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Pirelli & C

Keeps Growing Thanks to Premium Resilience

Pirelli & C - Key estimates and data

Y/E December 2010A 2011E 2012E 2013E
Revenues EUR M 4,848.43 5,770.65 6,618.85 7,193.95
EBITDA EUR M 629.03 836.10 1,087.66 1,254.11
EBIT EUR M 407.83 583.90 737.16 895.71
Net income EUR M 21.33 315.77 400.34 500.65
Dividend ord. EUR 0.17 0.22 0.32 0.42
Adj. EPS EUR 0.57 0.71 0.88 1.09
EV/EBITDA X 5.58 4.55 3.84 3.40
Adj. P/E X 11.32 9.10 7.27 5.87

A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research

The new Business Plan. On 9 November in London, Pirelli disclosed its 2012-14 business
plan that envisages a 10% revenues CAGR to EUR 7.7Bn and a 15-16% EBIT margin by the
end of 2014. Over 2015, the group points to an operating profitability above 16%. Overall
the plan takes into account a moderate volume growth (+3% CAGR), the contribution of the
Russian JV (+2%) and a still significant boost in group price mix (+5% CAGR 2011-14.). The
driver behind this significant growth at the top line level and the impressive targeted
improvement in operating profitability relies in the combination of two strategies: 1) a
continuous leverage on the Premium segment, which should support improvements in the
consumer segment; 2) a regional strategy for trucks & special vehicles; 3) the implementation
of an efficiency plan for roughly EUR 250M; and 4) a sharp increase in capacity in order to
meet the future demand in premium and emerging markets. Despite the boost in the capex
plan to EUR 2.4Bn (2011-14), Pirelli targets a superior cash generation (EUR 3.2Bn), which
could drive the 2015 NFP below EUR 600M (with a net debt/EBITDA ratio at 0.4x) after the
expected peaks in 2012 (NFP below EUR 1Bn) and 2013 (NFP below EUR 1.1Bn).

Outlook. While we concur that the group long term targets might look aggressive, we also
believe that they are not fully out of reach. We believe that strong group track record
achieved so far, along with the fact that Pirelli’s market share in the premium segment is still
relatively small, leaves room for a significant improvement and we believe that Pirelli will
progressively reduce its gap with the main premium player Nokian. We also appreciate the
group caution on the 2012 outlook and the Industrial segment trend. Thanks to the group’s
focus on the premium segment and exposure to the truck segment, mainly in emerging
countries, we view Pirelli’s next year targets as achievable. We also appreciate the group’s
2012 contingency plan: Pirelli’s high flexibility in tightening 20% of its capex plan and
containing labour costs, together with a likely softening of the commodities should guarantee
the maintenance of an 11% operating profitability, i.e. the bottom of the group EBIT margin
target range.

Estimates and valuation. Given the strong group track record to date, we raised our 2012-
14 projections for the group. For 2012, we positioned in the middle of the guidance range
(EBIT margin for 2011-12 between 11-12%). While 2012 is expected to be characterised by a
slowdown of the market, we believe that group profitability might also be supported by a
definitely lower pressure by raw materials. Despite the stock outperformance during the last 3
months, our new estimates suggest there is still an unexpressed value in Pirelli Tyre, for which
we improved our equity valuation to EUR 4.2Bn bringing our SOP to EUR 9.32/share. We
view EUR 7.40/share as a potential floor valuation in case Pirelli has to face its so called
contingency plan.

Key risks. The main risks to our SOP value are: 1) a severe downturn of the reference market
and sector overcapacity; 2) bad execution of the implementation of Russian initiatives; 3) price
war amongst players in case of recession; and 4) lack of working capital control.
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The Business Plan at a Glance

After having beaten the profitability targets for the second consecutive year, a year ahead of
time, on 9 November in London, Pirelli disclosed its 2012-14 business plan and group outlook
on 2015.

While fine-tuning downward its 2011 revenue target due to a higher than expected slowdown
in volumes mainly in the truck segment, only partially offset by a better pricing mix trend, the
company targets a 10% revenues CAGR to EUR 7.7Bn and a 15-16% EBIT margin trend for
2011-14. Over 2015 the group points to an operating profitability above 16%. Overall the plan
takes into account a moderate volume growth (+3% CAGR) , the contribution of the Russian JV
(+2%) and a still significant boost in group price mix (+5% CAGR 2011-14). With tyres now
representing 99% of group revenues, Pirelli Group and Pirelli Tyre targets are broadly aligned.

- _70TTE" B 70T7E" R 20T

Total Revenues <58 ~6.7 =
YoY CAGR 11-14
Growth rate 16% 10%

o/w Russia JV 6% 2%

o/w volumes ~+3% 2% 3%

o/ Premium 23% 20% 17%

o/w price/mix ~+18% 8% 5%
EBITDA"% ~14%, 15% 16% 19% 20%
EBIT*% ~10% 1% 12% ~15% ~16%

o/W Russia mid single digit 14% 15%

(Eimin) 2011 2012 2014

Holding Costs & LTI provisions =20 ing Tyre ing the new izatk

Minor Business & other

SRy ~-35 <-20 <10

*After continuous restructuring

Source: Company data

The driver behind this significant growth at the top line level and the impressive targeted
improvement in operating profitability is once again the expansion of the Premium segment,
which should support the improvements in the consumer segment, particularly in Europe. As
previously mentioned, demand in the European premium segment is expected to grow at a
compound annual rate of 7.9% (9.6% globally thanks to the APAC area), and should play an
important role in the achievement of these targets. At the end of the plan in Europe, thanks also
to the winter tyre contribution, roughly 80% of revenues should come from the premium
segment (expected to grow by 7.9% at a European level). Globally, the weighting of the
premium segment in Pirelli’s Car business should stand at 60% in terms of revenues and 81% in
terms of EBIT by 2015. The Group's continuous efforts in the premium segment also represent
the bulk of Pirelli’s expansion strategy in the motorcycle segment, where the company targets
increasing its revenues by 10% on a compound annual growth rate (2011-2014) and where
operating profitability is already at 17% and, despite a momentary slowdown due to start up
costs for the new Chinese factory, should further improve to 17.5% by the end of 2014. We
also highlight that Pirelli’s business plan does not yet take into account, unless on the
investment side, the potential positive impact of group new manufacturing activities in Indonesia
in the motorcycle tyre segment that once on stream, might further enhance Pirelli motorcycle
tyre revenues by roughly EUR 100M contributing to a further improvement in profitability thanks
to lower cost sourcing from Indonesia.

