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Riccardo Manazi,

sketch for Pirelli Cinturato
tyre advertising campaign,
1961

Mario Brunati,
Alessandro Mendini,
Ferruccio Villa,

sketch for Pirelli Rolle tyre
advertising campaign,
1958

Mario Brunati,
Alessandro Mendini,
Ferruccio Villa,

sketch for Pirelli Rolle tyre
advertising campaign,
1959

Armando Testa,

sketch for Pirelli Stelvio tyre
advertising campaign,

1954
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In all over 200 artists at the top of their game, from all disciplines and
all countries, have worked with Pirelli since the company’s birth when it
started by commissioning the top painters of the day to illustrate its new
factory buildings. The company’s constant interaction with art and culture
creates campaigns that, like the tyres themselves, are forward looking,
dynamic, international and durable.

Of course, Italian industry has long been innately connected with high
art and sleek, brilliant design. Pirelli’'s long ‘P’ graphic was a key feature
within Pirelli advertising from as early as 1908, and in the 1930s, Pirelli
deliberately positioned itself at the forefront of the latest in contemporary
graphic trends.




stelvio
di successi | cnursts

warng

atlante

A

il gigante che fara molta strada




mage .

Riccardo Manzi,

ketch for Pirelli Cinturato Tyre
advertising campaign,

1961

Riccardo Manzi,

sketch for Pirelli BS3 tyre
advertising campaign,
1960

I
Armando Testa,
sketch for Pirelli Atlante tyre

advertising campaign,

1955

I

Ezio Bonini,

ketch for Pirelli Stelvio Cinturato
and Winter Tyres

advertising campaign,
1954

A erthe war, the in-house magazine Rivista Pirelli went further, including
contributions from intellectuals, internationally famous journalists and
photographers, as well as brilliant graphic design from the world’s greatest
draughtsmen.Thecompanymagazine,nowcalledWorld,continuesthiswork.

Recently, the campaigns have had a new ambition. Each year has seen
the annual financial report released alongside a particular artistic ‘story’,
which seeks to pick up on core Pirelli values of technology, innovation
and people.
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Image (from left):

Lisa Donnelly,
Illustration
Annual Report
Pirelli, 2012

Other images:
Stefan Glerum,
Illustration
Annual Report
Pirelli, 2011

In 2011, the Dutch illustrator Stefan Glerum wittily illustrated pieces from
four international authors, while a year later, New Yorker cartoonist Lisa
Donnelly created drawings to run alongside the words of ten university
students, each of whom was asked to describe their values for the future.
Last year’s report was curated by the writer Hanif Kureishi, who worked
with artists on the concept of ‘Spinning the Wheel’, each reinventing it
through their own discipline.



And so back to this year’s street art. Here, the work is not confined to the
images on the giant pyramid — it can also be seen in a series of online
videos which show viewers how each piece was created, and why. The
videos encourage an understanding of the geographic, cultural and social
contexts in which each piece was created: the international reach of the
artists helps to underline a number of di erent viewpoints, and in turn the
global nature of Pirelli itself.

Modern communication modes have of course not been overlooked. There
is also a major social networking initiative as visitors to HangarBicocca
have been encouraged to take photos and share them using the hashtag
#TakePart. The most original will be published on the Pirelli social network
channels as a bespoke work of art.

Society’s progress and innovation links back once again to the production
of an industrial object, with the beauty and style of the classical Italian
manner receiving in Pirelli's eyes a thoroughly modern overhaul.




PIRELLI’S
BUSINESS MODEL

Connecting the Premium carmaker with the Premium car driver
throughout the value chain

irelli’'sambition in the medium termis to outperform

industry growth. We want to improve returns,
generate greater cash flow and value for all stakeholders:
from shareholders to employees, local communities,
suppliers, clients and those 10,000 or more trade partners
who sell Pirelli every day.

Our business model is based on a simple premise, a
journey connecting the Premium carmaker with the
Premium car driver throughout the value chain.

The golden rule is follow the maker. Pirelli sells to top
carmakers’ plants; then it sells to the a ermarket
through all channels — tyre specialists, dealers and auto
chains. Fast information and a fleet of foot attitude in the
a ermarket, we believe, are the key to success.

