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1 INTRODUCTION
11 Methodological Foreword

1.1.1 Whatis a Sustainability Balance

Sustainability balance is meant to be a full infatimnal tool to provide a qualitative and quaniatevaluation of the
social impact of management plans. The prerequsithis approach is to consider the enterprisama$n-between so-
cial body’capable to gain a positive return throagiynamic management process.

Though the ‘balance of the business year’ repreghstbasic instrument of the economic and findresialuation of an
enterprise, it does not exhaust the basic facifmg@oints of view of a complex organization.

1.1.2 Why a Sustainability Balance

The sustainability balance becomes a fundamensaduiment of internal and external evaluation ofeaterprise, di-
rected to the most important and privileged intehe¢ders (the stakeholders: customers, workegplgrs, sharehold-
ers, banks, non-profit institutions, the commuraitya whole, etc.) to the scope that they may askessdded value,
created and distributed according to the entergriséssion and basic objectives.

The ethical and socially responsible actions umden by the enterprise and sharing these valuegmtedprise mis-
sion with leading stakeholders builds up an ‘impottsuccess’.

In other words, sustainability balance is a ‘prat@$ which the document represents only the farad closing report.
It is a dynamic process that compels the writeraeer a virtuous route along the path of informmatioternal reporting
and stakeholder involvement, and where neededljusteand redirect the strategic choices.

1.1.3 Principles and notes — The balance sections

The layout proposed by GBS (Study Group for thei@dgalance Sheet) was taken to establish the isasidity bal-
ance for granting the maximum observance of sharéihg principles of which the most important letsafeguarding
of intercorporate transparency and comparabilitthefbalance. The GBS model suggests the followasic sections:
Corporate identity: Definition of the company’s sitn and of reference shared values to which tinepamy’s action
and management description conform; also the @etaittivities and services are reported.

Corpaate report: Complete analysis of the companyati@hships with the stakeholders.

Environmental: Detailed corporate conduct towahdsenvironment.

Economic and financial dimension: Reclassificatadrthe corporate economic results in terms of tbenemic
values, produced and distributed to stakeholders.

1.1.4 Principles and quide-lines

The following principles and guide-lines are neeegso complete the balance fundamental principiesarness, truth
and correctness:

Verifiability: the sustainability balance is based rules and objectives, previously stated andatibly verifi-
able.

Inclusiveness (entirety): the sustainability bakm pursuing the economic and social world ofgh&erprise as a
whole, including all the corporate, operationall ananagement aspects as well as facilities, obgsgtipurposes,
relationships with the environment and non-profitrid..

Neutrality (universality): the sustainability batanis meant to be multiprospect and neutral, ae @bgive the
utmost information for and from all the stakehokler

Participation (sharing): the balance is set upctovaly involve all of the stakeholders and theselst collaborators.
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1.2 Declaration of the President

We have now come to the second edition of our $wtdity Balance. The first edition, presented ldsvember with
a press conference at Unindustria association logd@, was successful: there was a large presdtjoeroalists and
entrepreneurs and it received important acknowledge in the region.

We are proud that as one of the many small-medimeddtalian companies, worldwide known as the idgforces of
our economy, we were able to inspire a new wayhofv to make an enterprise’ in our post-industradisty. We are
confident that the ‘drop of water’ we mentionedtie last edition, is going to attract many otherd an few years ‘a
river will flow to the ocean’.

Our strategy of keeping rooted in our region waedbed at the beginning of the year with the mowifigour sister
company, a specialist in turnery, into a buildirgkinto our premises and in which a shareholdingtafsn in 2008

Therefore, no production delocalization in lowestoountries but investments in small companieshyet create a
‘net enterprise’ improves our ability to utilizeqatuction synergies, to share technical know-howadated during
decades of work, and to optimize the process. @ategly has been to become more and more effibiemorking not
only on acquisitions but also on company procetds®sigh optimization, integration and eliminatiohdead times or
activities with low added value for the customer.

We are aware that such activities will bring aricéhcy return over a longer period than a simplecpase drop, but
the effect will be durable.

On the contrary, the only objective of low cost Wbforce us to an endless search of new supplien@w countries to
get an increasingly lower cost production (Chinagtivam, Cambodia, etc.).

This year 2009 is a particularly crucial year caubg the drastic market cutback, but the efficiepeysuit and the
presentation of new products allow us to be readgatich the smallest opportunity in the market endather our
forces to start again with a renewed force.

We hope you appreciate our Sustainability Balamzkthank you for your time in reading this secoddien.

Crespellano, September 2009 The President
Francesco Berselli
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1.3 The social-economic framework

1.3.1 Whatis a speed reducer
The speed reducer is a mechanical drive that redaiciés output the input speed of a factor caltstliction ratioand
increases at the output the input torque by theesaitio (after considering the reducer efficiency).

Usually, an electric motor is fitted to the speeducer and then the unit is nangghrmotor

A standard electric motor (3-phase, 4 poles, 50esyauns at the speed of 1400 revolutions per teimith a related
poor torque that both is not suitable in the méyoof cases. The fitting of a motor to a speed cedwallows to get the
required lower speed and higher torque.

1.3.2 _The gearmotor market

The market includes fixed and variable speed drdfesechanical types that can be divided into thrasc fields :
gearboxes and variators of fractional and smallioragowers;
gearboxes of medium-large and large powers;

gearboxes for mobile applications.

Field Markets

Machine tools and machining centres (metalworkimgod and
Gearboxes and variators of fractional af'&(tile industries, etc.) 9 ( o

small-medium powers
(VARVEL applications) Handling (doors, conveyors, kiddy rides, animaltfag, vehicle
lifters, etc.)

Machine tools and machining centres (rolling midsemical in-

Gearb f medium-| dl . :
arboxes of medium-iarge and 1arge pomedastrles, cement factories, etc..)

Gearboxes for mobile applications Farming, earth movement

The gearmotor market is centred on some leadingpaaies (Bonfiglioli Riduttori, Rossi MotoriduttorGomer Group,
Brevini Riduttori and Motovario) that benefit from strong corporate image, a high technological khow and
achieve 60+70% of national production, some impertéamong whom Sew stands out) and middle sizetpaaies
(Stm, Siti, Varvel, Reggiana Riduttori, Tramec,.eteerform smaller volumes and are often specidlimesmall and
customized production.
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The gearbox production is mainly located (90%)hie@ horthern regions of the country and the Provifd@ologna is
one of the most important industrial developmemti@s, mostly for small-medium powers.

The very first ‘seed’ was made in the Region Eritiamagna by Bonfiglioli Riduttori and Varvel in ti&rovince of
Bologna at the beginning of the fifties during st century and then around them other compamiesad such as
Rossi Motoriduttori, Motovario, Stm, Siti, Tramesic.

In the Province of Reggio Emilia are companies tyadpecialized in the production of planetary geads such as
Brevini Riduttori, Comer Group, Reggiana Riduttand Som.

The Emilian economic fabric is especially suitafdethis type of mechanical industry that often makise of a con-
tractor network capable of carrying out partiatomplete production.

Gearboxes are used in a variety of applicatioresy thnarket, thanks to this diversification, maydftected only par-
tially by the crisis usually felt by individual eewomic sectors.

The most recent market developments are:
production is organized in a variety of machininighvihe possibility of automating some of them awimg different
automated levels;
the majority of the most important enterprises himesised their efforts on production automation;
the automated equipment allow the production ofieigoroduct volumes at lower prices but this credibe problem
of selling such big quantities and to accomplish dbjective the enterprises played on prices.

This brought very strong price competition and sdfitability was significantly reduced.

