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R_esu_lts/gmdance better than expected, real estate spin-off by YE; Buy . 307 07 308 808 /08 909
Pirelli reported results that are even better than we expected; and our estimates — Pirelli & C
were higher than consensus. Company guidance was topped, although it DJ (STOXXE) (Rebased)
increased during the year. The company announced Real Estate — worth c. | Perormance (%) 1m 3m 12m
E4/Pirelli share or 9.5% of the market cap at current depressed prices — will be | Absolute 8.2 1.9 189.3
spun off to shareholders in a few months, reducing the holding discount. After | DJ(STOXXE) 7.5 3.2 58.2

stripping out all non-Tyres businesses, PECI trades at 4x 2010E EBITDA (vs. 6.2x
for MICP). The dividend provides 3.3% vyield. WWe maintain Buy with ~17% upside.
Market cap (EUR)(m) 2,331.0

Better results, Q4 Tyres volumes +15.6%, price mix -1.7%, FX +2% Shares outstanding (m) 5,459
Results: F4,462m consolidated sales (-3.3% |.f.1.), +1% vs. our est. and +1.9% vs. ge? f'oatl(%) —— 5 OZ;
cons.; E297m org. EBIT, +4% vs. our est. and +8.8% vs. cons.; E23m profit (our stion velma led sh's., 117 v -

est. E9m, cons. E16m); and E529m net debt, better than EQ.7bn target but lower
than our E592m est. and cons. E656m. Dividend is higher at E0.0145 vs. our E0.01
est. Tyres were strong as expected: E3,993m (vs. E3.9bn guidance), +1.8% vs. 100%
our est. EBIT was E308m, +9% vs. our est. (7.7% margin vs. >7% guidance). The ot
14% price hike in Q408 affected the price mix, and OE weight rose to 25% (21% 40%

in 2009). 20%

0%
Guidance also better and well supported; estimates change immaterial Mar07 Sep07 Mar08 Sep08 Mar09 Sep 09
2010 guidance (E4.7-4.8bn sales) is in line with our E4,762m est. and cons. Redlzed Vol s Implcd Vol (ATM)

E4,668m. EBIT margin was 6.5-7% (our est. 6.6%, cons. 6.8%), in line with 2009,
implying E326-332m EBIT (our est. E316m, cons. E329m). Tyres guidance is better
than cons.: +6-8% sales yoy (E4,232-4,312m vs. our E4,229m est. and cons.

E4,120m). Tyre volumes should grow c. 5%, in line with our est., and price VL J wos%
increases offset raw material price hikes — 10% hike in the Middle East and 4% in L. R

the US and EU. We assume flat USD3,000/ton vs. the current inflated level for PS.. | ss9%
natural rubber as an average for the year (E200m headwind), close to the worst PE. ] 314

case scenario in light of the recent production capacity increase. Management N

guidance will be supported by additional cost savings of E6GOm (E200m in 2009). —— —

SOTP-based target price remains E0.50; risk: raw material price hike Dataas of 18-Aug-09

We are confident that management will address the holding discount issue by
mid-2010. Instead of applying the 20% holding discount on NAV, we applied it to
the stub (left over after the Real Estate and Tyres spin-off). For Tyres, we apply the
average of 6x 2011E EV/EBITDA and 12x 2011E P/E. BB Solutions and
Environment are valued at 1x 2008E sales. Downside risks: a longer-than-expected
recession and raw material price hikes.

