Civil Code shall be followed.

Should a majority of the seats on the Board of Directors become vacant for any
cause or reason, the remaining directors shall be deemed to have resigned and
they shall cease to hold office from the time the Board has been reconstituted
by persons appointed by the Shareholders' Meeting.

Article 10

The Board of Directors shall elect a Chairman from among its member —-- if the
Shareholders' Meeting has not already done so —-- and may also appoint a Deputy
Chairman; both may be re-elected.

In the absence or disability to act of the Chairman, the Deputy Chairman, if
one has been appointed, shall take his/her place or, if the Deputy Chairman is

absent, the most senior director by age.

The Board of Directors may elect a Secretary who need not be a director.
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Extracts from the register of the minutes of meetings of the Board of Directors
signed by the Chairman or by two directors and countersigned by the Secretary
shall be conclusive evidence.

Article 11

The Chairman or whoever takes his/her place shall call meetings of the Board of
Directors at the Company's registered office or elsewhere, indicating the time
and place, whenever he/she deems this appropriate in the interests of the
Company or receives a written request to do so from at least one third of the
directors holding office or from the members of the Board of Auditors.

In general, meetings shall be called at least five days prior to the date
thereof, except in urgent cases, when it may be given by telegram, fax or
e-mail with at least twenty-four hours' notice.

Notice shall be given to the Board of Auditors within the same time limits.

Meetings of the Board of Directors may be held -- if the Chairman or the person
acting in his/her place deems it necessary —- by video-conference or
audio-conference, provided that all those taking part can be identified by the
Chairman and all the other participants, that they are able to follow the
debate and intervene in real time in relation to the matters under discussion,
that they are able to exchange documents pertaining to such matters and that
all the above is fully recorded in the minutes. Once the above conditions have
been verified, the Board meeting shall be considered to have taken place where
the Chairman is located, where the Secretary to the meeting must also be.

Article 12

The Board of Directors shall have the broadest possible powers of ordinary and
extraordinary administration of the Company, since all matters not expressly
reserved to the General Shareholders' Meeting by law or these bylaws are within
its jurisdiction.

13

The Board of Directors, through the Chairman or other directors delegated for
the purpose, shall report to the Board of Auditors on the activities carried
out and the transactions of greatest economic, financial or asset-related
significance concluded by the Company or its subsidiaries; in particular,
transactions involving a potential conflict of interest must be reported on.
The report shall be made in good time, and at least once in each quarter, on
the occasion of the meetings of the Board of Directors and the Executive
Committee or in a written memorandum addressed to the Chairman of the Board of
Auditors.

In accordance with the times and procedures for disclosing information to the
market, the representative of the holders of savings shares must be informed by
the Board of Directors or the persons delegated for the purpose of any
corporate transactions that might affect the price of the shares of that class.

Article 13
To implement its own resolutions and manage the Company, the Board of
Directors, subject to the limits provided for by law, may:

o create an Executive Committee, establishing its powers and the number of
members;
o delegate suitable powers, establishing the limits thereof, to one or more

directors, possibly with the title of Chief Executive Officer;
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o appoint one or more General Managers, establishing their powers and
duties;
o appoint attorneys, who may be members of the Board of Directors, for

specific transactions and for a limited period of time.

Article 14

The company signature and the legal representation of the Company vis—-a-vis
third parties and in legal proceedings shall pertain to the Chairman and, in
his absence or disability to act, the Deputy Chairman, if one is appointed;
they shall also pertain to the directors with delegated powers.

Article 15

The directors shall be entitled to the reimbursement of expenses incurred in
the performance of their duties. The Ordinary Shareholders' Meeting shall also
decide the annual compensation payable to the Board. Once fixed, this
compensation shall remain unchanged until the Meeting establishes a different
amount .

BOARD OF AUDITORS

Article 16

The Board of Auditors shall consist of five or seven auditors. The
Shareholders' Meeting shall establish the exact number, which shall remain
unchanged until the Meeting establishes a different number. The Meeting shall
also appoint two alternates.

The Board of Auditors shall elect a Chairman from among its members by majority
vote. In the absence or disability to act of the Chairman, he/she shall be
replaced by the most senior auditor by age.

Without prejudice to the situations of incompatibility established by law,
persons who are members of the boards of auditors of more than five companies
listed on Italian regulated markets may not be appointed auditors and shall
forfeit the post if they are elected. TELECOM ITALIA S.p.A. and its
subsidiaries shall not be included when computing the above limit.

14

For the purposes of Articles 1(2) (b) and 1(2) (c) of the regulation referred to
in Justice Minister Decree 162/2000, the following sectors of activity and
matters shall be considered closely linked to those of the Company:
telecommunications, information technology, online systems, electronics and
multimedia technology, and matters related to private and administrative law,
economics and business administration.

The appointment of the Board of Auditors shall be based on the slates presented
by shareholders who individually or together with other shareholders hold a
total number of shares representing at least 1% of the share capital entitled
to vote at the Ordinary Shareholders' Meeting. To evidence ownership of the
number of shares necessary to present slates, shareholders must present and/or
deliver to the registered office of the Company, at least five days prior to
the date set for the Shareholders' Meeting on the first call, a copy of the
documentation attesting their right to attend the meeting.

Each shareholder may present or participate in the presentation of only one
slate and each candidate may appear on only one slate on pain of ineligibility.

The slates must be filed at the registered office of the Company and published
at the expense of the shareholders who present them in at least one Italian
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daily newspaper with national circulation, at least ten days prior to the date
set for the Shareholders' Meeting on the first call.

