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LETTER OF THE PRESIDENT

Dear Shareholders,

in 2002 De’Longhi Group posted once again good re-
sults, in confirmation of the progress of the previous
years; 2002 represented an important turning point for
De’Longhi Group.

An important historical phase, characterised by the inte-
gration and localisation of production processes, is now
over.

Our products are sold all over the world, and are appreci-
ated everywhere for their quality and innovation. Our glo-
bal marketing presence finds a natural complement in the
internationalisation of our industrial platform.

| am extremely pleased to know that our employees have
deeply understood the importance of this change. With
their help, we are laying the foundations of our future
structure.

This is the structure of a Group that aims to continue
to grow in the domestic and foreign markets, able to
maintain an elevate standard of research and develop-
ment, and apply the maximum quality to its products
also outside of Italy, in order to reach always the highest
competitiveness.

Giuseppe De’Longhi



FINANCIAL HIGHLIGHTS

Share and market data

FINANCIAL HIGHLIGHTS

IPO Price (July 24th 2001 40
Key Income Statement Figures In millions In millions In millions Quly 24 ) 34
Euro Euro Euro Highest Price (June 215t 2002) 5.69
2002 2001 2000(*)
Lowest Price (January 7th 2002) 3.38
Net Revenues 1,273.7 100.0% 1,197.9 100.0% 1,070.2 100.0%
Average Share Price in 2002 4.72
EBITDA 180.4 14.2% 164.1 13.7% 142.3 13.3%
Price at 28/12/2001 3.32
EBIT 109.9 8.6% 94.4 7.9% 71.0 6.6%
Net Income 40.0 3.1% 26.3 2.2% 9.2 0.9% Price at 30/12/2002 425
Price at 11/06/2003 3.84
Key Balance Sheet Figures 2002 2001 2000(*) Source: Reuters
Net Working Capital 269.1 388.5 402.5
Net Financial Position (269.1) (447.1) (624.8) Group data 2002 2001
Group’s Shareholder Equity 554.5 524.8 374.7 Net income (in millions Euro) £40.0 26.3
Cash Flow (**) 108.4 103.6 75.1 Net equity (in millions Euro) 554.5 524.8
Key ratios 2002 2001 2000(*)
ROCE (EBIT/Capital Employed) 13.3% 9.7% 71%
RO; (Net income/Group’s Shareholder Share Data 0D 0T
Equity) 7.2% 5.0% 2.5%
ROS (EBIT/Net Sales) 8.6% 7.9% 6.6% Number of Shares (millions) 149-5 149-5
NWC/Net Sales 21.1% 32.4% 37.6% Earnings per Share 0-27 018
Net Financial Position/Group’s Book Value per Share 3.71 3.51
Shareholder Equity 0.49 0.85 1.67
Dividend per share 0.06 0.03
Interest Cover (EBITDA/Net Interest
Expense) 4.92 4.11 4.00 Pay out Ratio % 22.4% 18.7%
(*) Including acquisitions made in December 2000 and the acquisition of Kenwood at the beginning of year 2001. Price/Earnings® 15.9 18.9
e . - ..
(**) Income plus amortizations, depreciations and provisions. Price/Book Value® - 09
Dividend Yield® 1.4% 1.0%

NET REVENUES ANALYSIS

(in millions Euro) (1) Ratios calculated using closing share prices as of year end
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THE YEAR 2002 oF DE’ LONGHI
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In 2002 the Group continued to pursue its strategy focused on growth and value creation that was
characterised both by the increase of turnover and by the implementation of actions aimed at en-
hancing efficiency.

Despite an overall scenario characterised by unfavourable consumption trends, growth was
achieved by increasing market shares and, in some cases, also by creating new business segments.
The sales increase was 6.3% and suffered the effects of adverse exchange rates movements for ap-
proximately 2.4%. Therefore, on a constant exchange rate basis, growth would have been 8.7%.
As usual, we bet on the product’s innovation as the basis of our activity. All the four business areas
and the Group’s trademarks have been involved in the launch of some new innovative products,
such as the electrical coffee machine Alicia which has lead the growth in the Italian market.

The most important Group’s brands (De’Longhi, Kenwood, Ariete e Simac) have gained a good
profit from the success of the new products, and have been supported by an intense communica-
tion and marketing activity, always based on the proper values of our mission: quality, innovation
and care of people needs.

A number of actions were implemented in order to improve efficiency and profitability.
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Consolidated financial statements 2002

SIGNIFICANT EVENTS

After the numerous and extraordinary activities that characterized the fiscal years of 2000 and
2001, during 2002 the Group was mainly committed to enhancing the advantages that may be
gained from its new size and to finding organizational solutions aimed at improving efficiency
and control, while respecting the independence of the companies that were taken over.

Special mention goes to the establishment of a solid organizational structure in China, where
suitable plants provide consistent work in the fields of production, purchasing, quality control
and marketing. Italian competencies joined force with British and Chinese skills to enable the
Group to find in China not only an opportunity to cut costs but also an industrial platform that
is able to provide the same quality standards found in Europe. The production and purchasing
activities formerly reporting to Kenwood have been integrated within this context.

The Group also completed an operation aimed at bringing together the subsidiary companies
Simac — Vetrella S.p.A. and Ariagel S.p.A. under De’Longhi S.p.A., a move dictated by the need
to achieve greater organizational efficiency and improve internal synergy. The focus on brand
names has remained unaltered and is supported by the maintenance of dedicated commercial
networks.

The consequence of the above mentioned aggregation is the implementation of the process
aimed at increasing specialization and rationalizing production plants with the final closure of
the production units of Candiolo (TO) and Dolo (VE). The operation took place by means of two
separate mergers approved during their respective extraordinary meetings of 15 July 2002: the
mergers were finalized in the merger deeds drawn up on 1 August 2002.

A number of strategic roles were suitably strengthened with the inclusion of new Managers,
especially as regards Kenwood and the Group’s American branch, with the aim of promoting the
growth of both locations.

On the financial side, a securitisation agreement was carried out during the month of September
providing for the revolving disposals on monthly basis of the accounts receivable of De’Longhi
S.p.A. and of the subsidiary company Ariete S.p.A. relating to sales made on the Italian market.

These disposals were carried out on a no-recourse basis as provided for by Law 52/91 (Law on
Factoring) in the framework of a five-year program.

This operation responds to the need to cut the financing cost and to diversify the financing
sources by adopting a tool that combines both flexibility and duration over the years.

As to products and brand image, the Group achieved a number of important goals in the latter
part of the period.

The mostimportant brands were at the centre of strongly innovative product launching initiatives
flanked by communication campaigns broadcast on national television. These campaigns mainly
regarded the De’Longhi brand - with the launching on the Italian market of Alicia, the electric
moka coffee machine, that opened the way for a new business segment, and gained remarkable
success in the distribution network and with final users, Ariete that launched Saladino, a strongly
innovative product on the market and Kenwood with the launching of Smoothie, a large blender
providing innovative functional and aesthetic solutions on the English market.

Overall, the closing of the period was characterized by strong product innovation as to the main
brands (De’Longhi, Kenwood, Ariete, Simac), that were suitably supported by strong investments
in advertising that increased (over 30%) against the previous year.

MARKET SCENARIO

In 2002, the growth of global GDP (approximately 2% against 1.6% in 2001), was the result of the
slow-down of the economy of the Eurozone, a recovery in the United States and the continuation

Consolidated financial statements 2002

of growth trends in the main Asian nations, excluding Japan. In the Eurozone, GDP increased 0.7%
(against 1.5% in 2001), and suffered the effects of the fall of exports towards the United States in
the second quarter and the sluggishness of the stock markets on the one hand, and the decline of
internal demand in the main Countries, such as Italy (GDP for 2002 increased by 0.4%), Germany
(+0.2%), France (+ 1.1%) and Great Britain (+ 1.7%).

Problems on the demand front and the strengthening of the Euro that more than compensated for
the increase of the price of petrol, allowed inflation to drop even further (down to 2.2% against
2.5% in 2001). On the other hand, the appreciation of the Euro has diminished the competitive-
ness of exports. The lower inflation rate and the will to support economic recovery drove the
European Central Bank to cut the interest rate down to 2.75% from 3.25% in November 2001.

Despite sluggishness in the growth of the GDP (+1.7% against 2% in 2001), British economy was
favoured by the containment of interest rates, the increase of real estate prices and the growth
of public expenditure.

There were signs suggesting the recovery of the United States economy (GDP increased 2.4%
against 0.3% in 2001), thanks to the improvement of industrial productivity and the ongoing re-
vamping of a number of companies which resulted in an increase in investment expenditure.

Finally, Japan witnessed recession also in 2002 with its GDP decreasing 0.3%.

The market for small domestic appliances in Italy suffered a general contraction both in value and
volume, with the exception of some product lines.

At European level, the growth of the coffee machines lines in main markets continued, both for
espresso and filter coffee machines.

A slight decrease was experienced in the North American market for the Group’s reference sec-
tors.

In the air conditioning and treatment sector, an especially significant growth was recorded for
portable conditioners in Italy.

The unfavourable climate trend in the first and last quarters of 2002 caused a contraction of the
market for portable heating appliances.

Interest and Exchange Rate Trends

2002 was characterized by an overall decrease of the interest rates of developed economies and
the by the appreciation of the Euro in reference to the main currencies: US Dollar, Pound Sterling
and Yen.

Considering the average exchange rates for 2002 against those for 2001, the Euro appreciated by
5.5% against the US Dollar, 1.1% against the Pound Sterling and 8.6% against the Yen. This ap-
preciation increased even further in the last quarter of the period (11.7% against the Dollar, 2.5%
against the Pound Sterling and 10.7% against the Yen), which historically is the most important
quarter in the year as to its contribution to the turnover and to the profitability of the Group, and
is also the most important for the North American and Japanese markets.

Indeed, historically, this last quarter accounts for over 30% of the sales and approximately 40%
of EBITDA for the total year.

BUSINESS SEGMENTS

The Group experienced positive trends despite the rather unfavourable macro-economic sce-
nario, proving the solidity of its business model and its ability to gain market shares in the main
reference segments.
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The table here below shows the consolidated net sales trends for the years 2001 and 2002. tion of this business segment in 2003 will be the continuation of the extension of the range of

DE’LONGHI GROUP

2002

(Millions of Euro)

2001

(Millions of Euro)

Change
2002 - 2001

(Millions of Euro)

%
Change 02-01

%

existing products and the launching of the new “compact” radiator.

As to fixed heating, a number of trade agreements were reached in 2002 and the European de-

Cooking and food preparation 557.4 503.2 54.2 10.8% mand for bathroom and decorative heaters increased, two products that the Group has clearly
Air conditioning and air treatment 278.6 256.5 22.1 8.6% focused upon. Both are expected to perform well in 2003.

Heating 239.6 246.2 (6.6) (2.7%)

Home cleaning and ironing 1522 1445 . 53% Hom e cleaning and ironing

Other 45.9 475 (1.6) (3.3%) Sales for this segment reached 152.2 million Euro in 2002, registering a 5.3% increase against
Total 1,273.7 1,197.9 757 6.3% 2001: this result is especially satisfactory considering the strong increase that had already been

Cooking and food preparation

This business segment recorded sales for 557.4 million Euro, resulting in the highest overall
growth rate (+10.8% against 2001) despite the unfavourable influence of the exchange rate and
the exit from low-range microwave business.

To support and reinforce its leading position in Italy and in the world, in 2002 the Group once
again pursued the aim of renewing its products especially as regards countertop ovens, deep
fryers and coffee machines. Amongst the products included in this segment, coffee machines are
those that recorded the highest growth rates in sales.

For the current fiscal year, efforts will focus not only on pursuing the innovation strategy for the
coffee machine line by expanding the Alicia, moka coffee machine range, by launching it on for-
eign markets and introducing the first internally produced automatic coffee machines, but also
on other categories including electric ovens, deep-fryers and grills. Finally, the new robot chef,
Chef Sovereign, is expected to be launched in 2003.

Air conditioning and air treatment
Sales reached 278.6 million Euro, increasing 8.6% against the previous period.

Thisincrease has been achieved mainly through the sales of portable air conditioners (+13.2%), a
line in which De’Longhi is a world leader, thanks to the positive results achieved during the sum-
mer sales campaign in Italy.

As to wall-mounted conditioners the Group, which holds a relevant position in this line in the Ital-
ian market, recorded modest increases during 2002. In the period, the market was influenced by
the strong competitive pressures faced by the Group also by means of pricing strategies.

In the large thermo-cooling machines, the Group, the leader in the sector in Italy registered
growth rates of +7.1% in 2002, which offset the sagging orders recorded in the first months of
2002.

Developments for 2003 will benefit from the low inventory levels at retail level and the expansion
of de-humidifying appliances.

Heating
Sales reached 239.6 million Euro, recording a 2.7% drop against 2001, mainly attributable to the
portable heating products. Fixed radiators recorded an increase of over 12% against 2001.

The sagging turnover for portable heating appliances was caused by the late arrival of the win-
ter season, and also by the unfavourable influence of the exchange rates which were especially
significant in the last quarter which is also the most important one in terms of contribution to the
turnover and the profitability of this segment.

New products were launched in 2002, including compact heater and radiator models, the sales of
which will see consolidation during 2003. Another element that will contribute to the consolida-

witnessed in 2001 (+21.2%).

The strategy aimed at revamping and extending the steam and multi-function product range,
alongside the renewal of traditional products in terms of providing them with greater power and
efficiency, will be the main tools used by the Group in 2003 to face the strong competition that

characterizes this segment.

ALLOCATION OF GROWTH BY GEOGRAPHICAL AREA

The Group was once again characterized by a strong international vocation (exports accounted

for over 70%), as shown by the turnover trend broken down by geographical area.

2002 2001 Change Change%

Millions of Euro Millions of Euro Millions of Euro %

Italy 350.9 322.1 28.8 8.9%
Great Britain 188.3 178.4 9.8 5.5%
Other European countries 343.4 319.6 23.8 7.4%
U.S.A., Canada and Mexico 165.0 150.5 14.6 9.7%
Japan 69.0 62.3 6.7 10.8%
Rest of the world 157.1 165.0 (8.0) (4.8%)
Total 1,273.7 1.197.9 757 6.3%

Most markets recorded significant growth rates in 2002. Special attention goes to the trends
recorded in the Italian market where, despite the contraction of the market for household appli-
ances, the Group increased its market shares and consolidated its leading position. Amongst the

other European countries, France and Spain reported most consistent increases.

In North America, growth at constant exchange rates was approximately 18%. At current ex-
change rates, the recorded increase in turnover equalled 9.7%. The turnover increase recorded

in Japan was 10.8% and, at constant exchange rates, 20.7%.

Great Britain was penalised by the exit from the low-range microwave oven range, although
this trend was more than suitably offset by the excellent performance of the Kenwood branded

products.

As to the Rest of the World, a number of Latin American Countries (Brazil and Argentina) were
characterized by a drop in demand and the former U.S.S.R. states suffered the delayed start of

the heating season.
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OPERATING PERFORMANCE Netincome reached 40 million Euro with a 52% increase against 2001 with no relevant changes in

What follows is a reclassification of the profit and loss account:

2002

Millions of Euro

% on sales

%

2001

Millions of Euro

% on sales

%

extraordinary items and despite the higher tax burden of 4.9 million Euro (+ 21.2%).

ANALYSIS OF THE FINANCIAL BALANCE SHEET

Revenues 1,273.7 100.0% 1,197.9 100.0% The net financial pOSitiOl’] is summarized as follows:

Increases 2002/2001 75.7 6.3%
Materials consumables and goods (620.7) (48.7%) (596.4) (49.8%) 12.31.2002 12.31.2001 Changes
Cost for services and other charges (297.5) (23.4%) (269.3) (22.5%) Millions of Euro Millions of Euro Millions of Euro
Value added 355-5 27.9% 3322 R Trade receivables 309.0 412.5 (103.5)
Payroll and related costs (162.3) (12.7%) (157.2) (13.1%) Inventories 233.8 234.8 (1.1)
Provisions (12.8) (1.0%) (0.9) (©09%) Trade payables (290.9) (249.7) (41.2)
EBITDA 180.4 14.2% 164.1 13.7% Other 17.2 (9.1) 26.4

Increases 2002/2001 16.3 9.9% Net working capital 269.1 388.5 (119.4)
Depreciation and amortisation (70.4) (5.5%) (69.7) (5.8%) Fixed assets:
EBIT 2 % 94-4 ks Intangible assets 434.6 435.2 (0.6)

Increases 2002/2001 15.6 16.5% Tangible assets 221.0 193.7 27.3
Financial income (expenses) (36.3) (2.8%) (39.0) (3-3%) Financial assets 8.0 9.6 (1.5)
Extraordinary income (expenses) (5.4) (0.4%) (5.7) (0.5%) Non-current liabilities (108.8) (54.8) (53.9)
Income before taxes G:i5) 320 49-6 e Total capital employed 824.0 9722 (148.2)

Increases 2002/2001 18.6 37.6% Minorities (0.3) (0.3) (0.0
Taxes (28.0) (2.2%) (23.1) (.9%) Shareholders’ equity (554.5) (524.8) (29.7)
Income before minorities 403 3:2% 2S5 B3 Total non-financial sources (554.9) (525.1) (29.8)
Minorities 03 0.0% 02 0.0% Net financial position (269.1) (447.1) 177.9
Net income 40.0 3.1% 26.3 2.2%

Increases 2002/2001 3.7 52.0%

In 2002, the Group generated net revenues of 1,273.7 million Euro.

The sales growth against 2001, equalling 75.7 million Euro (+6.3%), was negatively impacted by
the trend of the exchange rate (-2.4%) and the exit from the low-range microwave ovens (-1.2%);
on a constant exchange rate basis and excluding the exit from the low-range microwave ovens,
growth would have approximately reached 10%.

EBITDA was higher than 2001 reaching 180.4 million Euro, 9.9% and EBITDA margin from 13.7%
to 14.2%, thanks to a better sales mix, the reduction of industrial costs and a greater reliance
on the Chinese industrial site. All these effects more than offset the unfavourable fluctuations
of the exchange rates and the sagging turnover generated by the heating segment — which has
a profitability which is higher than the Group’s average - and the increase of the expenditure for
advertising that increased against 2001 especially to support the products launched in the mar-
ket in the later months of the period.

EBITDA margin also benefited the lower impact of payrolls on the turnover dropping from 13.1%
in 200110 12.7% in 2002.

The EBIT reached 109.9 million Euro, increasing 16.5% against the 94.4 million Euro as of 2001 and
EBIT margin rose from 7.9% to 8.6%, also due to the lower impact of amortisation and depreciation
on sales. Depreciation and amortisation for the period equalled 70.4 million Euro, and include the
amortisation of goodwill arising from consolidation for 13.0 million Euro, and other intangible as-
sets for 19.9 million Euro, confirming the high degree of self-financing characterizing the Group.

The net interest expense showed a 2.7 million Euro reduction of charges against the same period
in 2001, due not only to the expected effect of the hedging policies of exchange rates compensat-
ing the loss at EBITDA level, but also due to the reduction of the net debt. It is also worth empha-
sizing that the bonds expiring in April 2003 bore a higher interest rate in 2002 than in 2001 due to
interest rate hedging policies in place.

The net working capital, amounting to 269.1 million Euro, emphasizes a decrease compared to
last year amounting to 119.4 million Euro, of which 18.2 million Euro due to actions started up
since 2001 to reduce stock and to improve the collecting conditions, whereas 101.2 million Euro
are ascribed to the above mentioned securitisation. For the second year running, the incidence of
the net working capital on the turnover decreased from 32.4% as of 31 December 2001 to 21.1%
as of 31 December 2002 (29.1% considering data on a comparative basis, that is excluding pro-
ceeds from securitisations).

The net financial position dropped from 447.1 million Euro in December 2001 to 269.1 million Euro
as of 31 December 2002, with a 177.9 million Euro improvement, of which 99.1 million Euro are
ascribed to the proceeds generated by the securitisation and 78.8 million Euro to the cash flow
of the period.

The statement of cash flows is summarized below:

2002 2001

Self-financing 108.4 103.6
Changes in net working capital 22.5 (5.9)
Cash flow from investing activities (43.9) (46.1)
Cash flow from operating activities 87.0 51.6
Cash flows from provided by movements in net equity - 256.9
Dividends paid (4-9)

Change in the foreign exchange reserve (5.3) (0.6)
Securitisation (*) 101.2

Change in the consolidation area - (139.0)
Change in net financial position 177.9 169.0

(*) This entry led to a positive variation of the net financial position of 99.1 million Euro and a lower operating profit of 2.1
Euro (due to securitisation charges).
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The ratio between net borrowing and shareholders’ equity (gearing) decreased from 0.85 in 2001
t0 0.49 in 2002 (0.66 excluding the effects of the securitisation operation).

Key economic/financial ratios are provided as follows:

2002 2001

ROCE (EBIT/Capital employed) 13.3% 9.7%
ROE (Net income/Net equity) 7.2% 5.0%
Interest cover (EBITDA/financial charges) 4.9 4.1
NWC/Net revenues 21.1% 32.4%
Gearing (NFP/Net equity) 0.49 0.85

HUMAN RESOURCES

As of 31 December 2002 the De’Longhi Group employed 5,646 staff (5,195 in 2001) that can be
broken down as follows:

12.31.2002 12.31.2001

Workers 3,752 3,454
White collars 1,800 1,650
Managers 94 91
Total 5,646 5,195

3,724 staff are employed in Italian companies, whereas the remaining 1,922 work in foreign
locations.

Labour costs have increased 3.2% against 2001, for a total of 162.3 million Euro. This shift is
the result on the one hand of the reduction of the average cost per worker subsequent to the
employment of a greater number of employees with lower unit labour costs and on the other
due to contractual wage increases and bonuses for merit.

As to the average number of staff employed by the Group (5,603 in 2002, against 5,350 in
2001), it is important to highlight the increase witnessed in the Chinese production plants
that was partially offset by staff reduction following the closure of the Dolo and Candiolo
plants.

The Group still considers the focus on the satisfaction, professional growth and the acknowl-
edgment of the value of human resources as being one of the main keys to the future success
of the Company.

It is within this framework that the activities aimed at identifying and implementing training
tools and strategies continued in 2002, with the support also of a number of external compa-
nies, aimed at satisfying the need for personnel development.

REVIEW OF THE INDUSTRIAL PLAN

The review of the Group’s production plans continued in 2002 leading to the expected closure
of the Ariagel plant and the subsequent transfer of production to the De’Longhi plant, the cen-
tralization of the Simac Vetrella production into the Gorgo al Monticano (Treviso) plant and the
closure of the Dolo plant, the transfer of a number of De’Longhi production lines to the Tricom
plantin China.

Furthermore, 2002 saw the completion of the process aimed at reorganizing production by start-
ing up two technical/production centres (mechanical and plastics) and a centralized planning
unit with an enhanced controlling function over industrial costs.

Consolidated financial statements 2002

ORGANIZATIONAL REVIEW FOR HONG KONG AND CHINA

During 2002 the activities aimed reviewing the organization of Kenwood plants in China and
Hong Kong (employing over 1,150 staff in total) continued with the aim of turning them into pro-
duction and purchasing structures serving the requirements of all the Group’s Companies and
brands. Special attention was dedicated to enhancing the framework to manage the procure-
ment of finished products coming from China.

The structure of the Tricom plant was also enhanced to enable the start-up of the first produc-
tions under the De’Longhi brand.

In view of the increasing importance of implemented activities, a number of Managers moved
to Hong Kong and China to monitor critical activities such as the management of the produc-
tion plant, quality control on internally produced items and/or purchased from local suppliers,
procurement of finished products and components both for local production and, in the long
run, also for production in Italy.

During the period, the revamping project for the quality control system continued with
the aim of extending the De’Longhi quality standards to all the major companies of the
Group.

The monitoring of the quality system, of internal and external production processes and
product development is guaranteed by quality assurance and monitoring systems aimed at
defining/checking preventative activities in the organization and the operational monitoring of
the quality of traded products.

QuALITY
As regards quality, during 2002 the Group has accomplished the following basic projects:

e certification of the quality system of the Conditioning Unit by a certified external company
(CSQ), based on the ISO 9001-2000 reference legal framework: the certification that was award-
ed further reinforces the vision whereby prevention is an organizational tool for improving the
quality of products and services.

e certification of the quality system of the Gorgo al Monticano production plant based on the
ISO 9001-1994 reference legal framework.

LoGisTICS

During 2002 the project aimed at enlarging the finished products warehouse of Mignagola was
carried out within the project aimed at transferring Kenwood’s central European warehouse from
Holland to Treviso.

Furthermore, during 2002 direct delivery initiatives increased by moving the stock from the ware-
houses of European branches to the centralized warehouse in Mignagola.

DISTRIBUTION

As to the organization of distribution/commercial networks, a project was launched in 2002
aimed at developing the trade of small domestic appliances under the Kenwood brand in the Ital-
ian market, resorting to a specific and dedicated sales network.

The subsidiary Ariete also opened two branches in Portugal and Greece.
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INFORMATION TECHNOLOGY SYSTEMS

The development of commercial IT systems continued based on the guidelines of the original
strategic choices focusing on SAP software and existing and potential functions available in the
IT system.