Year End Dec 31 2008A 2009A 2010E 2011E
Revenue (EURm) 4,660 4,462 4,764 4,897
EBITDA (EURm) 396 508 545 610
P/E (DB EPS) (x) - 72.4 22.9 14.6
EV/EBITDA (x) 12.3 7.3 8.3 7.3
Yield (%) 0.0 4.8 34 3.4

Source: Deutsche Bank estimates, company data

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local
exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. Deutsche
Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single
factor in making their investment decision. Independent, third-party research (IR) on certain companies covered by DBSI's research
is available to customers of DBSI in the United States at no cost. Customers can access IR at
http://gm.db.com/IndependentResearch or by calling 1-877-208-6300. DISCLOSURES AND ANALYST CERTIFICATIONS ARE
LOCATED IN APPENDIX 1. MICA(P) 106/05/2009
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Estimate changes

Figure 1: Changes in estimates

2005 2006 2007 2008 2009 2010E 2011E
Sales-old estimates 4,546 4,833 5,200 4,660 4,420 4,762 4,896
Sales-new estimates 4,546 4,833 5,200 4,660 4,462 4,764 4,897
change (%) 0% 0% 0% 0% 1% 0% 0%
EBITDA-old estimates 571 617 581 396 500 545 610
EBITDA-new estimates 571 617 581 396 508 545 610
change (%) 0% 0% 0% 0% 2% 0% 0%
EBITDA margin-old estimates 12.6% 12.8% 11.2% 8.5% 11.3% 11.4% 12.5%
EBITDA margin-new estimates 12.6% 12.8% 11.2% 8.5% 11.4% 11.4% 12.5%
Net income-old estimates 327 -1,337 158 -347 9 101 158
Net income-new estimates 327 -1,337 158 -347 23 102 159
change (%) 0% 0% 0% 0% 153% 1% 0%
Adjusted net income-old estimates 290 171 135 -8 71 122 173
Adjusted net income-new estimates 290 171 135 -8 81 124 174
change (%) 0% 0% 0% 0% 13% 1% 0%
Capex-old estimates 234 239 287 297 237 319 322
Capex-new estimates 234 239 287 297 225 308 311
change (%) 0% 0% 0% 0% -5% -3% -3%
Net Debt-old estimates 1,177 1,980 -296 1,028 592 686 657
Net Debt-new estimates 1,177 1,980 -296 1,028 529 651 635
change (%) 0% 0% 0% 0% -11% -5% -3%
FCF-old estimates 179 264 212 -61 42 70 140
FCF-new estimates 179 264 212 -61 56 79 148
change (%) 0% 0% 0% 0% 35% 14% 6%

Source: Deutsche Bank, Company data

Figure 2: Changes in estimates by division

2008 2009 2010E 2011E
Revenues New Old change % New Old change % New Old change % New Old change %
Pirelli tyre 4,100 4,100 0.0% 3,993 3,923 1.8% 4,264 4,229 0.8% 4,388 4,352 0.8%
Pirelli RE 365 365 0.0% 272 270 0.6% 302 300 0.6% 305 303 0.6%
Pirelli Broadband 124 124 0.0% 132 134 -1.1% 135 137 -1.1% 139 141 -1.1%
Others 71 71 0.0% 66 93 -29.6% 63 97 -34.9% 65 100 -35.0%
Group revenues 4,660 4,660 0.0% 4,462 4,420 1.0% 4,764 4,762 0.0% 4,897 4,896 0.0%
2008 2009 2010E 2011E
EBITDA pre restructuring costs New Old change % New Old change % New Old change % New Old change %
Pirelli tyre 441 441 0.0% 538 512 5.1% 536 536 0.1% 561 561 0.1%
Pirelli RE -18 -18 0.0% -5 -3 92.3% 9 9 -4.3% 47 47 -0.8%
Pirelli Broadband 5 5 0.0% 5 5 -3.4% 6 6 -3.3% 7 7 -3.0%
Others -32 -32 0.0% -30 -15 101.3% -6 -6 0.0% -5 -5 0.0%
Group revenues 396 396 0.0% 508 500 1.7% 545 545 0.0% 610 610 -0.1%
2008 2009 2010E 2011E
Restructuring costs New Old change % New Old change % New Old change % New Old change %
Pirelli tyre 100 100 0.0% 37 40 -7.5% 30 30 0.0% 20 20 0.0%
Pirelli RE 44 44 0.0% 24 46 -48.0% 0 0 0.0% 0 0 0.0%
Group restructuring costs 144 144 0.0% 61 86 -29.2% 30 30 0.0% 20 20 0.0%
2008 2009 2010E 2011E
EBITDA margin pre restruct. costs New Old change % New Old change % New Old change % New Old change %
Pirelli tyre 10.8% 10.8% 0.0% 13.5% 13.0% 0.4% 12.6% 12.7% -0.1% 12.8% 12.9% -0.1%
Pirelli RE -4.8% -4.8% 0.0% -1.8% -1.0% -0.9% 3.0% 3.1% -0.2% 15.4% 15.7% -0.2%
Pirelli Broadband 3.9% 3.9% 0.0% 4.0% 4.1% -0.1% 4.2% 4.3% -0.1% 4.8% 4.9% -0.1%
Others n.m. n.m. n.m. n.m. n.m. n.m. n.m. n.m. n.m. n.m. n.m. n.m.
Group revenues 8.5% 8.5% 0.0% 11.4% 11.3% 0.1% 11.4% 11.4% 0.0% 12.5% 12.5% 0.0%