Together with each slate, declarations must be filed in which the individual
candidates agree to their candidacy and attest, on their own responsibility,
that there are no grounds for ineligibility or incompatibility, and that they
meet the requirements prescribed by law and these bylaws. Together with the
declarations, a curriculum vitae for each candidate shall be filed setting out
their main personal and professional data.

The slates shall be divided into two sections: one for candidates to the
position of auditor and the other for candidates to the position of alternate.
The first candidate in each section must be selected from among persons entered
in the register of auditors who have worked on statutory audits for a period of
not less than three years.

Each person entitled to vote may vote for only one slate.

The Board of Auditors shall be elected as specified below:

a) from the slate that obtains the majority of the votes cast by the
shareholders (the Majority Slate) one alternate and all the auditors not

chosen from the other slates (the Minority Slates) shall be chosen in the
order in which they are listed on the slate;

b) from the Minority Slates two auditors shall be chosen. One alternate
shall be chosen from the Minority Slate that obtains the largest number
of votes.

For the appointment of the auditors from the Minority Lists, the votes
obtained by the various slates shall be divided first by one and then by
two. The quotients thus obtained shall be assigned to the candidate
auditors on each slate in the order specified thereon. On the basis of
the quotients assigned, the candidates on the various slates shall be
arranged in a single decreasing ranking and those who have obtained the
highest quotients shall be elected.

If more than one candidate obtains the same quotient, the candidate from
the slate that has not yet elected an auditor shall be elected or,
subordinately, there shall be a tiebreaker vote by the entire
Shareholders' Meeting and the slate that obtains the simple majority of
the votes shall prevail.

In appointing auditors who for any reason have not been appointed pursuant to
the procedure specified above, the Shareholders' Meeting shall vote on the
basis of the majorities required by law.

In the event of the substitution of an auditor chosen from the Majority Slate
or one of the Minority Slates, the alternate chosen respectively from the
Majority List or the Minority Lists shall take his/her place. Appointments to
fill vacancies on the Board of Auditors pursuant to Article 2401 of the Civil
Code shall be made by the Shareholders' Meeting on the basis of the majorities
required by law.

After notifying the Chairman of the Board of Directors, the Board of Auditors,
or at least two auditors, may call, as provided for by law, a meeting of the

shareholders, the Board of Directors or the Executive Committee.
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Meetings of the Board of Auditors —-- if the Chairman deems it necessary —-- may
be validly held by video-conference or by audio-conference, provided all those
taking part can be identified by the Chairman and by all the other
participants, that they are able to follow the debate and intervene in real
time in dealing with the matters being discussed, that they are able to
exchange documents pertaining to such matters and that all the above is fully
recorded in the minutes. Once the above conditions have been verified, the
meeting of the Board of Auditors shall be considered to have taken place where
the Chairman is located.

SHAREHOLDERS' MEETING

Article 17

An Ordinary Shareholders' Meeting shall be called to approve the annual
accounts every year within six months of the end of the fiscal year. Ordinary
and Extraordinary Shareholders' Meetings may be held in a place other than the
Registered Office, provided it is in Italy.

An Extraordinary Shareholders' Meeting shall be called whenever it is deemed
advisable by the Board of Directors and when it is required by law.

Article 18

Every shareholder entitled to attend may be represented at the Shareholders'
Meeting by giving a proxy to an individual or legal entity, subject to the
restrictions established by law.

In order to facilitate the collection of proxies among employee shareholders of
the Company and its subsidiaries who belong to shareholder associations
satisfying the requirements established by law, special areas shall be made
available in accordance with the procedures and time limits established by the
Board of Directors either directly or through its agents where information can
be provided and proxy forms collected.

Article 19

The Chairman of the Board of Directors or whoever takes his/her place or, in
the absence thereof, the person appointed by those present, shall chair the
Shareholders' Meeting and set the rules for the proceedings.

The Secretary shall be appointed by the Meeting, which may select a person who
is not a shareholder.

The proceedings of shareholders' meetings shall be governed by law, these
bylaws and the Meeting Rules approved by the Ordinary Shareholders' Meeting.

Article 20
Resolutions may be adopted by a show of hands. The Chairman shall establish the
procedures for recording votes and may choose two or more tellers from among

the persons present.

Each shareholder may exercise his/her right to vote by mail, in accordance with
the applicable law.

FISCAL YEAR - DIVIDENDS

Article 21
The fiscal year shall end on 31 December of each year.

16

From the net profit reported in the annual accounts, 5% shall be allocated to
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the legal reserve until this reaches an amount equal to one-fifth of the share
capital.

The remainder shall be used to pay the dividend determined by the Shareholders'
Meeting, and for such other purposes as the Meeting deems most appropriate or
necessary.

During the course of the fiscal year, the Board of Directors may distribute
interim dividends to the shareholders.

SPECIAL POWERS

Article 22

Pursuant to Article 2 (1) of Decree Law 332/1994, ratified with amendments by

Law 474/1994, the Minister for the Economy and Finance, in agreement with the
Minister for Productive Activities, shall have the following special powers:

a) approval, to be granted expressly upon the acquisition by parties subject
to the limitations on share ownership referred to in Article 3 of Decree
Law 332/1994, ratified with amendments by Law 474/1994, of major
holdings, taken to mean holdings that, as specified by Treasury Minister
Decree of 24 March 1997, are equal to at least 3% of the share capital
represented by shares with a right to vote at the Ordinary Shareholders'
Meeting. Approval must be granted within sixty days of the date of the
communication that the Board of Directors must send at the time of the
application for entry in the Shareholders' Register. Until approval has
been granted and after expiration of the time limit without any action,
the transferee may not exercise the voting rights or any rights other
than the property rights attaching to the shares that represent the major
holding. If approval is refused or the time limit expires without action,
the transferee must sell the shares within one year. If this is not done,
the Court, at the request of the Minister for the Economy and Finance,
shall order the sale of the shares representing the major holding
pursuant to the procedures established in Article 2359-ter of the Civil
Code;

b) veto of any resolution to dissolve the Company, transfer the business,
merge or divide the Company, transfer the registered office outside
Italy, change the corporate object, or amend these bylaws with a view to
eliminating or modifying the powers specified in subparagraphs a) and b).