LONGSTANDING PARTNERSHIPS ARE THE KEY

Pirelli aims to be the preferred technology partner to the
world’s most prestigious car makers. We are leader in
Premium car homologations, ranking first in winter and
summer tyre approvals, varied by grip and tread path,
and second in all-season tyres. We added more than
200 homologations from carmakers in 2014. Now with a
portfolio of more than 1,500 homologations, Pirelli is one
of the foremost companies supplying tyres to Premium
car factories.

Almost every car produced by a Premium carmaker
requires a di erent tyre. Engineers develop exactly the
tyre needed for each type of car. Our managers have the
big task of expanding the range but keeping costs under

control: with demand in di erent climates and innovative
technologies such as run-flat and self-sealing, the
breadth of products continues to expand. For example,
varying winter climates in Germany, Canada, Russia and
Japan each require di erent tyre technologies. In order
to reduce such complexity, Pirelli has developed several
de-complexity projects with the aim to simplify and
standardize the production of certain components and
processes. Such agility is possible only because of the
way the business is organised.

The Premium segment is Pirelli’'s sweet spot — it has higher
technological hurdles to overcome but also boasts higher
margins. Pirelli has grown its market share with Premium
car makers from 14% to 20% between 2011 and 2014.
Meanwhile, its share of the prestige segment — Ferrari,
Maserati, Lamborghini, Porsche, Bentley, Aston Martin
and McLaren — has grown from 30% to around 50%.

FOLLOWING THE CAR THROUGH

ITS WHOLE LIFE CYCLE

Our business model has two key stages. Winning top
manufacturers’ approval is only the first objective. A er
Pirelli tyres are fitted in the factory, the second stage of
success is measured by the second and third sets bought
by drivers.

Fidelity to a tyre brand is higher in the Premium market.
Once drivers become accustomed to Premium tyre
performance, they want to continue: the majority choose
the same brand for replacements.



If a driver goes to the dealer that sold him or her the car,
the dealer is likely to recommend the same tyre brand.
Equally, a car’'s warranty may be void if it is not fitted
with approved tyres. Concentration on Premium brings
rewards.

Pirelli captures the replacement business through di erent
levers amongst which by developing a full range of marked
tyres, which carry a special imprint on the sidewall linking
them to the individual car model. For example, BMW
marked tyres are identified by a star sign on the sidewall,
MO stands for Mercedes Original, AO for Audi Original,
MGT stands for Maserati. By choosing marked tyres, the
driver ensures the optimal driving experience, as originally
intended by the carmaker. Pirelli can count on the widest
portfolio of marked tyres in the industry.

Mapping of car distribution and Big Data o er huge
opportunities. Through our geo-marketing system, we
are able to identify for each postcode or zip code where
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cars and tyres have been sold area by area, where the car
lives, how many of those cars have Pirelli tyres and when
those tyres will need to be replaced.

This work is essential to understanding the consumer,
the dealer network and tyre shops that will sell second
and third sets of tyres over three- or four-year periods.
The mapping and data crunching allow the company to
communicate expertly with dealers so they can stock the
right tyres and gain more sales.

Pirelli deploys three main marketing programmes:
coverage of the car dealer network and co-operation on
marked tyres; growth of retail network; and engagement
with the end consumer through digital programmes,
which also leverage on Pirelli’s Motorsports, including the
exclusive presence in Formula One.

It all means that Pirelli, for the first time probably in the
tyre industry, is driven by a consumer-centric approach.
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PIRELLI RETAIL NETWORK: NUMBER OF POINT OF SALE

2013 2015 2016
00
Q¥
Na a 2% 2%
Russia 3% 5%
MEAI 7% 6%
APAC 26% 35%
LATAM 30% 23%
EUROPE 32% 29%
2013 2015 2016

AN “OPEN INNOVATION” R&D MODEL

At the heart of the Pirelli Premium story is an ever-evolving
technological process that takes raw materials such as
rubber and steel and turns them into high performance
products to meet the exacting requirements of carmakers
and car drivers.