Source: Deutsche Bank, company data

Page 2 Deutsche Bank AG/London
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Q4 results review

Consolidated P&L

Figure 3: Q409 consolidated P&L - Euro

Consolidated Q4-08A Q1-09A|  Q2-09A Q3-09A Q4-09A| Q4-09E Act/Est (%)
Sales 992.2 1,043.0 1,094.6) 1,169.8 1,154.8 1,112.4] 3.8%
YoY growth (%) -20.5% -13.0% -12.8% -3.6% 16.4% 12.2%
EBITDA organic 5.1 100.4 125.7 135.1 146.9 138.4 6.1%
YoY growth (%) -96.2% -30.6% -10.5% 64.0% | 2780.4% 382.6%
EBITDA margin 0.5% 9.6% 11.5% 11.5% 12.7% 12.4%
EBIT organic -44.9 49.5 72.8 82.8 91.9 80.4 14.3%
YoY growth (%) -155.0% -56.1% -18.5% 174.2%| -304.9% -279.2%
EBIT margin 4.5% 4.7% 6.7% 7.1% 8.0% 7.2%
Restructuring costs 94.9 3.5 17.7 20.1 38.3 44.7
EBIT reported -139.8| 46.0 55.1 62.7 53.6) 36.7 50.2%
income from equity participation (PRE) -42.5 0.8 -29.4 -9.3 -19.4 2.9 nm
YoY growth (%) -188.1% 60.0% -252.3% -195.9% -54.4% -106.8%
Net financial income/charges -43.8 -21.2 -19.2 -13.6 -30.6 -40.4 -24.3%
YoY growth (%) 52.5% 393.0% | 2642.9% 9.7% -30.1% 42.2%
Profit pre tax and extraordinaries -226.1 25.6 6.5 39.8 3.6 -1.8 -297.0%
YoY growth (%) -323.5% -76.0% -92.7% | -6733.3% -101.6% -99.1%
Extraordinaries -168.5 0.0 0.0 0.0 0.0 0.0
YoY growth (%) n.m. n.m. n.m. n.m. n.m. n.m.
Taxes 18.3 -26.3 -19.2 -36.1 -16.3 -15.1 7.6%
YoY growth (%) -176.5% -18.1% -47.5% 38.3% -189.1% -168.1%
Minorities -80.1 -10.5 -9.5 -8.2 -17.2 -15.2 13.0%
YoY growth (%) -275.6% -136.7% 400.0% -29.9% -78.5% -81.0%
Net profit -296.2 9.8 -3.2 11.9 4.5 -1.8 -357.0%
YoY growth (%) -1139.3% -67.0% -95.8% -179.3% -101.5% -99.4%