Pirelli & C
23 November 2011

The 2012-14 targets

Leveraging on premium
tyres
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Premium Tyres continue to grow above the standards ‘ Premium tyres: a growing segment even during market
downturn

2 Premium

2012

2014 2015
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As for Consumer (i.e. cars and motorcycles), the group targets a 13% CAGR in revenues, mainly
driven by the contribution of premium tyres to the division, 4% by volumes and a 6% rise in the
price mix. On the back of the abovementioned actions for both cars and in motorcycles, Pirelli
consumer division is expected to record a very significant improvement in its operating
profitability, seen at 16.5-17.5% as early as 2014.

Consumer Tyres - Pirelli targets 2012-14
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Group targets for the Industrial division appear less ambitious and also take into account a
slowdown by the truck division in 2012: as for trucks, the driver behind the improvement in
group profitability will mainly rely on the still healthy demand of emerging countries and Pirelli’s
manufacturing footprint, which is highly skewed towards fast growing and low labour cost
countries.

Alongside the expansion in the premium segment, Pirelli plans roughly EUR 250M of efficiency
gains. A strong progression in group fundamentals is expected to be driven by a sharp increase
in capacity in order to meet the future demand in premium and emerging markets. In this
context, the group increased its 2011-14 capex plan from EUR 1.9Bn to EUR 2.4Bn including
Russia and also the newly-announced initiatives in Argentina, for radial truck tyres, and in
Indonesia, for the motorcycle segment. Despite the hike in capex between 2011 and 2015,
Pirelli targets a superior cash generation (EUR 3.2Bn) which could drive the 2015 NFP below EUR
600M (with a net debt/EBITDA ratio at 0.4x) after the expected peaks in 2012 (roughly EUR 1Bn)
and 2013 (below EUR 1.1Bn). Cumulative dividends are expected in the region of EUR 800M,
implying a 40% payout ratio.

Intesa Sanpaolo Research Department
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Updated capex plan
old Plan 20112015
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The Group’s premium strategy in the car and motorcycle segments together with the  Significant operating
implementation of a regional strategy in truck and special vehicles, should enable the company  profitability improvement
to reach a significant operating profitability improvement across all Pirelli’'s main geographical ~ across all Pirelli’s main
markets. In the following table we show Pirelli’s objectives by geographical area: as we can see, ~ geographical markets
while South America is expected to maintain its high level of profitability, the boost for the

improvement in group operating profitability will come from: 1) Europe, thanks to the higher

weighting of premium tyres; 2) Russia, where the group aims to be a leading player in the

winter segment; and 3) Asia where the group has recently established a new production

capacity in order to meet the OE demand of the main German car makers (i.e. the players mostly

positioned in the premium segment), which directly manufacture in Asia.

Pirelli targets by geographical area

2011 2012 2013 2014
Europe
Revenues 2200 <2400 <2500 2600
EBIT% from low to high teen
Russia
Revenues 0 300 NA >500
EBIT% 0 mid single digit NA 14-15%
NAFTA
Revenues 580 660 NA 710
EBIT% from low one digit to add by 2013
South America
Revenues 1960 2180 2500
EBIT% mid teen across the years
MEA
Revenues 530 560 NA 600
EBIT% mid teen across the years
Asia
Revenues 370 490 NA 690
EBIT% from low one digit to double digit by 2013

NA: not available; Source: Company data
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Pirelli has also outlined a 'contingency plan', which envisages a 10% slowdown in volumes for
Original Equipment, a 20% volume market decrease in the truck sector or a sell out drop of
more than 10%. Should this scenario materialise, Pirelli plans to act on its investments (with a
flexibility of 20% compared to the figures indicated in the plan), on labour costs and on the
efficiency plan. Thanks to these actions the group is confident of meeting the low end of its
2012 EBIT margin range, i.e. 11%.

The group is factoring in a slowdown scenario for 2012, but not a crisis one. The 2012 guidance
envisages a 16% rise in revenues to EUR 6.7Bn, split as follows: +6% from Russia, +2% from
volumes (with premium volumes up by 20%), +8% from price/mix. In this context and taking
into account that almost half (EUR 120M) of the efficiency plan will be implemented next year,
the group targets an EBIT margin of 11-12%. In Consumer, revenues are seen at EUR 4.9Bn
with an EBIT margin of 12.5-13.5%, while for Industrial, which is suffering from a slowdown in
volumes, especially in Europe, the operating profitability has been revised downwards to 9-10%
in front of EUR 1.79Bn of expected sales. The company does not expect significant headwinds
from raw materials in 2012, while the forex impact is seen negative at EUR 140M.

Intesa Sanpaolo Research Department

Pirelli & C
23 November 2011

The contingency plan

Short-term targets
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Our View and New Earnings Outlook

Overall, we view the business plan presentation as impressive, confirming Pirelli’s ongoing
efforts to become a leading player in the premium segment.