In accordance with the provisions of the Prime Ministerial Decree issued on 21
March 1997 pursuant to Law 474/1994 and the Treasury Minister Decree issued
pursuant to the same law on 21 March 1997, this article shall remain in the
bylaws for three years and in any case until the liberalization of the
telecommunications industry has reached a sufficiently advanced stage and the
industry regulatory authority has become firmly established; the decision that
these conditions have been met shall be adopted in an instrument issued in the
form indicated in the above-mentioned Prime Ministerial Decree.
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Directors' Report on Operations

Evolution of the Olivetti Group in 2002

2002 opened with the presentation by the Olivetti/Telecom Italia Group of the
2002-2004 Strategic Plan, which was approved by the Board of Directors on 13
February 2002.

The guidelines for the three-year period 2002-2004 are a stronger focus on core
businesses, development of market leadership positions through a
customer-oriented strategy, enhancement of the products and services portfolio
by leveraging Group assets and investing in technological innovation,
competencies and skills.

Financial strategy goals through 2004 are strong cash generation and a sharp
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reduction in debt, while maintaining the Telecom Italia dividend policy and
without penalising investments. Investments for the three years will amount to
approximately 16 billion euros, and be divided between wireline and mobile
network services, with specific attention to innovation: X-DSL, data services,
fibre and, a top priority, development of broadband services for the wireline
network; GPRS, UMTS, VAS on the mobile network.

During 2002 the Group pursued the targets set in the 2002-2004 industrial plan,
in part by continuing the disposals programme introduced in the last quarter of
2001 to strengthen the focus on core businesses and improve the Group's
financial position. This programme, which also envisages a select number of
acquisitions, enabled the Group to reach the target set by the Plan of
disposals for 5 billion euros a year earlier than expected:

— in February Olivetti and Finsiel accepted the public tender offer on
Lottomatica launched by Tyche S.p.A. (De Agostini Group) on 23 November 2001
and tendered a combined stake of 34% of share capital to raise proceeds
totalling 391 million euros; Tim International sold its equity investment in
BDT (19.61%), the parent company of French operator Bouygues Telecom, raising
proceeds of 750 million euros;

- in July Finsiel closed the sale of Sogei to the Fiscal Policies Department of
the Ministry of the Economy and Finance, which had an impact of 176 million
euros on the Telecom Italia Group's net financial indebtedness;

— August saw the closing of the sale of the Telecom Italia Group's equity
investment in AUNA to Endesa, Union Fenosa and Banco Santander Central Hispano,
which had originally been scheduled for December. The transaction raised
proceeds of 1,998 million euros for the Telecom Italia Group and contributed
1,033 million euros to the Telecom Italia Group's consolidated net earnings.
Also in August, the Telecom Italia Group closed the sale of Telemaco
Immobiliare to Mirtus, a company indirectly held by the US property fund
Whitehall, promoted by the Goldman Sachs Group, generating proceeds of 192
million euros and a net capital gain of 64 million euros; additionally, Telecom
Italia signed an agreement with Finmeccanica for the sale of Telespazio (which
was subsequently executed in November), with a positive impact on Telecom
Italia Group debt of 239 million euros and a consolidated net capital gain of
36 million euros;

— in October, Telecom Italia reached an agreement with News Corporation to
create a single Italian pay-TV company (a single platform) through the merger
of Stream and Tele+; also in October TIM closed the preliminary contract signed
on 7 August with the shareholders of Blu S.p.A. for the purchase of 100% of
Blu, which was subsequently merged in TIM S.p.A. with effect from 23 December
2002. The final price was 83 million euros;

— in November Telecom Italia International N.V. organised a placement of 75
million shares of Telekom Austria AG stock (representing 15% of capital). As a
result of this operation, the Telecom Italia Group's
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stake in Telekom Austria decreased from 29.78% to 14.78%. Also in November,
Telecom Italia sold its equity investment in IMMSI to the "Omniapartecipazioni"
company for 68 million euros;

— in December Telecom Italia signed an agreement with Accenture for the sale of
100% of TE.SS - Tele Pay Roll Services, which handles payroll operations for
the Telecom Italia Group. The selling price was approximately 10 million euros.
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Also in December Telecom Italia accepted an offer from PTT Serbia for the
purchase of 29% of Telekom Srbija for 195 million euros, equivalent to the book
value in Telecom Italia International, and spun off the "International
Wholesale Services" business unit to the Telecom Italia Sparkle company (ex TMI
— Telemedia International Italia), to which it also transferred its equity
investments in PAN European Backbone and Telecom Italia of North America.

A key event in the disposals programme in 2002 was "Project Tiglio", a frame
agreement between the Pirelli and Olivetti-Telecom Italia Groups for the
integration and enhancement of the real-estate assets and property services
providers of the companies involved in the project. Under the agreement,
buildings, land and personnel involved in asset management were transferred by
Olivetti, Telecom Italia and Seat Pagine Gialle to two newly established
companies and subsequently to a closed-end real estate fund. As envisaged by
Project Tiglio, the Olivetti-Telecom Italia Group spun off real-estate
operations and assets for an overall value of 1,585 million euros to Tiglio I
and Tiglio II, two property companies controlled by The Morgan Stanley Real
Estate Funds. The Olivetti Group retains an overall minority share in the two
companies.