Source: Deutsche Bank, company data

Deutsche Bank AG/London
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P&L by division

Figure 4: Q409 by division — Euro m

Tyres division Q4-08A Q1-09A] Q2-09A] Q3-09A] Q4-09A Q4-09E Act/Est (%)
Sales 870.3 926.9 989.0 1,042.7 1,034.3 964.6 7.2%
YoY growth (%) -10.2% -13.9% -9.2% -1.9% 18.8% 10.8%
EBITDA organic 62.9 107.8 133.0 142.0 165.1 129.0 20.3%
YoY growth (%) -46.7% -27.4% -3.6% 54.7% 146.7% 105.1%
EBITDA margin 7.2% 11.6% 13.4% 13.6% 15.0% 13.4%
EBIT organic 19.2 61.0 85.5 94.3 104.7 80.8 29.7%
YoY growth (%) -73.3% -39.2% -5.7% 131.1% 445.9% 320.9%
EBIT margin 2.2% 6.6% 8.6% 9.0% 10.1% 8.4%
Broadband solutions Q4-08A Q1-09A| Q2-09A] Q3-09A Q4-09A Q4-09E Act/Est (%)
Sales 31.7 44.0 28.8 30.3 29.0 304 -4.8%
YoY growth (%) 25.9% 48.1% -14.5% 4.8% -8.5% -3.9%
EBITDA organic 1.1 2.7 0.5 0.4 1.7 1.9 9.8%
YoY growth (%) -140.6% -193.1% -92.3% 100.0% 55.3% 72.2%
EBITDA margin 3% 6% 2% 1% 6% 6%
EBIT organic 0.8 2.5 0.2 0.2 1.6 1.6 -1.5%
YoY growth (%) -122.0% -171.4% -97.0%|n.m. 112.6% 115.8%
EBIT margin 2% 6% 1% 1% 6% 5%
Real Estate Q4-08A Q1-09A| Q2-09A] Q3-09A| Q4-09A Q4-09E Act/Est (%)
Sales 68.6 53.8 62.0 834 72.5 70.8 2.4%
YoY growth (%) -71.5% -28.0% -47.5% -19.6% 5.7% 3.2%
EBITDA organic -21.4 0.5 -2.1 26 5.0 -2.6 92.3%
YoY growth (%) -175.0% -112.8% 600.0%| 1200.0% -76.6% -87.9%
EBITDA margin -31.2% -0.9% -3.4% 3.1% -6.9% -3.7%
EBIT organic -47.7 -2.2 -4.0 0.8 -7.0 6.6 6.1%
YoY growth (%) -296.5% -109.7% 48.1% 14.3% -85.3% -86.2%
EBIT margin -69.5% -4.1% -6.5% 1.0% -9.7% -9.3%

Source: Deutsche Bank, company data

Net debt
Figure 5: Q409 net debt evolution — Euro m
Q4-09A

Net debt - beginning of period 691
Quarter
EBITDA organic 147
Income from equity participations -19
CAPEX 112
Increase in NWC -205
Net financial charges net of dividends cashed in 46
Taxes 51
other -40
Net Debt - End of period 529

Source: Deutsche Bank, company data

Page 4 Deutsche Bank AG/London
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FY results review