We admit that Pirelli’s long-term EBIT margin targets might look optimistic, as they rely on an  Strong track record
impressive market share growth in the premium tyre segment, particularly winter tyres, both in  reinforces business plan
Russia and in Europe where we estimate the group enjoys a market share of roughly 7.6%.  credibility

Although being ambitious, we do not believe that the group targets are out of reach, as given

the small group market share in premium segments, Pirelli has room to grow and a recovery in

operating profitability could be significant if the volume and pricing scenarios remain healthy. As

for the long-term targets, however, we would not exclude that the group could be subject to

some execution risks, especially regarding its initiative in Russia, where the group has to realign

the JV manufacturing process and equipment to their standards.

As for 2012 targets (revenues of EUR 6.7Bn and EBIT between EUR 737M and EUR 804M) they
are higher than our estimates (by 4.8% for revenues and between 6.1% and 15.7% for EBIT).
Including the Russian JV (so far not included in our model) our old estimates pointed, in fact, to
2012 revenues of around EUR 6.5Bn and an aggregate EBIT (i.e. including Russia) of EUR 694M,
implying an EBIT margin of 10.9%.

While fine-tuning our 2011E estimates in order to be more in line with group indications after  Significant upward revision
the 9M release, we upgrade our earnings outlook for 2012E-15E. In the following table we  for Pirelli Tyre

show the main changes for Pirelli Tyre and the entire group: in detail we upgrade our

projections for Pirelli Tyre EBIT by 12.6% and 29.3%. While remaining somewhat cautious on

2012, which should be characterised by a slowdown of the end market, we projected a

significant improvement in Pirelli Tyre profitability over the long term. Given the strong group

track record and its strategy focused on the premium segment, we believe the group has good

chances to partially fill its gap with pure premium tyres such as Nokian.

Pirelli Tyre - main changes in estimates

EURM old (*) New

2011E 2012E 2013E 2014E 2015E 2011E 2012E 2013E 2014E 2015E
Net revenues 5807.29 6094.04 6330.43 6457.04 6586.18 5708.55 6555.54 7129.30 7675.18 7956.62
Raw materials 2510.8  2633.8 2736.0 2790.7  2846.5 2432.7 2793.1 3037.3 3269.8  3389.6
External Services & Others 1495.4 1569.3 1630.1 1662.7 1696.0 1470.0 1688.1 1835.9 1976.4 2048.9
Value Added 1,801.11 1,890.95 1,964.30 2,003.59 2,043.66| 1,805.88 2,074.35 2,256.13 2,428.93 2,518.12
Labour Cost 924.2 978.3 1001.5 1021.5 1042.0 915.3 959.4 982.2 1001.9 1021.9
EBITDA pre restructuring 876.9 912.7 962.8 982.0 1001.7 890.6 1114.9 1273.9 1427.0 1496.2
Other items & write down -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0
EBITDA Reported 856.9 892.7 942.8 962.0 981.7 870.6 1094.9 1253.9 1407.0 1476.2
EBITDA% 14.8 14.6 14.9 14.9 14.9 15.3 16.7 17.6 18.3 18.6
Depreciation 220.0 220.0 240.0 227.5 227.5 240.0 337.5 345.0 300.0 240.0
Non recurring items (write down) -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0
EBIT 636.87 672.69 702.79 73455 754.19 630.57 757.41 908.88 1,107.04 1,236.19
EBIT% 11.0 11.0 1.1 11.4 11.5 11.0 11.6 12.7 14.4 15.5
Pre-tax 552.17 588.41 626.13 683.07  724.49 545.87 650.83 802.32 1,033.21 1,205.95
Taxes 201.5 203.0 206.6 225.4 239.1 196.5 234.3 288.8 372.0 434.1
Minorities 20.50 21.84 23.24 25.36 26.90 20.27 24.16 29.79 38.36 44.77
Net Attributable Income 330.13 363.56 396.26 432.30 458.51 329.09 392.37 483.70 622.89 727.04
Tax rate % 36.5 34.5 33.0 33.0 33.0 36.0 36.0 36.0 36.0 36.0
Capex 550.0 400.0 400.0 350.0 u350.0 600.0 675.0 575.0 500.0 400.0
NFP 814.5 801.8 742.5 566.8 298.1 8688 12175 12879  1166.3 665.7

Source: Intesa Sanpaolo Research estimates (*) Official figures excluding Russia
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We also show our main estimates for the Pirelli Tyre BU. As for Consumer, we also highlighted
our projections for the Russian JV that as for long term targets appear now more aligned to

group business plan indications.

Pirelli tyres Consumer BU

2011E 2012E 2013E 2014E 2015E
Consumer revenues 4048 4822 5314 5772 6010
Car 3,625 4,044 4,363 4,665 4,819
Moto 424 484 526 587 642
Russia 294 425 520 549
Consumer EBIT 485 605 734 898 984
Car 413 510 600 719 774
Moto 72 80 89 103 114
Russia 0 16 44 76 95
Consumer EBIT margin % 12.0 12.6 13.8 15.6 16.4
Car % 11.4 12.6 13.8 15.4 16.1
Moto % 17.0 16.5 17.0 17.5 17.8
Russia % NM 5.3 10.3 14.7 17.3

Source: Intesa Sanpaolo Research estimates

Pirelli Tyres Industrial BU

2011E 2012E 2013E 2014E 2015E
Industrial Revenues 1,660 1,733 1,815 1,904 1,946
Industrial EBIT 146 152 175 209 252
Industrial EBIT mgn % 8.8 8.8 9.6 11.0 13.0

Source: Intesa Sanpaolo Research estimates

We also show below our estimates at the consolidated level bearing in mind that minor
businesses should progressively reduce their operative losses.