In further detail, the projects that were implemented are part of a Group strategy aimed at:

e extendingthe “single and integrated” system to all the Group’s companies in order to improve
the reliability and timeliness of information, the efficient management of inter-group relation-
ships and monitor all company activities; the activities performed in the Kenwood branches in
Germany and France were integrated into the related De’Longhi branches located abroad, and the
Group’s IT system was extended to the De’Longhi Ltd and Kenwood Austria branches. Finally a
project was started up in order to implement SAP in Kenwood Ltd (Great Britain) and in the Hong
Kong companies.

e equipping a greater number of processes with IT systems in order to improve the efficiency of
internal structures using the potential made available by the software in use: in this regard, it is
worth emphasizing the implementation of a production and purchasing planning system, the re-
view of the procedures for customer orders and the different means to secure the goods (existing
and incoming) in the warehouse, leading to a better use of inventories and a greater punctuality
in delivery dates to customers.

e improving the management of relations with third parties (customers and suppliers) using
new technologies made available by the Internet. New functions were added to the Service Cen-
tre “Internet Portal”, facilitating the monitoring of activities performed by the Centre and obtain-
ing more accurate information on product defects.

INSURANCE AGAINST RISKS

The Group wrote insurances with extended coverage both on main assets (tangible fixed assets
and credit) and on risks linked to goods sold.

The Group also adopted a policy for covering financial risks (linked to exchange rates and interest
rates).

As to the Yen and the US Dollar exposure, hedging contracts were carried out, enabling the net
interest expense to benefit from positive differences of exchange to offset the negative effect
suffered at EBITDA level.

RESEARCH AND DEVELOPMENT

Research and development is a function that is constantly being funded by remarkable fi-
nancial investments: it includes 10 laboratories and 13 technical offices located in or near
production plants. The Group employs over 230 people in the research and development
sector. This investment has enabled the Group to reach and consolidate its competitive edge
in time.

As to the production of air conditioners, please note that since 01/06/2002 the E.U. has prohib-
ited the use of R22 refrigerator gas for cooling-only devices and from 01/01/2004 also for heat
pump devices, within the framework of initiatives aimed at safeguarding the ozone layer. In the
rest of the world, the use of R22 is still permitted.

EC Directive 2002/31 0n energy labelling for air conditioners will enter into force on 30 June 2003,
and has led to the adoption of R290 gas in all the enbloc range. Indeed, R290 ensures the best
energy-efficiency ratio and enables portable devices to be labelled in top efficiency classes that
are higher than those reached by the competition, reinforcing our competitive edge in the port-
able air conditioning line, in which De’Longhi has always been a world leader.
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Inview of the complex and yet developing scenario that includes the many technology and market
factors that will influence future and final choices, the Group has decided to develop different
technology alternatives on its overall range of products, mirrored by resources, know-how and
means of equal level.

This activity has enabled the Group to resort to the benefits made available by Law 46/82 and
subsequent modifications on products of applied research and technological innovation. These
benefits consist in long-term, prime rate financing and lump sum grants.

In 2002, the Group’s R&D expenses amounted to approximately 23.6 million Euro, with a 1.9%
incidence on net sales, fully charged to the profit and loss account. Considering the investment
on moulds for 15.4 million Euro, the total amounts to 39.0 million Euro corresponding to a 3.1%
incidence on net sales.

INVESTMENTS AND PRODUCTS

During the period, the Group invested approximately 37.6 million in tangible assets, mostly
in reference to investments made in the main production plants. The principal investments
include the extension of the finished products warehouse at Mignagola and the new moulds
and equipment purchased to realize and launch new products, to support the product fami-
lies the Group already operates in.

The introduction of new products involved the four traditional business fields of De’Longhi
and the Group’s brands. In detail:

In the air conditioning segment, the functions of the Pinguino range were updated, thereby
extending the commercial offer and a completely new range of compact dehumidifiers was
launched during the second half of the year.

As to the Heating segment, a new mini-radiator was launched in 2002, with a capacity in-
cluded between 500 and 8oo watt and “Mehnir” a new range of fan heaters, that is the first
result of the integrated collaboration with our Chinese plant. The wide and innovative Menhir
range further extends the range of fan heaters on offer, already amongst one of the most
extensive on the world market.

The Italian market witnessed the launching of Caldopanny, the first portable “ towel heat-
er”.

In the Cleaning and Ironing segment, a new especially innovative product was launched: an
ironing system equipped with an ongoing electrical inspection device. The first non-stop
loading system was also launched.

The introduction of Mangiavapore was of remarkable importance: it is the first steam cleaner
equipped with an aspiration system. Equally important was the launching of Explora, the
electric brush with adjustable settings.

In the Cooking and Food Preparation segment, the impact of Alicia was quite remarkable: it
is the first electric moka coffee machine with a delayed switch-off system that keeps cof-
fee fresh and warm for half an hour avoiding the risk of the coffee spilling over. Alicia was
launched on the Italian market at the end of the year and even exceeded the expectations
set as it was launched. Field operators are now focusing on a De’Longhi brand moka coffee
machine range.

Of great significance was the launching, at European level, of a new combined filter and
pump-system coffee machine, the first to be internally developed in De’Longhi. Mainly de-
signed for the French market, this product was subject to interaction between the different
European markets and represents a significant stage in the development of the De’Longhi
coffee range strategy.
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The second half of the year saw the launching of the new 18 litre countertop ovens that suit-
ably respond to the requirements of European consumers but also fare well in the markets
where De’Longhi is traditionally stronger, such as North America and Italy.

Of equal importance was the launching of the new range of compact deep fryers.

As to advertising, overall investments for 2002 amounted to approximately 68 million Euro, es-
pecially to support the products that had been launched in the market in the latter months of the
period, showing a remarkable increase against 2001 (51.6 million Euro in 2001).

Information campaigns were intensive both on the domestic market and internationally. The
impact of the new “Living Innovation” format was strongly felt in Italy: while ensuring top-
level creativity it enabled the company to advertise its range as “brand products” thanks to
the careful co-ordination of its image. The electric sweeper Colombina, Pinguino, the new
towel heater Caldopanny and the moka coffee machine Alicia are all top-range campaigns
that characterized activities in 2002. Significant efforts were made also through the press,
where a shared format was used to advertise several products of the De’Longhi collection,
including cookers, coffee machines, and air conditioners.

Abroad, the efforts of the Living Innovation campaign focused on the main European mar-
kets, and especially UK, France, Germany, Belgium, Holland and Russia, both through the
press and intensive advertising on television. The leading products were: the new BCO 260
combined coffee machine (UK, France), the rotating deep fryer (Germany), coffee machines
(Australia), heaters (New Zealand).

In 2002, Kenwood’s advertising initiatives started up with renewed vigour, after years of
absence from the television medium. The launching of new products on the British market,
including the Smoothie blender and a new line of bread making products, was flanked by
successful advertising campaigns.

Of equal importance is the launching of the Kenwood brand also on the Italian market by
establishing a dedicated sales network and a collaboration agreement with the National
Federation of Chefs.

As to Ariete another two advertising campaigns were made in 2002 at national level, fo-
cusing upon two “historical” products: Grati and Vapori Jet, and on launching the new
Saladino.

STOCK OPTION PLANS

The stock option plan approved by the Board of Directors on 12 June 2001 was implemented in
July 2001: its aims mirror the desire to promote the loyalty of key resources, focusing on me-
dium to long-term success and maintaining or improving the competitiveness of the Group on
the national and international job market, introducing an economic variable linked to the value
creation for the Company and Shareholders.

Initially, 63 Italian and non-lItalian employees were involved, all appointed to key positions at
Group level, who had been assigned approximately 6,900,000 options overall, of which part
would mature upon reaching objectives, whereas another part was linked to the stability of the
work relationship with the Group.

The options may be exercised within specified periods from 2004 until 28.02.2006.

During 2002 the Board of Directors of De’Longhi S.p.A. agreed upon 6 new inclusions into the
Stock Option plan, assigning 530,390 options overall, whereas 3 employees included in the
plan left the Group.

As of 31.12 .2002, there were 66 participants in the plan for an overall assignment of 7,117,017
options.
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2002 2001

Description Participants Total Period of Exercise | Participants Total Period of Exercise

number of exercise price number of exercise price
options options

Position as of

January o1 63 6,867,225 2004-2006 3.400

New inclusions 3 293,890 2004-2006 4.123 63 6,867,225 2004-2006 3.400

during the period 3 236,500  2005-2006 4.765

Rights forfeited

during the period 3) (280,598) - 3.400

Position at

end of period 66 7,117,017 63 6,867,225

CORPORATE GOVERNANCE

For information on Corporate Governance please refer to the report drawn up as per Art. IA 2.12
of the Instructions of the Stock Exchange Regulations that provides a full informative report on
the state of advancement of the Corporate Governance system. The above mentioned report will
soon be deposited care of the Italian Stock Exchange.

SHARES HELD BY DIRECTORS AND AUDITORS

As per Art. 79 of the Consob Regulation, Deliberation no. 11971 of 14/05/1999, information is
provided as to the shares held by Directors and Statutory Auditors in De’Longhi S.p.A. and in
subsidiary companies.

Name and surname Held as of Purchases Held as of
Company 31.12.01 2002 Sales 2002 31.12.02
Giuseppe De’Longhi De’Longhi S.p.A. 7,590 - 7,590
Giuseppe De’Longhi Elba S.p.A. 90 - - 90
Fabio De’Longhi De’Longhi S.p.A. (¥) 130,000 (*) 317,570 447,570 (*)
Fabio De’Longhi De’Longhi Pinguino SA 1 - - 1
Stefano Beraldo De’Longhi S.p.A. 15,500 5,100 20,600
Giorgio Sandri De’Longhi S.p.A. 30,750 (**¥) - - 30,750
Silvio Sartori De’Longhi S.p.A. - 100,000(*) - 100,000(*)
Massimo Lanfranchi De’Longhi S.p.A. (*) 750 (*) - - 750(%)
(auditor)

(*) shares held indirectly or via relatives are included

(**) corrigenda with respect to statement inserted into the 2001 financial statements (30,000 shares)

RELATIONSHIPS WHITH PARENT, SUBSIDIARY, ASSOCIATED COMPANIES AND RELATED
PARTIES

The effects of the relationships held by De’Longhi with parent, subsidiary, associated companies
and related parties are summarized in the Explanatory Note.

PERFORMANCE OF THE DE’LONGHI SHARE

The performance of the De’Longhi share on the stock market, from the beginning of 2002 until
today, was quite volatile, recording a decrease of 7.8% in absolute terms and a relative perform-
ance of +17.7% (being the Mibtel reference index; Mibtel decreased by 25.5%). A first half char-
acterized by an almost constant share price increase, with peak price reaching 5.7 Euro in June
2002, was followed by a second half characterized by a poorer performance, particularly in the
month of December. Share price dropped even further at the beginning of 2003, equalling 3.17




REPORT OF THE BOARD OF DIRECTORS

Consolidated financial statements 2002

as of 21 March 2003, approximately 6.8% less than the IPO price. The solid fundamentals and
the leading position of the company in several product lines lead us to believe that the De’Longhi

Group will be awarded a higher valuation by the market in the near future.

MAIN STOCK EXCHANGE AND SHARE PRICE INDICATORS

Stock exchange data

IPO price Euro (24 July 2001) 3.40
Highest price Euro (21 June 2002) 5.69
Lowest price Euro (7 January 2002) 3.38
Average price Euro in 2002 4.72
Price Euro as of 12.31.2002 4.25
Market capitalisation as of 31 December 2002 (Euro million) 635.4

Source Reuters

Share price data 2001 2002
Number of shares (million) 149.5 149.5
Earnings per Share 0.18 0.27
Book value per Share 3.51 3.71
Price/Earnings® 18.9 15.9

(1) Calculated based on end-of-year price

SUBSEQUENT EVENTS

The trade relations with the existing distributor for the Spanish market were revoked and initia-

tives are ongoing to set up a Group branch in Spain.

Economic OuTLOOK

The economic outlook for 2003, that was already quite cautious based on the estimates of
the main specialized observers, was subject to a further downward review due to the politi-
cal and military uncertainty in the Middle East. In Italy, the Group’s most important market,
the first months of the year were characterized by stable industrial production, diminished
company expectations and sagging private consumption levels due to the decreased pur-
chasing power of families and fears for the future. The recovery of the German economy is
equally complex, and is jeopardized by a weak internal demand, by problems in the building
sector and increasing unemployment. The recovery of the American economy is expected to
continue in 2003, although private consumption remains weak due to the lower household
disposable income, high levels of indebtedness and problems in the labour market. The
weakness of European economies and partly of the US economy, will translate into less ex-
ports to Japan, already slowed down by diminishing private consumption, a lower disposable

income and increasing unemployment.
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FORESEEABLE OUTLOOK/DEVELOPMENT OF OPERATIONS

The implemented strategic and commercial initiatives, including the revamping of the sales
mix, the strong innovation of products, the exploitation of the synergy with Kenwood and an
increased reliance on Chinese industrial locations provide us with an optimistic outlook as to
the company’s ability to further improve its turnover and profitability in the current year.

The challenging international economic scenario flanked by the risk of a further appreciation of
the Euro, leads us to caution when estimating the extent of this expected improvement.

Treviso, 21 March 2003

On behalf of the Board of Directors
The Managing Director

Stefano Beraldo
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in thousands of Euro in thousands of Euro

ASSETS 12.31.2002 12.31.2001 LIABILITIES 12.31.2002 12.31.2001
Sub-total Total Sub-total Total

Sub-total Total Sub-total Total

A) RECEIVABLES DUE FROM SHAREHOLDERS ) ) A) SHAREHOLDERS’ EQUITY
B) FIXED ASSETS | - SHARE CAPITAL 448,500 448,500
I INTANGIBLE ASSETS Il - ADDITIONAL PAID-IN CAPITAL 15,000 15,000
1) Start-up expenses 9,901 12,116 IIl - REVALUATION RESERVES o 0
2) Research, development and advertising costs 234 427 IV - LEGAL RESERVE 3,561 3,254
3) Industrial patents and intellectual property rights 3,877 3,241 V - RESERVE FOR TREASURY SHARES o 0
4) Concessions, licenses, trademarks and similar rights 194,781 92,300 VI - STATUTORY RESERVES o o
5) Consolidation differences 218,945 324,561 VIl - OTHER RESERVES
6) Assets under construction and advance payments 218 o - extraordinary reserve 35,488 34,588
7) Other intangible assets 6,660 2,531 - cumulative translation adjustment (5,858) 29,630 (512) 34,076
TOTAL INTANGIBLE ASSETS 434,616 435,176 VIII - RETAINED EARNINGS (ACCUMULATED LOSSES) 17,830 (2,350)
Il - TANGIBLES ASSETS IX - NET INCOME (LOSS) FOR THE YEAR 40,016 26,321
1) Land and buildings 122,531 95,504 TOTAL GROUP SHAREHOLDERS’ EQUITY 554,537 524,801
2) Plant and machinery 53,307 62,567 X - CAPITAL AND RESERVES - MINORITY INTERESTS 69 77
3) Industrial and commercial equipment 29,734 24,840 XI- NET INCOME - MINORITY INTERESTS 268 214
4) Other tangible assets 9,878 8,411 TOTAL SHAREHOLDERS’ EQUITY 554,874 525,092
5) Assets under construction and advances to suppliers 5,525 2,369 B) RESERVES FOR RISKS AND CHARGES
TOTAL TANGIBLE ASSETS 220,975 193,691 1) Pensions and similar commitments 4,628 4,434
111 - FINANCIAL ASSETS 2) Taxation
1) Equity investments: - deferred 51,652 Y
a) subsidiary companies 1,245 1,245 3) Other 29,603 29,116
b) associated companies 4,486 4,384 TOTAL RESERVES FOR RISKS AND CHARGES 85,883 33,550
d) other companies 926 6,657 162 5,701 C) RESERVE FOR STAFF LEAVING INDEMNITIES 22,867 21,256
2) Accounts receivable due from: D) ACCOUNTS PAYABLE
b) associated companies 1) Bonds
- within 12 months 1,450 1,487 - within 12 months 150,000 o
- beyond 12 months 3,510 4,960 4,709 6,196 - beyond 12 months 0 150,000 150,000 150,000
d) third parties: 3) Due to banks
- within 12 months 902 874 - within 12 months 135,147 174,426
- beyond 12 months 462 1,364 2,932 3,806 - beyond 12 months 128,888 264,035 200,722 375,148
Total accounts receivable 6,324 10,002 4) Due to other financial companies
TOTAL FINANCIAL ASSETS 12,981 15,793 - within 12 months 19,360 11,871
TOTAL FIXED ASSETS 668,572 644,660 - beyond 12 months 12,972 32,332 10,102 21,973
C) CURRENT ASSETS 5) Advances from customers 1,713 1,794
I - INVENTORIES 6) Trade payables 288,640 246,124
1) Raw materials, other materials and consumables 63,426 62,111 7) Notes payable o 55
2) Work in progress and semifinished products 18,891 23,441 8) Due to subsidiary companies
4) Finished products and goods for resale 151,433 149,294 - within 12 months o o
TOTAL INVENTORIES 233,750 234,846 - beyond 12 months 1,544 1,544 1,469 1,469
Il - ACCOUNTS RECEIVABLE 9) Due to associated companies 2,218 3,577
1) Trade receivables 10) Due to parent companies 180 158
- within 12 months 295,547 404,521 11) Due to tax authorities
- beyond 12 months 102 295,649 885 405,406 - within 12 months 33,481 35,040
3) Due from associated companies - beyond 12 months 610 34,091 8,993 44,033
- within 12 months 14,943 6,348 12) Due to social security institutions
- beyond 12 months 508 15,451 680 7,028 - within 12 months 6,723 6,425
4) Due from parent companies o 3,792 - beyond 12 months 8 6,731 (o} 6,425
5) Due from third parties: 13) Other payables
- within 12 months 32,695 42,386 - within 12 months 22,664 27,504
- beyond 12 months 36,876 69,571 29,605 71,991 - beyond 12 months 89 22,753 93 27,597
TOTAL ACCOUNTS RECEIVABLE 380,671 488,217 TOTAL ACCOUNTS PAYABLE 804,237 878,353
IIl - SHORT TERM FINANCIAL ASSETS E) ACCRUED EXPENSES AND DEFERRED INCOME 15,467 17,097
4) Other equity investments 606 906 TOTAL LIABILITIES 928,454 950,256
6) Other securities 30,816 4,698 TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 1,483,328 1,475,348
TOTAL SHORT TERM FINANCIAL ASSETS 31,422 5,604 MEMORANDUM ACCOUNTS
IV - LIQUID FUNDS - Fiduciary guarantees granted 1,489 4,295
1) Bank and post office deposits 150,818 77,701 - Other commitments 7,340 7,762
2) Cheques 2,908 6,863 TOTAL MEMORANDUM ACCOUNTS 8,829 12,057
3) Cash in hand 1,573 598
TOTAL LIQUID FUNDS 155,299 85,162
TOTAL CURRENT ASSETS 801,142 813,829
D) ACCRUED INCOME AND PREPAID EXPENSES 13,614 16,859
TOTAL ASSETS 1,483,328 1,475,348
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in thousands of Euro

Statements of income

A) VALUE OF PRODUCTION
1) Revenues from sales and services

2) Change in inventories of work in progress, semifinished and finished
products

4) Own work capitalised
5) Other income
- miscellaneous
- operating grants
TOTAL VALUE OF PRODUCTION
B) PRODUCTION COSTS
6) Raw materials, other materials and consumables
7) Services
8) Leases and rentals
9) Payroll and related costs:
a) wages and salaries
b) social security contributions
¢) staff leaving indemnities
d) pensions and similar commitments
e) other costs
10) Amortisation, depreciation and writedowns:
a) amortisation of intangible assets
b) depreciation of tangible assets
¢) other writedowns of fixed assets
d) writedowns of current receivables and of liquid funds

11) Change in inventories of raw materials, other materials and
consumables and goods for resale

12) Provisions for risks and charges
14) Other operating expenses
TOTAL PRODUCTION COSTS
DIFFERENCE BETWEEN PRODUCTION VALUE AND COST (A-B)
C) FINANCIAL INCOME AND EXPENSES
15) Income from equity investments
b) associated companies
d) other
16) Other financial income:
a) from receivables held as financial assets:
- other

b) from securities held as fixed assets not
representing equity investments

) from securities included among current assets,
not representing equity investments

d) income other than the above:
- associated companies
- other
17) Interest and other financial expense:
a) subsidiary companies
b) associated companies
¢) parent companies
d) other
TOTAL FINANCIAL INCOME AND EXPENSES
D) ADJUSTMENTS IN VALUE OF FINANCIAL ASSETS
18) Revaluations:
a) equity investments
19) Writedowns:
a) equity investments

) securities included among current assets not representing equity
investments

TOTAL ADJUSTMENTS IN VALUE OF FINANCIAL ASSETS
E) EXTRAORDINARY INCOME AND EXPENSES
20) Income:
a) gains on disposals
b) other
21) Expenses:
a) losses on disposals
b) taxes relating to prior years
) other
TOTAL EXTRAORDINARY INCOME AND EXPENSES
INCOME BEFORE TAXES
22) Income taxes for the year
INCOME (LOSS) BEFORE MINORITY INTERESTS
(Income) loss attributable to minority interests
NET INCOME (LOSS) FOR THE YEAR

12.31.2002
Sub-total Total
1,250,958
7,936
2,720
22,496
209 22,705
1,284,319
633,039
270,854
15,173
120,314
32,234
6,187
1,837
1,720 162,292
32,901
37,540
7
3,718 74,166
(1,729)
9,104
11,488
1,174,387
109,932
6
1,003 1,009
o]
22
95
416
53,146 53,679
75)
(13)
o]
(90,252) (90,340)
(35,652)
103 103
(733)
o (733)
(630)
241
3,805 4,046
(13)
(539)
(8,888) (9,440)
(5,394)
68,256
(27,972)
40,284
(268)
40,016

12.31.2001
Sub-total Total
1,177,943
3,661
1,924
19,056
933 19,989
1,203,517
593,661
247,971
12,204
114,906
31,797
5,689
2,720
2,113 157,225
31,327
38,410
48
6,001 75,786
8,353
4,858
9,088
1,109,146
94,371
o}
1,377 1,377
3
o}
7
374
35,153 35,537
(72)
o}
(147)
(75,201) (75,420)
(38,506)
164 164
(646)
(36) (682)
(518)
547
5,968 6,515
(12,253) (12,253)
(5,738)
49,609
(23,074)
26,535
(214)
26,321

De’Longhi S.p.A.

Statement of consolidated cash flows for the years ended December 31, 2002 and December 31, 2001
(in thousands of euros)

Net income for the year

Amortisation and depreciation

Net change in provisions and writedowns

Cash flows provided by (used in) operating activities (A)
Changes in working capital:

Trade receivables

Net inventory

Trade payables

Other current assets and liabilities

Cash flows provided by (used in) changes in working capital (B)
Investment activities

Intangible fixed assets additions (disposal)

Tangible fixed assets additions (disposal)

Financial fixed assets additions (disposal)

Allocation of consolidation differences (net of related tax effect)
Cash flows provided by (used in) investment activities (C)
Increase in share capital and additional paid-in capital
Dividends paid

Change in foreign exchange reserve

Increase (Decrease) in minority interests

Cash flows provided by change in shareholders’ equity (D)

Cash flows relating to change in the consolidation area (E)

Net financial position change (A+B+C+D+E)
Net financial position, beginning of year
Cash flow for the year (A+B+C+D+E)

Net financial position, end of year (*)

12.31.2002

40,016
70,441
(2,083)

108,374

107,794
1,096
41,152
(26,377)
123,665

(9,781
(31,347)
1,648
(4,384)
(43,864)

(4,934)
(5,346)
46

(20,234)

177,941
(447,064)

177,941
(269,123)

in thousands of Euro

12.31.2001
26,321
69,785

7,507

103,613

(25,510
5,674
18,188
(4,273)
(5,921)

(19,222)
(26,434)
(435)

(46,091)
256,919

(548)

(37)
256,334
(238,969)

168,966
(616,030)
168,966

(447,064)

(*) Information as of December 31, 2002 includes liquid funds and other financial assets amounting to 201,276 thousand euros, of which 3,523

thousand euros, due beyond 12 months.

Financial payables relate to a 150 million euro bond, net borrowing from banks (including accrued interest) amounting to 274,925 thousand
euros (of which 128,888 thousand euros due beyond 12 months) and to 45,474 thousand euros of other payables (of which 14,589 thousand

euros due

STATEMENT OF CHANGES IN CONSOLIDATED SHAREHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2002

Share Additional Legal re-
capital paid-in serve

capital

Balance as of January 1, 2001 206,583 o 2,358

Allocation of 2000 net income as approved
at meeting of April 18, 2001 896

Translation of share capital into euros
as approved at extraordinary meeting of
April 18, 2001 1,417

Share capital increase as approved at

extraordinary meeting of April 18, 2001 128,000

Share capital increase following listing on

the Milan Stock Exchange on July 24, 2001 112,500 15,000

Differences arising from the translation
of foreign currency financial statements
into euros

Group net income for the year
Balance as of December 31, 2001 448,500 15,000 3,254

Allocation of 2001 net income as approved

at meeting of April 23, 2002

- to reserves 307
- dividends paid

Differences arising from the translation

of foreign currency financial statements

into euros

Group net income for the year

Balance as of December 31, 2002 448,500 15,000 3,561

Extraor- Foreign
dinary exchange
reserve reserve

17,684 36
16,904

(548)

34,588 (512)
900

(5,346)

35488  (5,858)

Retained
earnings
(accumula-
ted losses)
1,000

(3,350)

(2,350)

20,180

17,830

Net income
(loss) for
the year

14,450

(14,450)

26,321

26,321

(21,387)
(4,934)

40,016

40,016

242,111

1,417
128,000

127,500

(548)
26,321

524,801

o]
(4,934)

(5,346)

40,016

554,537
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EXPLANATORY NOTES
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FORM AND CONTENT OF THE CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements have been prepared in accordance with Decree 127/
1991 and the Italian Civil Code, as supplemented by the accounting principles established by
the National Board of Professional Accountants, taking account of provisions introduced by
Decree 58/1998 (Draghi Consolidation Act) and subsequent Decrees and supplements, as well
as CONSOB recommendations.