FY results

Figure 6: FY09 consolidated P&L - Euro m

Act/Est

Consolidated FY 2008A| FY 2009A FY 2009E %
Sales 4,660 4,462 4,420 1.0%
YoY growth (%) -10.4% -4.2% -5.1%
EBITDA organic 373 508 500 1.7%
YoY growth (%) -35.8% 36.4% 26.1%
EBITDA margin 8.0% 11.4% 11.3%
EBIT organic 187 297 285 4.0%
YoY growth (%) -48.9% 58.4% 52.3%
EBIT margin 4.0% 6.7% 6.5%
Restructuring costs 144 80 86 -7.4%
EBIT reported 43 217 199 9.0%
income from equity participation (PRE) 13 57 35 61.4%
YoY growth (%) -107.0% 334.6% 169.2%
Net financial income/charges 61 85 99 -13.8%
YoY growth (%) -54.7% 39.5% 116.2%
Profit pre tax and extraordinaries 31 75.5 65 15.4%
YoY growth (%) -107.4% -343.9% -519.5%
Extraordinaries 314 - -
YoY growth (%) -1049.8% -100.0% -100.0%
Taxes 77 97.9 98 -0.6%
YoY growth (%) -42.7% 28.0% 35.7%
Minorities 65 46 42 8.3%
YoY growth (%) -140.9% -30.1% -35.4%
Net profit 357 23 9 157.8%
YoY growth (%) -325.4% -106.5% -102.6%
Source: Deutsche Bank, company data

Deutsche Bank AG/London Page 5
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Figure 7: FY09 by division

Act/Est
Tyres division FY 2008A| FY 2009A FY 2009E %
Sales 4,100 3,993 3,923 1.8%
YoY growth (%) -1.5% -2.6% -4.3%
EBITDA organic 441 538 512 5.1%
YoY growth (%) -19.6% 21.9% 16.0%
EBITDA margin 10.8% 13.5% 13.0%
EBIT organic 251 346 322 7.4%
YoY growth (%) -29.9% 37.7% 28.1%
EBIT margin 6.1% 8.7% 8.2%

Act/Est
Broadband solutions FY 2008A| FY 2009A FY 2009E %
Sales 124 132 134 -1.1%
YoY growth (%) 5.9% 6.5% 7.7%
EBITDA organic 5 5 5 -3.4%
YoY growth (%) n.m. n.m.
EBITDA margin 4.0% 41%
EBIT organic 4 5 5 -0.5%
YoY growth (%) n.m. n.m.
EBIT margin 3.4% 3.4%

Act/Est
Real Estate FY 2008A| FY 2009A FY 2009E %
Sales 365 272 270 0.6%
YoY growth (%) -57.2% -25.6% -26.0%
EBITDA organic - 18 |- 5] |- 3 92.3%
YoY growth (%) -128.5% -71.6% -85.2%
EBITDA margin -1.8% -1.0%
EBIT organic - 27 |- 12 |- 12 3.3%
YoY growth (%) -153.6% -54.1% -55.6%
EBIT margin -4.6% -4.4%

Source: Deutsche Bank, company data

Page 6 Deutsche Bank AG/London
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Valuation and risks

SOTP-based target price remains E0.50

We have been confident for some time that management will address the issue of a holding
discount by mid-2010. Thus, instead of applying the 20% holding discount on NAV, we
applied it to the stub (left over after spinning off Real Estate and Tyres). For Tyres, we apply
the average of 6x 2011E EV/EBITDA and 12x 2011E P/E. BB Solutions and Environment are
both valued at 1x 2008E sales.

Figure 8: Pirelli’'s SOTP

Value of Pirelli's stake
% owned Euro million % on Equity

EV Pirelli Tyres (net of brand) 100.0% 2,895 98%
Debt Pirelli Tyres 2010E 1,275 -43%
Equity value Pirelli Tyres 1,619 55%
EV Pirelli Environment 51.0% 30 1%
EV Pirelli Broadband solutions 100.0% 135 5%
Total EV industrial operations ex Tyres 165 6%
Consolidated debt ex Tyres & real estate (2010E) -499 17%
Equity value industrial operations ex Tyres 664 23%
Equity value industrial operations 2,283 7%
Extraordinary dividend (31st March 2008) 0 0%
Value of listed assets

GIM 7.04% 0 0%
RCS Mediagroup 5.24% 48 2%
Mediobanca 1.84% 121 4%
Avanex (Nasdaq) 12.40% 34 1%
Pirelli Real Estate 56.45% 216 7%
Telecom ltalia 0.29% 42 1%
Treasury stock 0.05% 1 0%
Pirelli Real Estate capital increase 0