The operation brought Olivetti S.p.A. a gross capital gain of approximately 72
million euros and a net cash inflow of 165 million euros on an aggregate
transferred-asset value of 225 million euros. The positive financial impact for
the Telecom Italia Group was 328 million euros, against an aggregate
transferred- asset value of 1,360 million euros.

Additionally, the Olivetti Multiservices and Telecom Italia real-estate
business units were spun off to the Pirelli & C. Real Estate Group, an
operation involving the transfer of approximately 170 people to the Pirelli
Group. The overall price was 18 million euros: 15 million euros relating to
Telecom Italia and 3 million euros relating to Olivetti Multiservices.

2002 was also a year of intense financial activity, mainly for the purpose of
re-financing existing debt by extending overall maturity. A key event was the
issue by Telecom Italia in the first half of a 2.5 billion euro dual-tranche
fixed rate bond (maturing in five and ten years), as part of the Group's
"Global Note Programme".

An important operation at Olivetti was the placement of a 1.5 billion euro
multi-tranche benchmark bond, divided into a 5-year tranche for 1,000 million
euros and a 1l0-year tranche for 500 million euros by the subsidiary Olivetti
Finance. This company also decided to call in the "Olivetti Finance N.V. 1999-
2004" bond two years ahead of the original maturity date in 2004, for an amount
equivalent to the nominal amount plus accrued interest. Both operations are
part of the Olivetti Group's re-financing and debt-maturity extension plan.

Financial operations intensified in the second half of the year. In July and
August, Olivetti Finance N.V. launched and successfully placed a 385 million
euro bond exchangeable for Telecom Italia ordinary shares, maturing on 19 March
2004. The bonds have a per-share conversion price of 9.30 euros, and correspond
to 41,400,000 Telecom Italia ordinary shares (0.79% of capital).
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In September Olivetti successfully re-opened three bonds, for an aggregate
amount of 1,550 million euros, subdivided into three tranches:

- 400 million euros, raising the "Olivetti Finance N.V. floating-rate
2002-2006" bond to 1,000 million euros;
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- 650 million euros, raising the "Olivetti Finance N.V. 6.5% 2002-2007" bond to
1,650 million euros;

- 500 million euros, raising the "Olivetti Finance N.V. 7.25% 2002-2012" bond
to 1,000 million euros.

These operations raised the average life of Olivetti debt to 5.5 years (4.8
years in February 2002), with medium/long-term debt accounting for 93% of the
total amount.

As part of its re-financing plans, Olivetti also undertook extensive buy-backs
of its own securities on the market and consequently cancelled the following:

- "Olivetti S.p.A. Eonia linked notes 2001-2003" for 400 million euros; the
issue was extinguished as a result;

— "Olivetti Finance NV 1% 2000-2005" notes exchangeable for Telecom Italia
ordinary shares for 1,235 million euros, reducing the loan to 765 million
euros;

— "Olivetti Finance NV 5,375% 1999-2004" notes for 750 million euros, reducing
the loan to 4,200 million euros.

During 2002, as authorised by the Shareholders' Meeting of 7 November 2001,
Telecom Italia S.p.A. commenced a share buy-back on the market for a total
outlay of 287 million euros, of which 247 million euros for savings shares.

In December, the Telecom Italia and TIM Shareholders' Meetings approved early
pay-out of part of the 2002 dividend from reserves, for a maximum amount of 1
billion euros and 1.6 billion euros respectively, for a dividend to Telecom
Italia and TIM shareholders of 0.1357 euros and 0.1865 euros, respectively, per
each ordinary and savings share. Payment took place on 19 December.

In 2002 all the Olivetti/Telecom Italia Group companies extended their
Corporate Governance codes, well ahead of legal and regulatory requirements and
recommendations.

In July a series of principles governing dealings with related parties
(directors, statutory auditors, infragroup operations) was approved to
guarantee correct and transparent procedures and conduct and at the same time
ensure the full joint responsibility of all members of the Board of Directors
with regard to resolutions adopted by the Board. The companies also adopted a
Code of Conduct with regard to insider dealing drawn up in compliance with the
recent directives of Borsa Italiana (Italian Stock Exchange), which requires
regular disclosure of transactions on Olivetti and subsidiary securities by
parties with access to price-sensitive information. The new Code, which took
effect on 1 December 2002, is particularly flexible in identifying parties
subject to the disclosure requirement and extends this requirement to security
transactions by the controlling companies. It also brings down the quantitative
thresholds regulating quarterly disclosure of transactions. Furthermore, the
Code envisages a stringent system of penalties, which, in the most serious
cases, provides for termination for just cause of Directors and Statutory
Auditors.
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Group activities

The Olivetti Group's main activities are in the telecommunications sector,
through Telecom Italia S.p.A. (owned 54.9% by Olivetti S.p.A.) and its
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subsidiaries (Telecom Italia Group) .

Olivetti is also active in other industrial sectors, such as office and
Internet products and services and facility management services.

Financial highlights by business sector for financial 2002 are set out below.