Pirelli Group - Income statement

Pirelli & C
23 November 2011

EUR M Old New

2011E 2012E 2013E 2011E 2012E 2013E 2014E 2015E
Net Revenues 5,869.4 6,197.3 6,465.1 5,7706 6,6189 7,1939 7,741.3 8,024.3
-of which Tyres 5,807.29 6,094.04 6,330.43| 5,708.55 6,555.54 7,129.30 7,675.18 7,956.62
EBITDA reported 821.6 877.7 953.6 836.1 1,087.7  1,254.1 1,412.6 1,486.7
(depreciation) -232.2 -233.0 -253.4 -252.2 -350.5 -358.4 -314.5 -255.5
EBIT pre restructuring 609.4 664.7 720.2 603.9 757.2 9157  1,118.1 1,251.2
-of which Tyres 656.9 692.7 722.8 650.6 777.4 9289 1,127.0 1,256.2
EBIT% pre restructuring 10.4 10.7 1.1 10.5 11.4 12.7 14.4 15.6
-EBIT % Tyres 1.3 1.4 11.4 11.4 11.9 13.0 14.7 15.8
Restructuring Charges -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0 -20.0
EBIT Reported 589.4 644.7 700.2 583.9 737.2 895.7 1098.1 1231.2
-of which Tyres 636.87 672.69 702.79 630.57 757.41 908.88 1,107.04 1,236.19
EBIT reported% 10.0 104 10.8 10.1 1.1 12.5 14.2 15.3
-EBIT% Tyres % 11.0 11.0 11.1 11.0 11.6 12.7 144 15.5
Financial Charges -90.8 -92.3 -85.6 -90.8 -114.6 -115.5 -81.4 -36.8
Income from equity participations 0.3 0.3 1.3 0.3 0.3 0.3 0.3 0.3
Pre-tax profit / (loss) 498.8 552.7 615.9 493.4 622.9 780.5 1,017.0 1,194.6
Taxes -182.6 -188.3 -202.7 -177.6 -222.5 -279.9 -365.7 -430.4
Minorities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Discontinued Operations 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Attributable profit / (loss) 316.2 364.4 413.2 315.8 400.3 500.6 651.3 764.3
Debt (Cash) 696 683 642 750 1123 1205 1087 582
-of which Pirelli Tyre 815 802 743 869 1217 1288 1166 666
-of which Corporate -119 -119 -101 -119 -95 -83 -79 -84
Source: Intesa Sanpaolo Research estimates
Intesa Sanpaolo Research Department 7
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Valuation

Pirelli's defensive features within the automotive sector are well reflected by the stock  Upgrading Pirelli Tyre
performance to date. While the stock has far outperformed the market, our updated SOP  equity value
analysis would still suggest a fair value of EUR 9.32/share, i.e. 45% above current prices.

As for our SOP analysis we take into account the potential equity value of Pirelli Tyre derived as
an average of the traditional peers analysis, the DCF and the valuation of Pirelli's car Premium
Tyres (roughly 51% and 80% of car tyres revenues and EBIT in 2012 including Russia) on the
basis of its most direct peers Nokian. On average we derive an equity value for Pirelli Tyre of EUR

4.2Bn.

Pirelli SOP Stake (%) No Sh (000) Price (EUR)  Equity Value % Comments
(EUR M) Weight

Pirelli Tyres 100.0 - - 4,204.1  96.8 2011 Peer comparison and DCF

Pirelli Ambiente/Pirelli Ecotechnology ; 5 Book value

Holding Costs -84.70  -2.0 Capitalised costs

RCS 5.18 37.8 0.6 244 0.6 Market cap

Mediobanca ord 1.81 15.0 4.7 70.7 1.6 Market cap

Treasury 0.16 0.8 6.4 4.9 0.1 Treasury at market price

Total Pirelli main assets 4,241 977

Other Pirelli assets 100.00 2.3 Book value

Total Gross assets 4,341 100.0

Pirelli Corporate net debt 12(Cash) -94.8

Total Net Assets 4436.3

Pirelli & C Total Market Value 3054.3

Pirelli SOP per share 9.32

Current Price per share 6.40

Source: Intesa Sanpaolo Research estimates

Pirellli Equity valuation

EUR M

Equity Value on P/E12 peers (Michelin and Continental) 22939

Equity Value on EV 12 peers (Michelin and Continental) 2184.7

Equity value on EV12 with premium consumer valorised at Nokian multiples 4084.5

Equity value from DCF 2011-15 -
Total Average Equity valuation Pirelli Tyres 4204.1

Pirelli Tyre peers

EV/sales EV/EBITDA EV/EBIT P/E

2011 2012 2013 2011 2012 2013 2011 2012 2013 2011 2012 2013
Michelin 047 044 041 338 315 284 516 495 434 595 575 528
Continental AG 055 050 043 387 351 312 6.16 574 470 645 594 511
Goodyear Tire & Rubber Co. 025 024 023 295 279 250 464 426 377 617 488 420
Bridgestone Corp. 058 0.54 048 487 415 341 888 698 568 11.41 894 773
Yokohama Rubber Co. Ltd. 056 046 044 574 429 374 1153 838 7.15 1161 7.77 678
Sumitomo Rubber Industries Ltd. 065 061 056 542 470 403 973 760 658 11.09 7.81 7.22
Hankook Tire Manufacturing Co. Ltd. 120 1.11 1.00 7.62 621 565 1298 967 862 1503 1052 9.38
Nokian Renkaat Oyj 205 187 160 641 617 533 761 753 636 975 9.70 852
Yokohama Rubber Co. Ltd. 056 046 044 574 429 374 1153 838 7.15 1161 7.77 6.78
Average most direct peers (Michelin and Continental) 051 047 042 362 333 298 566 534 452 620 585 520
Average all 079 072 0.64 503 437 383 833 68 590 968 7.67 6.78

Source: FactSet price 18/11/11
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The hidden value of premium tyres

As for our peer valuation, while we already report above
highlight the potential equity value of Pirelli Tyres if, in
comparison with European leading players (Michelin and

the sector peers multiple, we also
stead of applying a simple peers
Continental), we extrapolate the

hidden value of Pirelli premium tyres. We highlight that, according to the company, the business
plan has provided a rather precise definition of its premium segment, Pirelli premium tyres
should account for 51% of Pirelli car revenues and roughly 80% of car tyres EBIT, including the
Russian initiatives.