Unlisted assets 149 5%
Pirelli brand value 245 8%
Pensions 67 -2%
Minorities (valued at company's P/BV) 0 0%
Capitalized holding costs (8% cost of capital) 125 -4%
Total Equity value 2,947 100%
N. of ordinary shares f.d. (mil) 5,233

N. of savings shares (mil) 135

Total n. of shares (mil) 5,368

Equity value per ord share (Euro) 0.55

Equity value per sav share (Euro) 0.62

Saving shares premium (discount) to ord 13.0%

Sum of the Parts per ord share (Euro) 0.55

Sum of the Parts per sav share (Euro) 0.62

Current price ordinary shares (Euro) 0.43

Source: Deutsche Bank

Deutsche Bank AG/London Page 7



Deutsche Bank

10 March 2010  Tires Pirelli & C

Valuation of the Tyres business implied by current market cap:
4x EBITDA

Figure 9: Pirelli —- SOTP after the Pirelli Tyres holding spin-off

Eurom Euro/share 2010E 2010E 2011E 2011E
EV/EBITDA P/E EVIEBITDA P/E

Tyres EV 2,895

Debt 1,275

[Pirelli Tyres Equity @ t.p. 1,619 0.30] 54 | 100 [ 52 | 89 ]
[Pirelli Tyres Equity @ Michelin multiple 2,060 0.38] 62 | 127 | 59 [ 113 |
|Real estate 216 0.04]

Environment 30 no discount should be

Broadband 135 applied to the holding's cash

Financial stakes 396

Liabilities (capitalized holding costs) -192

Brand 245

Net cash _ 499] & 0.09]

Pirelli stub post real estate spin off 1,112 0.21

Grand total SOP @ t.p. 0.54

Grand total SOP @ Michelin multiple 0.63

|Ho|ding discount (20% of the stub) 0.04

SOP after holding discount 0.50

"" @ Michelin multiple 0.59

Target price 0.50

Source: Deutsche Bank

Figure 10: Tyres — implied valuation

Pirelli's market cap 2,297
Olimpia's value based on TlI's market price 0
Value of Pirelli's peripheral assets 246
Pirelli RE - market price 216
Estimated EV of broadband solutions and Environment 165
Debt industrial operations (2010E) ex Tyres -499
Unlisted assets 149
Pirelli brand value 245
Other Liabilities 192
Extraordinary dividend (March 2008) 0
Implied equity value of the tyres business 969
Debt Pirelli Tyres 2010 1,156
Tyres EV 2,126
Implied 2010E EV/EBITDA tyres - proportional consolidation (x) 4.0

Source: Deutsche Bank

Risks

Downside risks: a longer-than-expected recession hitting Tyres/Real Estate more than
accounted for in our model and the effect of raw material price hikes.

Page 8 Deutsche Bank AG/London
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Financials