In the future, the globalization of this sectorlvaié further stressed, currently there are Chimgeducers owning the
necessary know-how to compete worldwide althougtir thuality standard is still lower in comparisanwestern en-
terprises.

The challenge will be automating equipment to redumduction costs and competition will play monel anore on the
ability to answer specific needs of the customers.

1.3.3 _Sector analysis

CUSTOMERSERVICE

The gearmotor/variator is basically a standard pcodnd competition plays more and more on not enblving the
product but more on sales services. The enterphigective is to offer the customer a product paekagarest to their
effective needs and to get their retention throagionstant after-sale care.

MODULAR PRODUCTS
Considering the great importance of customizabbslpets, a modular design is essential to enabkriaty and readi-
ness of versions and to reduce customization costs.

QUALITY CERTIFICATION

Quality certification is a very important issue the enterprises as it is an almost compulsory etagquest, particu-
larly by international customers. The achieved fienare mainly given by a conscious improvemenguality, higher
clearness in responsibility, personnel involveniartotal quality pursuit, internal efficiency, imagnd formal execu-
tion of functions. Generally, it is also very impant that the enterprise owns a consistent andotidated image to
which the users may link the product trustworthintesits inherent quality.

PRrRICE
Product quality must match a competitive price gearmotor and variator pricing is also featuredrbgk-bottom
terms.

LEAD-TIME

Considering the uniformity of the products avaitabi the market, great importance is given to éagput orders and
adjusting supply quickly as demand changes. Asnsemuence, sales net thoroughness and efficieagyaplery im-
portant role.

INNOVATION
Generally, the enterprise efforts are not diretteghdical product innovation researches as geamsi@ind variators are
mature products, but to incremental innovationisrprove the product quality.
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1.4 Evidences

Some evidences of customers and suppliers aretegpeith the scope of outlining Varvel's care todsthe stake-
holders.

ROBOPAC S.A. - Customer

Good morning, my name is MaurizioBernardi and hbgen working in Robopac sa (Aetna Group) since E&#am

purchasing manager for commercial product supplying

My relationship with Varvel immediately startedhwihutual satisfaction both on product quality anit@ level.

Varvel recently took care of our supplying as a lgh@ean product project, weekly basis lead timegkaging, delivery
times, etc.).

Our turnover continuously increased year by yead aow, at least 3000 Robopac machines are fittad Warvel

units.

In short, | can affirm that Robopac and Varvel, leeer in their diversity of roles and functions, yed a real coopera-
tion in jointly developing leading issues (protaggmnd lead times).

With best regards

Maurizio Bernardi

Purchasing Department

AUTOMA 2000 Srl - Customer

We have been working with Varvel from more thaed&yand are buying many types of gearboxes.

We consider this supplier trustworthy and with thality required by our sector. During last year developed with
Varvel a tight cooperation to supplying improvemieniead time, transport saving and optimizatiohaT system gave
excellent results in about. eight months and itvehthe great flexibility of Varvel in fully suppioig the customers’
needs. We have a friendly relationship with Vasadés people and also with the sales men on the {f[da Angelo Gi-
roni, trade agent) to whom we regularly ask for dayday inquiries.

During our relationship, we requested many timelswations and checking to Varvel Technical Depamtin order
to rightly select the needed gearboxes for our rimesh

This new challenge Varvel is going to face, oulindat we do expect from our suppliers as to bagsigentinuity and
future planning.

Massimiliano Venturi

Automa 2000 srl

IMA CUSCINETTI SpA — Supplier of bearings

IMA Cuscinetti (IMA Bearings) has been cooperatingce many years with Varvel SpA and our opinioexisemely
positive on commercial and human points of view.

We confirm that Varvel SpA is a good enterprise ameéxcellent commercial partner.

The partnership of cooperation and mutual trustiaedd good results for both the companies and

we are confident it certainly improves.

With best regards

Ima Cuscinetti SpA

OFFICINA MECCANICA TASSI Snc — Turning contractor

Our evidence is our way beside your company: weestavorking with Varvel on mid eighties when thmemises still

were in Anzola Emilia that means more than a twgesr-old cooperation.

In the meanwhile, Varvel grew up either in sizenNpeemises in Crespellano) and in potential (otbempany acquisi-
tions) and during this period a fair and transpatgtay was kept by both our companies.

Furthermore, we strove after your development witlour means such as qualified personnel expanaihtraining,

technologic investments to cutting down environaleartd acoustic pollution (lubricant recycling iestd of draining,
powder and machining fume filtration purified aretleased into the atmosphere).

Varvel expansion positively affected also the ligisrganization allowing a supply delivery conagiibn at suppliers
reducing the environmental effect of transportatinaves .

Best regards

Mirella Tassi

PINTOTECNO Srl — Machining contractor

The choice of transparency and social responsybllig paying attention to stakeholder arguments sunghjestions, al-
lows to improve the enterprise education and topemand co-ordinate the conflicting interest fosastainable mar-
ket.
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The way to run through is hard but Varvel will bgle@to run it with the commitment and ability provie these coop-
eration years with Pintotecno.

Buon lavoro / Have a good job !

Pinto Pietro Antonio

FONDERIA SAN CLEMENTE Srl - Foundry

As a six-year supplier, we claim that Varvel SpA reliable and competent enterprise that invesis sets up business
and wealth.

The established relationship, all the time basedorexcellent cooperation both economic and humesyes that this
enterprise has a clear and appropriate internal angzation; furthermore, punctuality in paymentswkdow the sup-
pliers are considered as important business pagrmso in case of small-medium sized companies aaroars .
Giancarlo Rossi

Fonderia San Clemente srl

LENZI Srl - Turning contractor

We have been working with Varvel SpA since neas®yve years and during this long period our businedationship

strengthened also for transparency in common clspiceoperation in problem solving and fair tradegtices .

This did not imply any difficult situation but maelasier the solutions and early problem solving netpossible, and to
solve commercial junctures and technical/productiequirements, always fully aware of shared choices

As to environment impact, we are available to coafgein taking any step making us less ‘heavy’tfar ecosystem.
On our side, we are now making yet the collectind division of recyclable, the internal reutilizati of packages to
discharge, the use of recycled paper or FSC cedifind lubricants of lower impact, also we are logkfor an agree-

ment with our personnel to use not disposable eamtableware.

Gianluca Lenzi

Lenzi Srl

10
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2 CORPORATE IDENTITY

2.1 Origin and history

Varvel was established by Cesare Berselli, meot., @nesident’s father, in 1955.
The name came from the joining of the first thretgelrs of the word¥ARiators andvEL ocity, and the trade-mark be-
came aV intersecting a gear’.

Varvel operated in downtown Bologna during itstfiyears and in the mid sixties moved to new presnife2500 sq.m
in Anzola Emilia nearby Bologna

Francesco Berselli, the present president, joihedenterprise in this period and expanded the éxpate that is now
the main market of the company.

Varvel experienced a constant growth until the &éghbut in the nineties with the introduction bgtfirst lines of
worm boxes Series ‘RS’ started a fast-growing pktiat compelled the building of larger head office

During these years, Varvel startedbimilding up a series of business connections stititegically close enterprises: in
1989, a 30% stake in a gear cutting supplier thereased by a further 10% in 1998 and 5% in 2008.

At the beginning of 2000, Varvel moved into theganet premises of Crespellano, also in the provaid@ologna and
only 5 km far from the old location of Anzola Enailiwith 20,000 sg.m land, 4,400 sq.m factory afd,sq.m of-
fices.

Also in 2000, a new thrust was given by the intrdahin of the second family of worm boxes, Serie¥" R

11



At the end of 2001, an additional building of 2,5)m besides the new premises, was acquired winemmachining
department and the partially owned gear cuttingpaomy were moved.