Additional information is also provided in order to present a true and fair view of the Group’s
equity, operating and financial position.

The financial statements used for consolidation purposes are those prepared by the Boards
of Directors of the individual companies, as adjusted, where necessary, to eliminate items
recorded solely for fiscal purposes and for consistency with the accounting policies adopted
throughout the Group.

For a clearer representation and easier analysis of the Group’s equity, financial and operating
position, amounts recorded in the financial statements, the statements of changes in con-
solidated cash flows and in shareholders’ equity, as well as in these explanatory notes are
expressed in thousands of euros.

The consolidated financial statements as of December 31, 2002 also present amounts reported
in the corresponding items of the consolidated financial statements as of December 31, 2001.
For consistency of the classification criteria adopted for the two accounting periods, in some
cases, amounts in the previously published consolidated accounts as of December 31, 2001
have been reclassified. These changes mainly concern balance sheet items.

For information not specified in these notes, reference may be made to the comments con-
tained in the Directors’ report.

CONSOLIDATION AREA

The consolidation area, listed in Annex 1 to these notes, includes the financial statements of
the Group parent company, De’Longhi S.p.A. and those of the subsidiary companies as of De-
cember 31, 2002 in which the Group parent company, directly or indirectly holds the majority of
share capital or of the voting rights.

The principal corporate operations determining changes in the consolidation area are dis-
cussed below:

= Constitution of Aries Lusitania Electrodomesticos Lda. and Ariete Hellas EPE, trading com-

panies operating in Portugal and Greece, respectively, onbehalf of their parent company, Ariete
S.p.A.

= Constitution of De’Longhi Capital Services S.p.A., a company that will supply a centralised
financial management service to other Group companies.

= Constitution of DL Radiators France SARL to act as a sales agency on the French market on
behalf of its parent company, DL Radiators S.p.A..

= Acquisition for 258 thousand euros of the residual 8.33% of Sile Corpi Scaldanti S.r.l. by DL
Radiators S.p.A., which permitted total control of the company.

During 2002 the corporate reorganisation process begun in prior years went ahead resulting in
a simplification of the Group’s structure by reducing the number of companies and redefining
the specific responsibilities of some of the other Group companies.

This aim was realised via two separate merger operations (Ariagel S.p.A. was absorbed by
Simac-Vetrella S.p.A. and the latter by De’Longhi S.p.A.). These mergers were effected at
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book value, without changes of the statutory and fiscal values of assets owned by these com-
panies, on the basis of the equity values resulting from their financial statements for the year
ended December 31, 2001. Since the companies concerned in the mergers were wholly owned
by De’Longhi S.p.A., no change took place at consolidated level. The merger deeds drawn up
on August 1, 2002 fixed the legal effects for the Ariagel S.p.A./Simac-Vetrella S.p.A. merger
to commence on September 1, and for the Simac-Vetrella S.p.A./De’Longhi S.p.A. merger on
September 2, 2002.

During 2002, as part of an organisational review of Group structure:

= De’LonghiNederland B.V. took control of activities located in Hong Kong and Quing-Xi-Town
(China) through the acquisition of a stake in DL Trading Ltd from Kenwood Appliances Plc. The
acquisition was made with a view to holding direct control of the production and trading activi-
ties carried out by the Hong Kong companies, so that they become increasingly involved in the
activities of De’Longhi S.p.A., the Group parent company.

= De’Longhi S.p.A. acquired from De’Longhi Pinguino S.A. direct control of the German trad-
ing affiliate, De’Longhi Deutschland Gmbh, in the same way as the Company already controls
the other Group trading subsidiaries.

CONSOLIDATION PRINCIPLES

The most significant consolidation principles adopted in the preparation of the consolidated
financial statements are discussed below:

= Differences resulting from the elimination of the book value of investments against their
equity value at the acquisition date, to the extent possible, are allocated to specific assets
and liabilities of companies included in the consolidation. Any unallocated residual balances,
if positive, are recorded as “Consolidation differences” among the assets and amortised on a
straight-line basis to reflect their expected recoverability; if negative, they are credited to an
equity account denominated “Consolidation reserve”.

= The minority shareholders’ interests in the equity and results of consolidated subsidiar-
ies are reported separately among consolidated equity accounts denominated, respectively,
“Capital and reserves of minority shareholders” and “Net income attributable to minority inter-
ests”.

= All intercompany receivables and payables, revenues and expenses and transactions be-
tween consolidated companies, are eliminated, as are dividends distributed between Group
companies. Also eliminated are unrealised profits and gains and losses deriving from transac-
tions between Group companies.

= In order to obtain fiscal benefits available under current legislation, the effects of provi-
sions and adjustments carried out by individual companies included in the consolidation are
likewise eliminated from the consolidated financial statements, and adjustments are made for
consistency with the accounting policies applied by the Group.

PRINCIPLES AND EXCHANGE RATES APPLIED IN THE TRANSLATION TO EUROS OF FOREIGN
CURRENCY DENOMINATED FINANCIAL STATEMENTS

The financial statements of foreign companies are translated into euros as follows:
for assets and liabilities, year-end exchange rates are used;
for income statement items, average exchange rates for the year are used;

for the different items within shareholders’ equity, historical exchange rates are used.
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Exchange differences deriving from the application of the method indicated above are reflected
directly within consolidated shareholders’ equity as a Cumulative translation adjustment.

The exchange rates applied in translating the following currencies into euros are set out below:

Currency Year 2002 Year 2001
Year-end rate (*) Average rate (*) Year-end rate (*) Average rate (*)

Australian dollar AUD 1.8556 1.7377 1.7280 1.7319
Canadian dollar CAD 1.6550 1.4838 1.4077 1.3864
Pound sterling GBP 0.6505 0.6288 0.6085 0.6219
Hong Kong dollar HKD 8.1781 7.3750 6.8723 6.9855
Japanese yen JPY 124.3900 118.0630 115.3297 108.6820
Malaysian ringgit MYR 3.9845 3.5927 3.3484 3.4028
New Zealand dollar NZD 1.9975 2.0366 2.1215 2.1300
Polish zloty PLN 4.0210 3.8574 3.4953 3.6721
South African rand RND 9.0094 9.9072 10.4302 7.6873
Singapore dollar SGD 1.8199 1.6912 1.6306 1.6040
US dollar usb 1.0487 0.9456 0.8813 0.8956

(*) source: UIC (Italian Exchange Office)

ACCOUNTING POLICIES

The most significant accounting policies applied in the preparation of the consolidated financial

statements as of December 31, 2002, in compliance with the provisions of article 2426 of the Ital-

ian Civil Code and as required by article 35 of Decree 127/1991, are the following:

a- Intangible assets

These are recorded at acquisition cost, including related charges and amortised on a systematic

basis over the period they are expected to benefit; their value may be increased by effect of al-

locations of consolidation differences.

Start-up expenses are amortised over five years. They include constitution costs and expenses

relating to share capital increases, together with costs incurred for listing the Group parent com-

pany on the Milan Stock Exchange.

Research, development and advertising expenses are charged in full as incurred, unless they

relate to the realisation of clearly defined specific products, the technical feasibility of which has

been reasonably demonstrated, and for which a future market exists. Their book value is amor-

tised on a straight-line basis over five years.

Concessions, trademarks and similar rights are amortised in relation to their residual future ben-

efit, considered to be ten-twenty years for trademarks, four years for intellectual property rights
and ten years for patents.

Consolidation differences are amortised on a systematic basis over a period of ten years in some
cases and twenty years in others, considering their reasonable future benefit and based on the
Group’s prospective economic investment, estimated with reference to the characteristics of the

sector in which Group companies operate.

b- Tangible assets

These are recorded at purchase or production cost, as increased for certain asset categories by
monetary revaluations carried out under Laws 576/1975, 72/1983, 413/1991 and 342/2000, by
the allocation of amounts emerging at the time of mergers and consolidation. Cost also includes
directly-attributable expenses. Fixed assets are written down at year-end in cases where there
is a permanent loss in value. The value of such assets is reinstated in future accounting periods
should the reasons for the writedowns no longer apply.

Tangible assets are stated net of depreciation calculated systematically each year to reflect the
residual useful lives of the related assets. Assets entering service during the year are depreci-
ated using rates reduced by 50% to take account of their limited use.

The rates applied are as follows:

Industrial buildings 3.0%
Lightweight constructions 10.0%
Generic and specific plant 10.0-15.5%
Ovens 15.0%
Other equipment 25.0%
Purification system 15.0%
Office furniture and machines 12.0%
Electromechanical machines 20.0%
Transport vehicles 20.0%
Automobiles 25.0%

Ordinary maintenance costs are fully expensed as incurred. Incremental maintenance costs that
increase the useful lives of the related assets are allocated to those assets and depreciated over
their residual useful lives.

Investment assets acquired under finance lease contracts are accounted for in accordance
with the relevant International Accounting Standard (IAS 17), which provides that such assets
be recorded among fixed assets at normal value and depreciated using rates applicable to the
respective assets. At the same time, the corresponding financial payables due to the leasing
companies are recorded among the liabilities. Depreciation on such assets and accrued interest
are reflected in the statement of income.

¢- Financial assets

Investments in associated and subsidiary companies not consolidated on a line-by-line basis
are carried at equity, while other equity investments are stated at acquisition cost, as written
down in cases where there is a permanent loss in value. Such assets are restored to their origi-
nal value in future accounting periods should the reasons for the writedowns no longer apply.

Financial receivables are recorded at their estimated realisable value.

d- Inventories

Inventories are stated at the lower of purchase or production cost and their realisable value
taking account of market trends, on a weighted average cost basis. Finished and semi-finished
products are stated at production cost; work in progress is stated taking account of production
cost and the effective stage of completion at year-end. Obsolete and slow-moving inventories
are written down to their estimated utilisable or realisable future value via provision of an appro-
priate reserve adjusting the value of the inventories.
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e- Receivables and payables

Receivables are stated at their estimated realisable value via provision of a writedown reserve
determined in accordance with the prudence principle.

Payables are stated at their nominal value.

As permitted under Decree 231 of October 9, 2002, (EC Directive 2000/35 enabling legislation),
the Group parent company and some of the Italian subsidiaries have also recorded receivables
reflecting moratory interest on overdue payments, together with a provision for moratory inter-
est for the same amount to cover the uncertain collectibility of such receivables.

f- Short term financial assets

These are stated at the lower of purchase cost and their realisable value, taking account of mar-
ket conditions. The written down value is reinstated in future accounting periods should the
reasons for the writedowns no longer apply.

g- Accruals and deferrals

These are recorded to match costs and revenues to the accounting periods to which they relate.

h- Liquid funds

These are recorded at their nominal value.

i- Reserves for risks and charges

These reserves cover known or likely losses, the timing and extent of which cannot be deter-
mined at year-end. They reflect the best estimate of losses to be incurred based on the informa-
tion available.

The reserve for deferred taxes is discussed in subparagraph n below.

j- Reserve for staff leaving indemnities

The reserve covers the liability at the balance sheet date to all employees for leaving indemnities
accrued in accordance with existing legislation and labour contracts.

k- Recognition of costs and revenues
These are recorded, in accordance with the prudence principle, on an accruals basis.

Revenues are stated net of returns, discounts, allowances and premiums together with all taxes
directly connected with the sale of products and services. Revenues from the sale of products
are recognised at the time ownership passes, which is generally on delivery or shipment of the
goods.

Costs are recorded using criteria similar to those applied to revenue recognition.

|- Exchange differences arising from foreign currency transactions and translation of foreign
currency balances

Foreign currency transactions are recorded using exchange rates ruling at the transaction date.
Any exchange differences arising during the year are reflected in the statement of income among
financial income and expenses.

Foreign currency payables and receivables outstanding at year-end, as well as derivative
contracts hedging exchange rates, are adjusted using the rates in force on the balance sheet
date. Any positive or negative exchange differences emerging are recorded to the statement of
income.
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m- Financial instruments

Financial instruments used for hedging transactions covering exchange risks are valued on a
consistent basis with the assets and liabilities concerned; the related income and expenses are
recorded to the statement of income on an accruals basis.

n- Income taxes for the year

Income taxes are provided on the basis of taxable income, as determined in conformity with
local fiscal regulations in force. Pursuant to document 25 issued by the National Board of
Professional Accountants, prepaid taxes (deferred) have been provided, in accordance with
the fiscal liability method, in order to benefit from the fiscal effects deriving from the allo-
cation of gains on acquisitions, on certain consolidation adjustments, and on all timing dif-
ferences emerging between the book value of assets and liabilities and their corresponding
fiscal value on application of the current tax rate. The benefit of tax losses carried forward
is recorded to the extent considered probable that future taxable income will be sufficient
to absorb the losses reported, within the period in which such losses are deductible under
current tax law.

Deferred taxes are provided on the retained earnings of subsidiary companies if they are likely to
be distributed and if the investments are not held for the long-term.

Prepaid taxes are recorded among “Receivables due from third parties” (within current as-
sets), net of deferred taxes relating to consolidation adjustments and other timing differ-
ences. Deferred taxes calculated on consolidation differences allocated to specific asset
and liability accounts are reported separately among “Provisions for contingencies and
obligations”.

0- Memorandum accounts
Commitments and guarantees are indicated in the memorandum accounts at their contractual
value.

p- Accounting treatment of transactions relating to the securitisation of receivables

In September 2002, the Group parent company and Ariete S.p.A. completed the transfer without
recourse of revolving trade receivables on a monthly base.

The transfers were carried out under Law 52/1991 (factoring law) in the context of a five-year
program.

The related accounting criteria are as follows:

* The receivables transferred without recourse have been reversed from the balance sheet
and their equivalent value, net of securitisation expense, recorded in bank accounts; that part
not yet collected relating to contractual dilution is reflected among amounts due from third
parties.

* The securitisation costs are recorded among financial charges.

* The “once-for-all” expense relating to the analysis process/start-up of the securitisation
program (covering legal fees, rating and arrangement commission) has been capitalised and
will be amortised over the life of the transaction. The effects on net financial position of the
operation indicated above are discussed in the Directors’ report.

g- Article 2423, paragraph 4, of the Italian Civil Code

The accounting policies adopted do not involve any exceptions pursuant to article 2423, para-
graph 4, of the Italian Civil Code.
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COMMENTS ON THE PRINCIPAL ASSET ITEMS

B) FIXED ASSETS

| - Intangible assets

These are analysed as follows:

12.31.2002 12.31.2001
Gross Net Gross Net Change

Start-up expenses 17,701 9,901 19:312 12,116 (2,215)
Research, development and advertising costs 1,070 234 3:634 427 (193)
Patent rights 20,823 3,877 18,768 3,241 636
Licenses, trademarks and similar rights 246,752 194,781 136,115 92,300 102,481
Consolidation differences 238,701 218,945 351,006 324,561 (105,616)
Assets under construction and advance payments 218 218 218
Other intangible assets 12,033 6,660 7,862 2,531 4,129
Total 537,298 434,616 536,697 435,176 (560)

The following statement shows movements in the principal items during 2002 :

Start-up Research, Licenses, Consolida- Assets Other
expenses develop- trademarks tion diffe- under intangible
ment and and similar rences construc- assets
advertising rights tion and
expenses advance
payments
Net opening balance 12,116 427 3,241 92,300 324,561 - 2,531 435,176
Increases 996 125 1,843 311 145 218 3,931 7,569
Allocation of
consolidation 115,295 (92,735) 22,560
differences
Decreases [€)] (16) (19)
Amortisation (3,222) (300) (1,785) (12,546) (13,026) (2,022) (32,901)
Translation differences 11 (18) 1 (1) (104) (111)
Other changes (¥) 580 (578) 2,340 2,342
Net closing balance 9,901 234 3,877 194,781 218,945 218 6,660 434,616

(*) The amounts shown as “Other changes” mainly refer to the reclassification of “leasehold improvements” for 1,647 thou-
sand euros, which as of December 31, 2001 were classified amongst the tangible assets by certain Group companies.

As of December 31, 2001, intangible assets included consolidation differences for 318,812 thou-
sand euros relating to certain investments acquired in 2000 and 2001, which were temporarily
recorded in the item “Consolidation differences”.

During 2002, the relevant expert estimates necessary for the attribution of capital gains to the
asset and liability items of the companies acquired were completed.

In application of reference accounting principles (IAS 17 issued by the National Board of Profes-
sional Accountants), this allocation brought about the recording of the following):

e “licenses, trademarks and similar rights”, an additional value of 115,295 thousand euro;
e “Buildings” in tangible assets, an additional value of 33,476 thousand euros ;

e areserve for deferred taxes to reflect the tax effect connected to the revaluation quota of
56,036 thousand euros not fiscally recognised;

e an additional value of 56,036 thousand euros in the Consolidation difference, to offset the

recording of the Reserve for deferred taxes.

The following table summarises the attribution to the various asset items (“Trademarks” and
“Buildings”) and liability items (“Reserve for deferred taxes”), carried out as of January 1, 2002:

Company Consolidation Buildings Trade-marks Total alloca-  Tax effect (Re- Consolidation
difference tions  serve for defer- diff. (residual

as of 01.01.02 red taxes) value)

Elba S.p.A. 40,762 12,657 19,594 32,251 (12,981) 21,492
DL Radiators S.p.A. 91,263 14,057 - 14,057 (5,658) 82,864
Climaveneta S.p.A. 129,086 6,762 38,000 44,762 (18,017) 102,341
Gruppo Kenwood 57,701 - 57,701 57,701 (19,380) 19,380
Total 318,812 33,476 115,295 148,771 (56,036) 226,077

The change of 560 thousand euros in the balance of intangible assets is therefore the combined
effect of amortisation for 32,901 thousand euros, increases for the year of 9,911 thousand euros
and the already mentioned allocation of 22,560 thousand euros (amount determined by the
quota of consolidation differences attributed to buildings and the additional value connected to
the recording of the Reserve for deferred taxes in liabilities in the balance sheet).

“Start-up expenses” mainly include expenses incurred in 2001 for listing the Group parent com-
pany on the Milan Stock Exchange.

“Patent rights” mainly refer to charges for the development and upgrading of the data processing
systems.

“Licenses, trademarks and similar rights” mainly include the De’Longhi, Kenwood, Ariete, Cli-
maveneta, Elba and other registered Group trademarks (such as “Pinguino”, “Sfornatutto”,
“Friggimeglio”, “Stiromeglio”, etc.).

“Other” mainly includes leasehold improvements for 2,482 thousand euros and “once-for-all”
charges of 990 thousand euros incurred to set up the securitisation program.
I1- TANGIBLE ASSETS

Tangible assets are analysed below:

12.31.2002 12.31.2001
Gross Net Gross Net Change
Land and buildings 163,301 122,531 132,41
¢ >3 >3 32:413 95,504 27,027
Plant and machinery 227,110 53,307 235,239 62,567 (9,260)
Industrial and commercial equipment 139,88 29, 112,70
quip 39,885 9,734 703 20,840 4894
Other tangible assets 33,176 9,878 31,033 8,411 1,467
Assets under construction and advances to 5,525 5,525 2,369
suppliers 2,369 3,156
Total 568,997 220,975 513,757 193,691 27,284

The increase of 27,284 thousand euros is the result of the combined effect of investments for
37,565 thousand euros, the allocation of consolidation differences, 33,476 thousand euros, (for
additional information refer to the comment in the section “Intangible assets”) and accumulated
depreciation, 37,540 thousand euros.

The increases principally refer to investments in “Plant”, 10,131 thousand euros, carried out
in the Group production plants, in “Equipment”, 15,364 thousand euros, mostly for moulds to
make new products and, in assets under construction, 4,763 thousand euros mainly referring to
progress in the construction of a new finished products warehouse at Mignagola, Treviso.
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The following table shows details of changes in the principal categories during 2002:

Land and EENT Industrial and Other tangi- Assets under
buildings machinery commercial ble assets construction
equipment and advances
to suppliers
Net opening balance 95,504 62,567 24,840 8,411 2,369 193,691
Allocation of consolidation 6 6
differences 33,47 33,47
Increases 2,143 10,131 15,364 5,164 4,763 37,565
Decreases (1,454) (164) (37) (88) (1,362) (3,105)
Depreciation (4,909) (15,234) (14,146) (.251) (37,540
Translation differences and
other changes (2,229) (3,993) 3,713 (358) (245) (3,112)
Net closing balance 122,531 53,307 29,734 9,878 5,525 220,975

Tangible assets include assets acquired under finance lease contracts, as analysed below
(amounts net of accumulated depreciation):

12.31.2002 12.31.2001 Change
Buildings 6,305 6,549 (244)
Plant and equipment 6,432 7,877 (1,445)
Other tangible assets 89 187 (98)
Total 12,826 14,613 (1,787)

I11- FINANCIAL ASSETS

1- Equity investments

Details of equity investments not consolidated with the integral method are the following:
Subsidiary companies:
Clim.Re SA 1,245 1,245

Associated companies:

Omas S.r.l. 1,185 1,171
Effegici S.r.l. 71 71

Parex Industries Ltd.

Investment held through Comitalia Compagnia Fiduciaria S.p.A. 3,230 3,142
Total associated companies 4,486 4,384
Other companies 926 162
Total 6,657 5,791

The subsidiary company Clim.Re SA, which carries out limited insurance activities, has been ex-
cluded from integral consolidation and is carried at equity, since inclusion within the consolida-
tion area would have been irrelevant for the purposes of a true and correct representation of the
Group’s financial position.

The investment held through Comitalia Compagnia Fiduciaria S.p.A. relates to a company produc-
ing finished products also on behalf of the Group. In this regard, as permitted by applicable laws
(article 39 of Decree 127/91), indication of the associated company’s name has been omitted so
that no damage is done to the company or to companies in the Group.

Parex Industries Ltd. distributes the De’Longhi Group’s products on the New Zealand and Aus-
tralian markets.

“Other companies” mainly include an 8.34% stake in Top Clima S.L. This is the current distributor

on the Spanish market for the subsidiary company, Climaveneta S.p.A., acquired during 2002 for
902 thousand euros.

2- Accounts receivable

The amount refers to:

12.31.2002 12.31.2001 Change
Due from associated companies
- within 12 months 1,450 1,487 37)
- beyond 12 months 3,510 4,709 (1,199)
Crediti verso altri
- within 12 months 902 874 28
- beyond 12 months 462 2,932 (2,470)
Total 6,324 10,002 (3,678)

Receivables due from associated companies mainly refer to a loan to Parex Industries Ltd. This loan
will be paid back within March 31, 2005 and accrues interest at market rates. Annex 3 gives details of
the financial statement balances from subsidiary, associated, parent companies and related parties.

C) CURRENT ASSETS

|- INVENTORIES

Inventories, shown net of the inventory writedown provision, are analysed below:

12.31.2002 12.31.2001 Change
Raw materials, other materials and consumables 63,426 62,111 1,315
Work in progress and semifinished products 18,891 23,441 (4,550)
Finished products and goods for resale 151,433 149,294 2,139
Total 233,750 234,846 (2,096)

For slow moving or obsolete products and raw materials, considered as no longer strategic to the
Group, inventories are adjusted by an inventory writedown provision of 9,719 thousand euros
(7,771 thousand euros in 2001).

Furthermore the valuation of inventories at current cost would not show any significant differences.

Il — ACCOUNTS RECEIVABLE

The balance comprises the following:

1- Trade receivables

The balance comprises:

12.31.2002 12.31.2001 Change

Trade receivables
- due within 12 months 303,907 416,224 (112,317)
- due beyond 12 months 102 885 (783)
Provision for doubtful debts (7,430) (11,703) 4,273
Provision for moratory interest (930) - (930)
Total 295,649 405,406 (109,757)

The decrease of 109,757 thousand euros is the result of transferring receivables without recourse in the
context of the securitisation transaction already described and the improvement in terms of collection.
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On a consistent basis, analysis of the item “Trade receivables” is the following:

12.31.2002 12.31.2001

Trade receivables 304,009 417,109
Securitisation effect 119,229
Total 423,238 417,109

As requested by CONSOB notification No. 3360 of April 9, 1997, it is pointed out that the re-

ceivables transferred will be collected at their natural maturity. As of December 31, 2002 these
amounted to 119,229 thousand euros and the total amount of receivables transferred from
October to the end of December 2002 (turnover) amounted to 165,408 thousand euros.

Trade receivables are shown net of the provision for doubtful debts of 7,430 thousand euros. This

represents a reasonable estimate of the risk at the time the financial statements were prepared.

The provision has been prudently made against certain disputed receivables, whose collectibility
isin any case doubtful, taking into account that a significant part of the receivables is covered by
insurance policies with leading companies.

Changes in the provision for doubtful debts are summarised in the following table:

12.31.2001 Increases Utilised Translation diffs. 12.31.2002

and other
movements

Provision for doubtful debts 11,703 3,699 (7,808) (164) 7,430

The Group parent company received guarantees from customers (mostly sureties) for 2,110 thou-

sand euros to cover trading transactions.

Trade receivables include 930 thousand euros for moratory interest which have been offset by a provi-

sion for moratory interest for the same amount, in case these receivables cannot be collected.

3- Due from associated companies
The amount refers to trade receivables, details of which are reported in Annex 3 to these notes.

The change with respect to December 31, 2001 amounts to 8,423 thousand euros and refers to
the increase in trade receivables from Parex Industries Ltd. and Omas S.r.l..