Pirelli & C

23 November 2011

Pirelli - Tyre equity value valorising premium segment
Sales 12 EBITDA 12 EBIT 12 EV/sales12 EV/EBITDA EV/EBIT12 EV Peers
12
Total sales Tyres 2011 6,556 1,095 757
- of which consumer (Car and Moto) 4,822 853 605
- of which only car consumer (Including 4,338 751 505
Russia)
-premium tyres in car consumer including 2212.4 601.1 404.3 1.9 6.2 7.5 3633.3 Nokian
Russia ( respectively 51% and 80% of car
revenues and EBITDA/EBIT)
- Other Consumer non premium and 4343.2 4939 353.1 0.5 3.3 5.3 1857.3  Michelin and
industrial Continental
Net Debt 2012E -1217
Pension Funds 2012 E -159
Minorities (P/E12E) -30
Total Pirelli Tyre equity value 4084
Source: Intesa Sanpaolo Research estimates
Pirelli - New view on Premium segment
NEW VIEW PREMIUM CAR
CAR SALES BREAKDOWN EBIT BREAKDOWN
PREVIOUS - Ebin Margin
‘:'Eown;?nseﬂ:es 3.5 4.0 4.3 5.1 12%  13M14% 13M4% 17118%
except LatAm
8 50% M 55% @ 51% @ 58%
) H 84% [ 82% [ 0% [ 81%
Pramium
Non M 35% 34% 32% 31%
premium 3 17% [ 11% T [ i i I
2011E 2011E 2012E 2012E 2014E 2011E 2012E 2012E 2014E
Gilobal wio with Global wio with Y
scheme Russia JV Russia JV scheme RussiaJV Russia JV
Technical classification
Premium WYZ, RF, Motosport, SUV & Winter= H
Medium* ¥, H, SUV & Winter= H
Standard T, Associated Brands
V considered Premium for the Indusiry, H considered Premium for some compefitars
Source: Company data
Intesa Sanpaolo Research Department 9



The DCF models factor in the full Business Plan implementation

Lastly, we show below our DCF analysis, that takes into account the entire business plan time
horizon, and suggests a highly generous Equity value for Pirelli Tyres.

Pirelli & C
23 November 2011

Pirelli Tyres DCF

2011E 2012E 2013E 2014E 2015E

Sales 5,708.5 6,555.5 7,129.3 7,675.2 7,956.6
Growth % 19.6 14.8 8.8 7.7 3.7
EBIT 630.6 757.4 908.9 1,107.0 1,236.2
Margin % 11.0 11.6 12.7 14.4 15.5
Depreciation and amortization 240.0 337.5 345.0 300.0 240.0
EBITDA 870.6 1,094.9 1,253.9 1,407.0 1,476.2
Cash flow from operations 643.6 822.2 926.7 1,008.5 1,031.2
Capex 600.0 675.0 575.0 500.0 400.0
Decrease (increase) in working capital 88.0 79.5 53.9 51.3 26.4
% Working capital on Sales 9.4 9.4 9.4 9.4 9.4
Other changes in cash (c) 0.0 0.0 0.0 0.0 0.0
Free cash flow -44.4 67.7 297.8 457.2 604.7
Discount factor 0.93 0.86 0.79 0.74 0.68
Discounted cashflow -41.1 58.1 236.6 336.4 412.0
Source: Intesa Sanpaolo Research estimates
(DCFresult . |
Risk free rate % 4.8  Terminal value 11,321.3
Equity risk premium % 5.8 NPV 11-15E 1,002.0
Beta x 1.0 NPV Terminal 8,537.4
Tax rate (Long term) % 36.0  Total 9,539.4
Cost of debt % 5.6 Cash (Debt)10E -1,109.9
Cost of equity % 9.7 Pension funds 10 projected -159.0
Debt/capital employed ratio % 42 Minorities (P/E) -16.7
Equity/capital employed ratio % 58 Equity 8,253.7
G % 2.5

WACC % 7.98

Source: FactSet and Intesa Sanpaolo Research estimates Source: Intesa Sanpaolo Research estimates

Given the current uncertainties on the European and, above all, the Italian situation and taking
into account the fact that 2015 is still a long way off, we do not expect the market consensus to
promptly align with the group’s targets. We could not exclude a certain stock volatility for a
while as with the rest of the market. However we believe that should the situation stabilise,
consensus could significantly move upwards.

A floor valuation

We believe that Pirelli group targets in case of a contingency plan deserve a thought apart. First
of all we highlight Pirelli's defensive features which come from: 1) the group'’s strong positioning
in the premium car tyres segment; 2) Pirelli‘s high exposure to emerging trucks tyre markets.

The above features, in case of a contingency plan, should enable the company to record better
performances than the market. We assumed that in case of a 10% drop in car OE volumes and
a 20% contraction in the truck business, Pirelli’s slowdown in car volumes would stand at -5%,
while for truck tyres the volumes slowdown should be limited to -10%. We maintained the rest
of our assumptions for price mix and Russia.

Is the market ready for a re-
rating?

What about a floor
valuation?

10 Intesa Sanpaolo Research Department



Pirelli — Simulation on contingency plan

Consumer 2012-11 Delta Revenues 2012-11 Delta EBIT Contingency
Vol. -202 -25.5
price mix 385 48.5
Russia 294 16
Total 476 38.5
Industrial

Volumes -166.0 -14.9
Price mix 33 3.0
Total -133 -11.9

Source: Intesa Sanpaolo Research estimates

Taking into account the abovementioned assumptions, in case of a contingency plan, we
estimate total revenues at EUR 6,052M and an EBIT margin between 10.9-11% for Pirelli Tyres.
These values are somewhat aligned with our previous estimates (see September Auto sector
report), according which we derived a value per share of EUR 7.40. On the back of these
considerations we would consider this level as a floor valuation for Pirelli in case of a significant
recession of the OE car and truck markets.