Telecom Olivetti Olivetti

Olivetti Finance Italia Tecnost Multi-
(in millions of euros) S.p.A. companies Group Group services
Total net revenues 30,400 914 119
Result before interest and taxes
(EBIT) and non recurring income
and charges (1,419) (11) 7,415 14) 15
EBIT (1,323) (50) 1,850 (63) 20
Net result for the year for
consolidation purposes (548) (135) (97) (87) 11
Net result for consolidation purposes
before amortisation of goodwill on
Telecom Italia acquisitions 745 (135) (97) (87) 11
Shareholders' equity:
total 9,031 374 12,336 61 49
Group 9,031 374 3,345 63 49
Net financial indebtedness
(resources) 15,195 (27) 18,118 60 54
Employees (in units) 70 8 101,713 4,527 302

(*) consolidated in Telecom Italia from 30 June 2002

The Telecom Italia Group

In 2002 the Telecom Italia Group was principally active in the wireline
telephony and mobile telephony sectors through, respectively, the Domestic
Wireline Business Unit of Telecom Italia S.p.A. and the subsidiary TIM S.p.A.
The Telecom Italia Group was also active in the Internet and Media sector
through the Seat Pagine Gialle Group, in the information technology sector
through the Market IT and Group IT Business Units, and in Other Activities,
which mainly comprise the "Real Estate and General Services" Division, the
Central Overseas Companies Function and the Telespazio Group (sold in November
2002) . The International Operations Division (IOP) was dismantled in May 2002
and the relevant companies and Telecom Italia business units were re-organised,
without changes to the corporate control structure, under the Domestic Wireline
Business Unit (Intelcom San Marino and Golden Lines) and the Central Overseas
Companies Function (9Telecom Group, BBNed Group, AUNA Group, Telekom Austria
Group, Telekom Srbija, Etec S.A., and the residual branch of the ex IOP unit);
all the companies in the Latin American area were re-organised under Latin
America Operations (LAO).
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Telecom Italia Group financial highlights by business units
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Internet
Domestic South and Market Group
(in millions of euros) Wireline Mobile America Media IT 1T
Revenues from sales
and services 2002 17,022 10,867 1,409 1,991 912 1,215
2001 17,168 10,250 1,534 1,957 1,198 1,198
Gross operating
margin 2002 7,965 5,039 450 593 104 140
2001 7,750 4,760 527 444 166 188
Operating result 2002 4,700 3,358 146 232 61 (21)
2001 4,361 3,136 187 31 123 22
Capital investments:
capital expenditure 2002 2,462 1,715 216 81 30 158
2001 2,801 3,151 406 175 30 162
goodwill 2002 - 196 - 40 - 28
2001 - 31 - 203 1 6
Personnel at year end 2002 53,682 18,702 5,461 7,715 4,493 7,327
(in units) 2001 57,895 16,721 5,746 9,264 6,441 6,844

Domestic Wireline

Revenues from sales and services decreased by 0.9% from the previous year (a
decrease of 146 million euros), which was significantly smaller than the
reduction reported in 2001 (-1.4% compared with 2000). The decrease in traffic
revenues (down 533 million euros) and slowdowns in other items (sales and other
revenues) were largely offset by the increase in standing charges and
contributions (up 539 million euros). Specifically, the reduction in the
average traffic yield (-8.3%) was offset in part by the rise in minutes (up
2.4%) as a result of the following:

o the success of commercial offers (mainly Teleconomy and Alice) offering
lower call rates to boost customer retention, against a standing charge;

o changes to rates on 1 July 2001 and 1 February 2002, which cut the prices
of domestic and international calls and increased standing charges;

o competitive conditions;

o the substantial increase in traffic carried on behalf of other operators.
The gross operating margin showed a significant increase from 2001 (up 2.8%),
which was amplified by the operating result (up 7.8%), thanks to the action
taken as from 2001 to contain costs and improve the efficiency of invested

capital.

Capital expenditure decreased by 12.1% from 2001 due to careful selection of
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investments that ensure a combination of efficiency and technological growth.

13 | Report on Operations

Mobile

Revenues from sales and services in 2002 amounted to 10,867 million euros with
an increase of 617 million euros (up 6% from 2001), despite the impact of
currency devaluation in Brazil and Venezuela. Excluding the exchange rate
effect, the revenue increase compared with 2001 was 11.9%. Revenue growth arose
mainly in Italy (up 6.7%).

The Tim Brazil Group reported revenues of 39 million euros on the GSM service
introduced in the fourth quarter of 2002.

The gross operating margin for 2002 rose by 279 million euros to 5,039 million
euros (up 5.9% from 2001), giving a return on revenues of 46.4% (as in 2001).
Excluding the exchange rate effect, gross operating margin growth against the
previous year was 8.6%, due largely to positive performance at TIM S.p.A. (up
304 million euros) and Stet Hellas (up 67 million euros) and the improvement in
the albeit still negative margin at TIM Peru (up 26 million euros).

The operating result for 2002 was 3,358 million euros, an increase of 222
million euros (up 7.1% from 2001), giving a return on revenues of 30.9% (30.6%
in 2001) . The operating result improvement was largely attributable to the
positive results posted by TIM S.p.A. (up 213 million euros) and Stet Hellas
(up 42 million euros), which offset the downturn in the operating result of the
TIM Brasil Group (45 million euros) after start-up charges.

Since the 2002 book wvalues of TIM S.p.A. include the full-year financial and
business results of the former Blu S.p.A., the effects of transactions prior to
the acquisition date were eliminated from the TIM S.p.A. income statement
during consolidation. TIM S.p.A. financial statements were also re-stated to
exclude tax postings relating to amortisation of the UMTS licence.

Capital expenditure for 2002 amounted to 1,715 million euros, with a decrease
of 1,436 million euros compared with 2001, when the business unit invested
heavily in telecommunications licences and in the start-up and development of
international investee companies.