4- Due from parent companies

The receivable of 3,792 thousand euros from parent companies as of December 31, 2001 (mainly re-

ferring to the disposal of the investment in Liguria Vita S.p.A.) was entirely collected during 2002.

5- Due from third parties

Analysis of this item includes:

12.31.2002 12.31.2001 Change
Due from tax authorities 7,887 30,817 (22,930)
Prepaid taxes 34,243 33,339 904
Advances to suppliers 2,107 3,890 (1,783)
Other receivables 25,334 3,945 21,389
Total receivables due from third parties 69,571 71,991 (2,420)

Amounts due from third parties decreased by 2,420 thousand euros principally due to the com-

bined effect of the decrease in amounts due to the tax authorities and an increase in the item
“Other receivables”.
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“Due from tax authorities” includes receivables for direct taxes, 3,732 thousand euros (7,103
thousand euros as of December 31, 2001) and for indirect taxes, 4,155 thousand euros (23,714
thousand euros as of December 31, 2001); the decrease in receivables for indirect taxes is due
to the recovery of VAT obtained through Group settlement in accordance with article 1 et seq of
Ministerial Decree of December 13, 1979.

“Prepaid taxes” reflect the recording of amounts calculated on the timing differences arising
between book values of assets and liabilities and their corresponding tax values, and on losses
carried forward for fiscal purposes.

The asset balance of prepaid taxes as of December 31, 2002 is analysed below:

Prepaid taxes referring to:

- Temporary differences 23,873 15,307 8,566
- Consolidation adjustments - 6,234 (6,234)
- Tax losses 11,937 12,214 @277)

Deferred taxes referring to:

- Consolidation adjustments (1,243) - (1,243)
- Other temporary differences (324) (416) 92
Total prepaid taxes (deferred) 34,243 33,339 904

Theincrease in “Due from third parties” principally refers to an amount relating to the transaction
for the transfer of receivables (securitisation) previously described, for the part not yet collected
as of December 31, 2002 (contractual dilution), equal to 18,052 thousand euros.

Amounts due from third parties beyond 12 months, amounting to 36,876 thousand euros (29,605
thousand euros as of December 31, 2001), mainly refer to prepaid taxes.

I11- SHORT TERM FINANCIAL ASSETS

The item includes bonds and shares, acquired for the investment of surplus liquidity and short-
term securities (Junior promissory notes) issued by Marka Finance S.A., the issuing company of
Senior promissory notes in the context of the securitisation program already described and which
as of December 31, 2002 amount to 25,394 thousand euros. These securities have a monthly du-
ration and mature interest at the EURIBOR rate of 3.8% for transferral in December 2002.

IV- Liquip FunDs

The item is made up of surpluses on running accounts with credit institutes, mainly relating to
amounts received from customers at year end. The increase with respectto 2001is due to entries
from the securitisation transaction.

D) ACCRUED INCOME AND PREPAID EXPENSES

Details are as follows:

12.31.2002 12.31.2001 Change
Accrued income:
Interest income 8,648 9,144 (496)
Other 34 - 34
Total accrued income 8,682 9,144 (462)
Prepaid expenses:
Advertising and insurance costs 740 947 (207)
Other 4,192 6,768 (2,576)
Total prepaid expenses 4,932 7,715 (2,783)
Total accrued income and prepaid expenses 13,614 16,859 (3,245)
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Accrued income principally refers to interest on contracts hedging interest and exchange rates.
The item “Other” in prepaid expenses refers to:

e the substitute tax due from a company controlled by the Group parent company in conformity
with Decree 358 of 1997, the residual amount of which will be divided in future years in relation to
the amortisation period of the goodwill to which it refers;

e “once-for-all” charges paid at the time the contract hedging interest and exchange rates was
signed.

COMMENTS ON THE PRINCIPAL LIABILITY ITEMS

A) SHAREHOLDERS’ EQUITY

Changes in the items comprising shareholders’ equity have been given in the financial state-
ments. The principal items are discussed below, together with the related changes.

|- SHARE CAPITAL

Share capital amounting to 448,500 thousand euros is represented by 149,500,000 shares at a
par value of 3 euros each.

Il — ADDITIONAL PAID-IN CAPITAL

Areserve of 15,000 thousand euros for additional paid-in capital was set up, following the public
offering which took place at the time of listing on the Milan Stock Exchange on July 23, 2001,

IV- LEGAL RESERVE

As of December 31, 2002, this item amounted to 3,561 thousand euros. The increase of 307 thou-
sand euros with respect to 2001 is due to the allocation of net income for the year, as resolved at
the shareholders’ meeting on April 23, 2002.

VIl — OTHER RESERVES

The item is made up of:

12.31.2002 12.31.2001

Extraordinary reserve 35,488 34,588
Cumulative translation adjustment (5,858) (512)
Total other reserves 29,630 34,076

The extraordinary reserve rose by 9oo thousand euros compared to December 31, 2001 due to
the allocation of the Group parent company’s 2001 net income as resolved at the shareholders’
meeting on April 23, 2002.

The Cumulative translation adjustment refers to the translation of foreign currency financial
statements into euros.

VIII- RETAINED EARNINGS (ACCUMULATED LOSSES)

The itemincludes retained earnings of consolidated companies and the effects of adjustments to
accounting and consolidation principles.

X- MINORITY INTERESTS

The net equity of minorities total 337 thousand euros. The shareholding held by minority share-
holders, the relative equity value and the result for the year are summarised below:
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oy ey O
E-Services S.r.l. 49% 327 268
Climaveneta Gmbh 30% 10

Total 337 268

Reconciliation of the shareholders’ equity and netincome of the Group parent company De’Longhi
S.p.A. with the corresponding consolidated values is summarised below:

Net Net Net income Net income

equity equity for the year for the year

12,31,2002 12,31,2001 2002 2001

Financial statements of the Group parent company 518,312 507,482 15,763 6,140

Difference between the net equity of affiliates and book value of 30,003 17,205 6,494 17,667
shareholdings, net profit for the period of consolidated companies,

movements in the consolidation area, and write-off of dividends

Elimination of intercompany profits (31,285) (31,843) 12,231 (2,276)

Other adjustments 37,507 31,957 5,528 4,790

Consolidated shareholders’ equity 554,537 524,801 40,016 26,321

Minorities 337 291 268 214

G lidated financial 7 554,874 525,092 40,284 26,535

There were dividends for 4,934 thousand euros distributed in 2002, in compliance with the reso-
lution of the ordinary shareholders’ meeting on April 23, 2002.

B) RESERVES FOR RISKS AND CHARGES

These are analysed below:o

12.31.2002 12.31.2001

Agents’ leaving indemnity reserve 4,628 4,434
Reserve for deferred taxes 51,652

Product warranty reserve 4,269 2,587
Exchange fluctuation reserve 348 94
Reserve for returns 2,051 1,570
Reserve for coverage of investment losses 1,307 645
Reserve for risks 19,717 18,596
Other 1,911 5,624
Other provisions 29,603 29,116
Total 85,883 33,550

The Agents’ leaving indemnity reserve consists of provisions made against termination indem-
nities which must be paid to the agents, in reference to article 1751 of the Italian Civil Code, as
applied by current collective economic agreements.

Changes in agents’ leaving indemnity reserve during 2002 were as follows:

12.31.2001 Utilisations Provision 12.31.2001

Agent’s leaving indemnity reserve 4,434 (533) 761 34) 4,628

The Reserve for deferred taxes reflects the recognition of the tax effects connected to the attribu-
tion of capital gains to fixed assets in the context of the allocation of consolidation differences.
The amount deriving from the allocation of consolidation differences described previously,
56,036 thousand euros, was reduced as of December 31,2002 by 4,384 thousand euros due to
utilisations in the period (for further information in this regard, refer to the comment on “Intan-
gible assets”).
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Changes in Other provisions are as follows: The number of people by category is summarised in the following table (Group employees as of
December 31, 2002 and the average for 2002):

12.31.2001 Utilisations Provisions Cumulative Other (*) 12.31.2002
tra.nSlatlon 12.31.2002 Average for 2002 12.31.2001 Average for 2001
adjustment
Product warranty reserve 2,587 (1,843) 3,487 (32) 70 4,269 Workers 3,752 3,759 3,454 3,609
Exchange fluctuation reserve 94 (94) 343 13 ®) 348 White collars 1,800 1,750 1,650 1,652
Reserve for returns 1,570 (186) 715 (49) 1 2,051 Managers 94 94 91 89
Beserve for coverage of Total 5,646 5,603 5,195 5,350
investment losses 645 - 662 - - 1,307
Reserve for risks 18,596 (2,244) 3,306 20 39 19,717
Other 5,624 (3,345) 1,339 (626) (1,081) 1,911
Total 29,116 @:712) 9,852 (674) (979) 29,603 D) ACCOUNTS PAYABLE
1-Bonds
(*) These are principally reclassifications to other asset items. The amount recorded in the financial statements refers to a bond of 150 million euros listed on

the Luxembourg Stock Exchange and issued by the subsidiary company, De’Longhi Pinguino SA.
This bond matures in April 2003 and due to a contract hedging interest rates, in 2002 it accrued

interest at an effective average rate of 6.7% (the effective rate in 2001 was 5.7%). This loan is
December 31, 2002 and takes account of new laws introduced by Decree 24/2002. not covered by secured guarantees

The Product warranty reserve was provided for certain companies included in the consolidation
area, on the basis of a prudent estimate of costs for warranty repairs on sales carried out as of

The Reserve for returns reflects provisions carried out for customer returns and refers to sales
2- Due to banks

carried out as of December 31, 2002.
Amounts due to banks are analysed below (in years):

The Reserve for coverage of investment losses refers to the quota of the equity deficit as of De-

cember 31, 2002 of the associated company, Parex Industries Ltd. o NS ey e
The Reserve for risks includes: Current accounts 1,485 1,485 4,635 (3,150

Short-term loans in euros or foreign currency 75,021 75,021 144,774 (69,753)
e the provision deriving from the consolidation of Kenwood which at the time of purchase,

Loans on advances 406 406 8,599 (8,193)
brought about the recording of a risks reserve relating to certain potential liabilities for an )

Current portion of long-term loans 58,235 58,235 16,418 41,817
amount of 12,160 thousand euros.

Total short-term amounts due to banks 135,147 135,147 174,426 (39,279)
e the insurance excess reserve (1,659 thousand euros) relates to liability risks which could Long-term loans 127,694 1,194 128,888 200,722 (71,834)
arise following certain claims (limited to insurance excess to be charged to us). Total amounts due to banks 135,147 127,694 1,194 264,035 375,148 (111,113)

e the prudent provision of 2,000 thousand euros against possible contractual risks and other
Certain amounts due to banks are assisted by mortgages on tangible assets for 13,796 thousand

euros.

reserves for risks of a varying nature, 3,898 thousand euros, which could give rise to liabilities in
the Group parent company and in certain subsidiary companies.
There is also a pledge involving Kenwood Appliances Plc shares to guarantee the loan granted by

There are also certain ongoing disputes with third parties, but according to various opinions and a pool of banks to De’Longhi Pinguino S.A. to purchase the Kenwood Group.

backed by the positive outcome of legal proceedings, it is believed that these will not give rise to
For a better understanding of the change in the Group net financial position, please refer to the

liabilities which could materially influence the Group parent company’s financial position. A - . :
statement of consolidated cash flows and to the summarised statement in the Directors’ report.

Other reserves principally refer to Pension funds and severance payments provided by certain

subsidiary companies 4- Due to other financial companies

This amount consists of the payable for recording contracts using the finance lease method,
9,781 thousand euros, and 15,515 thousand euros deriving from an advance payment on receiva-
C) RESERVE FOR STAFF LEAVING INDEMNITIES bles transferred and payables of 7,036 thousand euros to the Ministry of Industry for reduced-

Changes taking place during the year are summarised below, by category. rate loans

5- Advances from customers

Managers White collars Workers Total
L 707 B0 D g1256 These refer to advances for supplies and guarantees received from customers.
Provisions 611 2,262 3,314 6,187
Indemnities paid (177) (2,041) (2,358) (4,576) 6- Trade payables

S G DGR s 8281 12445 il The balance represents amounts due by the Group to third parties for the supply of goods and services.
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8- Due to subsidiary companies

This item refers to a loan granted by the subsidiary company, Clim.Re SA, a company not consoli-
dated according to the integral method.

The change with respect to December 31, 2001 amounts to 75 thousand euros.

Details of the item are indicated in Annex 3 to these notes.

9- Due to associated companies
The item regards trade payables that are summarised in Annex 3 to these notes.

The change with respect to December 31, 2001 amounts to 1,359 thousand euros.

10- Due to parent companies

The amount mainly includes 168 thousand euros relating to interest due to De’Longhi Soparfi SA,
for loans paid off during 2001.

Annex 3 to these notes gives details of the balance.

11- Due to tax authorities

This is analysed below:

12.31.2002 12.31.2001 Change
Direct taxes 22,521 33,615 (11,094)
Indirect taxes 7,231 7,090 141
Tax withholdings 4,200 2,883 1,317
Other taxes 139 445 (306)
Total due to tax authorities 34,091 44,033 (9,942)

Amounts due for direct taxes include current taxes net of advances, tax credits and withholdings
and the substitute tax relating to the adjustment of taxable values.

This item decreased with respect to 2001, principally due to the instalment payments of substi-
tute taxes.

12- Due to social security institutions

The amount includes payables to social security institutions for 5,440 thousand euros, 97 thou-
sand euros to INAIL (National Insurance Institute for Industrial Accidents) and 1,194 thousand
euros to other institutes.

The change with respect to December 31, 2001 amounts to 306 thousand euros.

13- Other payables

The item is analysed as follows:

12.31.2002 12.31.2001 Change
Due to employees 20,636 17,733 2,903
Other 2,117 9,864 7,747)
Total other payables 22,753 27,597 (4,844)

Amounts due to employees include wages and salaries due but not paid at the balance sheet date.

The item “Other” decreased with respect to 2001 due to certain reclassifications to other balance
sheet items.

E) ACCRUED EXPENSES AND DEFERRED INCOME

These are analysed below:

Accrued expenses 12.31.2002 12.31.2001 Change
Charges for hedging transactions 4,454 4,280 174
Interest on bond 5,710 5,710

Other accrued expenses 3,237 3,221 16
Total accrued expenses 13,401 13,211 190

Deferred income:
Total deferred income 2,066 3,886 (1,820)

Total accrued expenses and deferred income 15,467 17,097 (1,630)

The charges for hedging transactions refers to contracts drawn up to hedge interest and ex-
change rates.

Interest on a bond relates to financial charges on a bond issued by De’Longhi Pinguino SA (for
further information refer to the section “Payables for bonds”).

MEMORANDUM ACCOUNTS

These are analysed below:

12.31.2002 12.31.2001 Change

Fiduciary guarantees granted:
- in favour of related parties s01 1,236 (435)
- in favour of third parties 688 3,059 (2,371
Total fiduciary guarantees granted 2,806,
fi ry g g 1,489 4,295 (2:806)
Other commitments 7,340 7,762 (422)
Total 8,829 12,057 (3,228)

“Guarantees in favour of related parties” principally include sureties given by De’Longhi S.p.A. in
favour of Immobiliare Findomestic S.r.l., against the end-of-lease payments of a real estate lease
which the latter signed with a leasing company.

“Guarantees in favour of third parties “ include guarantees given by certain Group companies.

“Other commitments” refer to guarantees given by subsidiary companies against a long-term
lease agreement expiring in 2006.

FINANCIAL INSTRUMENTS HEDGING FINANCIAL RISKS

In order to reduce financial risks deriving from fluctuations in exchange and interest rates
involving from trading transactions and financial operations, the Group has signed hedging
contracts in the context defined by the needs of the core business.

Exchange rate derivatives: these include hedging transactions put in place to guarantee a
pre-arranged exchange rate for the collection (or payment) of the various currencies. They
include both forward transactions and structured options for the principal currencies in-
volved (US dollar, British pound, Japanese yen, Canadian dollar, Polish zloty and the South
African rand).
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The nominal amounts of the above transactions (net of any compensating transactions) as of Revenues by product lines:
December 31, 2001 are the following:
2002 % 2001 %
Transactions set up by Group companies with third parties: Cooking and food preparation 557,400 1.8 503,226 42.0
Air conditioning and air treatment 278,566 21.9 256,504 21.4
(i) sale of US dollars against euros usb 50,268,375 Heating 239,564 18.8 246,210 20.6
(i) purchase of US dollars against euros usb 34,575,500 Home cleaning and ironing 152,221 12.0 144,518 121
(iii) sale of British pounds against euros GBP 99,934,704 Other 45912 36 47474 40
Total 1,273,663 100 1,197,932 100
(iv) sale of Japanese yen against euros JPY 1,509,947,644
(v) sale of Canadian dollars against euros CAD 28,000,000
(v sale of Polish zlotys against euros BLN 39,000,000 The pertinent comments are indicated in the Directors report.
(vii) sale of S.A. rand against euros RND 700,000 5- Other income
(viii) sale of S.A. rand against British pounds RND 300,000 . . .
The item is made up of the following:
(ix) sale of S.A. rand against US dollars RND 500,000
2002 2001 Change
Transport costs reimbursed 8,862 8,434 428
There are also potential buying hedges for US$ 27,250,000 and selling hedges for JPY Trade rights 171 440 (260)
390,052,356, which could mature depending on the specific timing trend of the reference spot Out-of-period income 3,840 5,825 (1,985)
exchange. Claim damages received 1,183 1,665 (482)
. . . . . Operating grants 209 933 (724)
Interest rate derivatives: these represent financial instruments which the Group uses for the
. . . . . . Miscellaneous other income 8,440 2,692 5,748
purpose of pre-arranging a maximum cost (in terms of interbank rates, considered as base in-
Total 22,705 19,989 2,716

terest rates) for a part of the financial borrowing. These instruments usually have a multi-year
duration and can also be linked to specific collection transactions on the capital markets. The

transactions as of December 31, 2002 amount to 210,010 thousand euros, of which 165,494 Transport costs reimbursed are charges incurred and recharged to customers.

thousand euros mature in 2003, 25,823 thousand euros mature in 2004, 15,493 thousand

R R Out-of-period income principally includes the release of reserves previously provided and now
euros mature in 2006, and 3,200 thousand euros mature in 2008. P P patly P yPp

considered as no longer necessary.

In particular, of the total as of December 31, 2002, 150 million euros refer to a bond for the same

. Operati f lied h projects fi housand 842 thousand
amount issued by De’Longhi Pinguino S.A., maturing in April 2003 (refer to the liabilities item perating grants refer to applied research projects for 110 thousand euros (842 thousand euros

“Bonds”). as of December 31, 2001).
Miscellaneous other income includes 4,000 thousand euros from the cancellation of a supply
contract, capital gains of 1,145 thousand euros from the disposal of an industrial building and a
COMMENTS ON THE PRINCIPAL STATEMENT OF INCOME ITEMS tax credit which fell due following the rise in the occupational base of 650 thousand euros (696

thousand euros as of December 31, 2001).
A) VALUE OF PRODUCTION

Revenues from sales and services and other revenues are analysed below: B) PRODUCTION COSTS

Revenues by geographical area:
6- Raw materials, other materials and consumables

2002 % 2001 %
These are analysed below:

Italy 350,926 27.6 322,118 26.9
Great Britain 188,264 14.8 178,415 14.9 2002 2001 Change
Other European countries 343,412 27.0 319,625 26.7 Raw materials purchased 191,230 177,738 13,492
U.S.A, Canada and Mexico 165,011 13.0 150,454 12.6 Components purchased 199,182 202,845 (3,663)
Japan 68,990 5.4 62,280 5.2 Finished products purchased 234,338 205,573 28,765
Rest of the World 157,060 12.3 165,040 13.8 Other miscellaneous purchases 8,289 7,505 784

Total 1,273,663 100 1,197,932 100 Total 633,039 593,661 39,378




_ EXPLANATORY NOTES

Consolidated financial statements 2002 Consolidated financial statements 2002

7- Services

These are analysed below:

14- Other operating expenses

These are analysed below:

2002 2001 Change
2002 2001 Change
Contingent liabilities 1,233 1,319 (86)
Advertising 68,149 51,601 16,548
Other taxes and duties 4,485 3,479 1,006
Outsourcing 28,052 26,756 1,296
Losses on receivables 1,558 433 1,125
Commission 25,776 24, 1,2
>77 4539 37 Other miscellaneous operating expenses 4,212 3,857 355
Transport 51,019 48,189 2,830 Total 11,488 9,088 2,400
Technical servicing 9,600 8,035 1,565
Travel and promotional expenses 17,197 19,516 (2,319)
Insurances 6,901 6,205 696 C) FINANCIAL INCOME AND EXPENSES
Warehouse expenses and contributions 13,179 11,974 1,205 Th l d bel
ese are analyse elow:
Consulting services 9,411 11,144 (1,733)
Temporary work 7,483 14,681 2,802 Income from equity investments: 2002 2001 Change
Motive power 7,836 8,323 487) Gains on disposals 927 1,314 (387)
Telephone and postal expenses 3,618 3,247 371 Dividends and tax credits:
Third party maintenance services 4,887 5,176 (289) - associated companies 6 ) 6
Other miscellaneous services 17,746 18,585 (839) -others 76 63 3
Total income from equity investments (a) 1,009 1,377 (368)
Total 270,854 247,971 22,883
Other financial income 2002 2001 Change
“Other miscellaneous services” include fees paid to the Directors and Statutory Auditors, details - Associated companies 416 374 42
of which are reported in Annex 4 to these notes. - Others:
- banks 1,066 2,002 (936)
8- Leases and rentals - exchange gains and income on exchange rate hedges 34,806 14,147 20,659
- income from interest rate hedges 16,048 17,943 (1,895)
The item includes rentals (12,231 thousand euros), instalments on operating leases (794 thou-  miscellaneous income 43 o 272
sand euros), royalties (304 thousand euros) and hiring costs (1,844 thousand euros). Total other financial income (b) 53,679 35,537 18,142

The increase with respect to 2001 amounts to 2,969 thousand euros.

72 3

10- Amortisation, depreciation and writedowns Subsidiary companies 75
Associated companies 13 - 13
Amortisation and depreciation amount to 70,441 thousand euros and are analysed below: Parent companies . 147 (147)
Other:
2002 2001 Change
- interest on long-term loans 8,527 7,591 936
Amortisation of consolidation differences 13,026 17,917 (4,891)
- bank interest expense 6,243 13,691 (7,448)
Amortisation of intangible assets 19,875 13,410 6,465 _ securitisation costs 2,042 - 2,042
Depreciation of tangible assets 37,540 38,410 (870) - bond interest expense 8,437 8,437
Total 70,441 69,737 704 - exchange losses and charges on exchange rate hedges 26,592 13,200 13,392
- charges on interest rate hedges 18,275 18,259 16
- miscellaneous financial charges 20,136 14,023 6,113
For further details refer to the tables concerning tangible and intangible assets. Total interest and other financial charges (c) RS T e

12- Provisions for risks and charges

The item mainly includes the Reserve for risks, the Product warranty reserve and the Agents’
leaving indemnity reserve, all of which have already been commented on in the section “Re-

serves for risks and charges”.

Total financial income and (expenses)
(@+b-¢ (35,652) (38,506) 2,854

“Gains on disposals” mainly includes the capital gain of 921 thousand euros realised on the dis-
posal of securities.
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The miscellaneous financial charges mainly include factoring commission, financial discounts
and bank charges.

Classification by type of net financial income (charges) is summarised below:

2002 2001 Change
Income from investments 1,009 1,377 (368)
Net interest income (expenses) (21,797) (27,759) 5,962
Gain (loss) on exchange rates and exchange rate hedges 8,214 947 7,267
Gain (loss) on interest rate hedges (2,227) (316) (1,911)
Miscellaneous financial income (charges) (20,851) (12,755) (8,096)
Total financial income (charges) (35,652) (38,506) 2,854
D) AD]USTMENTS IN VALUE OF FINANCIAL ASSETS
The item refers to investments carried at equity.
E) EXTRAORDINARY INCOME AND EXPENSES
20 - Extraordinary income
This item is analysed below:
2002 2001 Change
Gains on disposals 241 547 (306)
Elimination of the Kenwood Group results for the period prior to acquisition - 4,300 (4,300)
Other income 3,805 1,668 2,137
Total 4,046 6,515 (2,469)

The “ Elimination of the Kenwood Group results for the period prior to acquisition “ recorded in
2001 relates to the integral consolidation of Kenwood. According to generally accepted account-
ing policies, this determined the classification of the quota of the results pertaining to the pre-
ceding corporate structure, (a period from 1 January to 28 February 2001) during extraordinary
administration, since the Group took control at the end of February 2001.

“Other income” mainly includes 2,375 thousand euros of prepaid taxes for previous years.

21 - Extraordinary expenses

This item is analysed below:

2002 2001 Change
Reorganisation costs 2,443 4,765 (2,322)
Taxation deriving from prior years 539 1,836 (1,297)
Other extraordinary expenses 6,458 5,652 806
Total 9,440 12,253 (2,813)

“Reorganisation costs” mainly refer to:

e reorganisation costs incurred by Kenwood Limited of 1,548 thousand euros which principally
refer to the distribution and commercial structure.

e closure of the productive sites of Candiolo (Turin) and Dolo (Venice), in completion of the
merger of Ariagel S.p.A. and Simac-Vetrella S.p.A., and consequent to the transfer of productive
activities and centralisation of the administrative structure with the Group parent company. This
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reorganisation operation gave rise to further extraordinary costs of 548 thousand euros in refer-
ence to Ariagel S.p.A. and 237 thousand in reference to Simac-Vetrella S.p.A..

“Other extraordinary expenses” principally include charges for previous years relating to certain
foreign subsidiary companies.