Pirelli — Tyre revenues in case of Contingency plan 2012
Revenues EBIT 2012 EBIT% 2012 SOP/share

2012 Contingency mg EUR
Contingency plan Contingency
plan plan
Pirelli Tyre consumer 2012 Contingency plan 4525 5235 11.6
Pirelli Tyre Industrial 2012 Contingency plan 1527 134.1 8.8
Total Pirelli Tyre revenues 2012 Contingency plan 6052 658 10.9
Previous IMI official estimates 6094 672 11 7.40

Source: Intesa Sanpaolo Research estimates

Pirelli Contingency plan
Circumstances triggering the plan

» Strong car OE order slowdown (-10%) » Significant contraction of the truck  » Sell out drop over 10%
business (-20% Yo volume)

CAPEX LABOUR FURTHER ACTIONS TO RECOVER
(Efmin) VOLUMES REDUCTION
sep 2012 Priorities » Closer co-operation with Suppliers
Ressa M0 4 Premium mix » Enforcement of social benefits
e worldwide growth
T Soecial oroects | » Reduction of program costs for the
o pecial projects in = -
ey e ena growth and other discretionary costs

» Better product availability to serve

Route to Premium new and unexplored channels

Total 2012 3in Russia
CAPEX

~
Flexibility: 20% of total capex
+

—

Benefit from lower pressure
on raw material costs

No major inefficiencies within
15-20% volumes reductions

——

Cash flow will remain under control.
Profitability (EBIT margin) will be on the low end of the range.

Tight working capital management
(below 5% of net sales)

Source: Company data

Intesa Sanpaolo Research Department

Pirelli & C
23 November 2011

1"



Pirelli & C

23 November 2011

Ordinary Rating
Sector Auto & Components Mkt price EUR/Share NO RATING
REUTERS CODE PECI.MI  Target price EUR/Share
Values per share (EUR) 2009A 2010A 2011E 2012E 2013E
No. ordinary shares (M) 5,233.14 475.74 475.74 475.74 475.74
No. NC saving/preferred shares (M) 134.76 0.01 0.01 0.01 0.01
Total no. of shares (M) 5,367.91 475.75 475.75 475.75 475.75
Adj. EPS 0.02 0.57 0.71 0.88 1.09
CFPS 0.04 0.51 1.19 1.58 1.81
BVPS 0.41 418 4.68 5.30 6.04
Dividend Ord 0.01 0.17 0.22 0.32 0.42
Dividend SAV Nc 0.04 0.18 0.23 0.33 0.43
Income statement (EUR M) 2009A 2010A 2011E 2012E 2013E
Sales 4,462.20 4,848.43 5,770.65 6,618.85 7,193.95
EBITDA 428.50 629.03 836.10 1,087.66 1,254.11
EBIT 217.40 407.83 583.90 737.16 895.71
Pre-tax income 75.30 141.63 493.37 622.87 780.52
Net income 22.70 21.33 315.77 400.34 500.65
Adj. net income 102.30 269.83 335.77 420.34 520.65
Cash flow (EUR M) 2009A 2010A 2011E 2012E 2013E
Net income before minorities -22.60 4.23 315.77 400.34 500.65
Depreciation and provisions 211.10 221.20 252.20 350.50 358.40
Change in working capital 473.49 74.80 -64.58 -12.39 -21.41
Operating cash flow 661.99 300.23 503.38 738.45 837.64
Capital expenditure -237.00 -425.00 -600.00 -575.00 -525.00
Other (uses of Funds) 355.85 -57.20 -92.00 -312.00 -265.00
Free cash flow 780.84 -181.97 -188.62 -148.55 47.64
Dividends and equity changes - -81.35 -78.50 -104.67 -152.24
Net cash flow 780.84 -263.32 -267.11 -253.22 -104.60
Balance sheet (EUR M) 2009A 2010A 2011E 2012E 2013E
Net capital employed 3,023.38 2,483.48 3,014.86 3,683.75 4,113.81
of which associates - - - - -
Net debt/-cash 529.40 455.50 750.06 1,123.28 1,204.93
Minorities 319.60 37.20 37.20 37.20 37.20
Net equity 2,174.38 1,990.78 2,227.60 2,523.27 2,871.68
Market cap 33,596.77 3,054.25 3,054.25 3,054.25 3,054.25
Minorities value - - - - -
Enterprise value (*) 34,126.17 3,509.75 3,804.31 4,177.53 4,259.19
Stock market ratios (x) 2009A 2010A 2011E 2012E 2013E
Adj. P/E 328.41 11.32 9.10 7.27 5.87
P/CEPS 143.70 12.59 5.38 4.07 3.56
P/BVPS 15.45 1.53 1.37 1.21 1.06
Dividend yield (% ord) 0.23 2.57 3.43 4.98 6.54
EV/sales 7.65 0.72 0.66 0.63 0.59
EV/EBITDA 79.64 5.58 4.55 3.84 3.40
EV/EBIT 156.97 8.61 6.52 5.67 4.76
EV/CE 11.29 1.41 1.26 1.13 1.04
D/EBITDA 1.24 0.72 0.90 1.03 0.96
D/EBIT 2.44 1.12 1.28 1.52 1.35
Profitability & financial ratios (%) 2009A 2010A 2011E 2012E 2013E
EBITDA margin 9.60 12.97 14.49 16.43 17.43
EBIT margin 4.87 8.41 10.12 11.14 12.45
Tax rate 130.01 97.01 36.00 35.73 35.86
Net income margin 0.51 0.44 5.47 6.05 6.96
ROE 1.04 1.07 14.18 15.87 17.43
Debt/equity ratio 0.21 0.22 0.33 0.44 0.41
Growth (%) 2010A 2011E 2012E 2013E
Sales 8.66 19.02 14.70 8.69
EBITDA 46.80 32.92 30.09 15.30
EBIT 87.59 43.17 26.25 21.51
Pre-tax income 88.09 248.34 26.25 25.31
Net income -6.03 1,380.13 26.78 25.06
Ad]. net income 163.76 24.43 25.19 23.86