Besides the product line expansion, in 2002, Vasteted a series of investments in the produ@eaaimtroducing the
first unattended robotized machining centre forrger housings with 72 hour endurance.

In 2003, the new line of helical gearboxes Series ‘B@xhibited at the International Hanover Fair.

At the end of 2004, Varvel implemented a speci6itwsare for logistic process automation running teole goods
flow, from receipt of semi-finished product to fihied product shipment.

At the beginning of 2007, Varvel acquired 40% cfupplier specialized in gear grinding and in thexasgeriod;-aac-
quired another building of approx. 1600 sq.m, whhig last participated enterprise moved.

In April 2007, four new lines of gearboxes: shatiumt with hollow shaft, parallel shaft Series ‘RKgvel/helical hori-
zontal Series ‘RO’ and vertical Series ‘RV’, andlueed backlash planetary gearboxes Series ‘RG’ wehéited at
the International Hanover Fair.

12



On 2008 beginning, Varvel acquired 40% of a sup@pecialized in turnery.

In February 2008, Varvel bought a building of apprd800 sq.m where in July the finished productekause and
Packaging and Despatching Departments were moved.

Besides the typically industrial investments, mamagnt care was directed to introducing new prodesgifigures to
enhance the organization with the scope of makistronger to face an environment more and moteutant and un-
stable. Therefore, new departments were creatéorntation Technology, Production Planning, Managetrfeudit-

ing, Quality-Safety-Environment Management Systams$ Human Resources.

Today, Varvel totals 75 people and a 2008 turno¥&€r 26.4 millions with a light downturn in compsoin to 2007.

13



2.2 Mission and Values

For the enterprise to work in successful (custosaisfaction) and productive (right resource exptan) ways, it
needs to have an ‘engine’ running harmoniously#ils parts; the Varvel ‘engine’ is based on iission and values.

Varvel Mission is the ‘beacon’ driving the wholeterprise and is:

Be a_Trustworthy commercial partnier power transmission manufacturing worldwide anarketing through a High
service level Product modularityand_Solution customizinip obedience of the values of a Socially respdasiimter-

prise

Trustworthy commercial Varvel always considered the customer not only &mental assets but also strategic part-
partner ners, and pointed its growth pursuing the aim c$tGuner satisfaction.

One distinguishing mark of Varvel has always bderilbility and delivery speed, also for
last-minute orders, also allowing felglbbal competition with bigger enterprises.
High service level | The modular gearbox design gave a further improveraaabling Varvel to optimize the
assembly process and to stock the gearboxes in demaos ready-to-deliver packages.
This way, Varvel is able to ship urgent cases wift4 hours from order.

A modularity project has led the design of Varvebqucts since 2000; this way, the kit-
form gearboxes are produced to be assembled bysamyin a few minutes.
Product modularity | Some kits are made to be used as common part$ od thie product lines (input flanges,
input elastic couplings) giving Varvel distributoand resellers the utmost flexibility for
immediate configuration of the requested produth wilimited kit inventory.

Great attention is given to specific problem salatrequested by customers with dedicated
Solution customizing | design worked out with same customers. Timelinésgjbility and thoroughness allow
Varvel to get the best solution within the tiglmdés required by the market.

Varvel is an enterprise considering all stakehdddieterests (personnel, customers, suppli-

Socially responsible enz ers, institutions, social communities, etc.) anglithpacts its actions can have on economic,
terprise social and environmental level and also when tssategy, to pinpoint principles and day-

to-day management conduct.

Values represent a number of guidelines affectivegdonduct and actions of everyone in the enterptise Varvel
Values are:

People consideration, Mutual support and Training:

when in the company, any individual is consideredvfhat he is irregardless of his business role aitia full re-
spect of personal thoughts and opinions. Teamtspiwbperation, ability growth and mutual considiera have a
fundamental role and synergistically contribute dods a positive working atmosphere creation infidecompany.

Colleague involvement within the company life anbj&ative sharing:
Varvel is continuously investing on human resoutreéning to synergize people’s ability through anstant in-
volvement of colleagues in the decision-making pssc

Proactivity and flexibility of colleagues:
positive attention towards future, opening to ination and flexibility combine with enterprise know-how by en-
couraging personal initiative and proactivity todvative solutions of corporate problems.

Moderation:
enterprise to run with simple ways and moderatimojding ostentation or other forms of unjustifigdste.

Transparency and Fairness in enterprise management:
mutual relationship to establish with external staddders to create firm and lasting business oaiati

Honesty towards institutions:
any conduct to apply to the ethics of responsibéitgaging to be always oriented towards integtignsparency and
observance of all laws.

Environmental respect:
Varvel emphasize great care to resource exploiamgergy, water, fuel, materials) and proper wasémagement
from the production process.

14



2.3 Corporate Governance

Varvel is a family-run stock company: 90% of shavesied by Francesco Berselli (son of the founded) H0% by the
family; the governance has consequently a leactsireL

The Board of Directors is the structures highestyim which the approval of the balance of the hess year falls un-
der its responsibility every year and it is comgbeéFrancesco Berselli as President and Mauro Golimks Director,
the latter also holding the position of Managingdator.

The Board of Auditors watches over the observaridkeolaws and articles of association, the fainagement princi-
ples and particularly the correctness of managenagministration and accounting adopted by the @m@and their
correct operation; the board is composed of thegalar members and one temporary substitute .

Varvel owns a number of shareholdings in compargksed to its core business:
O.C.1. Srl, specialist in gear cutting, as to 45%;
IMAS Srl, specialist in gear and worm shaft grirglinas to 40%;
BENINCASA MECCANICA Srl, specialist in gear and wmorshaft turning, as to 40%.

24 Management structure
2.4.1 The Value Chart
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The value chart represents the enterprise in a meaikstic way in comparison with the usual orgatian chart by
functions because it visually shows some basic episcnot revealed by the traditional one, suchmdwiduality and

dynamism of the company that makes business ngtfontustomers but for all the involved partieagiomers, share-
holders, stakeholders, suppliers, society).

2.4.2 The Value Chart Players

Four major players have a role in the Value Chart:

The enterprisés made by people involved as a whole, their attng, and information and material flowing; it is
pictured as a big arrow to show two meanings:

ONENESS the enterprise is a whole of functions closelgpraected by flows of information and mate-
rials that is shown by a light green backgrounddimghe arrow. The stakeholders are in-
cluded in a big group, each one led by its rulesdacts and values.

DYNAMISM: the big arrow and the red ones give a movemeiatning of interdependences among the
corporate operations that is essential to detedtgmvern the mechanism of internal ex-
pectations of supplier-customer rule.

This rule involves all the corporate functions twlving, understanding and satisfying the
customer’s needs, that is the following functioede the customer is the flow user of any
activity.

The customersnsure the enterprise survival; as a matter af fae enterprise lives, finances, expands and make
progress only by meeting the customer’s needs.

The suppliersassist the enterprise in meeting the customegssie

The stakeholderkulfil the customer’s needs as advocates of thgriass realized by the enterprise.

2.4.3 Corporate Objectives

The final objective of the enterprise is to creeddue for all of the involved parties; i.e. for #®who are in contact
with the enterprise, its operation and its products

The five involved parts (customers, shareholdgekeholders, suppliers, society) are shown on e side of the
Value Chart; every one of them has a specific vahag&ing meaning.

Customersto look for the right supplying of products/sems.

Shareholdersto expect the enterprise value to increase arnviest part of the profits back into the businasd
an adequate remuneration of capital equipment.

Personnelto create durable employment based on abilitywftpa positive corporate climate, and profit rélis
bution based on enterprise performance.

Suppliers to seek professional and economic growth by aligynergy development.