South America

Revenues from sales and services amounted to 1,409 million euros, a reduction
of 8.1% (down 125 million euros in absolute value) compared with 2001; the
decrease was largely due to the exchange rate effect, which had an overall
negative impact of 212 million euros (182 million euros for the Chilean Peso
and 29 million euros for the Boliviano). Excluding this effect, consolidated
revenues rose by 5.7%, reflecting growth at the Entel Chile Group (up 12.3% in
local currency) offset by the effects of market deregulation in Bolivia (the
Entel Bolivia Group reported a revenue reduction of approximately 4.5% stated
in local currency) and the suspension as from 1 April 2002 of the management
fee agreement with Telecom Argentina.

The above trends affected earnings performance. Specifically, the gross
operating margin decreased by 77 million euros (down 14.6%) from 2001, of which
approximately 65 million euros was due largely to the exchange rate effect.
Excluding this effect, the gross operating margin decreased by 2.3% against
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2001, reflecting the suspension of the management fee from Telecom Argentina
and the loss of profitability in Bolivia, set against a recovery in Chile,
which increased profitability in the mobile business. The gross operating
margin ratio to revenues was 31.9% in 2002 (against 34.4% in 2001).

The operating result confirmed the trends reported for the gross operating
margin; the operating result ratio to revenues was 10.4% in 2002 (against 12.2%
in 2001).

Capital expenditure decreased by 46.8% compared with 2001.
Internet and Media

Consolidated revenues for 2002 totalled 1,991 million euros, rising by 1.7%
from 2001. The strongest contribution to growth came from telephone publishing,
where revenues rose by 3.4%.

Gross operating margin grew by 33.6% to 593 million euros (a return on revenues
of 29.8%), while the operating result rose from 31 million euros in 2001 to 232
million euros in 2002. These results - achieved despite the persisting crisis
on the advertising market - were achieved as a result of management action to
rationalise operations, contain costs and focus on selected initiatives.
Significant efficiency gains were achieved in 2002 in the Internet, Directories
and Directory Assistance areas (which together account for 73% of aggregate
revenues) . For the first time, all activities reported a positive gross
operating margin (with the sole exception of Television, although the area
successfully reduced its losses from 2001).

The unit's more efficient capital allocation policy generated a 53.7% reduction
in capital expenditure (from 175 million euros in 2001 to 81 million euros in
2002) .

Market IT

Revenues from sales and services decreased by 48 million euros from the
previous year on a consistent comparable basis, largely as a result of lower
revenues at Finsiel, Consiel and Banksiel due to lower sales volumes and the
general price reduction on sales to large accounts, offset by higher revenues
at Intersiel and Insiel due to increased activity with core clients and
acquisition of new clients on the Local Government market.

The gross operating margin and the operating result decreased due to the price
reductions on a number of contracts renewed during the year and to new
contracts with lower fees, which were only partly offset by cost reductions and
improved efficiency. The decrease was largely due to lower profit margins at
Finsiel, Consiel, and on outsourcing activities at Tele Sistemi Ferroviari for
the companies in the Italian State Railways Group.

Capital expenditure was substantially unchanged from the previous year.
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Group IT
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Consolidated revenues were largely stable, despite the effect of price
reductions.

The gross operating margin and the operating margin reflected these reductions
and decreased compared with 2001.

Capital expenditure was largely in line with 2001; 2002 investments in goodwill
refer to purchase of a controlling stake in Webegg.

Real Estate and General Services (Other Activities)

In 2002 revenues from sales and services totalled 846 million euros, a decrease
of 107 million euros from the previous year. This was largely due to the
reduction in revenues from the other Telecom Italia Business Units and
Functions as a result of space-re-organisation policies and the alignment of
prices with improved market conditions. Operating costs decreased by 51 million
euros from 2001, thanks to reduced spending on materials and external services
and a reduction in payroll costs following a significant reduction in the
headcount during the year; these effects offset in part the downturn in
revenues, thus mitigating the decrease in the gross operating margin compared
with the previous year.

The operating result, after depreciation and amortisation charges, provisions
to the reserve for risks and charges and sundry charges (mainly taxes on own
property), was negative, at 92 million euros (loss of 65 million euros in
2001) .

Other sectors directly controlled by Olivetti S.p.A.
Products, IT services and specialised systems: Olivetti Tecnost

The Olivetti Tecnost Group 1s active in office products and solutions (Office
Products, Olivetti Advalia) and specialised applications for banking, retail
and gaming automation (Vertical Division).

The Group operates on the main international geographical markets (which
account for 68% of its aggregate revenues). While its primary focus is Europe
(29%), Asia (12%) and Latin America (15%), it is also active in the consumer
business in North America (11%) through the subsidiary Royal Consumer
Information Product Inc.

In June, Olivetti Tecnost presented an industrial plan to the Trade Unions
(fully illustrated in the 2002 Half-Year Report) which aims to return the Group
to profitability through a series of business-specific measures.

The uncertain business climate existing before the presentation of the
industrial plan had a negative impact on the year's results: revenues for the
Olivetti Tecnost Group for financial 2002 amounted to 914 million euros
(including 906 million euros from customers outside the Olivetti Group), a
decrease of 16.7% from 2001 (down 12.7% net of the exchange rate effect).
Revenues comprised 588 million euros for hardware products, 154 million euros
for supplies, 73 million euros for services and 99 million euros of other
revenues.
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In the Office sector covered by Olivetti Advalia, third-party revenues fell
sharply (down 19%) due to the decision to curtail operations on the PC market
and to the expected slowdown in fiscal cash register sales following the
changeover to the euro.

With regard to other products, the ink-jet fax and MFP businesses (products and
supplies) were stable and the copier business (products and supplies) expanded,
with a marked shift in the product mix towards digital copiers and
medium/high-end products.