22- Income taxes for the year

The item is analysed below:

2002 2001 Change
Current income taxes 32,910 21,080 11,830
Deferred taxes (prepaid) (4,938) 1,994 6,932)
Total 27,972 23,074 4,898

Current income taxes amount to 23,289 thousand euros, IRAP (Regional tax on productive activi-
ties for 8,771 thousand euros and other taxes for 850 thousand euros (mainly substitute taxes).

The effective tax rate is equal to 41% and does not differ significantly from the theoretical tax rate
(40.25%). The slight difference is mostly due to the positive benefits deriving from Dual Income
Tax (Decree Law 466/1997), the different level of taxation in the countries in which the Group
operates and IRAP which has a different basis of taxation.

Financial and business relations with parent, subsidiary, associated and related companies
Annex 3 gives information requested by CONSOB notification 97001574 of February 20, 1997,
98015375 of February 27, 1998 and 2064231 of September 30, 2002, which refer to transac-
tions between Group companies and related parties. All the transactions putin place are part of
normal Group administration, excepting that already specified in these notes, and are regulated
according to market conditions.

No effects deriving from equities and income transactions between the Group parent company
and the subsidiary companies are indicated since these have already been shown in the financial
statements for the year of De’Longhi S.p.A. and have been eliminated in order to prepare the
consolidated financial statements.

Fees paid to Directors and Statutory Auditors
Annex 4 gives the information required by CONSOB regulations (Resolution 11971 of May 14, 1999).

Stock option allotted to Directors
Annex 5 gives the information required by CONSOB regulations (Resolution 11971 of May 14,
1999), also taking account of that required by CONSOB notification 11508 of February 15, 2000.

Subsequent events
Please refer to the Directors’ report on operations.

Treviso,

March 21, 2003
De’Longhi S.p.A.
Managing Director
Stefano Beraldo
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LIST OF COMPANIES INCLUDED IN THE CONSOLIDATION AREA AS OF DECEMBER 31, 2002 STATEMENT OF REVALUED ASSETS

Annex 2 to the explanatory notes - in thousands of euros

Revalued assets

(Includes holdings of more than ten per cent, in accordance with CONSOB regulation 11971 of May 14, 1999)

Annex 1 to the explanatory notes (1)

Name of company Registered offices  Currency  Share capital % held as of 12.31.2002 1995 ";irh:gcei: luations fons
Directly Indirectly Land and buildings 43,899 55 5,777 18,265 67,996
LA SUPERCALOR S.P.A. Seregno (Milan) EUR 520,000 100%
E- SERVICES S.R.L. Treviso EUR 50,000 51% Plant and machinery 38,139 87 14,725 52,951
DE’ LONGHI CAPITAL SERVICES S.P.A. Treviso EUR 100,000 100% Industrial and commercial equipment 6 780 3,717 4,503
DE’ LONGHI LTD. Wellingborough GBP 4,000,000 100%
DE’ LONGHI AMERICA INC. Saddle Brook usD 9,100,000 100% Other assets 2 210 212
DE’ LONGHI FRANCE SARL Asnieres Cedex EUR 2,737,500 100% Concessions, licenses, trademarks 119,353 119,353
DE’ LONGHI CANADA INC. Mississauga CAD 1 100% and similar rights
DE’ LONGHI DEUTSCHLAND GMBH Seligenstadt EUR 2,100,000 100% Total 201,391 150 5,777 780 36,917 245,015
DE’ LONGHI NEDERLAND B.V. Leiden EUR 226,890 100%
DL TRADING LIMITED (2) Hong Kong HKD 73,010,000 100%
TRICOM INDUSTRIAL CO. LTD Hong Kong HKD 4,500,000 100%
DE"LONGHI PINGUINO S.A. Luxembourg EUR 26,500,000 100% FINANCIAL AND BUSINESS RELATIONS WITH PARENT, SUBSIDIARY, ASSOCIATED AND
DE’ LONGHI JAPAN CORP. Tokyo JPY 50,000,000 100% RELATED COMPANIES
ELBAS.P.A. Treviso EUR 15,000,000 100%
CLIMAVENETA S.P-A. Treviso EUR 1,600,000 100% Annex 3 to the explanatory notes - in millions of euros
CLIMAVENETA DEUTSCHLAND GMBH Nordstedt EUR 306,775 70%
DL RADIATORS S.P.A. Treviso EUR 5,000,000 100% Revenues Other Raw mate- Financial Financial Trade Financial Trade
DE’ LONGHI CLIMA POLSKA SP.Z0.0 Warsaw PLZ 4,000 100% from income rials and income receiva- receivables payables payables
Subsidiary held via a trust company (3) Nuremburg EUR 26,000 100% sales other costs and bles
SILE CORPI SCALDANTI S.R.L. Fossalta di Piave (VE)  EUR 93,600 100% (expense)
DL RADIATORS FRANCE SARL Paris EUR 150,000 100% Subsidiary companies:
KENWOOD APPLIANCES PLC Havant GBP 4,586,000 100% Clim.Re SA (0.1) (1.5)
KENWOOD MARKS LIMITED Havant GBP 2 100%
KENWOOD INTERNATIONAL LTD Havant GBP 20,000,000 100% litaRetbsidapiompanic . . . (@:) . . @5) :
KENWOOD APPL. (SINGAPORE) PTE LTD Singapore SGD 500,000 100% Associated companies: (1)
KENWOOD APPL. (MALAYSIA) SDN.BHD Petaling Jaya MYR 3 100% Omas S.rl. 6.4 3.7) o ©3)
KENWOOD MANUFACTURING GMBH Wr Neudorf EUR 36,337 100%
KENWOOD HOME APPL. PTY LTD Industria West RND 40,000 100% Parex Industries Ltd. 15.7 0.9 (©-6) 04 5.0 1.3 (©-2)
ARIETE SPA Prato EUR 8,272,000 100% EffeGiCi S.r.l. (0.1)
KENWOOD LTD Havant GBP 5,050,000 100% Investment held via the trust
ARIETE HISPANIA S.L. Madrid EUR 3,066 100% company, Comitalia Compagnia
ARIETE HELLAS EPE Athens EUR 18,000 100% Fiduciaria 5.p.A. (2) o7 5.9 o1 @6
ARIES LUSITANIA ELECTRODOMESTICOS LDA Maia EUR 5,000 100% Total associated companies 22.8 0.9 (10.2) 0.4 5.0 15.5 - (2.2)
Total subsidiary and
Name of company Registered offices Currency Share capital % held as of 12.31.2002 Parent companies:
Directly Indirectly
L R De’Longhi Soparfi SA (0.1) (0.2)

Subsidiary companies:
Climre S.A. Luxembourg EUR 1,239,468 4% 96% Total parent companies - - (0.2) - - - (0.2) -
Associated companies: Related parties:
Omas S.r.l. (5) S. Vittorio di Gualtieri EUR 364,000 40%

(RE) Societa Nauta S.r.l. (0.2)
Effegici S.r.l. (5) (GTtilr)go al Monticano EUR 244,400 25% Genesi Sl @) 36 @5)
Parex Industries Ltd. (4) Auckland NZD 7,600,000 49% Max Information S.r.l. (3) (1.2) (0.8
Investment held via Comitalia Compagnia EUR 520,000 40% - . .
Fiduciaria S.p.A. (5) Immobiliare Findomestic S.r.l.

De’Longhi Radiators S.r.l.

Other investments in subsidiary companies (in liqudation or inactive) Italia Distribuidora De
Name of company Registered offices Currency Share capital Electrodom. Ltda. 0.3
Subsidiary companies: (6) Investment held via the trust
Kenwood Appliances (Australia) pty Limited Sydney AUD 15,000 company, Delta Erre S.p.A. (4) (5) 40 (13.2) 40 (CR)
Kenwood Appliances Ireland Limited Dublin IEP 100,000 Liguria Assicurazioni S.p.a. - - (0.1)
Kenwood Appliances Limited Auckland NZD 1,002,650 q
Kenwood Polska Sp.Zo.o Warsaw PLN 172,400 Total related parties 36 o (7.2) : i L3 i G.6)
Kenwood Appliances Inc. Havant usb 25,000

- (1) Mainly relates to trading transactions.
Kenwood Trustees Limited Havant GBP 2 (2) Seenote on “Financial assets - equity investments”.
Concerns the supply of advertising services. The De’Longhi S.p.A., Director, Giorgio Sandri, is the Managing Director of Max Information S.r.l.

(1) Unless otherwise stated, data relates to the financial statements as of December 31, 2002. (3 Y A > A 8 A e
Relates to a company mainly producing finished products. In this regard, as permitted by applicable legislation (art. 39 of Decree 127/

(2) Asfromjanuary 8, 2003, the company’s name was changed from Kenwood Appliances (Hong Kong) Ltd. to DL Trading Ltd. @

(3) Relates to a company held via a trustee company, which carries out heating sector product distribution in the German market. In this
regard, as permitted by applicable legislation (art.39 of Decree 127/91), the name of the subsidiary company has been omitted, thus
causing no damage to the company itself or to De’Longhi S.p.A.

(4) Datarelating to the latest approved financial statements (March 31, 2002)

(5) Datarelating to the financial statements as of December 31, 2001.

(6) Concerns companies that are in liquidation or are inactive, for which the relevant statements of assets and liabilities are not available.

(5) The amount recorded in “Other income” refers to income deriving from the transaction of a supply agreement.
Other than the above, there are no transactions with related parties, with the exception of fees paid to Studio Biscozzi e Nobili for consultancy
services during 2002. For additional information, reference may be made to the comment in annex 4 of the explanatory notes, “Fees paid to

Directors and Statutory Auditors”.

91), the name of the subsidiary company has been omitted, thus causing no damage to the company itself or to De’Longhi S.p.A.
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FEES PAID TO DIRECTORS AND STATUTORY AUDITORS
(art. 78 of Consob regulation 11971 of May 14, 1999)

Annex 4 to the explanatory notes — in thousands of euros

Interested party Description of office Remuneration

Name and surname  Position held Term of office  Term expiring Fees Non-monetary Bonuses Other
with benefits and other remunera-

incentives tion
Giuseppe De’ . 2003 Financial )
Longhi President 01.01/12.31.02 statements. 486 11!
PR . o Drac 2003 Financial ) »

Fabio De’ Longhi Vice-President 01.01/12.31.02 statements. 436 16

Stefano Beraldo Managing Director  01.01/12.31.02 2003 Financial 5624 10
statements.

Lo . . 2003 Financial W
Silvio Sartori Director 08.15/12.31.02 statements. 12 15
Giorgio Sandri Director 01.01/12.31.02 2003 Financial 21

statements.
. . 2003 Financial ®
Carlo Garavaglia Director 01.01/12.31.02 statements. 21 5
Giorgio Brunetti Director 01.01/12.31.02 2003 Financial 21 6
statements.
Gianluca Ponzellini  President of the 003 Financial
Board of Statutory 01.01/12.31.02 3 62
. statements.
Auditors
Giancarlo Malerba Statutory auditor 01.01/12.31.02 2003 Financial 41
statements.
. . . Fi i
Massimo Lanfranchi ~ Statutory auditor 01.01/12.31.02 2003 Financial 41

statements.

(1) Remuneration relating to corporate positions covered in other subsidiary companies.

(2) Amount also includes remuneration received as Sales and Marketing Director of De’Longhi S.p.A.

(3) Remuneration relating to corporate positions covered in other subsidiary companies, reversible to De’Longhi S.p.A.

(4) Amount also includes remuneration received as General Manager.

(5) Remuneration relating to membership of the Remuneration Committee and the Internal Controland Corporate Govern-
ance Committee.

Carlo Garavaglia and Giancarlo Malerba are partners in the legal and tax consultancy firm, Biscozzi Nobili. Fees paid to
this firm during 2002 by Group companies amounted to 435 thousand euros.

STOCK OPTIONS ALLOTTED TO DIRECTORS

(art. 78 of Consob regulation 11971 of May 14, 1999)

Annex 5 to the explanatory notes

Individual Option rights allotted during the year Exercise of options carried out during
the year
Name and surname Number of shares Strike price Exercise period  Number of shares Exercise price
purchasable purchased
Stefano Beraldo 1.189.004 3.4 2004 - 2006

Fabio De’ Longhi 608.790 3.4 2004 - 2006
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In Euro

ASSETS

A) RECEIVABLES DUE FROM SHAREHOLDERS
B) FIXED ASSETS
| - INTANGIBLE ASSETS
1) Start-up expenses
2) Research, development and advertising costs
3) Industrial patents and intellectual property rights
4) Concessions, licenses, trademarks and similar rights
5) Goodwill
6) Assets under construction and advance payments
7) Other intangible assets
TOTAL INTANGIBLE ASSETS
Il - TANGIBLE ASSETS
1) Land and buildings
2) Plant and machinery
3) Industrial and commercial equipment
4) Other tangible assets
5) Assets under construction and advances to suppliers
TOTAL TANGIBLE ASSETS
111 - FINANCIAL ASSETS
1) Equity investments:
a) subsidiary companies
b) associated companies
¢) other companies
2) Accounts receivable due from:
a) subsidiary companies
- within 12 months
- beyond 12 months
b) associated companies
- within 12 months
- beyond 12 months
) parent companies
- within 12 months
- beyond 12 months
d) third parties
- within 12 months
- beyond 12 months
Total accounts receivable
TOTAL FINANCIAL ASSETS
TOTAL FIXED ASSETS
C) CURRENT ASSETS
| - INVENTORIES
1) Raw materials, other materials and consumables
2) Work in progress and semifinished products
4) Finished products and goods for resale
TOTAL INVENTORIES
Il - ACCOUNTS RECEIVABLE
1) Trade receivables
2) Due from subsidiary companies
3) Due from associated companies
- within 12 months
- beyond 12 months
4) Due from parent companies
5) Due from third parties
- within 12 months
- beyond 12 months
TOTAL ACCOUNTS RECEIVABLE
11l - SHORT TERM FINANCIAL ASSETS
4) Other equity investments
TOTAL SHORT TERM FINANCIAL ASSETS
IV - LIQUID FUNDS
1) Bank and post office deposits
2) Cheques
3) Cash in hand
TOTAL LIQUID FUNDS
TOTAL CURRENT ASSETS
D) ACCRUED INCOME AND PREPAID EXPENSES
1) Accrued income
2) Prepaid expenses
TOTAL ACCRUED INCOME AND PREPAID EXPENSES
TOTAL ASSETS

12.31.2002

Sub-total

43,368,979
4,362,701

10,277

372,384,650
o}

1,450,076
3,509,831

74,718
272,768

11,302,148
508,449

24,163,251
13,935,245

Total

8,869,223
97,906
2,299,856
69,029,522
5,164,827
119,575
2,233,080
87,813,989

61,547,586
24,139,998
8,824,039
1,720,888
4,408,239
100,640,750

47,741,957

372,384,650

4,959,907

347,486
377,692,043
425,434,000
613,888,739

38,530,278
10,124,943
52,553,416
101,208,637

72,493,556
135,694,537

11,810,597
[o]

38,098,496
258,097,186

606,000
606,000

67,558,460
o}

75,271
67,633,731
427,545,554

2,672,307
630,947
3,303,254

1,044,737,547

12.31.2001

Sub-total

45,110,028
4,362,701
152,076

410,570,028

o

1,487,760
4,708,895

207,080
o

55,736
505,090

5,138,919
680,333

6,468,984
7,160,722

Total

11,739,928
139,763
1,740,947
78,784,885
161,184

o

659,957
93,226,664

59,253,845
26,890,539
7,951,871
1,503,308
659,608
96,259,171

49,624,805

410,570,028

6,196,655

207,080

560,826
417,534,589
467,159,394

656,645,229

29,504,849

7,958,951
40,090,885
77,554,685

138,683,295
156,650,374

5,819,252
3,098,741

13,629,706
317,881,368

905,659
905,659

17,061,976
796,981
86,787
17,945,744
414,287,456

1,833,292
1,290,834
3,124,126

1,074,056,811

LIABILITES

A) SHAREHOLDERS’ EQUITY
| - SHARE CAPITAL
Il - ADDITIONAL PAID-IN CAPITAL
11l - REVALUATION RESERVE
IV - LEGAL RESERVE
V - RESERVE FOR TREASURY SHARES HELD
VI - STATUTORY RESERVES
VIl - OTHER RESERVES
- Extraordinary reserve
VIII - RETAINED EARNINGS (ACCUMULATED LOSSES)
IX - NET INCOME (LOSS) FOR THE YEAR
TOTAL SHAREHOLDERS’ EQUITY
B) RESERVES FOR RISKS AND CHARGES
1) Pensions and similar commitments
3) Other
TOTAL RESERVES FOR RISKS AND CHARGES

C) RESERVE FOR STAFF LEAVING INDEMNITIES
D) ACCOUNTS PAYABLE
3) Due to banks
- within 12 months
- beyond 12 months
4) Due to other financial companies
- within 12 months
- beyond 12 months
5) Advances from customers
6) Trade payables
8) Due to subsidiary companies
- within 12 months
- beyond 12 months
9) Due to associated companies
10) Due to parent companies
11) Due to tax authorities
- within 12 months
- beyond 12 months
12) Due to social security institutions
13) Other payables
TOTAL ACCOUNTS PAYABLE
E) ACCRUED EXPENSES AND DEFERRED INCOME
1) Accrued expenses
2) Deferred income
ACCRUED EXPENSES AND DEFERRED INCOME
TOTAL LIABILITIES
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
Memorandum accounts
- Fiduciary guarantees granted
- Other commitments
TOTAL MEMORANDUM ACCOUNTS

12.31.2002

Sub-total

47,518,094
85,245,590

14,694,955
6,302,401

14,576,853
158,429,497

16,293,418
281,488

448,500,000

15,000,000
o
3,560,694
o

o

35,488,400
o
15,763,137
518,312,231

1,841,861
11,310,491

13,152,352
13,503,577

132,763,684

20,997,356
1,233,105
134,110,326

173,006,350
2,211,304
11,288

16,574,906
3,444,986
11,968,503

496,321,808

2,888,749
558,830
3,447,579
526,425,316

1,044,737,547

457,980,259

3,087,041

461,067,300

12.31.2001

Sub-total

75,406,013
121,567,914

417,888
3,346,349

41,723,163
174,680,154

12,117,705
8,226,957

448,500,000
15,000,000
o

3,253,678

o

o

34,588,590
o

6,140,325
507,482,593

1,564,043
4,875,359

6,439,402
10,337,038

196,973,927

3,764,237
628,806
91,834,385

216,403,317
3,576,642
11,288

20,344,662
2,430,762
10,518,230
546,486,256

2,336,500
975,022
3,311,522
566,574,218

1,074,056,811

222,703,005
0

222,703,005
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ISTATEMENTS OF INCOME

A) VALUE OF PRODUCTION
1) Revenues from sales and services

2) Change in inventories of work in progress,
semifinished and finished products

4) Own work capitalised
5) Other income
- miscellaneous
- operating grants
TOTAL VALUE OF PRODUCTION
B) PRODUCTION COSTS
6) Raw materials, other materials and consumables
7) Services
8) Leases and rentals
9) Payroll and related costs:
a) wages and salaries
b) social security contributions
¢) staff leaving indemnities
e) other costs
10) Amortisation, depreciation and writedowns:
a) amortisation of intangible assets

b) depreciation of tangible assets

d) writedowns of current receivables and of liquid funds

11) Change in inventories of raw materials,
other materials and consumables

12) Provisions for risks and charges
14) Other operating expenses
TOTAL PRODUCTION COSTS

DIFFERENCE BETWEEN PRODUCTION VALUE AND COST (A-B)

C) FINANCIAL INCOME AND EXPENSES
15) Income from equity investments:
a) subsidiary companies
b) associated companies
d) other
16) Other financial income:
) from securities included among current assets,
d) income other than the above:
- subsidiary companies
- associated companies
- other
17) Interest and other financial charges:
a) subsidiary companies
¢) other
TOTAL FINANCIAL INCOME AND EXPENSES
D) ADJUSTMENTS TO THE VALUE OF FINANCIAL ASSETS
19) Writedowns:
a) equity investments
TOTAL ADJUSTMENTS IN VALUE OF FINANCIAL ASSETS
E) EXTRAORDINARY INCOME AND EXPENSES
20) Other income
21) Other expenses
TOTAL EXTRAORDINARY INCOME AND EXPENSES
RESULTS BEFORE TAXES
22) Income taxes for the year
NET INCOME FOR THE YEAR

12.31.2002

Sub-total

21,591,911
109,991

51,627,727
17,315,025
3,773,849

299,320

15,115,551
22,760,710

2,194,585

10,206,773
6,250

1,038,022

19,993,850
416,191

20,138,592

(3,144,607)
(41,549,139)

Total

618,298,288

6,208,982
2,158,201

21,701,902
648,367,373

337,428,039
137,686,575
5,899,984

73,015,921

40,070,846

(1,462,868)
6,046,893
4,768,798

603,454,188

44,913,185

11,251,045

40,548,633

(44,693,746)
7,105,932

(24,689,646)

(24,689,646)

83,091
(1,238,017)
(1,154,926)
26,174,545

(10,411,408)
15,763,137

12.31.2001

Sub-total

19,393,756
841,206

40,536,415
13,477,273
2,857,477

234,779

14,127,273
21,760,109

1,817,939

48,916
o

1,376,652

7,152

11,545,614
374,051

12,659,061

(2,501,439)
(33,262,453)

Total

548,392,175

(8,391,259)
1,831,460

20,234,962
562,067,338

288,025,850
113,356,154
3,219,331

57,105,944

37,705,321

5,331,227
1,947,675
2,272,953
508,964,455
53,102,883

1,425,568

24,585,878

(35,763,892)
(9,752,446)

(24,853,169)
(24,853,169)

86,713
(2,795,250)
(2,708,537)

15,788,731
(9,648,406)
6,140,325

STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

In Euro

Cash flows provided by (used in) operating activities

Net income for the year

Depreciation and amortisation

Allocations and writedowns, net of uses

Total cash flows provided by (used in) operating activities
Changes in working capital

Trade receivables

Net inventory

Trade payables

Other payables, receivables, accruals and deferrals

Amounts receivable from and payable to parent, subsidiary and associated companies
Cash flows from changes in working capital

Cash flows provided by (used in) investment activities

Tangible fixed assets additions (disposal)

Increases in equity investments (net of disposals)

Intangible fixed assets additions (disposal)

Change in receivables due from third parties

Total cash flows provided by (used in) investment activities
Cash flows provided by (used in) changes in shareholders’ equity
Increase in share capital and additional paid-in capital

Dividends paid

Total cash flows provided by movements in shareholders’ equity
Net financial position from merger (*)

Cash flow for the period

Net financial position as of December 31, 2001

Net financial position as of December 31, 2002 (**)

(*) Refers to the pre-merger net financial position of companies absorbed.

(**) Information as of December 31, 2002 includes 449,106 thousand euros of liquid funds and other financial assets and

2002

15,763,137
37,876,261
34,960,216
88,599,614

107,813,950
(7,671,851)
16,581,974

(48,716,448)
(1,327,918)
66,679,707

(16,680,431)
(34,946,109)
(3,959,011
237,162
(55,348,389)

o
(4,933,500)
(4,933,500)

(35,612,801)
59,384,631
60,522,013

119,906,644

329,199 thousand euros of financial payables (of which 249,977 thousand due beyond 12 months).

2001

6,140,325
35,887,382
25,131,682
67,159,389

806,700
13,722,486
1,389,000
2,515,713
(37,823,871
(29,389,972)

(16,111,277)
(20,881,396)
(16,478,527)

225,694
(53,245,506)

256,917,240
(o]
256,917,240
(o]
251,441,152
(190,919,138)
60,522,013

STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY FOR THE YEARS ENDED DECEMBER 31,

2001 AND DECEMBER 31, 2002

In thousands of Euro

Share capital Additional Legal re-
serve

paid-in ca-
pital

Balance as of January 1, 2001 206,583 o 2,358

Allocation of 2000 net income, as
approved at meeting of April 18, 2001

Translation of share capital into euros,
as approved at extraordinary meeting of
April 18, 2001 1,417

Increase in share capital, as approved at
extraordinary meeting of April 18, 2001 128,000

Increase in share capital following listing
on the Milan Stock Exchange on July 24,
2001 112,500 15,000

Net income for the year

896

Balance as of December 31, 2001 448,500 15,000 3,254

Allocation of 2001 net income, as
approved at meeting of April 23, 2002:
- to reserves

- dividends paid

Net income for the year

307

Balance as of December 31, 2002 448,500 15,000 3,561

Extraordi- Net income
nary reserve  (loss) for the
year
17,684 17,801
16,905 (17,801
6,140
34,589 6,140
899 (1,206)
(4,934)
15,763
35,488 15,763

244,426

1,417

128,000

127,500
6,140
507,483

o
(4,934)
15,763
518,312




72 EXPLANATORY NOTES

TO FINANCIAL STATEMENTS




EXPLANATORY NOTES

Financial statements 2002

FORM AND CONTENT

The financial statements for the year ended December 31, 2002 have been prepared in conform-
ity with the Italian Civil Code, as supplemented by the accounting principles established by the
National Board of Professional Accountants and CONSOB recommendations. They comprise the
balance sheet, the statement of income and these notes, which form an integral part of the finan-
cial statements.

Additional information is also supplied in order to provide a true and fair representation, even
where such information is not required by specific legislation. The accounting policies adopted
are consistent with those applied in the prior year and include information required by article
2426 of the Italian Civil Code.

The financial statements as of December 31, 2002 provide comparative information for the year
ended December 31, 2001. For consistency in the classification criteria adopted for the two ac-
counting periods, in some cases, amounts in the financial statements published for the year ended
December 31, 2001 have been reclassified. These changes mainly regard balance sheet items.