If you want to be a leader in the tyre business, you cannot
just count on your in-house resources. That's why Pirelli
chose to use an Open Innovation Model: today its external
collaborations account for more than 150 projects with
universities and suppliers. Among our research projects
in the fields of innovative materials and technologies, we
are looking at silica derived from rice husks and selective
de-vulcanisation technology to make scrap tyres reusable.

Ontop of that, there are about 100 collaborative development
projects with carmakers. Many of these are Joint Development
Agreements focused on the most advanced areas in each
part of R&D, from materials to electronics.

Formula One is excellent advertising of course, but it
also motivates research, enhances speed of change and
flexibility and encourages talent. Pirelli places young
engineers on the motor-racing programme; their work
helps other parts of the company by providing data,
especially on materials, and pushing R&D.

Formula One helps to improve simulation programmes
and provides significant feedback from the racing teams
about Pirelli's tyres. Some Fl engineers later switch to
the tyre business. Pirelli’s products are made better and

faster through F1, through working with the best people in
the business. The company likens Formula One to a gym:
it can only come out better and stronger.

THE OPTIMAL MANUFACTURING FOOTPRINT
Pirelli’'s manufacturing footprintis technologically advanced,
e cient and sited close to the markets in which we sell.

Production capacity amounts to approximately 72 million
Consumer tyres, 50% of which are Premium, and 6.3
million Industrial tyres. Production is totally in low-
cost countries for the Industrial business while 78% of
Consumer production is in these areas.

Today’s manufacturing setup is the result of a journey that
was started in 2008, reshaping the company’s footprint
by building capacity in Romania, China and Mexico to
replace production in mature markets. As a result, Pirelli
has reaped greater e ciency and reduced costs.

SUSTAINABILITY AND PROFITABILITY

RIDE TOGETHER

Our unceasing focus on the finest products goes hand
in hand with Pirell's commitment to sustainability.
Profitability is informed by all aspects of sustainability. A
sustainable business will stay successful.

Sustainability is embodied in the management system
adopted by the company. We map, control and manage the
economic, social and environmental impact and opportunities
connected to Pirelli’'s processes, products and services.



PIRELLI’S
INDUSTRIAL PLAN
2013-2017

Entering a new phase of value generation for all stakeholders

or us, Premium is more than a product. It is not

just about black, round tyres with enhanced
performance. Premium is a way of doing business, geared
to value creation which serves all stakeholders, from
shareholders to customers.

From the beginning, Pirelli’s internal culture has emphasised
technology and innovation. Now, our focus is evolving to
embrace a better understanding of customer needs. This is
all embodied in the industrial plan for 2013-2017, presented
in London in November 2013.

The industrial plan lays out strategies in four key areas
of the business: Car, Motorbike, Truck and Agricultural. It
provides for:

* Growth in the business segments with the highest value.
Premium is expected to account for 60% of revenues
in the Car business in 2016, compared with 55% in 2014.

* A more competitive o ering in the medium car tyre
segment with a focus on specialty products such as
winter and self-sealing tyres. At the same time, emphasis
is being placed on production cost reduction through
process and platform standardisation, and manufacture
in low-cost countries.

e Maintaining leadership of the Industrial business in the
key markets of South America, and Middle East and
Africa, along with business development in Europe and
partnerships in the Asia Pacific region. This is to be
accomplished by a more competitive o ering and all
production in low-cost facilities.

e Continuous innovation in products including 14 new

lines of Car products, 21 of Moto products and 11 of Truck
products by the end of 2017. The new Car product lines
include six for the winter season and consideration of
the specific demands of di erent regions. There is also
growth in niche products such as run-flat, self-sealing
and noise reduction models - (PNCS) - .

e Implementation of a new e ciency programme saving
€350 million between 2013 and 2017, amounting to 1% of
revenues each year.

e Careful management of working capital.

e Selective investments in high-return projects: there is
€1.6 billion in capex in the 2014-17 period.

The industrial plan’s key targets for 2017 include:

« Profitability above 15% Ebit margin.