In the first half of 2002 Olivetti Tecnost was awarded a contract by Consip, a
company owned by the Italian Ministry of the Economy which draws up conventions
with equipment and service suppliers for the public authorities, to supply 3000
digital photocopiers on a rental basis.

In the second half, Olivetti Tecnost introduced new laser printers and colour
copiers to complete its offer for the professional channel and business users,
renewed its laser and ink-jet fax range and expanded its digital copier offer.

2002 third-party revenues in the Vertical Division decreased from the previous
year (down 11.6%), largely as a result of the second-half slowdown in sales to
China at the Industrial Partnership division.

Gaming revenues, on a comparable basis, decreased compared with 2001 (down
5.7%) with a shift in the hardware/services mix towards hardware, reflecting
the impact of the new contract to supply Lottomatica with M370 terminals and
specialised printers.

As part of the diversification strategy, new initiatives were developed in the
gaming sector, especially overseas, which open up excellent prospects for 2003:
in Tunisia (contract with the Sport Commission to supply a turnkey solution for
automation of the local football pools system), Peru (football pools
automation, with supply of 1,500 terminals, of which 150 were delivered in
2002), India and China (with the launch of the new M380 family, which is
expected to bring good results).

Revenues in the banking and retail sector were stable, confirming the
importance of Tecnost Sistemi's products as the reference offer on the world
market (PR2, PR2 Enhanced, PR4 for retail); the increase in revenues in Europe
was offset by a decrease in China, where the PR2 E printer nevertheless
continues to maintain an 80% market share.

In the special products sector, revenues more than doubled in 2002, mainly as a
result of the supply of TP Label automatic weighing and franking machines to
the Italian Post Office.

In the shop automation sector, the new Net Shop initiative proceeded. Net Shop
offers services for SMBs in the retail business.

After taxes and minority interests, the Olivetti Tecnost Group posted a net
loss after adjustments for Olivetti consolidation purposes of 87.1 million
euros for financial 2002 (a loss of 54.7 million euros in 2001), after taking a
net non-recurring charge of 76.5 million euros relating to the corporate
restructuring, implementation of which is essential to ensure a return to
profitability in the future.

Net financial indebtedness at 31 December 2002 was 60.4 million euros compared
with 133.9 million euros at 31 December 2001, a decrease of 73.5 million euros
which was largely due to the decrease in working capital (mainly receivables
and inventories).
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At 31 December 2002 the Olivetti Tecnost Group had 4,527 employees (4,896 at 31
December 2001), of whom 2,371 in Italy and 2,156 abroad.
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On 7 January 2003 the Group closed the contract drawn up in the second half of
2002 with SMT Vertronic, a Mexican company in the SMT Group, for the sale of
industrial assets held by the subsidiary Olivetti Tecnost de Mexico, which is
active in office automation products.

The agreement provided for the sale of the Tlaxcala facility in Mexico and
recruitment by SMT Vertronic of the workers in the plant (1,266 at 31 December
2002) . SMT will introduce new industrial operations into the Mexican plant in
addition to those currently performed, which Olivetti Tecnost will continue to
use.

Facility Management: Olivetti Multiservices

During 2002 Olivetti Multiservices made sweeping changes in its operations. As
part of Project Tiglio (approved by the Olivetti S.p.A. Board of Directors on
26 March 2002) for the enhancement of the real estate assets of the Pirelli,
Olivetti and Telecom Italia groups, on 1 September 2002 the partial split-up of
Olivetti Multiservices S.p.A. (as approved by the company Board of Directors on
21 June 2002) took effect, through the transfer at book value of the company's
real estate assets, specifically 23 buildings and 10 development areas, to OMS2
s.r.l. (a wholly owned subsidiary of Olivetti S.p.A. which was sold to Tiglio I
in October). The share capital of Olivetti Multiservices S.p.A. was reduced
accordingly.

Aggregate revenues for 2002 were 119.3 million euros, of which 75.8 million
euros from third parties and 43.5 million euros from the captive market.

Net income for Olivetti consolidation purposes totalled 10.8 million euros (1.7
million euros in 2001) arising in part from non-recurring income (5.8 million
euros) as a result of asset sales.

At 31 December 2002 the company had 302 employees, compared with 353 at the end
of 2001. The reduction of 51 heads was due to implementation of Project Tiglio.
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Human resources

At 31 December 2002 the employees of the Olivetti Group companies included in
the consolidation numbered 106,620, a net decrease of 9,400 heads from 31
December 2001 (116,020 heads).

(employees) 31.12.2002 31.12.2001 Changes
Olivetti S.p.A 70 89 (19)
Finance companies 8 8 -
Telecom Italia Group 101,713 109, 956 (8,243)
Olivetti Tecnost Group 4,527 (***) 4,896 (369)
Olivetti Multiservices (*) 302 353 (51)
Webegg Group (**) - 718 (718)
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Total 106,620 116,020 (9,400)

(*) property management and services
(**) the Webegg Group is consolidated in Telecom Italia Group from 30 June 2002
(***) including 1,266 units transferred on 7 January 2003 to SMT Vertronic

The headcount at the Telecom Italia Group at 31 December 2002 was 101,713, with
a decrease of 8,243 heads from 2001. This reflected the changes in the
consolidation area, which generated a net decrease of 2,883 heads, and the net
decrease arising from staff turnover (5,360 heads). Specifically, the main
changes in the consolidation area were: the exit of the 9Telecom Group (-1,003
heads), the sale of the Telespazio Group (-1,168 heads), the exit of Sogei and
Consiel (an overall reduction of 1,538 heads) and other minor companies (=711
heads), the entry of Blu (+ 618 heads), the Webegg Group (+ 719 heads), Netesi
and Epiclink (an overall increase of 168 heads) and other minor companies (+ 32
heads) .