For the sake of clarity and ease of reading, amounts indicated in these notes are expressed in
thousands of euros.

For information not specified in these notes, reference may be made to the comments contained
in the Directors’ report.

ACCOUNTING POLICIES

The more significant accounting policies applied in the preparation of the financial statements as
of December 31, 2002 are discussed below:

a- Intangible assets

These are recorded at purchase price, including related charges and amortised on a systematic
basis over the period they are expect to benefit.

Start-up expenses are amortised over five years. They include constitution costs and expenses
relating to share capital increases, together with costs incurred for listing the Parent Company on
the Milan Stock Exchange.

Research, development and advertising costs are charged in full as incurred (except for the re-
sidual balance relating to prior years in connection with the capitalisation of development costs
which are amortised over five years).

Concessions, trademarks and similar rights are amortised in relation to their residual future ben-
efit, considered to be twenty years for trademarks and four years for intellectual property rights.
In regard to trademarks, additional amortisation is calculated, exclusively for fiscal purposes,
within the limits allowed under tax law. The effects of recording such increases to the statement
of income and the balance sheet are discussed below in the note on “Intangible assets”.

Goodwill is amortised on a systematic basis over a period of twenty years to reflect recognition
of its reasonable future benefit (except for the residual balance relating to prior years, which is
amortised over ten years).

It will be recalled that, pursuant to article 2426 of the Italian Civil Code, dividends may be dis-
tributed only to the extent that remaining distributable reserves are able to cover the capitalised
costs relating to the unamortised balance of those start-up expenses and research, development
and advertising costs considered to benefit future accounting periods.
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b- Tangible assets

These are recorded at purchase or production cost, as increased for certain asset categories by
monetary revaluations carried out under Laws 576/75, 72/83 and 413/91, by the allocation of the
merger deficit and as adjusted by the respective amounts of accumulated depreciation. Cost also
includes directly-attributable expenses.

Fixed assets are written down at year-end in cases where there is a permanent loss in value.
The value of such assets is reinstated in future accounting periods should the reasons for the
writedowns no longer apply.

Tangible assets are depreciated each year on a straight-line basis using rates that reflect the use-
ful lives of the related assets, commencing in the year in which they enter service. The rates ap-
plied are indicated below. These rates are reduced by half for assets acquired during the year.

Buildings 3.0%
Lightweight constructions 10.0%
Generic and specific plant 10.0%
Large-scale specific plant 15.5%
Treatment ovens 15.0%
Other equipment 25.0%
Purification system 15.0%
Office furniture and machines 12.0%
Electromechanical machines 20.0%
Transport vehicles 20.0%
Automobiles 25.0%

In the years in which the Company provided accelerated depreciation in order to obtain the
related tax benefits, such amounts were recorded together with ordinary depreciation, with a
balancing entry reflecting the direct reduction of the individual tangible assets. The effects of re-
cording accelerated depreciation to the statement of income and the balance sheet are indicated
below in the note on “Tangible assets”.

Ordinary maintenance costs are fully expensed as incurred. Incremental maintenance costs that
increase the useful lives of the related assets are allocated to those assets and depreciated over
their residual useful lives.

Tangible assets costing less than 516 euros are amortised in full at the time of purchase.

c- Financial assets

Equity investments are stated at acquisition cost, as written down in cases where there is a per-
manent loss invalue. Such assets are restored to their original value in future accounting periods
should the reasons for the writedowns no longer apply.

d- Inventories

Inventories are stated at the lower of purchase or production cost and their realisable value,
taking account of market trends, on a weighted average cost basis. Finished and semifinished
products are stated at production cost; work in progress is stated taking account of production
cost and the effective stage of completion at year-end. Obsolete and slow-moving inventories
are written down to their estimated utilisable or realisable future value via provision of an appro-
priate reserve adjusting the value of inventories.

e- Receivables and payables

Receivables are stated at their estimated realisable value via provision of a writedown reserve
determined in accordance with the prudence principle.




EXPLANATORY NOTES

Financial statements 2002

Payables are stated at their nominal value.

As permitted under Decree 231 of October 9, 2002, (EC Directive 2000/35 enabling legislation),
receivables reflecting moratory interest on overdue payments are also recorded, together with a
provision for moratory interest for the same amount to cover the uncertain collectibility of such
receivables.

f- Short term financial assets

These securities are stated at the lower of purchase cost and their realisable value taking account
of market trends. The reduced value is not maintained in future financial statements if the rea-
sons for the writedown no longer apply.

g- Accruals and deferrals

These are determined in accordance with the matching principle and are recorded to match costs
and revenues in the accounting periods to which they relate.

h- Liquid funds

These are recorded at their nominal value.

i- Reserves for risks and charges

These cover known or likely losses, the timing and amount of which cannot be determined at
year-end. Provisions reflect the best estimate of losses to be incurred based on the information
available.

|- Reserve for staff leaving indemnities

The reserve covers the liability at the balance sheet date to all employees for termination indem-
nities accrued in accordance with existing legislation and labour contracts.

m- Recoghnition of costs and revenues
These are recorded, in accordance with the prudence principle, on an accruals basis.

Revenues are stated net of returns, discounts, allowances and premiums, together with all taxes
directly connected to the sale of products and services. Revenues from the sale of products are
recognised at the time ownership passes, which is generally on delivery or shipment of the goods.

Costs are recorded using criteria similar to those applied to revenue recognition.

n- Exchange differences arising from foreign currency transactions and translation of foreign
currency balances

Foreign currency transactions are recorded using exchange rates ruling at the transaction date.
Any exchange differences arising during the year are reflected in the statement of income among
financial income and expenses.

As permitted by law, in cases where a net loss emerges from the translation of payables and
receivables and hedging contracts using year-end rates, this is credited to the exchange fluctua-
tion reserve.

o- Financial instruments

Financial instruments used for hedging transactions covering exchange risks are valued on a con-
sistent basis with the assets and liabilities concerned. Asregards hedging transactions covering
assets and liabilities not denominated in euros, the related income and expenses are recorded
on an accruals basis.
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p- Income taxes for the year

Income taxes are provided on the basis of taxable income, as determined in conformity with cur-
rent fiscal regulations. Pursuant to document 25 issued by the National Board of Professional
Accountants covering the accounting treatment to be applied to income taxes, the Company
has provided prepaid taxes (deferred) in accordance with the fiscal liability method, in order
to benefit from the fiscal effects on all the timing differences emerging between the book value
of assets and liabilities and their corresponding fiscal values on application of the current tax
rate. Prepaid taxes are recorded, net of deferred taxes, among receivables due from third parties
(within current assets).

g- Dividends

Dividends and the related tax credit received from subsidiary and associated companies and
other investments are recorded in the accounting period in which they are collected.

r- Memorandum accounts

Commitments and guarantees are indicated in the memorandum accounts at their contractual value.

s- Accounting treatment of transactions relating to the securitisation of receivables

In September 2002, the Company completed the transfer without recourse of revolving trade
receivables on a monthly base. The transfers were carried out on a without-recourse basis under
Law 52/91 (factoring law) in the context of a five-year program.

The related accounting criteria are as follows:

* Thereceivablestransferred without recourse have been reversed from the balance sheet and their
equivalent value, net of securitisation expense, has been recorded in bank accounts; that part not yet
transferred relating to contractual dilution, is reflected among amounts due from third parties.

* The securitisation costs are recorded among financial charges.

e The “once-for-all” expense relating to the analysis process/start-up of the securitisation pro-
gram (covering legal fees, rating and arrangement commission) has been capitalised and will be
amortised over the life of the transaction. The effects on net financial position, of the operation
indicated above, are discussed in the Directors’ report.

t- Article 2423, paragraph 4, of the Italian Civil Code

The accounting policies adopted do not involve any exceptions pursuant to article 2423, para-
graph 4, of the Italian Civil Code.

SIGNIFICANT EVENTS

During 2002, the corporate reorganisation process went ahead with a view to simplifying the
Group’s structure by reducing the number of companies and redefining the specific responsibili-
ties of some of the other Group companies.

The merger by incorporation of the subsidiaries, Simac-Vetrella S.p.A. and Ariagel S.p.A. forms part of
this reorganisation process. The operation was accomplished via two separate merger transactions:

e Absorption of Ariagel S.p.A. by Simac-Vetrella S.p.A.: the incorporated company’s transac-
tions were attributed to the financial statements of the incorporating company from September
1, 2002, on which date the accounting and fiscal effects commenced.

e Absorption of Simac-Vetrella S.p.A. by De’Longhi S.p.A.: since the incorporated company
was wholly owned by De’Longhi S.p.A., the merger was carried out via the cancellation in full
of the investment held by the incorporating company, and no increase in that company’s share
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capital was required. The tables that follow provide a comparison with 2001 data pertaining solely to De’Longhi S.p.A.,
The legal effects commenced, in conformity with article 2504-bis of the Italian Civil Code, from Sep- while the notes to the various financial statement items explain the principal changes, taking into
tember 2, 2002: the incorporated company’s transactions were attributed to the incorporating com- consideration the 2001 pro-forma information (which includes data relating to Simac-Vetrella S.p.A.
pany’s financial statements from January 1, 2002, on which date the fiscal effects commenced. and Ariagel S.p.A.).

The merger deficit arising from the merger has been allocated for 1,509 thousand euros to build-
ings and the residual balance of 5,301 thousand euros to goodwill. COMMENTS ON THE PRINCIPAL ASSET ITEMS

In regard to the redefinition of specific responsibilities of Group companies:
B) FIXED ASSETS
* De’Longhi Nederland B.V. now directly controls activities located in China and Hong Kong

through the acquisition of a stake in DL Trading Ltd from Kenwood Appliances Plc. and plays a key I- Intangible assets

role in the management of corporate trademarks.
These are analysed as follows:

* De’Longhi S.p.A. acquired from De’Longhi Pinguino S.A. the investment in De’Longhi Deut-

schland Gmbh with a view to taking direct control of the German trading affiliate, in the same way 12.31.2002 12.31.2001 Net
as the Company already controls the other Group trading subsidiaries. [in thousands of euros] Gross Net Gross Net difference
. . . . . . Start-up expenses 15,152 8,86 15,072 11,740 (2,871)
As a result of the merger operation described above, information relating to the 2001 accounting pexp > ? 07 74 4
year cannot be compared on a consistent basis with the year 2002. For this reason, the table Research, development and advertising costs 362 98 209 4o @)
below is provided to reflect the changes in balance sheet items based on pro-forma information Patent rights 15,690 2,300 13,443 1741 559
prepared on a consistent basis. The table includes asset items of the absorbed companies and Concessions, licenses, trademarks and similar rights 120,487 69,030 120,373 78,785 ©9,755)
the adjustments required to reverse the results of transactions between De’Longhi S.p.A. and the Goodwill 5,623 5,165 322 161 5,004
incorporated Companies' Assets under construction 119 119 o o 119
Other intangible assets 4,051 2,233 1,566 660 1,573
2001 2001 Ariagel Adjust- 2001 Dif-
De’Longhi Simac- S.p.A. (*) ments pro forma ference Total 161,484 87,814 150,985 93,227 (5,413)
S.p.A Vetrella
S.p.A B (A-B)
Intangible assets 87,814 93,227 619 3 5,301 99,150 (11,336)
Tangible assets 100,641 96,259 5,997 1435 1500 | 105,200 4559) The decrease of 5,413 thousand euros is the combined effect of amortisation calculated for
Financial assets 425,434 467,159 18 - (20,545) 446,632 (21,198) the year of 15,115 thousand euros, increases of 3,970 thousand euros mainly referring to
Vel ikt 613,889 656,645 6,634 1438 (3735 650982 (37,093) “Other intangible assets” (2,372 thousand euros), “Patent rights” (1,285 thousand euros)
Inventories 101,209 77,555 15,769 213 - 93,537 7,672 . . . . .
- and the increase of 5,301 thousand euros in “Goodwill” following the allocation of the pre-
Trade receivables 72,494 138,683 25,637 19,196 - 183,516 (111,022)
Due from associated, subsidiary and 1o 165.568 - o (36,909) a1 (5.910) viously described merger deficit.
parent companies 47,505 5.5 4,25 3,505 39,909 53,415 5,9
Due from third parties 38,008 13,630 2,770 576 - 16,976 21,122 “Patent rights” mainly include charges for developing and upgrading the data processing
Other current assets and liquid funds 68,240 18,852 1,499 553 - 20,904 47,336 systems.
Total current assets 427,546 414,288 69,926 24,043 (39,909) 468,348 (40,802)
Accrued income and prepaid expenses 3,303 3124 74 14 - 3,212 o1 “Concessions, licenses, trademarks and similar rights” principally include trademarks re-
[Lofaliac=Ete 1,044,738 1,074,057 76,634 25495  (53.644) 1122542 (77,804) valued following the allocation of the merger deficit in 1995. This related to the corporate
H “ H H ” “ ”
Shareholders’ equity w831z | 07483 P 2983 (640) 507483 10820 trademark, and other registered Group trademarks (such as “Pinguino”, “Sfornatutto”,
Reserves for risks and charges 13,152 6,439 609 497 - 7,545 5,607 “Friggimeglio”, “Stiromeglio”, etc,).
Reserve for staff leaving indemnities 13,504 10,337 1,800 247 - 12,384 1,120 . .
Trademarks have been amortised over a 10 year period, shorter than that allowed accord-
Due to banks 132,764 196,974 18,098 1124 - 216,196  (83,432) ing to the criteria mentioned above, solely for fiscal purposes, as permitted by article
Due to other fi ial i - - . .. are . .
ue fo other inancial compantes 20997 3764 12,574 16,338 4659 2426.2 of the Italian Civil Code. The additional amortisation amounts to 3,824 thousand
Due to suppliers 134,110 91,834 24,073 1,620 6 117,533 16,577 el . . .
euros, gross of the tax effect. Had the additional amortisation not been carried out, net
Advances/other payables 33,222 33,923 7,771 1093 - 42,787 9,565)
Due to subsidiary, associated and income for the year and shareholders’ equity would have been higher by 2,284 thousand
parent companies 175,229 219,991 6,860 17,681 (46,010) 198,522 (23,293)
euros and 6,919 thousand euros respectively, net of the tax effect.
Total payables 496,322 546,486 69,376 21,518 (46,004) 591,376 (95,054)
Accrued expenses and deferred income 3,448 3312 192 250 : 3754 (306) “Other intangible assets” principally include once-for-all charges of 868 thousand euros
Total liabilities 526,426 566,574 71,977 22,512 (46,004) 615,059 (88,633) . pe e . .
mostly incurred for the securitisation transaction completed in 2002.
Total liabilities and shareholders’
1,044,738 1,074,057 76,634 25,495 (53,644) 1,122,542 (77,804)

equity
The following statement shows changes during 2002 in the principal intangible asset

(*) Information as of September 1, 2002 — start of legal and accounting effects deriving from the merger. items:
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[in thousands of euros] Start-up Research Patent Concessions, Goodwill Assets Other
expenses and deve- rights licenses, under intangible
lopment trademarks construc- assets
costs and similar tion and
rights advance
payments
Net opening balance 11,740 140 1,741 78,785 161 - 660 93,227
Net increases from merger - 31 413 - 5,301 - 178 5,923
Increases 80 - 1,285 114 - 119 2,372 3,970
Decreases - - - - - - (15) (15)
Amortisation (2,951) 73 (1,139) (9,869) (297) - (786) (15,115)
Other changes (*) - - - - - - (176) (176)
Net closing balance 8,869 98 2,300 69,030 5,165 119 2,233 87,814

(*) Theitem refers to a reclassification among intangible and tangible assets.

I1- TANGIBLE ASSETS

Tangible assets are analysed below:

12.31.2002 12.31.2001 Net

[in thousands of euros] Gross Gross difference

Land and buildings 91,004 61,548 85,258 59,254 2,294
Plant and machinery 127,036 24,140 115,588 26,890 (2,750
Industrial equipment 88,866 8,824 66,118 7,952 872
Other 15,066 1,721 12,869 1,503 218
Assets under construction and advance payments 4,408 4,408 660 660 3,748
Total 326,380 100,641 280,493 96,259 4,382

The increase of 4,382 thousand euros is the net balance for investments effected during the year,
19,639 thousand euros, increases deriving from the merger, 8,941 thousand euros, and deprecia-
tion for the year, 22,761 thousand euros.

The investments principally concerned industrial equipment to make moulds for new products,
1,264 thousand euros, plant, 4,791 thousand euros, and assets under construction, 3,865 thou-
sand euros, relating to progress in the construction of a new finished products warehouse at
Mignagola (Treviso).

Inthe currentand in prior years, accelerated depreciation was provided so as to gain tax benefits,
within the limits of current tax regulations. Had depreciation been calculated only using ordinary
rates, “Tangible assets” would have resulted higher by 13,792 thousand euros and “Deprecia-
tion” lower by 2,234 thousand euros. Consequently, shareholders’ equity and results for the year
would have been higher by 8,241 thousand euros and 1,335 thousand euros respectively, net of
the related tax effect.

The Company accounts for finance lease contracts according to the equity method where the
lease is recorded as a normal rental.

The financial method provides that the normal value of the asset is recorded among tangible as-
sets, depreciated according to the applicable rates, and at the same time the financial payable
is recorded among liabilities. Accumulated depreciation on the assets and interest accrued are
recorded in the statement of income.

Had the finance lease accounting method been used, shareholders’ equity and results for the
year would have been higher by 2,421 thousand euros and 6 thousand euros respectively, net of
the related tax effect.

The following table shows movements during 2002 in the principal tangible assets.
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[in thousands of euros] Land and Plantand Industrial and Other tangi-  Assets under
buildings machinery commercial ble assets  construction

equipment and advances
to suppliers

Net opening balance 59,254 26,890 7,952 1,503 660 96,259
Net increases from merger (*) (*) 5,870 1,589 1,344 138 - 8,941
Increases 647 4,791 9,072 1,264 3,865 19,639
Decreases (1,454) (34) (10) (38) 77) (1,613)
Depreciation (2,790) (9,109) (9,716) (1,146) - (22,761)
Other 21 13 182 - (40) 176
Net closing balance 61,548 24,140 8,824 1,721 4,408 100,641

(*) The amount includes 1,509 thousand euros relating to allocation of the merger deficit.

I11- FINANCIAL ASSETS

1- Equity investments

These are analysed as follows:

Subsidiary companies 12.31.2002 12.31.2001 Change
De’Longhi Pinguino S.A. 25,651 22,744 2,907
Simac-Vetrella S.p.A. o 10,393 (10,393)
Ariagel S.p.A. o 2,073 (2,073)
La Supercalor S.p.A. 2,933 2,933 o
De’Longhi France S.a.r.l. 2,440 2,440 o
De’Longhi Deutschland Gmbh 2,120 o 2,120
De’Longhi America Inc. o 1,407 (1,407)
De’Longhi Canada Inc. 1,214 1,214 o
De’Longhi Ltd 1,145 1,145 o
De’Longhi Nederland B.V. 7,681 681 7,000
De’Longhi Capital Services S.p.A. 105 o 105
Clim.Re S.A. 54 54 o
E-Services S.r.l. 26 26 o
Total 43,369 45,110 (1,741)
Associated companies 12.31.2002 12.31.2001 Change
Investment held through Comitalia Compagnia Fiduciaria S.p.A. 3,025 3,025 o
Omas S.r.l. 1,136 1,136 o
Effegici S.r.l. 201 201 o
Parex Industries Ltd o o o
Total 4,362 4,362 o
Other companies 12.31.2002 12.31.2001 Change
SP. Tasoglou S.A. o 142 (142)
Other minor investments 10 10 [
Total 10 152 (142)
Total equity investments 47,741 49,624 (1,883)

Investments in subsidiary and associated companies and changes in these holdings during
2002 are summarised in annex 1 to these notes, as required by article 2427 of the Italian Civil
Code.
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The 1,883 thousand euro decrease mainly derives from the corporate reorganisation process
carried out during 2002, as discussed above in the section on “Significant events”, and the writ-
edown of certain investments, as detailed below:

e Elimination of the book value of Simac-Vetrella S.p.A. and Ariagel S.p.A. resulting from their
merger by incorporation described previously.

e (Constitution of De’Longhi Capital Services S.p.A. for the purpose of managing the centralised
treasury for other Group companies.

e Purchase of an interest in De’Longhi Deutschland Gmbh by De’Longhi Pinguino S.A. and
the subsequent recapitalisation of 4,000 thousand euros being paid in for future capital
increases. The investment was prudently written down by 1,880 thousand euros to take ac-
count of the operations loss and risks deriving from the completion of the ongoing reorgani-
sation process.

e 7,000 thousand euros paid in for future capital increases by the subsidiary company,
De’Longhi Nederland B.V.

e 22,000 thousand euros paid in for future capital increases in De’Longhi Pinguino S.A. and
the consequent prudent writedown of 19,093 thousand euros due to realignment to the value of
shareholders’ equity.

e Writedown of the interest in De’Longhi America Inc. of 1,407 thousand euros consequent to
loss for the year 2002 which put the company’s shareholders equity to zero.

e Disposal of the investment in Sp. Tasoglou.

As required under article 2426.3 of the Italian Civil Code, it is disclosed that the carrying value of
certain companies has been recorded as higher than the company’s interest in equity, resulting
from the latest approved financial statements, since there are positive economic prospects and
additional values recorded in the assets of the company.

2- Accounts receivable

These are analysed as follows:

Due from subsidiary companies

The amounts due are principally from De’Longhi Pinguino S.A. and reflect loans granted to pur-
chase equity investments carried out in previous years. These are short-term loans and mature
interest at market rates.

The change with respect to December 31, 2001 amounts to 38,185 thousand euros; annex 3 of
the present notes gives the composition of the balance.

Due from associated companies
This is a loan maturing on March 31, 2002 and bearing interest at market rates.

The change with respect to December 31, 2001 amounts to 1,237 thousand euros; annex 3 of the
present notes gives the composition of the balance.

Due from third parties 12.31.2002 12.31.2001 Change

Deduction of advance on staff leaving indemnities 273 505 (232)
Guarantee deposits 70 56 14
Other 4 o 4
Total 347 561 (214)
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C) CURRENT ASSETS

I- Inventories
These are analysed as follows:

12.31.2002 12.31.2001 Change
Raw materials 38,530 29,505 9,025
Work in progress 10,125 7,959 2,166
Finished products 52,554 40,091 12,463
Total 101,209 77,555 23,654

The increase in inventories of 23,654 thousand euros with respect to the same period in 2001
is principally due to the effect of the merger of Simac-Vetrella S.p.A. and Ariagel S.p.A., 15,982
thousand euros

Inventories are adjusted by an inventory writedown provision of 4,988 thousand euros (2,948
thousand euros in 2001) for slow moving or obsolete products and raw materials, considered as
no longer strategic to the Company.

Furthermore the valuation of inventories at current cost would not show any significant differences.

I1- ACCOUNTS RECEIVABLE

1- Trade receivables

This balance comprises:

12.31.2002 12.31.2001 Change
Trade receivables 75,511 142,133 (66,622)
Provision for doubtful debts (2,487) (3,450) 963
Provision for moratory interest (530) o (530)
Total 72,494 138,683 (66,189)

The decrease of 66,189 thousand euros is the result of transferring receivables without recourse
within the limits of the securitisation transaction already described and the average improve-
ment in terms of collection.

On a consistent basis, considering the effects of the merger and the securitisation transaction
already described, trade receivables are analysed as follows:

Trade receivables 12.31.2002 12.31.2001 Change

- as in financial statements 75,511 142,133 (66,622)
- merger effect o 44,833 (44,833)
- securitisation effect 100,677 o 100,677
Pro-forma data 176,188 186,966 (10,778)

As requested by CONSOB notification No. 3360 of April 9, 1997, the receivables transferred which
will be collected at their natural maturity, amount to 100,677 thousand euros as of December
31, 2002, and trade receivables transferred by De’Longhi S.p.A in the period October-December
2002 (turnover) amount to 140,732 thousand euros.

Trade receivables are shown net of the provisions for doubtful debts of 2,487 thousand euros.
This represents a reasonable estimate of the risk at the time the financial statements were pre-
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pared. The provision has been prudently made against certain disputed receivables, whose col-
lectibility is in any case doubtful, taking into account that a significant part of the receivables is
covered by insurance policies with leading companies.

Changes in the provisions for doubtful debts are summarised in the following table:

Provisions for doubtful debts

Balance as of 01/01/2002 3,450
Increase from merger 879
Utilisation (4,037)
Provision 2,195
Balance as of 12.31.2002 2,487

The Company received guarantees from customers (mostly sureties) for 2,110 thousand euros to
cover commercial transactions.

Receivables include 530 thousand euros for moratory interest which has been offset by a
provision for moratory interest for the same amount in case these receivables cannot be
collected.

2- Due from subsidiary companies

These are all trade receivables; the details are reported in annex 3 to these notes.

The change compared to December 31, 2001 amounts to 20,956 thousand euros.

3- Due from associated companies

These are trade receivables mostly from Parex Industries Limited, the distributor in the New Zea-
land and Australian markets, and Omas S.r.l.; details are reported in annex 3 to these notes.

5- Due from third parties

These include:

12.31.2002 12.31.2001 Change
Prepaid taxes 13,889 5,567 8,322
Due from tax authorities 205 2,823 (2,618)
Advances to suppliers 1,492 507 985
Advances to employees 274 168 106
Other amounts due 22,238 4,565 17,673
Total due from third parties 38,098 13,630 24,468

The increase of 24,468 thousand euros is due to the recording of prepaid taxes of 8,322 thou-
sand euros and to an increase in Other amounts due of 17,673 thousand euros, of which 16,424
thousand euros refer to payment of the transaction for the transfer of receivables previously
described (securitisation) not yet collected as of December 31, 2002 (contractual dilution).