Figure 11: Pirelli & C. consolidated P&L - Euro m

Year end 31 Dec 2004 2005 2006 2007 2008 2009 2010E 2011E
Net sales 3,967 4,546 4,833 5,200 4,660 4,462 4,764 4,897
YoY change (%) -40.5 14.6 6.3 7.6 -10.4 -4.2 6.8 2.8
Materials and other external costs 2,521 2,945 3,141 3,466 3,231 2,908 3,135 3,181
Added value 1,446 1,601 1,692 1,733 1,428 1,555 1,630 1,716
Personnel costs 968 1,030 1,076 1,153 1,032 1,047 1,085 1,106
Organic EBITDA 477 571 617 581 396 508 545 610
YoY change (%) -24.0 19.6 8.1 -5.8 -31.8 28.2 7.2 12.0
Depreciation and amortisation 208 216 215 214 209 211 230 225
Provisions 0 0 0 0 0 0 0 0
Organic EBIT 269 355 401 367 187 297 315 385
YoY change (%) 0 32 13 -8.6 -49 59 6 22
Restructuring costs 0 0 0 0 144 80 30 20
Reported EBIT 269 355 401 367 43 217 285 365
Net financial income/charges -65 -129 -88 -135 -46 -85 -56 -34
Income from Equity participations (PRE & other) 100 251 104 186 -13 -57 30 45
Current pre-tax profit 304 478 417 418 -16 75 259 377
YoY change (%) 265 57 -13 0 -104 n.m. 245 46
Extraordinaries 87 50 -1,508 33 -324 0 0 0
Pre-tax profit 391 527 -1,091 451 -340 75 259 377
Taxes 87 128 128 134 73 98 131 162
Tax rate (%) 22 24 -12 30 n.m. 130 51 43
Minorities 53 72 119 159 -65 -45 26 56
Net Profit 251 327 -1,337 158 -347 23 102 159
YoY change (%) -738 30 -508 n.m. -319 n.m. 350 56
Cash flow 513 615 -1,003 531 -204 188 357 440
YoY change (%) 40 20 -263 -153 -138 -192 90 23
Adjusted net profit 183 290 171 135 -8 81 124 174
YoY change (%) -8,115 58 -41 -21 -106 -1,143 54 40

Profit and loss account (as a % of sales)

Year end 31 Dec 2004 2005 2006 2007 2008 2009 2010E 2011E
Net sales 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Materials and other external costs 63.6 64.8 65.0 66.7 69.3 65.2 65.8 65.0
Added value 36.4 35.2 35.0 33.3 30.7 34.8 34.2 35.0
Personnel costs 244 22.7 22.3 222 222 235 22.8 22.6
Reported EBITDA 12.0 12.6 12.8 11.2 8.5 11.4 11.4 12.5
Depreciation and amortisation 53 4.7 4.5 41 4.5 4.7 4.8 4.6
Provisions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
EBIT 6.8 7.8 8.3 71 4.0 6.7 6.6 7.9
Net financial income/charges -1.6 -2.8 -1.8 -2.6 -1.0 -1.9 -1.2 -0.7
Others 25 5.5 2.2 3.6 -0.3 -1.3 0.6 0.9
Current pre-tax profit 7.7 10.5 8.6 8.0 -0.3 1.7 5.4 7.7
Extraordinaries 2.2 1.1 -31.2 0.6 -7.0 0.0 0.0 0.0
Pre-tax profit 9.9 11.6 -22.6 8.7 -7.3 1.7 5.4 7.7
Taxes 2.2 2.8 2.6 2.6 1.6 2.2 2.7 3.3
Minorities 1.3 1.6 2.5 3.1 -1.4 -1.0 0.5 1.1
Net Profit 6.3 7.2 -27.7 3.0 -7.5 0.5 2.1 3.3

Source: Deutsche Bank, company data

Deutsche Bank AG/London Page 9
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Figure 12: Pirelli consolidated balance sheet — Euro m

Year end 31 Dec 2004 2005 2006 2007 2008 2009 2010E 2011E
Trade accounts receivable 1,504 943 1,000 1,102 1,298 1,155 1,196 1,192
Inventories 1,058 681 716 770 690 661 705 725
Other current assets 347 438 412 443 387 297 317 326
- Trade accounts payable 1,609 1,018 1,102 1,162 1,021 978 1,023 1,030
- Other current liabilities 1,118 1,239 704 711 718 625 631 637
Net working capital 182 -195 321 442 636 509 564 575
Prop. plants equipment 2,081 1,572 1,575 1,647 1,568 1,582 1,660 1,747
Intangibles 513 477 516 616 617 617 617 617
Financial assets 3,679 5,705 4,860 1,630 1,310 1,064 1,076 1,088
Total assets 6,273 7,754 6,951 3,894 3,495 3,263 3,354 3,453
- Allowance for severance indemn. 569 511 416 257 356 344 313 295
- Other long-term liabilities 444 258 359 367 374 381 389 397
Total invested capital 5,441 6,791 6,496 3,712 3,401 3,047 3,216 3,336
Minorities 339 409 807 966 203 330 356 412
Shareholder's equity 3,502 5,205 3,710 3,042 2,166 2,188 2,209 2,290
Equity 3,841 5,614 4,517 4,008 2,368 2,518 2,565 2,701
As a % of total invested capital (%) 71 83 70 108 70 83 80 81