With regard to staff turnover, the year saw 12,567 full departures (including
5,413 at Telecom Italia S.p.A.) and 7,207 new hirings.

The headcount at the Olivetti Tecnost Group decreased by 369 heads, reflecting
a net decrease of 73 heads in Italy (136 departures and 64 new hirings) and a

net decrease of 296 heads abroad: 1,898 departures (including 1,752 in Mexico)
and 1,657 new hirings (1,542 in Mexico).

The headcount at Olivetti Multiservices decreased by 51 heads, mainly as a
result of the spin-off of the Property and Project units to Pirelli Real Estate
(47 heads) under Project Tiglio.

The average number of employees in the Olivetti Group in 2002 was 107,079, of
which 101,789 with the Telecom Italia Group.

On 27 May a frame agreement was signed with the Telecom Italia Trade Unions to
ensure the correct sizing of the workforce in relation to the 2002 - 2004
Industrial Plan. Accordingly, on 30 July a union agreement was signed to place
3,803 Telecom Italia S.p.A. employees on mobility schemes. Similar agreements
were reached during the rest of the year for other Group companies, affecting a
total of approximately 380 resources.
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Also in connection with the frame agreement, accords were drawn up for the
recruitment of 350 young people in Telecontact Center and 110 young people in
the Telecom Italia Domestic Wireline Business Unit.

On 12 December procedures for the transfer of Blu S.p.A. staff to TIM were
completed.

On 25 June 2002, Olivetti Tecnost completed negotiations with the Trade Unions
with regard to the Group Industrial Recovery Plan. The Plan includes special
professional skills re-training programmes for approximately 300 employees

involved in the Group's industrial re-organisation.

20 | Report on Operations

192



Edgar Filing: TELECOM ITALIAS P A - Form 6-K

Financial review
The Group

The Olivetti Group posted a net loss after taxes of 773 million euros for
financial 2002 (3,090 million euros in 2001); before amortisation of
consolidation goodwill relating to Telecom Italia, it had a positive net
result of 520 million euros (a loss of 1,791 million euros in 2001).

The 2,317 million euros improvement in the net result was largely due to lower
losses at Telecom Italia for 575 million euros and at the Parent Company
Olivetti S.p.A. for 1,681 million euros, the latter improvement arising chiefly
as the result of lower net financial charges for 158 million euros, net income
from non recurring items of 449 million euros and the writedown of the Telecom
Italia equity investment posted in the statutory accounts purely for tax
purposes; this writedown generated an overall benefit on consolidated income of
1,078 million euros, including deferred tax assets of 609 million euros whose
recovery 1s reasonably certain.

Group net financial indebtedness at 31 December 2002 totalled 33,399 million
euros (18,118 million euros for the Telecom Italia Group), a decrease of 4,963
million euros against 31 December 2001 (38,362 million euros).

Olivetti Group total shareholders' equity at 31 December 2002 was 20,624
million euros (26,353 million euros at 31 December 2001); excluding minority
interests, shareholders' equity attributable to the Parent Company was 11,640
million euros (12,729 million euros at 31 December 2001).

A significant factor in the decrease of 5,729 million euros in total
shareholders' equity was the Telecom Italia Group dividend payout of 3,649
million euros to minority shareholders.

Aggregate capital investments amounted to 7,024 million euros - relating in the
main to the Telecom Italia Group (6,921 million euros) - subdivided as follows:
3,291 million euros for tangible assets (3,258 million euros for the Telecom
Italia Group), 1,956 million euros for intangible assets (1,930 million euros
for the Telecom Italia Group) and 1,777 million euros for financial assets
(1,708 million euros for the Telecom Italia Group) .
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Group business performance

2002 business performance is reflected in the reclassified statement of income
set out below, which also includes data for 2001. The statement classifies
income components by nature, with separate disclosure of non-recurring income
and expense items.

(in millions of euros) Year 2002 % Year 2001
Net revenues 31,408 100.0 32,016
Operating costs:

Labour (4,727) (15.1) (4,877)
Materials and services (12,668) (40.3) (13,458)
Grants 20 0.1 26
Depreciation of tangible assets (3,807) (12.1) (4,080)
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Amortisation of intangible assets:

Consolidation goodwill (2,142) (6.8) (2,278)
Other (1,320) (4.2) (1,283)
Provisions for writedowns and risks (776) (2.5) (758)
Other income (charges), net 28 0.1 30

Result before interest and taxes (EBIT) and non recurring
income and charges 6,016) 19.2 5,338

Non recurring income:

Gains on disposals and other non-recurring income (*) 2,990 9.5 999
Non recurring charges:

Losses on disposals and other non-recurring charges (*) (8,486) (27.0) (4,354)
EBIT 520 1.7 1,983
Income from equity investments, net 57 0.1 221
Financial charges, net (2,307) (7.3) (3,105)
Value adjustments to financial assets (7806) (2.5) (2,196)
Result before taxes (2,516) (8.0) (3,097)
Taxes 2,210) 7.0 (579)
Result after taxes before minority interest (3006) (1.0) (3,676)
Minority interests (467) (1.5) 586
Net result for the year (773) (2.5) (3,090)
(*) the amounts concerning the Telecom Italia Group have been classified as

extraordinary items in the consolidated accounts of this latter.

Group revenues amounted to 31,408 million euros, compared with 32,016 million
euros in 2001, a decrease of 1.9% (up 3.1% on a comparable basis and net of the
exchange-rate effect).

Revenues at the Telecom Italia Group, which accounted for 96.8% of the total,
increased by 3.8% excluding the exchange rate effect and the chang