“Prepaid taxes” reflect the recording of amounts calculated on the timing differences arising
between book values of assets and liabilities and the corresponding tax values.

The asset balance of prepaid taxes as of December 31, 2002 is 13,889 thousand euros.

Details are as follows:
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12.31.2002 12.31.2001 Change

Prepaid taxes relating to:

- Reserves for risks and charges 5,978 4,269 1,709
- Writedowns of equity investments 7,394 543 6,851
- Other temporary differences 889 793 96
Deferred taxes relating to:

- Other temporary differences (372) (38) (334)
Total prepaid taxes (deferred) 13,889 5,567 8,322

Amounts due from third parties beyond 12 months amount to 13,935 thousand euros and com-
prise the following:

12.31.2002 12.31.2001 Change
Prepaid taxes 13,889 5,567 8,322
Due from tax authorities 46 1,594 (1,548)
Total due from third parties 13,935 7,161 6,774

Such receivables do not include amounts collectible beyond 5 years.
111- SHORT TERM FINANCIAL ASSETS

This item, equal to 606 thousand euros, includes shareholdings acquired to utilise a liquidity
surplus.

IV- Liquip FunDs

The item, at 67,634 thousand euros, includes collections from customers received at year end.
The change with respect to December 31, 2001 is due to entries from the securitisation transac-
tion

D) ACCRUED INCOME AND PREPAID EXPENSES

These are analysed below:

Accrued income: 12.31.2002 12.31.2001 Change
Interest income 2,672 1,833 839
Total 2,672 1,833 839
Prepaid expenses: 12,31,2002 12,31,2001 Change
Interest expense 194 527 (333)
Other 437 764 (27)
Total 631 1,291 (660)
Total accrued income and prepaid expenses 3,303 3,124 179

“Accrued income” includes financial income mainly relating to hedging transactions in deriva-
tives.

Prepaid expenses “Interest expense” principally refers to once-for-all commission of 128 thou-
sand euros, paid at the time the contract hedging interest and exchange rates was signed in
connection with a loan received of 14.7 Yen (see the comment in “Due from subsidiary compa-
nies”).
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COMMENTS ON THE PRINCIPAL LIABILITY ITEMS

A) SHAREHOLDERS’ EQUITY

Changes in the items comprising shareholders’ equity are recorded in the balance sheet. The
principal shareholders’ equity accounts are discussed below, together with the related changes

during the year.

Information relating to the tax credits attributable to the shareholders in case of distribution of

dividends is summarised in annex 6 of the present notes.

|- SHARE CAPITAL

The share capital of De’Longhi S.p.A amounting to 448.5 million euros is represented by
149,500,000 shares at a par value of 3 euros each.

IV- LEGAL RESERVE

As of December 31, 2001 this item amounted to 3,254 thousand euros. The increase of 307 thou-
sand euros is due to the allocation of net income for the year according to that resolved at the

shareholders’ meeting on April 23, 2002.

VII- OTHER RESERVES
Extraordinary reserve

The extraordinary reserve amounts to 35,488 thousand euros. The increase of 899 thou-
sand euros with respect to December 31, 2001 is due to the allocation of net income for the

year according to that resolved at the shareholders’ meeting on April 23, 2002.

In 2000 the Company re-aligned the fiscally recognised values of certain categories of non
current assets in respect of additional statutory values shown in the financial statements.
As provided by reference regulations, a fiscal charge has been placed on the shareholders’
equity item “Extraordinary reserve” of 17,560 thousand euros, on the balance sheet item
“Legal reserve”, 2,324 thousand euros and on the item “Share capital”, 99,934 thousand
euros, for a total of 119,818 thousand euros. For the amounts indicated above, the items
in shareholders’ equity therefore form part of the Company’s taxable income in the case

of distribution.

B) RESERVES FOR RISKS AND CHARGES

1- Pensions and similar commitments

The Agents’ leaving indemnity reserve includes provisions made against indemnities which must

be paid to agents, under the terms in article 1751 of the Italian Civil Code.

Details of the agents’ leaving indemnity reserve are given below:

Increase due to TRt 3
Balance 2001 Utilisation Provision Balance 2002
merger

Agents’ leaving indemnity reserve 1,564 273 (368) 373 1,842
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3- Other

These are analysed below:

Balance 2001 lncieaseducit Utilisation Provisions Balance 2002
merger

Product warranty reserve 1,150 62 (1,212) 2,509 2,509
Reserve for returns 623 o o 409 1,032
Reserve for risks 1,502 313 o 2,000 3,815
Insurance excess reserve 1,600 ¢} (697) 756 1,659
Reserve for coverage of
investment losses () o o 2,240 2,240
Reorganisation reserve o 458 (509) 106 55
Total 4,875 833 (2,418) 8,020 11,310

The Product warranty reserve was provided on the basis of a prudent estimate of costs for war-
ranty repairs on sales carried out as of December 31, 2002, taking account of new laws intro-
duced by Decree 24/2002.

The Insurance excess reserve relates to liability risks which could arise following certain claims
(limited to insurance excess to be charged to us).

The Reserve for risks includes a prudent provision of 2,000 thousand euros against possible contrac-
tual risks and provisions against risks of a varying nature which could give rise to potential liabilities.

There are also certain ongoing disputes with third parties, but according to various opinions and
backed by the positive outcome of legal proceedings, it is believed that these will not give rise to
liabilities which could materially influence the Group parent company’s financial position.

The Reserve for coverage of investment losses refers to the Company’s share in covering the eq-
uity deficit of investments in De’Longhi America Inc. (470 thousand euros) and Parex Industries
Limited (1,770 thousand euros) as of December 31, 2002.

C) RESERVE FOR STAFF LEAVING INDEMNITIES

Changes taking place during the year are summarised below, by category:

Managers White collars Workers Total
Opening balance as of 01.01.02 1,324 3,365 5,648 10,337
Increase due to merger 40 803 1,204 2,047
Provision 393 1,285 2,096 3,774
Indemnities paid (411) (875) (1,368) (2,654)
Closing balance 12.31.02 1,346 4,578 7,580 13,504

D) ACCOUNTS PAYABLE

The following are the changes in the individual balance sheet items.

3- Due to banks

Amounts due to banks are analysed below:

Within | From 1-5 Beyond 5 Balance Balance
year years years 31/12/02 31/12/01
Short-term loans in euros or 6 3 ; 6 63.020
foreign currency 7254 7,54 3
Loans on bills portfolio R - - - 4,453
Current portion of long-term loans 39,972 - - 39,972 7,933
Total short-term amounts 18 R } 18 06
due to banks 47,5 47,5 75:4
Long-term loans - 84,163 1,083 85,246 121,568
Total amounts due to banks 47,518 84,163 1,083 132,764 196,974
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The above payables are not assisted by secured guarantees. 12- Due to social security institutions
For a better understanding of the changes in the Company’s financial position, please refer to the These amounts are analysed below:
statement of changes in cash flows and to comments in the Directors’ report.
12.31.2002 12.31.2001 Change
. o | ial i y ,
4- Due to other financial companies nps (Social security) 838 1953 885
Fasi — Inpdai (Social security for Industrial Executives) 179 140 39
The total of 20,997 thousand euros reflects advances on the transfers of receivables with re- Enasarco (Assistance to Commercial Agents and Reps.) 292 105 17
course, 13,961 thousand euros, and payables to the Ministry of Industry for reduced-rate loans Inail (Nat. Ins. Inst. for industrial accidents) P 107 ©8)
of 7,036 thousand euros. Social security 95 72 23
Other institutes 68 54 14
5- Advances from customers Total due to social security institutions 3,445 2,431 1,014
These refer to advances for supplies and guarantees received from customers.
13- Other payables
6- Trade payables 3 pay
. . These are analysed below:
The balance represents the amount due by the Company to third parties for the supply of goods y
and services. 12.31.2002 12.31.2001 Change
. Due to employees 10,838 8,537 2,301
The change of 42,276 thousand euros with respect to December 31, 2001 reflects the above men-
. . . Lo Other 1,131 1,981 (850)
tioned merger transaction and the higher volume of activities for 25,693 thousand euros.
Total other payables 11,969 10,518 1,451

8- Due to subsidiary companies

“Due to employees” include amounts due but not yet paid.
These amounts are analysed below:

12.31.2002 12.31.2001 Change E) ACCRUED EXPENSES AND DEFERRED INCOME
Trade payables 11,809 38,722 (26,913)
B These are analysed below:
Financial payables 161,197 177,681 (16,484)
Total 173,006 216,403 (43,397) 12.31.2002 12.31.2001 Change
Accrued expenses:
Details of trade payables are summarised in annex 3 to these notes. Interest on long-term loans 218 49 169
. . . . . .. Other accrued expenses 2,671 2,288 383
Financial payables mainly refer to interest-bearing loans granted by the subsidiary company
.. . I . . Total accrued expenses 2,889 2,337 552
De’Longhi Pinguino S.A., of 6,885 thousand euros and Yen 14.7 billion disbursed during 2000,
. L . - . . Total deferred income 559 975 (416)
the exchange risk of which is covered by the use of financial instruments. Annex 3 gives details
. . Total accrued expenses and deferred income 3,448 3,312 136
of the financial statement balance.
9- Due to associated companies “Other accrued expenses” mainly refer to transactions hedging exchange and interest rates.
The change with respect to December 31, 2001 amounts to 1,365 thousand euros. Annex 3 gives Deferred income is the quota of interest for future years, relating to the loan to the associated
details of the financial statement balance. company Parex Industries Limited.

11- Due to tax authorities
MEMORANDUM ACCOUNTS
Details by category, are analysed below:
The composition and comparison with the previous year is set out below:

12.31.2002 12.31.2001 Change
Direct taxes 11,108 18,447 (7,339 12.31.2002 12.31.2001 Change
Indirect t N , . .
ndrecttaxes 2727 ° »727 Fiduciary guarantees granted:
Substitute taxes 2,740 1,898 842
- in favour of subsidiary companies 457,004 220,752 236,252
Total due to tax authorities 16,575 20,345 (3,770)
- in favour of affiliated companies 801 1,236 (435)
. . . . - in favour of third parties 175 715 (540)
Amounts due for “Direct taxes” include current taxes net of advances, withholdings and tax cred-
Total fiduciary guarantees granted 457,980 222,703 235,277

its, together with the substitute tax of 7,587 thousand euros relating to tax value realignments

carried out in 2000. Commitments

. L . Leasing charges due 3,087 o 3,087
Amounts due for “Indirect taxes” refer to the VAT liability arising from settlement of the month

Total commitments 3,087 [ 3,087
of December 2002.
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Guarantees given in favour of subsidiary companies rose by 236,252 thousand euros mainly due
to the transferral of bank credits to the newly set up De’Longhi Capital Services S.p.A., in view
of the centralised treasury activities which this company will carry out as from 2003, for Group
companies resident in Italy.

This is analysed below:

Guarantees given in favour of: 12.31.2002 12.31.2001 Change
De’Longhi Capital Services S.p.A. 203,000 o 203,000
De’Longhi Pinguino S.A. 150,000 150,000 o
Kenwood Ltd 53,805 7,746 46,059
De’Longhi America Inc. 14,303 14,751 (448)
De’Longhi Japan Corp. 12,863 13,874 (1,011)
DL Radiators S.p.A. 11,096 15,128 (4,032)
De’Longhi Ltd 9,224 9,860 (636)
De’Longhi Deutschland Gmbh 1,023 1,023 o
La Supercalor S.p.A. 852 852 o
De’Longhi France S.a.r.l. 838 838 o
Ariagel S.p.A. o 2,129 (2,129)
Simac-Vetrella S.p.A. o 4,551 (4,551)
Total 457,004 220,752 236,252

Guarantees given in favour of affiliated companies refer to sureties granted to Immobiliare Findo-
mestic S.r.l. against the end-of-lease payments of a real estate lease.

Financial instruments hedging financial risks

In order to reduce financial risks deriving from fluctuations in exchange and interest rates con-
nected to trading transactions and financial operations, the Company has signed hedging con-
tracts in the context defined by the needs of the core business.

In certain cases, within the context of the centralised management of Group financial exposure,
the Company has carried out hedging transactions in the interests of certain subsidiary compa-
nies. There has been no effect on De’Longhi S.p.A., since each transaction put in place with mar-
ket operators is counterbalanced by an identical intercompany transaction on the other side.

Exchange rate derivatives: these include hedging transactions put in place to guarantee a pre-
arranged exchange rate for the collection (or payment) of the various currencies. They include
both forward transactions and structured options for the principal currencies involved (US dollar,
British pound, Japanese yen, Canadian dollar and the Polish zloty).

As of December 31, 2001, the nominal amounts of the above transactions (net of any counterbal-
ancing transactions) are the following:

Transactions set up by De’Longhi S.p.A. with third parties:

(i) sale of US dollars against euros usb 50,268,375
(i) purchase of US dollars against euros usb 34,575,500
(iii) sale of British pounds against euros GBP 99,934,704
(iv) sale of Japanese yen against euros JPY 1,509,947,644
(v) sale of Canadian dollars against euros CAD 28,000,000
(vi) sale of Polish zlotys against euro PLN 39,000,000

There are also potential buying hedges for US$ 27,250,000 and selling hedges for JPY
390,052,356, which could mature depending on the specific timing trend of the reference spot

exchange.

Transactions set up by De’Longhi S.p.A. with Group companies (*):
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(i) purchase of British pounds against euros GBP 17,000,000
(i) purchase of US dollars against euros usbp 968,375
(iii) sale of US dollars against euros usbp 75,500
(iv) purchase of Polish zlotys against euros PLN 39,000,000
(if) sale of US dollars against British pounds usb 68,000,000

(*) As mentioned above, these transactions did not effect De’Longhi S.p.A..

Interest rate derivatives: these represent financial instruments which the Company uses for
the purpose of pre-arranging a maximum cost (in terms of interbank rates, considered as base
interest rates) for a part of the financial indebtedness. These instruments usually have a multi-
year duration and can also be linked to specific collection transactions on the capital markets.
The transactions as of December 31, 2002 amount to 206,810 thousand euros, of which 165,494
thousand euros mature in 2003, 25,823 thousand euros mature in 2004, and 15,494 thousand
euros mature in 2006.

In particular, of the total included above, 150 million euros relate to the bond issued by De’Longhi
Pinguino S.A., maturing in April 2003, for 14.7 billion Yen (refer to the liabilities item “Due to
subsidiary companies”).

COMMENTS ON THE PRINCIPAL STATEMENT OF INCOME ITEMS

A) VALUE OF PRODUCTION
Revenues for sales and services and other revenues are analysed below:

Revenues by geographical area:

12.31.2002 % 12.31.2001 % Change
Italy (*) 281,849 44.0% 197,901 34.8% 83,948
USA, Canada and Mexico 81,087 12.7% 94,939 16.7% (13,852)
Japan 31,176 4.9% 30,550 5.4% 626
Great Britain 38,537 6.0% 54,812 9.6% (16,275)
Other European countries 142,806 22.3% 120,441 21.2% 22,365
Rest of the world 64,545 10.1% 69,984 12.3% (5,439)
Total 640,000 100% 568,627 100% 71,373
Revenues by product lines:
12.31.2002 % 12.31.2001 % Change
gsgl;:zﬁiir;d(*f)ood preparation , home cleaning 304,602 47.6% 226,483 30.8% 78,119
Heating 140,981 22.0% 156,637 27.5% (15,656)
Air-conditioning and air treatment 146,064 22.8% 140,228 24.7% 5,836
Other 48,353 7.6% 45,369 8.0% 2,984
Total 640,000 100% 568,627 100% 71,373

(*) The amounts relating to 2002 include sales made in the first nine months of 2002 by Simac-Vetrella S.p.A. to De’Longhi
S.p.A. for a total of 27,386 thousand euros and sales made in the same period by De’Longhi S.p.A. to Simac-Vetrella S.p.A.
for 8,064 thousand euros.
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4- Own work capitalised

The charges relating to upgrading software have been capitalised in “Intangible assets” and
charges relating to internal contracts for modifications to moulds and to the realisation of diverse
workshop equipment have been charged to “Tangible assets”.

5- Other income

This is analysed as follows:

12.31.2002 12.31.2001 Change
Transport costs reimbursed 7,750 6,280 1,470
Contingent assets 1,430 3,329 (1,899)
Operating grants 110 841 731)
Claim damages received 1,06
8 535 7 (532)
Consultancy services given 1,667
2,374 707
Miscellaneous other income 7,051
9,503 2,452
Total 21,702 20,235 1,467

Transport costs reimbursed include charges incurred and recharged to customers.

Out-of-period income includes 402 thousand euros for the release of reserves previously pro-
vided and for the reimbursement of miscellaneous expenses.

Operating grants refer to applied research projects according to Law 46/82.

Consultancy services given include payments for services of an administrative nature and for
services given by employees to other companies in the Group.

Miscellaneous other income includes a payment of 4,000 thousand euros received to cover the
mutual cancellation of a supply contract, a capital gain relating to the disposal of an industrial
building for 1,145 thousand euros and a tax credit according to Law 388/2000 for 650 thousand
euros following the increase in the occupational base.

B) PRODUCTION COSTS

6- Raw materials, other materials and consumables

These are analysed below:

12.31.2002 12.31.2001 Change
Raw materials purchased 29,727 22,397 7,330
Components purchased (*) 188,960 146,367 42,593
Finished products purchased (**) 108,125 111,359 (3,234)
Other miscellaneous purchases 10,616 7,903 2,713
Total 337,428 288,026 49,402

(*) The amounts relating to 2002 include purchases made in the first nine months of 2002 by Simac-Vetrella S.p.A. from
De’Longhi S.p.A. for a total of 5,738 thousand euros and purchases made in the same period by De’Longhi S.p.A. from
Simac-Vetrella S.p.A. for 8,193 thousand euros.

(**) The amounts relating to 2002 include purchases made in the first nine months of 2002 by Simac-Vetrella S.p.A. from
De’Longhi S.p.A. for a total of 2,326 thousand euros and purchases made in the same period by De’Longhi S.p.A. from
Simac-Vetrella S.p.A. for 19,193 thousand euros.

Finished products were mainly purchased by other companies in the Group.
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7- Services

These are analysed below:

12.31.2002 12.31.2001 Change
Advertising 34,853 26,641 8,212
Transport 19,309 16,530 2,779
Outsourcing 21,128 15,677 5,451
Commission 14,809 9,857 4,952
Consulting services 5,793 6,031 (238)
Technical servicing 6,721 7,221 (500)
Motive power 3,789 3,814 (25)
Travelling expenses 3,498 3,486 12
Insurances 3,842 3,431 411
Warehousing expenses and contributions 3,253 2,786 467
Temporary work 3,292 2,072 1,220
Third-party maintenance services 2,040 1,908 132
Other miscellaneous services 15,359 13,902 1,457
Total 137,686 113,356 24,330

The total of fees paid to directors and statutory auditors, included in Other miscellaneous serv-
ices, is summarised in annex 4 to these notes.

9- Payroll and related costs

The number of people by category is summarised in the following table (Workforce as of Decem-
ber 31, 2002 and the average for 2002):

12.31.2002 Average 2002 12.31.2001 Average 2001
Workers 1,654 1,701 1,286 1,329
White collars 648 648 510 504
Managers 40 39 35 35
Total 2,342 2,388 1,831 1,868

The workforce increased on an average by 520 employees mainly due to the previously men-
tioned merger which brought in an average of 414 employees.

10- Amortisation, depreciation and writedowns

Amortisation and writedowns amount to 37,876 thousand euros (35,887 thousand euros in 2001).
Writedowns of receivables included in current assets of 2,195 thousand euros refer to a prudent
provision for doubtful debts commented on in the paragraph relating to trade receivables.
12/13- Provisions for risks and charges/Other provisions

The items mainly include provisions to the reserve for risks, the reserve for returns, the product
warranty reserve and to the agents’ leaving indemnity reserve, all of which have been comment-
ed on previously in the section “Provisions for risks and charges”.

14- Other operating expenses

These are analysed below:

12.31.2002 12.31.2001 Change
Other taxes and duties 1,205 857 348
Out-of-period expense 914 495 419
Membership fees 264 168 96
Other miscellaneous expenses 2,386 753 1,633
Total 4,769 2,273 2,496
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C) FINANCIAL INCOME AND EXPENSES

These are analysed below:

12.31.2002 12.31.2001 Change
Income from equity investments:
Income from:
- Gains on disposals 927 1,313 (386)
Dividends 10,243 71 10,172
- Tax credits 81 42 39
Total income from equity investments (a) 11,251 1,426 9,825
Other financial income 12.31.2002 12.31.2001 Change
Subsidiary companies 19,994 11,546 8,448
Associated companies 416 374 42
Other:
- banks 301 765 (464)
- exchange gains and income from exchange rate hedges 17,847 10,282 7,565
- income from interest rate hedges 1,269 1,421 (152)
Miscellaneous income 722 198 524
Total (b) 40,549 24,586 15,963
Interest and other financial charges 12.31.2002 12.31.2001 Change
Subsidiary companies 3,145 2,501 644
Other
- interest on long-term loans 5,867 4,548 1,319
- bank interest expense 2,745 3,990 (1,245)
- securitisation costs 1,761 o 1,761
- exchange losses and charges on exchange rate hedges 13,747 11,238 2,509
- charges on interest rate hedges 10,696 8,948 1,748
- miscellaneous financial charges 6,733 4,539 2,194
Total (c) 44,694 35,764 8,930
Total financial income (expenses) (a + b - ¢) 7,106 (9,752) 16,858

Gains on disposals reflect sales of securities. Dividends have mainly been paid by the subsidiary
companies, De’Longhi Nederland B,V. (10,100 thousand euros), E-Services S.r.l. (107 thousand
euros) and by the associated company, Effegici S.r.l. (6 thousand euros).

“Miscellaneous financial charges” mainly include financial discounts, 1,808 thousand euros,
factoring interest and commission payable, 2,466 thousand euros and interest on the extension
of tax payments, 1,249 thousand euros.

Details by type are as follows:

12.31.2002 12.31.2001 Change
Income from equity investments 11,251 1,426 9,825
Interest income (expenses) net 4,861 (7,961) 12,822
Gain (loss) on exchange transactions 4,100 (956) 5,056
Gain (loss) on interest rate hedges (9,427) (7,527) (1,900)
Miscellaneous financial income (charges) (3,679) 5,266 (8,945)
Total financial income (charges) 7,106 (9,752) 16,858
D) ADJUSTMENTS IN VALUE OF FINANCIAL ASSETS
19) Writedowns
These are analysed below:
12.31.2002 12.31.2001 Change
Writedowns of investments in subsidiary companies 24,619 24,853 (234)
Writedowns of other investments 70 0 70
Total writedowns 24,689 24,853 (164)

The amounts mainly refer to a writedown of a holding in the subsidiary companies, De’Longhi Pin-
guino S.A. (19,093 thousand euros), De’Longhi America Inc. (1,876 thousand euros), De’Longhi
Deutschland Gmbh (1,880 thousand euros) and Parex Industries Ltd (1,770 thousand euros) (for
further information refer to Financial assets).

E) EXTRAORDINARY INCOME AND EXPENSES

21- Extraordinary expenses

This is analysed below:

12.31.2002 12.31.2001 Change
Taxation deriving from prior years 363 863 (500)
Other 875 1,932 (1,057)
Total extraordinary expenses 1,238 2,795 (2,557)

Taxation deriving from prior years, 341 thousand euros reflects charges for IRPEG (Corporate
income tax) for 2001 and 22 thousand euros for amounts paid following the assessment relating
to 1997 (for VAT, ILOR and IRPEG) for the merged company Simac-Vetrella S.p.A.

Other refers to termination incentives and reorganisation costs for 573 thousand euros and to
charges pertaining to previous years for 302 thousand euros.

22- Income taxes for the year

These are analysed below:

12.31.2002 12.31.2001 Change
Current income taxes 18,019 8,089 9,930
Deferred taxes (7,608) 1,559 (9,167)
Total 10,411 9,648 763

Current income taxes include IRPEG, 12,661 thousand euros and IRAP, 5,358 thousand euros.

The effective tax rate (39,8%) does not differ significantly from the theoretical tax rate (40,25%):
The slight difference is the result of benefits deriving from Dual Income Tax (Decree 466/97) and
from IRAP which has a different basis of taxation.

Financial and business relations with parent, subsidiary, associated and related companies
With reference to CONSOB notifications 97001574 of February 20, 1997, 98015375 of February 27,
1998 and 2064231 of September 30, 2002, which refer to transactions between Group companies
and related parties, all the transactions put in place are part of normal Group administration, ex-
cepting that already specified in these notes, and are regulated according to market conditions.
Effects deriving from De’Longhi S.p.A’s transactions with parent, subsidiary, associated compa-
nies and related parties, are summarised in annex 3 to these notes.

Fees paid to Directors and Statutory Auditors
Annex 4 gives the information required by CONSOB regulations (Resolution 11971 of May 14, 1999).

Stock option allotted to the directors
Annex 5 gives the information required by CONSOB regulations (Resolution 11971 of May 14,
1999), and by CONSOB notification 11508 of February 15, 2000.

Subsequent events
Please refer to the Directors’ report on operations.

Treviso, lItaly,

March 21, 2003
De’Longhi S.p.A.