Society to participate in ethic value spreading as roteel of social and environmental background.

2.4.4 Corporate Organization

The enterprise is made of three processes as &whol
MAIN PROCESSis the operational management of Production afes%and is made of four main primary jobs:

Market Investigationperformed by the Sales Management on team waitk theé area managers, sales and mar-
keting departments and the business agents thatthawbjective of finding all the industrial amaltions where
the Varvel products can be fitted; new market esgilon is developed through trade exhibitions arajazines,
distributors, catalogues, and the corporate we) stt..

The sales department runs the day-to-day custosneirements and orders.

Product Developmentun by many corporate sectors, Technical ManaggnResearch and Development De-
partment, Product Technology and Engineering adegrh marketing feed-back and implemented by desgy
testing and industrialization .

The technical department runs the day-to-day fdagibequirements and technical modifications; fleemer to
develop “special” products on customer specifiaurements, the latter to modify production drawimgscorpo-
rate department request to product improvemento,Atssupports all the corporate departments (sajaality
control, assembly, etc.) with technical help, whemeneeded.
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Assembly, packaging and shippintpe production department organizes the prodadbgisitics from turning
customer orders into job orders to be assembletkdin shipment space and then despatched.

Customer servicahe sales and technical assistance departmémstsaae of any customer requirement.

GUIDANCE PROCESSincludes the strategic management of intangibdetas

Strategy and planningtrategy issuing and the following planning arec@l activities, in fact a strategy should
propose achievable and precise objectives, and ofiadt integrating the corporate reality to act@es competi-
tive advantage growth. The President and the MagaDirector are involved in this activity, assisteylthe Di-
rectors of Sales, R&D, Finance and Industrial Ofi@na.

Organizationan activity making the enterprise a success;rparate strategy although excellent, detailed @nd f
ted to enterprise reality will never be able to mithout an efficient organization. System Managetr{guality,
environment and safety) is involved with Managinigebtor supervision.

Economic and Financial Resourcé&usiness Auditing, Financial and Administrativeahhgers run everyday
management (bookkeeping, receipts, payments, butlgeing, etc.) and seeking the necessary finascipport
to accomplish what is planned as a strategic issue.

SUPPORTPROCESSIS meant as the operational management of MadeRiebources.

Supplying Purchasing and Quality Control Departments, ittustrial Operations Manager supervision, identify
the suppliers to make the production available@ardy out a partnership growth with the best ones.

Logistics Goods Receipt and Goods Storehouse Departmentheumaterials flow.

Industrial TechnologyThe Machining Department runs the production ahponents and the Product Technol-
ogy Department shares the production investmentebdor the machining department and for the otgreup
companies.

Services the maintenance service takes care of all ofréipairs to guarantee the best conditions of effimyeof
toolings and systems and of protection, safetyeandronment.
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2.5 Strategies and activities

2.5.1 _Innovation as a method

Innovation has been leading Varvel since 1955 lidetisions and corporate sectors: from productligment in co-
operation with university research institutes tctday automation with larger and larger robot ergpient; from proc-
ess corporate management to all logistic flow caemization (component receipt, testing, storagekipg, assembly
and finished product despatch with radio frequesnay bar code systems).

In Varvel, innovation means entering into allianeas synergies with customers and suppliers in tti@sndistant from
ours, changing the day-to-day activities by seekiogtinuous improvements; the achieved resultcansidered final
satisfying goals. Innovation is a strain towards titure that allowed Varvel to become an enteepready to receive
the international challenges of globalization.

2.5.2 _An enterprise in the forefront

Varvel organized its structure and operation adegrtb the most modern Management and Environmentr@l Sys-
tems.

A specific corporate position is assigned to margagaity, environment and safety systems.

QUALITY MANAGEMENT SYSTEM

certified from 1997 according to standard UNI ENDIS001, is based on the principle that the produg
the result of processes as a whole and qualityawgnent can be achieved by setting, monitoring and
bettering the corporate processes.

—

ENVIRONMENT QUALITY SYSTEM
certified from 2001 according to standard UNI ENDI$4001, is based on the principle that environment
respect and safeguard are moral and social vatseparable from corporate activity.

2.5.3 Products in continuous evolution

The Technical staff consists of eight people hawdliesearch and development as Varvel managenrenght be-
lieves that research and innovation are a basipettive issue.

Modularity and flexibility has driven Varvel produdesign since 2000 onwards , and has the manuifagtof kit-form
gearboxes feasible to give any user the possilofishorter assembly time.

Some kits are the same parts for all of the gealines (motor flanges and elastic couplings) allogvthe maximum
flexibility in a rapid configuration of the request product from a limited kit inventory.
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2.5.4 Customized designing

Varvel technical staff uses state-of-the-art catiah and 3D-modelling to design both the stangadiucts and spe-
cial requests handled in cooperation with the gusts. Timeliness, flexibility and exactness allowarvel to get the
best solution within the tight times the marketuiees.

2.5.5 Continuous seeking of new products

Varvel management believes the survival and grayftan industrial enterprise is strictly tied witis ability of inno-

vating the products and speed in carrying out pctidn. For these reasons the enterprise contimuesw product de-
sign investment, monitoring and trying to lower time-to-market (the needed time between plannimg) sale of a
new product).

The present Varvel product lines:

Series RN - shaft mount parallel gearboxes withomokhaft, 2 and 3 reduction stages;

Series RO — horizontal bevel/helical gearboxes Witfow shaft, all 3 reduction stages;

Series RV — vertical bevel/helical gearboxes withdw shaft, all 3 reduction stages;

Series RG — reduced backlash planetary gearboxag] 2 reduction stages;

Series RD and RC - helical in-line gearboxes, dn@ 3 reduction stages;

Series RS and RT - single stage worm gearboxes;

Series RA and TA — helical/worm gearboxes;

Series RS/RS and RT/RT — two stage worm gearboxes;

Series RP — one stage helical gearboxes for arigading application;

Series VR — dry-friction mechanical variators totdi helical, shaft mount, bevel/helical or wornageoxes;
Series VS — planetary mechanical variators tafhelical, shaft mount, bevel/helical or worm gesds.

The majority of the products are available to ofeera potentially explosive environment, “ATEX” \&@on according
to EU Directive 94/9/CE.
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2.5.6 _High quality manufacturing

The strategic part manufacturing - housing mackinimorm shaft/wheel turning, gear cutting and grigd- is made
internally with robotized machining centres of tatest generation (Makino, Pfauter-Gleason, Liebher

2.5.7 _Single piece care

The machining quality control has great importatecensure the product conformity to high qualigrstards, pursued
and guaranteed with regular manual instrumentsg@gmcomparators, etc.), 3D-motorized inspectioohimes, optical
scanners, gear and worm testing machines, durosnetarghness meters, etc.The assembled products0@gé in-
spected to check tightness and noise level.
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2.5.8 _Wide choice and stock availability

Flexibility and despatch speed are Varvel's distisging marks also allowing for last-minute ordezksaracteristics
that-aallow global compeitiveness with the leading comipa. A further step was achieved with modular gearde-
sign that enables Varvel to optimize assembly angtdre the gearboxes in ready-to-ship homogenelensents (very
urgent cases can be delivered the day after thex)ord

2.5.9 A global partner

Customers together with flexibility, service, te@al assistance and lead time are the Varvel fureddah assets and
internalization is proven by 55% of turnover expdrtvorldwide.

21



3 SOCIAL REPORT

3.1 Stakeholder mapping

The social performance depicts the relations anieh metions the enterprise performs in favour of skekeholders (all
who are interest holders towards the enterprise).