Long term debt 1,933 1,551 1,377 1,405 1,433 1,462 1,491 1,521
Due to banks 804 618 1,582 2,409 1,582 1,582 1,682 1,582
- Cash and cash equivalent 1,136 992 980 4,110 1,982 2,515 2,422 2,468
Net financial debt 1,600 1,177 1,980 -296 1,033 529 651 635
As a % of total invested capital (%) 29 17 30 -8 30 17 20 19
CASH FLOW

Year end 31 Dec 2004 2005 2006 2007 2008 2009 2010E 2011E
EBIT 269 355 401 367 187 297 315 385
Taxes paid 87 128 128 134 73 98 131 162
Depreciation and amortisation 208 216 215 214 209 211 230 225
Cash flow 390 442 489 447 324 410 414 448
Capex 296 234 239 287 297 225 308 311
- Other net investments 0 0 0 215 -110 -226 12 12
-NWC increase -436 =377 516 121 194 -127 54 11
Free cash flow 530 585 -266 -175 -58 538 39 114
- Dividends 109 132 150 0 920 0 81 79
Issue of shares 1 1,235 27 0 0 0 0 0
Other =277 -1,266 -415 2,450 -346 -39 -80 -18
Year-end net financial debt 1,600 1,177 1,980 -296 1,028 529 651 635
KEY RATIOS

Net Working Capital/Sales 5% -4% 7% 8% 14% 11% 12% 12%
Net Capital Employed/Sales 148% 155% 142% 78% 81% 77% 76% 76%
Capex/Sales 7% 5% 5% 6% 6% 5% 6% 6%
ROCE 4% 5% 6% 7% 5% 8% 9% 10%
ROE 7% 8% -30% 5% -13% 1% 5% 7%
Net Debt/Equity -42% -21% -44% 7% -43% -21% -25% -23%

Source: Deutsche Bank, company data
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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price* Disclosure
Pirelli & C PECILMI 0.43 (EUR) 10 Mar 10 7.8

*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States. See

“Important Disclosures Required by Non-US Regulators” and Explanatory Notes.

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

8. Deutsche Bank and/or its affiliate(s) expects to receive, or intends to seek, compensation for investment banking services
from this company in the next three months.

Important Disclosures Required by Non-U.S. Regulators

Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes.
7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.egsr?ricCode=PECI.MI.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Carola Bardelli
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Historical recommendations and target price: Pirelli & C (PECI.MI)
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3. 12/3/2008: Buy, Target Price Change EUR0.79 12, 11/3/2009: Upgrade to Buy, Target Price Change EUR0.23
4. 26/3/2008: Buy, Target Price Change EUR0.82 13. 7/4/2009: Downgrade to Hold, EUR0.23
5. 31/3/2008: Buy, Target Price Change EUR0.66 14. 12/6/2009: Upgrade to Buy, Target Price Change EUR0.34
6.  9/5/2008: Buy, Target Price Change EUR0.73 15.  28/9/2009: Buy, Target Price Change EUR0.40
7. 18/7/2008: Buy, Target Price Change EUR0.56 16. 22/10/2009: Buy, Target Price Change EUR0.47
8.  6/8/2008: Buy, Target Price Change EUR0.54 17. 8/3/2010: Buy, Target Price Change EUR0.50
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Equity rating key Equity rating dispersion and banking relationships
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Notes:
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prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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