The Managing Director
Stefano Beraldo
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LIST OF HOLDINGS IN SUBSIDIARY AND ASSOCIATED COMPANIES, AS REQUIRED BY ARTICLE STATEMENT OF CHANGES IN EQUITY INVESTMENTS

2427 ofF THE ITALIAN CiviL CODE .
Annex 1 to the explanatory notes contd. in thousands of Euros

Annex 1to the explanatory notes®

Investments Book value Acquisitions,

as of subscriptions Disposals, spin- Book value as
Name of company Registered offices Share Share Prioryear  Percen- P P P

December 31, and coverage of offs, and reclas- Writedowns and of December 31,

: : .
capital holders’ income tage 2001 losses sifications  writebacks, net 2002

equity (loss) held

Subsidiary companies

Subsidiary companies inM/
Euro De’Longhi Pinguino S.A. 22,744 22,000 (19,093) 25,651
DE’LONGHI AMERICA INC. Saddle Brook (USA)  USD 9,100,000 USD  (489,969) USD  (3,087,565) 100% o Simac-Vetrella S.p.A. 10393 (10,393)
DE’LONGHI LTD Wellingborough (GB) GBP 4,000,000 GBP 1,145,370 GBP (1,841,152) 100% 1,145 Ariagel S.pA. 2,073 1,983 4056)
, f o
DE’LONGHI FRANCE SARL Asnieres Cedex (F) EUR 2,737,500 EUR 6,035,209 EUR 2,436,396 100% 2,440 La Supercalor S.p.A. 2033 2,033
DE’LONGHI NEDERLAND BV DB Leiden (NL) EUR 226,890 EUR 9,078,447 EUR 484,013 100% 7,681 De’Longhi France S.a.r.l. 2,440 2,440
DE’LONGHI CANADA INC. Missi - - CAD AD 3,565, AD 1260, % R )
ONGHIC ¢ ri‘;s(scllsAsNa)uga Onta- | G tc 3565594 C 1,260,287 100% 1214 De’Longhi Deutschland Gmbh - 4,000 (1,880) 2,120
DE’LONGHI PINGUINO SA Luxembourg (L) EUR 26,500,000 EUR 25,651,031 EUR (19,093,131) 100% 25,651 De’Longhi America Inc. 1,407 (1,407)
DE’LONGHI DEUTSCHLAND Seligenstadt (D) EUR 2,100,000 EUR 3,487,751 EUR 614,922 100% 2,120 De’Longhi Canada Inc. 1,214 1,214
GMBH
De’Longhi Ltd 11 1,145
LA SUPERCALOR SPA Seregno (M) EUR 520,000 EUR 1,216,572  EUR 161,785 100% 2,933 »145
. De’Longhi Nederland B.V. 681 7,000 7,681
DE’LONGHI CAPITAL SERVI- Treviso EUR 100,000 EUR 96,414  EUR (2,688) 100% 105
CES SPA De’Longhi Capital Services S.p.A. } 105 105
5 i 0y
E-SERVICES SRL Treviso EUR 50,000 EUR 466,274  EUR 399,192 51% 26 Clim.Re S.A. o 54
o
CLIM.RE SA Luxembourg (L) EUR 1,239,468 EUR 1,239,468 EUR o 4% 54 E-Services S.r.l. » 26
Total 43,369
Total subsidiary companies 45,110 35,088 (14,449) (22,380) 43,369
Associated companies
Associated companies
@ R -
OMAS SRL ?é\é)lttorlo di Gualtieri  Eur 364,000 EUR 2,577,376 EUR 35,678 40% 1,136 Investment held via
Comitalia Compagnia Fiduciaria S.p.A. 3,025 3,025
EFFEGICI SRL @ Gorgo al Monticano  Eur 244,400  EUR 327,746  EUR 29,860 25% 201 Omas S.r.l
e as S.r.l. 1,136 1,136
PAREX INDUSTRIES LTD & Auckland (N2) Nzd = 7,600,000 NZD (3,908,407) NZD  (3,322,097) 49% o Effegici S.r.l. 201 201
Investment held via Eur 520,000 EUR 6,826,123 EUR 319,321 40% 3,025 Parex Industries Ltd
Compagnia Fiduciaria Comitalia
S.pA. () (2 Total associated companies 4,362 4,362
Total 4,362 Other companies
SP. Tasoglou S.A. 142 (142)
(1) Theinvestment held via Compagnia Fiduciaria Comitalia S.p.A. relates to a company producing finished products on behalf of the Group. Other minor investments 10 10
In this regard, as permitted by applicable legislation (art. 39 of Decree 127/91), the name of the subsidiary company has been omitted, .
thus causing no damage to the company itself or to De’Longhi S.p.A. Total other companies 152 (142) 10
(2) Datarelating to the financial statements as of December 31, 2001. Total 49,624 35,088 (14,591) (22,380) 47,741

(3) Datarelating to the financial statements as of December 31, 2002.
(*) Unless otherwise specified, information relates to the financial statements as of December 31, 2002.

STATEMENT OF REVALUED ASSETS

Annex 2 to the explanatory notes® - in thousands of Euros

Balance sheet items Revalued assets Total
Allocation of Allocation of revaluations
2002 merger 1995 merger Other
deficit deficit Law 413/1991 revaluations
Land and buildings 1,509 43,899 5,064 16,716 67,188
Plant and machinery 38,139 13,225 51,364
Industrial and commercial equipment 3,589 3,589
Vehicles 207 207
Concessions, licenses, trademarks
and similar rights 119,353 119,353

fotal 1,509 201,391 5,064 33,737 241,701




EXPLANATORY NOTES

Financial statements 2002 Financial statements 2002

FINANCIAL AND BUSINESS RELATIONS WITH PARENT, SUBSIDIARY, ASSOCIATED AND RELA- FEES PAID TO DIRECTORS AND STATUTORY AUDITORS

TED COMPANIES .
(art. 78 of Consob regulation 11971 of May 14, 1999)

Annex 3 to the explanatory notes - in millions of Euros

Annex 4 to the explanatory notes - in thousands of Euros

Revenues  Other Raw mate- Financial Financial Trade Financial Trade | P = g
5 5 A p 5 nterested party Description of office Remuneration
from  inco- rials and income receiva- receiva- payables payables
sales me other costs and bles bles Name and surname Position held Term of office Term expiring Fees Non- Bonuses Other
expense with monetary and other  remunera-
Subsidiary companies: (1) benefits incentives tion
De’Longhi America Inc. 48.7 - (9.9 - - 54.4 - (1.0) Giuseppe De’Longhi  President 01.01/12.31.02 Zzg’t:r:::gal 486 1@
De’Longhi Limited 36.8 - (4.6) - - 25.3 - (0.7) . .
De’Longhi Japan Corporation 30.8 0.1 (1.8) - - 16.1 - - Fabio De’Longhi Vice-President 01.01/12.31.02 22?;2:22231 436@ 160
De’Longhi Pinguino S.A. - - - 11.2 368.5 2.4 (159.6) - . .
De’Longhi Canada | ) Stefano Beraldo Managing Director 01.01/12.31.02 2003 Financial 562@ 116
ghi Canada Inc. 10.8 0.5 (0.4) - - 7-3 (0.2) statements
De’Longhi France SARL 21.8 - (2.7) - - 8.7 - (0.4) 2003 Financial
. Silvio Sartori Director 15.07/12.31.02 12 15
De’Longhi Deutschland GMBH 12.1 - (1.6) (0.1) - 3.1 - (0.3) statements
La Supercalor 5.p.A. 46 03 . . . 47 Giorgio Sandri Director 01.01/12.31.02 Zgi):tz:zzgal 21
De’Longhi Nederland B.V. 111 - (1.3) 10.2 0.1 5.1 - (0.8)
Elba S.p.A. X . . . X 1.1 R X . . 2003 Financial ©
F 1.0 0.4 (15.0) 0.4 1.1 (0.5) Carlo Garavaglia Director 01.01/12.31.02 statements 21 56
DL Radiators S.p.A. 0.2 1.0 - 1.2 1.8 1.4 - (0.1) . .
K Giorgio B i Direct / 2003 Financial 6
Climaveneta S.p.A. . 0.6 (1.6) (0.5) _ 0.9 _ (1.2) iorgio Brunetti irector 01.01/12.31.02 statements 21
E-Services S.r.l. - 0.9 (2.9 0.2 - 1.4 - (0.9) Gianluca Ponzellini President of the Board or01/12.31.02 2003 Financial 62
De’Longhi Capital Services S.p.A. - 0.1 0.1 - of Statutory Auditors : 3 statements
Kenwood Appl. Singapore Pte. Ltd. 04 : ©1 : : o1 : Giancarlo Malerba Statutory auditor otot/12.31.02 2223 Financial 5
DL Trading Limited 0.6 0.1 (0.3) - B 0.7 - (0.2) statements
Tricom Ind. Co. Ltd. 1.3 0.6 (7.4) - - 0.8 - (1.6) Massimo Lanfranchi Statutory auditor 01.01/31.12.02 22?;2:_222231 41
Ariete S.p.A. - 0.2 (0.7) 0.3 0.3 0.1 (0.1) (0.3)
Kenwood Manifacturing Gmbh . - (0.5) - - - 0.3) (1) Remuneration relating to corporate positions covered in other subsidiary companies.
Kenwood Appl. Malaysia Sdn. Bhd. ) B i A A o. ) B (2) Amount also includes remuneration received as Sales and Marketing Director of De’Longhi S.p.A. )
- PP v o3 3 (3) Remuneration relating to corporate positions covered in other subsidiary companies, reversible to De’Longhi S.p.A.
Climaveneta Deutschland Gmbh 0.5 - . - - 0.2 - - (4) Amount also includes remuneration received as General Manager.
Kenwood Limited o1 0.6 (5.3) 4.0 0.4 0.6 - 4.2) (5) Remuneration relating to membership of the Remuneration Committee and of the Internal Control and Corporate Gov-
N - ernance Committee.
De’Longhi Clima Polska Sp. Zo.0. 02 : 02 : Carlo Garavaglia and Giancarlo Malerba are partners in the legal and tax consultancy firm, Biscozzi Nobili. Fees paid by the
Sile Corpi Scaldanti S.r.l. - 0.1 - 0.1 0.1 0.1 - Company to this firm during 2002 amounted to 390 thousand euros.
Clim.Re S.A. - - - (0.1) (@s)
Kenwood Home Appliances Pty Ltd. 1.1 0.1 - - 0.7 - -
Total 182.4 5.5 (55.3) 27.0 372.4 135.7 (161.2) (11.8) STOCK OPTIONS ALLOTTED TO DIRECTORS
Associated companies: (2) .
Omas S.r.. 6.4 : G.7) . . 41 . ©3) (art. 78 of Consob regulation 11971 of May 14, 1999)
Effegici S.r.l. - - - - - - - X *
eRiC ST ©3 Annex 5 to the explanatory notes
Parex Industries Limited 11.2 0.6 (0.7) 0.4 5.0 7.6 - (0.2)
?gneq?tt;iznct:;lsavgi:ia Fiduciaria SpA. () 0.7 } .9) ; ; 0.1 - (1.6) Individual Option rights allotted during the year Exercise of options carried out during
p.A. the year
Total 183 0.6 (20.3) 0-4 5.0 S : (2-2) Name and surname Number of shares Strike price Exercise period  Number of shares Exercise price
purchasable purchased
Total subsidiary and associated companies 200.7 6.1 (65.6) 27.4 377.4 147.5 (161.2) (14.0)
) Stefano Beraldo 1,189,004 3.4 2004 - 2006
Parent companies: . .
De’Longhi Soparfi S.A. . . ©.2) Fabio De’Longhi 608,790 3.4 2004 — 2006
Total - - (0.2) - - = = - . . X .
(*) Further details are provided in the Directors’ report.
Related companies:
Liguria Assicurazioni S.p.A. - - (0.1) - - - R R
Societa Nauta S.r.l. - - (0.2) - - - - - TAXATION AVAILABLE FOR ATTRIBUTION OF THE TAX CREDIT TO SHAREHOLDERS
Italia Distribuidora De Electrodom. Ltda. - - - - - 0.3 - -
Genesi S.rl. (2) P . .6 . . . . . (art. 105.1.A and B of Presidential Decree 917/86)
Investment held via “Delta Erre S.p.A.” .0
BOO P - 40 (10.2) 4 (1.4) (Annex 6 of the explanatory notes)
Max Information S.r.l. (3) - - (1.2) - - - - (0.8)
Total Taxation available for attribution of the
ota 3.6 4.0 (14.2) - - 43 - (2.2) tax credit to shareholders
ap» “g»
(1) Mainly concerns trading transactions and the supply of administrative services by employees. ordinary restricted
(2) Mainly concerns trading transactions. £) Opening bal 36
(3) Concerns the supply of advertising services; the De’Longhi S.p.A. Director, Giorgio Sandri, is the Managing Director of Max Information S.r.l. pening balance 20,863,904 42,745,094
(4) Seeannex1. B) Decreases on distribution of retained earnings (2,775,094)
(5) Concerns a company mainly producing finished products. In this regard, as permitted by applicable legislation (art. 39 of Decree 127/ .
91), the name of the subsidiary company has been omitted, thus causing no damage to the company itself or to De’Longhi S.p.A. Q) Increases deriving from merger 4,642,424 657,757
(6) The amountrecorded in “Other income” relates to income deriving from the transaction of a supply agreement. D) Increases relating to net income for the year
Other thanasindicated above, there are no other transactions with related parties, with the exception of fees paid to the legal and tax consul- —Expected attribution through taxes paid or otherwise significant for purposes of the recognition of 6 6
tancy firm Studio Biscozzi e Nobili, for consultancy services during 2002. For additional information, reference may be made to the comment the tax credit (utilizable only on distribution of net income for the year) 13,105,865 5,468,311

inannex 4 “Fees paid to Directors and Statutory Auditors”.

Closing balance 35,837,099 48,871,162
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To the Shareholders.

Over the year ending on 31 December 2002, we carried out our legally mandated supervisory
activity, in accordance with the principles of conduct for boards of auditors recommended by
the National Councils of Certified Public Accountants and Bookkeepers, also in consideration
of the guidelines set out by Consob (the Italian Commission for listed companies and the Stock
Exchange) with Circular no.1025564 dated 6 April 2001.

As to the way in which the statutory activities of the Board of Auditors were performed, we report as follows:

We attended all Shareholders Meetings and all the meetings of the Board of Directors and
at regular intervals we received information from the Directors regarding their activity and the
most important economic, financial and equity transactions carried out by the company and its
subsidiaries.

We became familiar with and supervised the evolution of the Group’s organisational structure
that, as described in the report on operations attached to the 2002 financial statements, pursued
the development of its activities by reinforcing its supervision on its subsidiaries both in terms
of corporate action and new governance and control procedures. The information thereof was
acquired through the communications from the corporate management, our direct verifications,
information gathered from managers in their organisational function, and from exchanges of
data and information with the independent auditing firm.

We have evaluated and supervised the adequacy of the internal audit system and the administra-
tive-accounting system, as well as the reliability of the latter in properly representing operating items;

We have verified the compliance with the current law requirements regarding the structure
and preparation of the company’s and consolidated year-end financial statements and of the rel-
evant reports on operations, through direct verification and also acquiring specific information
from the independent auditing firm.

With reference to the requirements laid down by Consob in the aforementioned circular dated 6
April 2001, we hereby inform you that:

1. The transactions of major importance in economic, financial and/or balance-sheet terms that
were undertaken during the year, either directly or through subsidiaries were effected in compli-
ance with the law and the company’s by-laws. On the basis of the information acquired, we have
ascertained that said operations were not overtly imprudent, risky nor did they involve any con-
flict of interest or in any way compromise the whole of the assets of the group.

2. Over the course of the year, the Group did not engage in any atypical and/or unusual transac-
tions with third parties, related parties or inter-group. In their report on operations and supple-
mental notes, the Directors have indicated and illustrated the main transactions with third parties,
related parties or inter-group, describing their characteristics and economic effects. We have also
ascertained that the ordinary management procedures implemented within the Group guarantee
that all transactions with the aforementioned parties are carried out at market conditions.

3. Itis our opinion that the information provided by the Directors in their report on operations
gives a true and fair view of the transactions mentioned in paragraph 2.

4. The report of the independent auditing firm Price Waterhouse Coopers S.p.A. on the con-
solidated financial statements of the De’ Longhi Group at 12.31.2002 submitted on 25.03.2003
informed that said statements give a true and fair view of the financial position of the Group.
The report on the financial statements of De’ Longhi S.p.A. at 12.31.2002 also submitted on
25.03.2003 informed that said statements give a true and fair view of the financial position of
the company but makes reference to the explanatory notes concerning the value adjustments
entered exclusively pursuant to tax law provisions, as well as the report on the merger of Simac-
Vetrella S.p.A. and De’ Longhi S.p.A. also contained in the explanatory notes.

5. No complaints have been filed pursuant to Art 2408 of the Italian Civil Code.

6. During the business year 2002 the party who in 2001 had notified the Board of Statutory
Auditors as regards the alleged irregularities which occurred during the course of transactions
between himself and some Companies he represented and companies in the De’Longhi Group,

Financial statements 2002

reiterated his petition. The Board of Statutory Auditors once again investigated and ascertained
that no omissions, censurable facts, or irregularities had emerged.

7. During the year under review, De’ Longhi S.p.A. and its subsidiaries appointed Pricewater-
houseCoopers S.p.A. (and Italian and foreign companies part of the PricewaterhouseCoopers
network) to carry out tasks other than the legal audit of the financial statements and limited
auditing of interim reports. The fees for this work, excluding out-of-pocket expenses and VAT, are
summarized below (in Euro):

Nature of the appointment Fee
° Tax assistance services to foreign subsidiaries 70.734,00
° Other accounting and legal services to Italian and foreign subsidiaries 84.689,00

8. We are not aware of any appointments conferred to parties connected by continuous working
relationships with the independent auditing firm.

9. In 2002, the independent auditing firm Price Waterhouse Coopers S.p.A., did not issue any
specific opinion pursuant to the law.

10.In 2000, the meetings of the Board of Directors numbered seven and the meetings of the
Board of Statutory Auditors numbered eight. The “Internal auditing and corporate governance
committee” met four times, while the “Remuneration Committee” met twice.

11. We have no particular remark to make on the compliance with the principles of correct man-
agement that appear to have been constantly respected.

12. In view of the outcome of the monitoring activity on some of the main corporate processes,
we have no particular remark to make on the adequacy of the organizational structure and pro-
cedures, which appear to be reliable for the purposes of correctly performing the tasks for which
they have been set up.

13. It is our opinion that the internal control system is adequate to the management characteris-
tics of the group’s companies. This opinion has been supported also by the assessments carried
out by the “Internal auditing and corporate governance committee” with the assistance of the
Board of Statutory Auditors.

14.In view of our assessments and verifications, and on the basis of the opinion issued by the
independent auditing firm Price Waterhouse Coopers, we do not have any significant remark on
the adequacy of the management and accounting system and its reliability for the purposes of
correctly presenting business operations

15. The mechanism through which instructions given by the parent company to its subsidiaries is
ensured by the presence of the top executives of the parent company in the board of directors of
the subsidiaries, as well as by the communication system characterized by regular informative
reports submitted to the corporate management of the parent company.

16. In the course of the regular exchange of information between the Board of Statutory Auditors
and the independent auditing firm pursuant to art. 150, paragraph 2, of Legislative Decree No.
58/1998, there were no significant facts that would need to be reported.

17. With a resolution passed on 4 March 2002, the Board of Directors brought its Code of Self-Dis-
cipline in line with the new recommendations for listed companies suggested by Borsa Italiana
S.p.A (the Italian Stock Exchange) in July 2002.

18. In conclusion, during the course of the foregoing monitoring activities, there were no signifi-
cant omissions, censurable facts orirregularities that came to our attention such that would need
to be reported to the Controlling Bodies or mentioned to the Shareholders.

19. Finally, we recommend, as far as scope allows us, that you approve the statutory financial
statements as of and for the year ended on December 31, 2002 presented by the Board of Direc-
tors together with the Report on Operations and the proposal for the distribution of net profit for
the year formulated by the Board of Directors.

Treviso, 27 March 2003
The Board of Statutory Auditors
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AUIMTORS' REPORT IN ACCORDANCE WITH ARTICLE 15 OF LAW
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THE GROUP STRUCTURE

Main companies at December 31, 2002

DE’LONGHI S.P.A.

Headquarters; production of heating units, portable and fixed-wall air-conditioners, dehumidi-
fiers, household appliances, and components; computerised central warehouse

HOLDING COMPANIES

De’Longhi Pinguino S.A.
Holding Company

Kenwood Appliances Plc
Holding company

Kenwood International Limited
Holding company

INDUSTRIAL COMPANIES

DL Radiators S.p.A.
Production and distribution company for
heating units

Climaveneta S.p.A.
Production company for air-conditioning,
refrigeration and dehumidification units
forindustrial use and large civil complexes

Sile Corpi Scaldanti S.r.l.
Production company for heating units

Elba S.p.A.
Production and distribution company for free-
standing cookers, built-in tables and ovens

Ariete S.p.A.
Production and distribution company for
food preparation products

Tricom Industrial Company Limited
Production company for food preparation
products

Kenwood Limited
Subsidiary forimportation and distribution of
the Group’s products in the United Kingdom

TRADE COMPANIES

De’ Longhi America Inc.
Subsidiary for importation and distribution
of the Group’s products in United States
De’Longhi Ltd.
Subsidiary for importation and distribution
of the Group’s products in United Kingdom

De’Longhi France S.a.r.l.
Subsidiary for importation and distribu-
tion of the Group’s products in France
De’Longhi Nederland B.V.
Subsidiary for importation and distribution
of the Group’s products in The Netherlands
De’Longhi Canada Inc.
Subsidiary for importation and distribu-
tion of the Group’s products in Canada
De’Longhi Deutschland GmbH
Subsidiary for importation and distribu-
tion of the Group’s products in Germany

De’Longhi Japan Corp.
Subsidiary forimportation and distribution
of the Group’s products in Japan

De’Longhi Clima Polska Sp.Zo.o
Distribution company for heating units in Poland

Subsidiary held via a trust company (Deut-
schland)
Distribution company for heating units in
Germany

DL Radiators France S.a.r.l.
Supplying company for services related to the
selling of heating units in France

La Supercalor S.p.A.
Distribution company for the Group’s products

Climaveneta Deutschland GmbH
Distribution company for heating and re-
frigeration units

Ariete Hispania S.L.
Distribution company for Ariete and Ken-
wood’s products in Spain

Aries Lusitania Electrodomesticos Lda
Distribution company for Ariete and Ken-
wood’s products in Portugal

Ariete Hellas Epe
Distribution company for Ariete and Ken-
wood’s products in Greece

Kenwood Manufacturing GmbH
Distribution company for the Group’s prod-
ucts in Austria

Kenwood Home Appliances
(South Africa) Pty Limited
Distribution company for the Group’s prod-
ucts in South Africa

Kenwood Appliances (Singapore) PTE Limited
Distribution company for the Group’s prod-
ucts in Singapore

Kenwood Appliances (Malaysia) SDN.BHD
Distribution company for the Group’s prod-
ucts in Malaysia

Kenwood Appliances (Hong Kong) Limited
Distribution company for the Group’s prod-
ucts in the Far East. Supplying company for
services to the Group

SERVICE COMPANIES AND OTHERS
E-Services S.r.l.
Supplying company for software products
and information advice.
Kenwood Marks Limited
Holding and licensing company for Ken-
wood trademarks
Climré S.A.
Reinsurance company
De’Longhi Capital Services S.p.A.
Holding and financial services company

Main companies at December 31, 2002

DE’LONGHI S.P.A.

F————————p 100%

DE’LONGHI PINGUINO |
SA. |

100%
[DE’LONGHI JAPAN CORP.|100% | DLRADIATORS S.P.A.
------- »4%| CLIM.RE.SA. | 96% 4 DELONGH CLVA
Oy
| POLSKASP.20.0 |07 4
ELBAS.P.A.  |100% 4
SUBSIDIARY HELD .
VIA A TRUST COMPANY |100% <
—» 100%| LASUPERCALORS.PA | (DEUTSCHLAND)
> 51%| E-SERVICESS.R.L |
| SILE CORPI SCALDANTI |10, 4|
o | DE’ LONGHI CAPITAL R
> 19%% | TSERVICES S.PA.
DL RADIATORS FRANCE
—» 100%[  DELONGHILTD. | | CARL 100% ¢
o | DE’LONGHI AMERICA
> 100% INC.
o, | DE'LONGHI FRANCE > 90% [ CLIMAVENETA S.PA.
> 100% SARL. |
: CLIMAVENETA 8
> 100% | DELONGHI CANADA | | DEUTSCHLAND GMBH | 7°7
s DE’LONGH
» 109% | DEGTSCHLAND GMBH |
. DE’LONGHI
—» 100%|  NEDERLAND B.V. |
100%
KENWOOD
APPL.HONG KONG LTD.
100%
TRICOM INDUSTRIAL
CO. LTD.
v
100%
KENWOOD APPLIANCES
PLC
[
100% 100%
KENWOOD MARKS KENWOOD
LIMITED INTERNATIONAL LTD
v
100% 100% 100% 100%
KENWOOD KENWOOD KENWOOD HOME
APPLIANCES MANUFACTURING APPLIANCES PTY LTD ARIETE S.P.A.
(SINGAPORE) PTE LTD. GMBH (SOUTH AFRICA)
100%

KENWOOD APPLIANCES
(MALAYSIA) SDN.BHD.

2%

10%

(*) 10% own shares

KENWOOD LIMITED | 100% 4

ARIETE HISPANIAS.L. | 100% ¢

ARIES LUSITANIA
ELECTRODOMESTICOS | 98% 4
LDA

ARIETE HELLAS EPE 90% ¢~
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