Varvel identified two classes of interest holdalgse closely related to the enterprise day-to@ssration — Human
Resources, Customers and Suppliers - drawn in greérihe others - Shareholders, Civil Service, dipalities, As-
sociations, Communities and Financial Institutierdrawn in yellow.

| Customers —
Human
Resources Suppliers
Shareholders Fln_anplal
Institutions
Civil service .
Commuirities
Municipalities Associations

3.2 Human Resources

Varvel considers its people the most valued resafthe enterprise; their involvement, whatevaheslevel, function
or responsibility, guarantees the objective achieamts and encourages suggestions and proposaisefoontinuous
activity improvement.

This involvement is based on
adequate information of corporate activities ashale;,
adequate information of corporate strategies andi@nic-management results by a monthly publicatibrele-
vant indicators on corporate noticeboard, meetietys;
continuous training to improve new abilities andfoe existing ones;
proper information on specific aspects of the potramsmission sector.

As evidence of corporate commitment towards hunesources and their growth policy, some of the rimdstesting
indicators are shown.
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3.2.1 Personnel

On 30/06/2009, 75 people were working in Varvelbbm 26 women and 49 men.
A 35% feminine occupation is a noticeable resudttipularly considered that Varvel is a mechanarterprise where
usually men are mainly employed.

3.2.2 Age

The majority of employees is located in an age keabetween 31 and 40 years (40% is corresportdi3® people);
the lower categories are the employees with maxa 80 years (11 people) and an age bracket fromngd130 years
(10 people)).

The average age is 40 years.
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3.2.3 _Seniority

9% of employees (7 people) have been working irvélaior more than 20 years.

The first two brackets (employed from less thare&rg and between 5 and 10 years) scoring 68% (&dlg)ecvidence
that Varvel's strong growth of the last decade agtoportional recruitment of human resources .

3.2.4 School attendance

The majority of employees have their School-Leav@iggtificate, University-Degree and Master’'s Degoeackets are
tless numerous.
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3.2.5 Status

According to collective agreement division, thedket the most representative is that of clerks,(®8jpwed by work-
ers (24).

3.2.6 Job contract

The evidence of commitment in establishing and agigng a consolidated work ratio with the persorisen employ-
ment indefinite contract (full-time and part-tinfey the majority of employees (74 people correspogdo 98.7%).

25



3.2.7 Industrial accidents

Industrial accident rate is notably low: 4 accidesd 17 days as average values per year.

3.2.8 _Training

The management takes great care in personnelrgaitiie high number of training courses put infectfevery year is
evidence of this focus (27 courses as averagesbéligears).
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People involved in training are, on average, 65%rployees; the 2007 drop was caused by specificses made for
a limited number of persons while the 2008 incrdastinformatics courses for a great part of perebn

3.2.9 Employment trend

The graph shows the employee trend from 2006 te By 2009; all of the job contracts, consultam$ &mporary
jobs excluded.

The average employee number is 77 people duringahsidered period; on June 30, 2009 the numbempuioyees
was 75.

Five people left the company during the last 2 geadrretired, 1 ended the temporary job for lohgess replacement
and 2 resigned.

Notwithstanding the worldwide negative economyenagployment cutbackwere made but a temporary recourse to
redundancy fund from March to June for 20 peopleeéekly rotation.
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3.3 Customers

Customers are the most precious corporate asstgaamel always fuelled its growth according tofillihg the objec-
tives of Service and Customer Satisfaction.

That is achievable if the enterprise as a wholedsised towards the customer to understand thenishand demands,
to guarantee their requirement (explicit and inghliulfilment, to increase satisfaction and to gaith confidence.

3.3.1 Turnover by region

Last three fiscal year turnover is shown by sadggons and the graph highlights a considerable gl a significant
presence outside the European Community.
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3.3.2 _Turnover by sales channel

Two major customer types are highlighted:

Distributorsbuy, stock and resell in a specific area (natiegjon, town, etc.) the majority of whom are lochie
foreign countries;

Corporate Custometsuy and use in their own equipments and/or mashihe majority of whom are located in
Italy.

3.3.3 Turnover by sector

Turnover split into utilization sectors; distribuscare not considered as the final customer is Ignaimknown.
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3.3.4 Delivery trend
Delivery flexibility and timeliness are one of th&in assets and are mainly monitored by three atalis.

Turnover by delivery punctualitgplit in four brackets: On time, Delay within oneek, Delay between two and
four weeks, Delay beyond one month.

The good level achieved in 2005 (more than 75%unfdver delivered within one week delay) fell doinr2006
because of the sudden and unexpected market g{6%#h of turnover delivered within one week delafgn in
2007 a partial recovery was achieved (68% of tuenalelivered within one week delay) and a substhinti-
provement in 2008 (85% of turnover delivered withite week delay).

Also the value of more than one month deliverigmisicatively improved in 2008 settling down to 36dof turn-
over.

Turnover by average delivery tim&®m order split in five punctuality brackets: \Mit three days, Between four
and fourteen days, Between fourteen and thirty dJagsveen thirty-one and sixty days, Beyond two then
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Average delivery dayare the weighted mean of order delivery daysldhal shipments made in one year.

The good level that was achieved in 2005 (apprdxd&ys) fell down in 2006 because of the suddenuareck-
pected market growth (almost 36 days); then in 20@artial recovery was achieved (29.5 days) asdbatantial
improvement in 2008 (nearly16.5 days).

3.3.5 Complaint trend

Customer complaints are handled with great attantgardless of their type (product, service, etc.)

Quantity defectiveness indéxthe number of claimed products divided by thiel roduct total.

The overall defectiveness is fairly low even tholagt year it came back to the 2005 level. A stesrfgcus on the
manufacturing process is necessary to bring thexidwn to 0.5%, a value considered acceptablthéogearbox
market.

Quality defectiveness index (valug)the complaint cost divided by the annual tuarov

Also in this case the quality index is fairly lowes-enthough last year it came back to the 2005 levedtrAnger
focus on the manufacturing process is necessasirig the index down to 0.1%, a value considerextpiable for
the gearbox market.
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3.3.6 Services

Corporate Site http://www.varvel.com
Basic information on the enterprise, the produnts the sales net are available; technical docurtientécatalogues,

working and maintenance manuals, etc.), Corporagayand Sustainability Balance are also availil®n-line
download.

Technical Site http://www.varsize.com
Standard products of the Series RD, RS and RT eawnkied out according to three ways:

Guided selectiopresents by gearbox Series the suitable unitsatochnthe required features (power, torque, speed,
service factor, etc.).

Application selectiorfixes the required application features (liftimpnveyors, etc.) and outputs the required gear-
box.

Product selectiononfigures the straight product for customary nemaents.

After the unit is selected, a PDF product data-shed a PDF or DXF 2D-drawing can be downloadedirmi-a 3D-
drawing in STP format can be requested as well.
A Request for Quotation can be directly forwardedthe selected units.

Operations Site https://cs.varvel.com
Specifically qualified customers can order the déad stock-run units online.
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3.4 Suppliers

Suppliers are also valuable assets for the enserpaiccording to this principle, Varvel has alwaysfuelled its growth
by taking into consideration the requirements afrpas, often smaller, and therefore more vulnerabl

To keep and increase such assets, the whole oagimmiznust work to increase the cooperation anepiattion levels
with the full chain.

3.4.1 _Purchases by type

Direct Purchaseare the buying of all the raw materials, semisfirdd products, components and machining directly
used in the product manufacturing.

Indirect Purchaseepresent the costs not directly related to alsipgpduct (logistics, packaging, etc.) and inctdén
production costs (maintenance, tooling, etc.).

Auxiliary Purchasesre the service costs (consumption uses, leasesy Eomputer hardware, consultants, etc.).