(*) EV = Mkt cap+ Net Debt + Minorities Value - Associates A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research
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Disclaimer
Analyst certification
The financial analyst who prepared this report, and whose name and role appear on the first page, certifies that:

(1) The views expressed on companies mentioned herein accurately reflect independent, fair and balanced personal views; (2) No direct or indirect
compensation has been or will be received in exchange for any views expressed.

Specific disclosures

1. Neither the analyst nor any member of the analyst’s household has a financial interest in the securities of the Company.

2. Neither the analyst nor any member of the analyst’s household serves as an officer, director or advisory board member of the Company.

3. The analyst named in the document is a member of AIAF.

4. The analyst named in this document is not registered with or qualified by FINRA, the U.S. regulatory body with oversight over Banca IMI
Securities Corp. Accordingly, the analyst may not be subject to NASD Rule 2711 and NYSE Rule 472 with respect to communicates with a
subject company, public appearances and trading securities in a personal account. For additional information, please contact the Compliance
Department of Banca IMI Securities Corp at 212-326-1133.

5. The analyst of this report does not receive bonuses, salaries, or any other form of compensation that is based upon specific investment banking
transactions.

6. The research department supervisors do not have a financial interest in the securities of the Company.

This research has been prepared by Intesa Sanpaolo SpA and distributed by Banca IMI SpA Milan, Banca IMI SpA-London Branch (a member of the
London Stock Exchange) and Banca IMI Securities Corp (a member of the NYSE and NASD). Intesa Sanpaolo SpA accepts full responsibility for the
contents of this report and also reserves the right to issue this document to its own clients. Banca IMI SpA and Intesa Sanpaolo SpA, which are
both part of the Intesa Sanpaolo Group, are both authorised by the Banca d'ltalia and are both regulated by the Financial Services Authority in the
conduct of designated investment business in the UK and by the SEC for the conduct of US business.

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. Information
and opinions have been obtained from sources believed to be reliable, but no representation or warranty is made as to their accuracy or
correctness. Past performance is not a guarantee of future results. The investments and strategies discussed in this research may not be suitable
for all investors. If you are in any doubt you should consult your investment advisor.

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the purchase or sale of
any financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgment. No Intesa Sanpaolo SpA or
Banca IMI SpA entities accept any liability whatsoever for any direct, consequential or indirect loss arising from any use of material contained in
this report. This document may only be reproduced or published together with the name of Intesa Sanpaolo SpA and Banca IMI SpA.

Intesa Sanpaolo SpA and Banca IMI SpA have in place a Joint Conflicts Management Policy for managing effectively the conflicts of interest which
might affect the impartiality of all investment research which is held out, or where it is reasonable for the user to rely on the research, as being an
impartial assessment of the value or prospects of its subject matter. A copy of this Policy is available to the recipient of this research upon making
a written request to the Compliance Officer, Intesa Sanpaolo SpA, 90 Queen Street, London EC4N 1SA. Intesa Sanpaolo SpA has formalised a set
of principles and procedures for dealing with conflicts of interest (“Research Policy”). The Research Policy is clearly explained in the relevant
section of Intesa Sanpaolo’s web site (www.intesasanpaolo.com).

Member companies of the Intesa Sanpaolo Group, or their directors and/or representatives and/or employees and/or members of their
households, may have a long or short position in any securities mentioned at any time, and may make a purchase and/or sale, or offer to make a
purchase and/or sale, of any of the securities from time to time in the open market or otherwise.

Intesa Sanpaolo SpA issues and circulates research to Qualified Institutional Investors in the USA only through Banca IMI Securities Corp., 1
William Street, New York, NY 10004, USA, Tel: (1) 212 326 1230.

Residents in Italy: This document is intended for distribution only to professional clients and qualified counterparties as defined in Consob
Regulation no. 16190 of 29.10.2007 either as a printed document and/or in electronic form.

Person and residents in the UK: This document is not for distribution in the United Kingdom to persons who would be defined as private
customers under rules of the FSA.

US persons: This document is intended for distribution in the United States only to Qualified Institutional Investors as defined in Rule 144a of the
Securities Act of 1933. US Customers wishing to effect a transaction should do so only by contacting a representative at Banca IMI Securities
Corp. in the US (see contact details above).

Coverage policy and frequency of research reports

The list of companies covered by the Research Department is available upon request. Intesa Sanpaolo SpA aims to provide continuous coverage of
the companies on the list in conjunction with the timing of periodical accounting reports and any exceptional event that affects the issuer’s
operations. The companies for which Banca IMI acts as sponsor or specialist are covered in compliance with regulations issued by regulatory
bodies with jurisdiction. In the case of a short note, we advise investors to refer to the most recent company report published by Intesa Sanpaolo
SpA'’s Research Department for a full analysis of valuation methodology, earnings assumptions, risks and the historical of recommendation and
target price. Research is available on Banca IMI's web site (www.bancaimi.com) or by contacting your sales representative.
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Valuation methodology (long-term horizon: 12M)
The Intesa Sanpaolo SpA Equity Research Department values the companies for which it assigns recommendations as follows:

We obtain a fair value using a number of valuation methodologies including: discounted cash flow method (DCF), dividend discount model
(DDM), embedded value methodology, return on allocated capital, break-up value, asset-based valuation method, sum-of-the-parts, and
multiples-based models (for example PE, P/BV, PCF, EV/Sales, EV/EBITDA, EV/EBIT, etc.). The financial analysts use the above valuation methods
alternatively and/or jointly at their discretion. The assigned target price may differ from the fair value, as it also takes into account overall
market/sector conditions, corporate/market events, and corporate specifics (ie, holding discounts) reasonably considered to be possible drivers of
the company’s share price performance. These factors may also be assessed using the methodologies indicated above.