3.4.2 Purchases by region

This indicator includes the production purchasés€d and indirect) of last three years by regiaunxiliary purchasers
were not considered, as all were made in Italy #retefore, not significant as regards to the isfuiproduction delo-
calization”.

The table shows an increase of imported purchasgistyg 2006, EC buying of cast iron castings (fra#h to 3%) from
East European countries and from China for electators (from 2% to 5%); however, the largest studrpurchases
(over 90%) comes from ltaly.
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3.5 Civil service
3.5.1 Province of Bologna

An innovative project to recruit disabled persoraswndertaken with the provincial Council in 2007.

The Emilia-Romagna provincial law 17/2005 whichtata‘Rules for promotion of employment, qualityfedg and job
regularity” which provides recruiting for the didad through individual placement programs througbia coopera-
tives, targeted to job order appointment insteadisdbled direct recruiting when normal employmisnparticularly
difficult.

Varvel was among the first enterprises to starhsuew modality of disability job placement in thenkplace and on
February 2007 entered accordingly into an agreemihtthe Province of Bologna and the social Coapiee “Noah’s
Ark” to a job order appointment for kit packaging.

The one-year agreement, expired on February 200i@8hwas extended further by two years to Febr@ad0.

Considered a positive result, additional extensameswelcomed.

3.5.2 Municipality of Crespellano

For many years, Varvel has been one of the spomédhe village festival, the Z6event this year, with many educa-
tional and entertainment opportunities appreciatethe community.

3.6 Local communities
3.6.1 Relationships with the educational world

Varvel believes that among its corporate objectivés important to include the school/educatiosgstem to reduce
the gap that unfortunately still exists and toyleting people know the job situation of the regidmeve perhaps they
will be working tomorrow.

To this purpose, Varvel:
arranges for guided visits of students (secondamgas and university);
takes secondary school students in educationahsties;
welcomes graduates to complete their graduatiogigtmm interests that matter to them and the etigerp
takespeople in for educational training after complgttheir master’s degrees.
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It is of interest to mention that many studentscweled for various educational paths, were also theruited-alsan
positions of responsibility.

3.6.2 _Projects

As a result of a Crespellano Secondary School, Wsitvel financed the hardware renovation of thdtimedia lan-
guage laboratory of the school for the project ‘gamge diversity in multicultural Europe”.

3.6.3 _Relationships with the University

Pursuant that research and innovation are an édseminpetitive lever, Varvel started collaboragaonith two Labora-
tories of the Advanced Mechanical District (Hi-Mgdh which the Universities of Bologna, Ferrara aiddena take
part.

The former to pursue innovative solutions in naise vibration fields with the Laboratory LAV in Fara and the lat-
ter to reduce friction and research of new materidgth the Laboratory SUP&RMAN in Modena.

3.7 Associations
Varvel is a member of the following associations:

ASSIOT
Association of Italian Power Transmission Equipment
and Gear Manufacturers
http//www.assiot.it

Established in December 1971 on the initiativeahe enterprises of this sector, ASSIOT groups are 90 enter
prises with nearly 7300 employees with a total espntativeness of 70% .

The Association has the scope of coordinating,geefeling and promoting the technical and econontierést of
the mechanical sector both in Italy and abroad.

http//www.unindustria.bo.it

Unindustria Bologna is the enterprise associat&taldished on December 2006 by the amalgamati@PédfBolo-
gna and Confindustria Bologna.

Unindustria Bologna joins-tthe Confindustria network and it represents arfdgsmrd all the enterprises of th
province of Bologna to which are offered excellearel quality in services and enterprise culturel @mmovative
products to answer the global market requiremdstsaiented to competitive scenarios of the future
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3.8 Communities
3.8.1 Charitable Donations

With the intention of exercising its social commémi, Varvel started a program of continued supfmthree non-

profit organizations in 2004.

http//www.unicef.it

UNICEF
United Nations Children's Emergency Fund

has the scope of guaranteeing the children’ righpect worldwide

http//www.msf.it

MSF
Médecins Sans Frontiéres
Doctors without Borders

gives health assistance to in jeopardy people #&rdta human right|
violations during its missions

http//www.antitalia.org

ANT
National Cancer Organization

looks after and studies people with cancer, gief®sher courses on
cancer treatment to doctors, paramedics and sidergsearch

For each product sold Varvel pays organization matlon of two Eurocents; this is a way to direditythe corporate
ability and productivity, and consequently its eanic result to the protection of less fortunatepgieo

As a whole, € 86,869.08 were donated for the pe2i@@¥ — 1st semester 2009 according to the follgusible.

2009
2004 2005 2006 2007 2008 R
Sold Products (Nos) 214,349 221,541 293,.091 324,52 298,376 95,939
Amount by Organization (€) 4,286.9¢9 4,430.8p 5,881 6,490.44 5,697.52 1,918.78
DONATION TOTAL (£€) 12,860.94 13,292.49 17,585.46 19,471.3p 17,902.56 5,756.34
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3.8.2 Social cooperatives

In 2006, the management decided to order Chrisbraakets, traditionally given to all the employdesm a social co-
operative packing in products of Equitable and Sathetic trade.
This initiative was so successful that corporatemidelegates asked to repeat it in 2007 and 260&e4.

3.8.3 _Sponsorships

Varvel has been sponsoring local sporting eventctly linked to employees’ children (basketbadllét, sports club,
football); aids with the scope of keeping importentments for afterschool development of children.
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4  ENVIRONMENT

Varvel considers the environment with great attentso much so that environment respect is inclwdadng corpo-
rate values (8 2.2) and with the confidence of dweliefs, the management introduced the Environr@erlity System
(EQS) starting from 2000 and certified it from 2Qdxkcording to UNI EN 1SO 14001.

This certification shows to all the stakeholdersvtrouch Varvel is an enterprise in the forefrontviemnmental respect
and safeguard are ethical and social values, niilolie from corporate activity. Therefore, it is@a task of Varvel to
guarantee to future generations the possibilitivafg on a liveable planet.

Varvel engagements:
to spread and to increase the way of thinking to&@mployees and their families, suppliers and digespeaking
the whole society;
to prevent the pollution of air, water and land;
to increase the use of recycled or recyclable rizdser
to monitor, and possibly to reduce, the use of nahtesources;
to control, and possibly to reduce, waste prodadhy continuous and systematic activities for aecrtreatment;
to yearly publish an analytic report of its sigo#it environmental services through the issuinthefSustainability
Balance Sheet to be at the interested party’s didpo

Specifically as to corporate EQS, the manageméedtatthat:
the current environmental policy is established givén according to environmental points of viewstifiguishing
the corporate products, processes and servicesptigequent environmental impacts measured andeeig terms
of significance, the importance of human, technmialg economic and intellectual resources, avadlaislpossibly to
get ;
the organization engages to give priority to enwinental regulations — compulsory or voluntary — émdnvolve
managers and employees on their own achievements;
the following guide-lines are considered to impletrthe EQS:
- precautionall the possible measures to adopt against emviemtal risks, even failing scientific certainty;
- prevention all of the adopted measures are directed to pterevironmental risk;
- proportionality the strength of measures to implement must begptionate to the risk;
- responsibility and cooperatipthe enterprise works together with all the indézd parties by consciously undertak-

ing its own responsibilities;

the EQS is accomplished according to continuouopeance improvement;
environmental improvement objectives are defined stmared, the corresponding targets are identifiealigh spe-
cific performance indicators and results are peacalty checked;
procedures for environmental event operations afieed and arperiodically checked,
great attention is given to training of EQS Managed employees, and to inform the suppliers opwgatiside the
enterprise;
also great interest is given to the relationshijith WZivil Service, Boards and Organizations activehe environ-
mental field.

4.1 Carried out plans
4.1.1 Destratifying vanes

In 2005 to level-off the temperature which wasgigantly varying due to the 8 metre height of tharehouse, 32
vanes were fitted to circulate the stratified @&irnatural gas consumption analysis showed a yeslyng of 40,000
cu.m.

4.1.2 Solar panels

In 1999, the factory construction forecast hot wat®duction for sanitary use (bath and shower mamd kitchen) to
run together with the heating system that madédilers work the whole period of the year; in 20@ith the scope of
reducing consumption during the six months in whielating system is turned off by law (April 15 tat@ber 15) the
heating system was separated from hot water primatuand 4 solar panels were installed. This modifon gave a
saving of nearly 10,000 cu.m of natural gas.

4.1.3 Selective waste collection

On 2008, the Municipality of Crespellano — to irase collection of household waste — eliminatedldnge publish
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rubbish containers and put into operation a doaitetor collection (glass and aluminum, plastic,qragnd miscellani-
ous items). As for industry waste differentiatiMarvel has been autonomously working towards tbisniany years

(84.3).

4.2  Monitoring of resource utilization
42.1 Water

The graph shows the monthly water consumption tiization in

sanitary fittings (bath and shower rooms, staftean),

irrigation (garden),

production (washers, emulsions).
The abnormal consumption August 2005 — March 2086 due undiscovered water leak.
The majority of water consumption during the summenths is for irrigation.

The yearly water consumption is nearly constantntensidering the above mentioned unknown watés. [€he daily
per capita consumption of around 180 litres (80pfeand 250 working days), is similar to a homestonption.
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4.2.2 _Electric energy

Varvel buys electric energy as 15,000V medium tamdiransformed then by its own electricity substatn 400V low
voltage. Installed power is 400kW.

The graph shows monthly electric energy consumptios 2008 increase was due to the start of a neshimag cen-
tre, a new air compressor control, the new finishextiuct warehouse and packaging and shipping tepat.

The yearly electric energy consumption increase® waused:
In 2006, by new machining centres starting and timeire intensive utilization;
In 2008, by new air compressor control needed byribreased demand of machining centres;
In 2008, by new finished products, packaging anpphg department in a 1800 sq.m warehouse.
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4.2.3 Natural gas

Varvel uses natural gas for its working environmaeaiting, workshop cleaning machine and hot wadéebfor sani-
tary ware.

The graph shows homogenous tendency in the coesidezars and consumption is mostly for the worléngiron-
ment heating and not for production needs.

The yearly natural gas consumption shows a progeessduction because of climatic condition trends:
In 2006, installation of the destratifying vaneshaa 40,000 cu.m saving;
In 2007, installation of solar panels with a 10,@20m saving;
In 2008, installation of new part cleaning machivith 10,000 cu.m saving.

In the next few years, the newly finished warehoasd the Packaging and Shipment Department witigoforth an
additional consumption of about 20,000 cu.m of \¢000 cu.m were allocated to 2008 .
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4.3 Waste production monitoring

Waste production, excluding the Crespellano muaiai@or-to-door collection, is divided in two categs:

HAZARDOUS INDUSTRIAL WASTE

Denomination

Example

1 - Cleaning water solutions

Water used by metel glaaning machines

2 - Emulsions and solutions for machine tools,aurttain-
ing halogens

Emulsified water (water + oil) used by machiningitres

3 - Mineral oil waste for engines, gears and néaritated
lubricants

Exhausted oil from gearbox repairs

4 - Packages containing dangerous matter remnagtme
taminated by these materials

Empty grease jars, bottles, etc.

5 - Absorbents, filtering materials, rags and prive
clothes, contaminated by dangerous substances

Extractor unit filters, absorbing sand, etc.

6 - Fluorescent lighting and other waste contaimey-
cury

Neon lighting

7 - Electrical and electronic appliances waste

nitDitors

NON-HAZARDOUS INDUSTRIAL WASTE

Denomination

Example

1 - Metal object filing and chips

Cast iron andedtchips

2 - Metal objects

Steel and cast iron parts

3 - Not metal object filing and

Aluminium chips

4 - Not metal object

Aluminium parts

5 - Wooden packaging

Broken pallets

6 - Mixed material packaging

Carton and plasticairs of bought products

7 - Toner cartridges

Printer, photocopiers and fax machine toners

8 - Electrical and electronic appliances waste

, Rdters, etc.
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The graph shows the trend of waste production:
non-hazardous waste is affected by filing and clapaon ferrous materials (aluminium chips) andhmy many
parts are yearly scrapped (machining rejects);
dangerous waste increase until 2007 due to markettly, while 2008 was affected by the worldwide remmic cri-
sis.

The graph shows the percentage of hazardous wastead waste; average percentage is 23%.
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The graph shows hazardous waste production: thetgpés produced in considerable quantity are tmail&ions and
solutions for machine tools, not containing halogand the Cleaning water solutions.

The graph shows the non-hazardous waste produttieriines of Toner cartridges and Electrical aledgteonic appli-
ances waste coincide with X-axis because of thaiy low quantities .
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5 ECONOMIC-FINANCIAL DIMENSION
5.1 Balance sheet analysis

5.1.1 Statement of assets and liabilities

The structure sources/investments was chosen teseqt the corporate assetsnposition in the most significant way.

Statement of Assets And Liabilities — 2007 [Euro]

Assets Liabilities
Running operations assets 18,923,743.8%| Not onerous liabilities 8,877,77734.6%
Not running operations assets 5,812,392.7%| Onerous liabilities 11,037,32143.1%
Other assets 898,804 3.5%| Corporate capital 5,719,84722.3%
Investments 25,634,945100%| Sources 25,634,945 100%

Statement of Assets And Liabilities — 2008 [Euro]

Assets Liabilities
Running operations assets 16,624,4%0.4%| Not onerous liabilities 7,522,89526.9%
Not running operations assets 10,114,336.2%| Onerous liabilities 11,379,07540.7%
Other assets 1,226,8644.4%| Corporate capital 9,063,7432.4%
Investments 27,965,712100%| Sources 27,965,712 100%

The investments represent the way Varvel investsiown resources, while the sources the showvhes Varvel fi-
nances those investments.

The tables and graph show that thest of the corporate assets are Running opesatissets, which consists of materi-
als and finished products, trade credits and ligpigpresenting about 60% of corporate asset9@82

The Not running operations assets (locked up) e corporate fixed assets (buildings, machineguipment and
other company) and represent, in 2008, about 36é6mpiorate assets.

The increase of Not running operations assets waga the main building revaluatier-had2008; the building was
redeemed in advance in 2003 and the revaluatiaughitats increased value to the market value.

As a consequence of this increase and of the cenadite decrease of materials and finished produettd a shrewd
supply conduct, the Running operations assets dsetdeto 60%.

On the Sources side, the Not onerous liabilitiesthe debts towards the suppliers and various f(tades, pension
funds, future risks) and total about 27%.

The Onerous liabilities are debts mainly for loaith the banks and total nearly 41%.

Also of note is the high level of corporate cajutation @32% of liabilities that the management basn pursuing by
aregular investing back profits into the business.

The Corporate capital increase to 32% is the carese of the main building revaluation causing @dsf Onerous
liabilities down to about 41%.

Also the Not onerous liabilities are reduced dow27% mainly due to the diminishing of the debtsaods suppliers
as a consequence of the reduction of stocked garudifinished products.
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5.1.2

Profit and loss account and Added value icneat

Added value is the operating revenue remaining &f®ing met the external production costs: thahéscreated value
inside the enterprise with the available resoutbheman, technical and financial).