Equity rating key: (long-term horizon: 12M)

In its recommendations, Intesa Sanpaolo SpA uses an “absolute” rating system, which is not related to market performance and whose key is
reported below:

Equity rating key (long-term horizon: 12M)

Long-term rating Definition

BUY If the target price is 20% higher than the market price

ADD If the target price is 10%-20% higher than the market price

HOLD If the target price is 10% below or 10% above the market price

REDUCE If the target price is 10%-20% lower than the market price

SELL If the target price is 20% lower than the market price

RATING SUSPENDED The investment rating and target price for this stock have been suspended as there is not a sufficient

fundamental basis for determining an investment rating or target. The previous investment rating and
target price, if any, are no longer in effect for this stock.

NO RATING The company is or may be covered by the Research Department but no rating or target price is assigned
either voluntarily or to comply with applicable regulations and/or firm policies in certain circumstances,
including when Intesa Sanpaolo is acting in an advisory capacity in a merger or strategic transaction
involving the company.

TARGET PRICE The market price that the analyst believes the share may reach within a one-year time horizon

MARKET PRICE Closing price on the day before the issue date of the report, as indicated on the first page, except
where otherwise indicated

Historical recommendations and target price trends (long-term horizon: 12M)

Target price and market price trend (-1Y) Historical recommendations and target price trend (-1Y)

Date Rating TP Mkt Price

10 5-Nov-10 NO RATING 7.50 6.17

3-Mar-11 NO RATING 7.50 5.85

9 2-May-11 NO RATING SOP 8.80 7.03

g |\ 5-May-11 NO RATING SOP 8.92 6.78

7 15-Jul-11 NO RATING SOP 8.90 7.44

1-Aug-11 NO RATING SOP 9.70 7.24

6 27-Sep-11 NO RATING SOP 6.50 5.16

5 : : ‘ 2-Nov-11 NO RATING SOP 7.40 6.09

Nov-10 Mar-11 Juk-11 Nov-11 10-Nov-11 NO RATING SOP U/R 6.48

e SOP I:PC(P)
Equity rating allocations (long-term horizon: 12M)
Intesa Sanpaolo Research Rating Distribution (at November 2011)

Number of companies subject to recommendations: 94 (**) BUY ADD HOLD REDUCE SELL
Total Equity Research Coverage % 42 22 31 3 1
of which Intesa Sanpaolo’s Clients % (*) 61 50 43 67 -

(*) Companies on behalf of whom Intesa Sanpaolo and the other companies of the Intesa Sanpaolo Group have provided corporate and Investment banking services in the last 12
months; percentage of clients in each rating category. (**) The total number of companies covered is 103
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Valuation methodology (short-term horizon: 3M)

Our short-term investment ideas are based on ongoing special market situations, including among others: spreads between share
categories; holding companies vs. subsidiaries; stub; control chain reshuffling; stressed capital situations; potential extraordinary deals (including
capital increase/delisting/extraordinary dividends); and preys and predators. Investment ideas are presented either in relative terms (e.g. spread
ordinary vs. savings; holding vs. subsidiaries) or in absolute terms (e.g. preys).

The companies to which we assign short-term ratings are under regular coverage by our research analysts and, as such, are subject to
fundamental analysis and long-term recommendations. The main differences attain to the time horizon considered (monthly vs. yearly) and
definitions (short-term ‘long/short’ vs. long-term ‘buy/sell’). Note that the short-term relative recommendations of these investment ideas may
differ from our long-term recommendations. We monitor the monthly performance of our short-term investment ideas and follow them until
their closure.

Equity rating key (short-term horizon: 3M)

key (short-term horizon: 3M)

Short-term rating Definition

LONG Stock price expected to rise or outperform within three months from the time the rating
was assigned due to a specific catalyst or event

SHORT Stock price expected to fall or underperform within three months from the time the rating

was assigned due to a specific catalyst or event

Company specific disclosures

Banca IMI discloses interests and conflicts of interest, as defined by: Articles 69-quater and 69-quinquies, of Consob Resolution No.11971 of
14.05.1999, as subsequently amended and supplemented; the NYSE's Rule 472 and the NASD’s Rule 2711; the FSA Policy Statement 04/06
“Conflicts of Interest in Investment Research — March 2004 and the Policy Statement 05/03 “Implementation of Market Abuse Directive”, March
2005. The Intesa Sanpaolo Group maintains procedures and organisational mechanisms (Information barriers) to professionally manage conflicts
of interest in relation to investment research. We provide the following information on Intesa Sanpaolo Group’s conflicts of interest:

1 The Intesa Sanpaolo Group has a conflict of interest inasmuch as it plans to solicit investment banking business or intends to seek
compensation from the Company in the next three months.

2 The Intesa Sanpaolo Group has an equity stake above 1% in PIRELLI & C. S.p.A. and in Camfin S.p.A. that is PIRELLI & C. S.p.A.'s major
shareholder.

3 The Intesa Sanpaolo Group forms part of the shareholders’ agreements stipulated between PIRELLI & C. S.p.A.'s shareholders.
4 The Intesa Sanpaolo Group has made significant financing to PIRELLI & C. S.p.A. and its parent and group companies.
5 Banca IMI was Joint Bookrunner for PIRELLI & C. S.p.A. in the eurobond issuance of February 2011.
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