Added value dropped in 2008 — after a continuoaeeimse of the previous three years — was due tuthever dimin-
ishing of 4% caused by the international economigiscthat considerably reduced the sales duriedgdhrth quarter.

Profit and Loss Account [Euro]

2005 2006 2007 2008
Turnover 18,729,820 24,188,405 27,498,823 26,391,926
Stock variation -985,744 2,159,215 1,181,459 -1,299,120
Other revenues 447,026 480,023 877,003 692,592
A) — Production Value 18,191,102 100% 26,827,643 100% 29,557,285 100% 25,785,398 100%
Material consumption 10,087,518 17,655,813 18,541,159 15,233,581
Service costs 1,609,609 2,117,325 2,595,723 2,552,120
Third party cost possession 712,506 654,559 874,266 1,171,390
Various operations costs 154,033 218,195 134,151 125,901
B) — Production Costs 12,563,666 69%| 20,645,892 77%| 22,145298  75%| 19,082,993 74%
Added Value 5,627,431  31% 6,181,75  23% 7,411,98 25% 6,702,40!  26%
Various expenses 38.010 36,596 42,931 44,775
Wages 3,759,605 4,011,457 4,449,557 4,397,316
Depreciations 858,054 680,338 646,820 720,161
Financial operations 312,684 454,368 804,822 757,505
Fiscal operations 438,799 658,896 660,884 562,011
Operating Result 220,284 1.2% 340,095 1.3% 806,973 2.7% 220,637 0.9%

This graph represents the trend of added valueeittetst 4 years.
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5.1.3 _Economic performance indicators

The social accounting system designed to realigestistainability balancelt is an economic data reading tool to ex-
plain the destination of expenses and investmeatierby the enterprise in order to identifying the®producing so-
cial benefits.

The following indicators are the most significaotdutline the enterprise health conditions andqrerdnces from an
economic point of view:

production value, made up by the turnover and warievenues, increased in the years 2005 to 20@bmft 61%
but dropped on 2008 of 13% mainly for the decrea$#srnover and trade stock;

EBITDA, earnings before interest, taxes, depremméind amortization;
EBIT, earnings before interest and taxes;
net earning, affected in 2008 by the higher demamésternal financiers to support the corporateetigpment plan;

ROE, the return on earnings, reached on 2007 tisfesziory ratio of 14.1%, but decreased to 2,4%alee of the
combination of net earnings diminishing and themtaiilding revaluation (as reserve fund it increbiee owners’
equity at the indicator denominator).
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5.1.4 Radar chart

The graph shows the four major corporate ‘dimersionthe years 2005-2008:

Growth, measured by turnover;

Profitability, measured by ROS indicator, i.e. Hades profitability calculated as EBIT / Turnover;

Efficiency, measured by ROI indicator, i.e. ownexguity profitability calculated as EBIT / Net eangs;

Liquidity, measured by the ratio Cash flow (netréags + amortizations) / Net earnings.
For the period 2005-2007, the indicators were iasiry except in 2006 where Liquidity suffered assult of the
stock increase due to large turnover growth. In&@@cause of 4% turnover diminishing caused bgriattional eco-
nomic crisis, all the four indicators diminisheccegt a lower effect on Growth.
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5.2  Value creation

The added value measures the wealth the entegmoskices in financial terms and is given by théedénce between
the production value (turnover and various revepaad costs (materials, services, costs for thentypgoods, etc.).
The added value calculation is made through a tPanfi Loss Account data reclassification to hightlidhe production
and its distribution to the stakeholders

The graph shows the added value allocation ofiile@tcial year.

The personnel costs are the added value predonshang, almost 66%, with direct wages (salaried)iadirect (so-

cial charges, severance pay); the personnel ctaitlis constant with a four year mean of 64%.

The Enterprise system (amortizations, allocatioms$ @ot allotted profits) at 14% is low in companswith the four

year mean of 17% because of the reduction in tenov

Civil Service (State, Regions and Municipalitieslldws with 8% for direct and indirect taxes.

External financing (banks) accounts for about 1d%lie investment gearing, the rate of interesteiase and financial
backing.

Community (non-profit institution, various asso@ats, schools, etc.) at 0.7%, includes six Eurccémt every unit of

sold product given to charity.

Added value allocation had a rather constant tméhg Ist years: the major portion to wages betw@@% and 67%,
to enterprise system between 14% to 20%, civiliseran average 9% and external financing at 11%.
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6 DECLARATION OF INTENT

The following issues refer to the matters Varvédims to deal with.
The sustainability balance 2007 outlined a serféstents, now written in italic and of which theogress report fol-
lows.
6.1 Society
Release the Sustainability Balance to all staketisido circulate the Enterprise Social Respongipili

The Sustainability Balance, 2007 edition, was idtreed during a press conference at Unindustriag@aoon No-
vember 20, 2007 and hadjeeat success with many articles written in trmalmewspapers.

The 2007 edition was also introduced to all empésyand Italian agents during specific meetingspmajstomers,
suppliers, non-profit institutions, associatiorts, eeceived the brochure for a total of 300 caopies

Publish the Sustainability Balance annually to lmmgidered a way of growing for the whole enterpasel not a
sporadic issue.

The 2008 edition is the second step of this growiag.

6.2 Environment

Install water meters to the part washers of Wasth Biachining Departments and the emulsified watedpiction to
measure and ascertain the water consumption byopessd product

Three meters installed as scheduled; estimated (ltetts not cover all of 2008) water consumptidl7id cu.m that is
nearly 5% of total 3621 cu.m. Therefore, the majasf water consumption musts not be allocatedrampction but
to sanitary fittings and watering systems.

Look into the possibility of parkland watering watht using drinking water but with rainwater, sprimgter, etc.

Activity not yet started but the objective is canfed.

Install gas meters to part washer and hot wateftdssito monitor natural gas consumption used fonafacturing
and hot water production for sanitary fittings ogdting.

The Management and Systems Manager investigatedoand that part washing equipment consumption0i803
cu.m of natural gas per annum and the boiler an@®@0 cu.m.

This consumption percentage is 4% of the total 25,000 cu.m and therefore, natural gas meters argustified
both because of the relative investment and alsadéety purposes as they would have to be indtallgside the
buildings with great equipment complexity. The dém was then to not proceed.

Check the technical and economic feasibility tdalhghotovoltaic panels to produce one part of powonsump-
tion.

Activity frozen after a first feasibility analysimade by Eicon (Unindustria Bologna associationpiower purchase)
because the management decided not to invest iraogwities in this period due to the internatioeabnomic crisis.

6.3 Personnel

Strengthen the performance evaluation introduce20@7.The scopes of which are the evaluation guledevelling,
the highlighting of people potential and relativetian (training, partnering, etc.) planning, so theapability can
translate into performance.

The implementation of performance and capabilitgleation system was positively used at the end0@B82out it
cannot be considered a consolidated tool yet.

To this purpose the Human Resources Manager witldsering with the corporate managers in usitlgist current
year end

Carry out a ‘Climate Research’ to understand thar¥él life’ and what are the improvement possilg$tand the
personnel perceives the Varvel culture and sadigggestions to management.
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In 2009, the Human Resource Manager drafted a @ifRasearch Questionnaire.
Unfortunately because of the international econoenigis, the research coincided with the beginmh¢ayoffs and

the management decided to wait for an upturn irettwmomy.

Introduce a variable wage system of which a patbie in a clear and agreed corporate objectiaelievement.
The system analysis stopped in the beginning 09200 is forecast to start again at the end ofyis.
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Yesterday means Experience,

Tomorrow Knowledge,

Today the Future of Knowledge Economy,
To build by taking from Past Experience,
Thanks to Enthusiasm, Perseverance and Tough Work.

TOGETHER WE SUCCEED