* ROI* at 28% compared with 22% in 2014.

e Cash flow generation of €1.6 billion between 2014 and
2017 (€312 million in 2014).

» A dividend policy of 40% of consolidated net income.

THE CAR BUSINESS

Pirelli’'s strategy in the Car business has three pillars. First,
there will be an acceleration of the Premium strategy.
Volumes in the Premium segment are expected to reach
449% of the total in 2016 compared with 38% in 2013, and
revenues will account for 60% of the total in 2016.

An essential element of Premium growth is the ‘pull-
through’ e ect, working on the sales of tyres on Premium
cars through their replacement in the a ermarket. Pirelli

! ROI without financial assets, before restructuring costs
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has embarked on ambitious plans to gather greater

knowledge of drivers and dealers, and to educate them

on the benefits of replacing the first set with the same
approved tyres.

The company is also expanding its database and analytics

capabilities so we can identify the areas where vehicles

with approved Pirelli tyres reside and predict the evolution EB |T
of demand.

For instance, a German luxury model might have a 25% MARG'N
share of Premium car ownership in the area south of

Munich. This is valuable insight. It allows the company

to work with the area’s high-end dealers, so they can

be warned to stock up on marked tyres approved by

that manufacturer. Wider inventory management will be CASH FLOW
introduced, allowing Pirelli salespeople access to greater

detail on local markets for forecasting. GEN ERATION
Pirelli is intensifying sales activities in the most relevant

areas and will expand its retail network from 6,000 units |N 2014—2017

at the end of 2013 to approximately 9,500 units in 2016.
To achieve this, Pirelli will invest more in its partnerships
with dealers, rewarding successful operators, targeting
independent tyre specialists and moving towards greater
retail integration with its whole production and sales
operation.

More attention will be paid to consumers, through a retalil ROl
network integration programme and targeted marketing
actions including new levels of service for busy people with
Premium cars. A Pirelli dealer could for example take away
your car and have new tyres fitted while you are inthe o ce.



The second pillar for the Car business provides for a more
competitive o ering in the medium range, through the
development of specialty tyres and specific e ciency
measures. The medium range still includes high-margin
products and has a dominant position in some countries
such as Brazil.

The third and final pillar for the Car businessisane ciency
plan to reduce costs by approximately €290 million in the
four years to 2017. This will be possible through design-to-
cost projects, using a more versatile range of compounds
and structures; rationalising the product portfolio;
standardising components; concentrating production in
low-cost plants in countries such as China, Romania and
Russia; and extending products like run-flat and winter
tyres to non-Premium segments.

MOTORBIKE BUSINESS

The industrial plan for Moto aims to consolidate technological

leadership and expand to new fast-growing markets. The

main points are:

eIn Europe, to strengthen Pirelli’'s leadership in the
Premium segment through technological innovation, a
strong commercial presence and closer proximity to end
consumers.

«In North America, to rank first or second in all major
segments by extending the distribution network and
implementing the company’s digital strategy.

e In South America, to drive technological development in
the Premium market with a renewed sales strategy and a
more intensive use of Pirelli’'s proprietary retail chain.

« In Asia Pacific and the Middle East and Africa, to establish a
strong commercial presence and improve brand awareness.

There are other important developments. A new Moto
tyre plant will open in Indonesia in 2015. Situated



outside Jakarta, the factory is a joint venture with Astra
Otoparts, an Indonesian component maker. Pirelli holds
the majority stake.

The Indonesia plant will serve demand in its home country
and in other parts of south-east Asia, including Vietnam,
Thailand, the Philippines and Malaysia. It will make
Premium and non-Premium tyres.

TRUCK BUSINESS

The needs of large fleets are the most powerful influence
on manufacturers and component makers in the truck
business. In this sector, the cost of a tyre through its life
cycle is crucial: when multiplied over many vehicles, any
savings can be hugely significant. This means not only the
cost of buying the tyre, but also the time it will last and its
fuel e ciency.

Pirelli's Cyber Fleet service, with embedded sensors in
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tyres, can provide data to improve safety and e ciency.
This can achieve fuel savings of up to 10 %, or €800 a year
in a single truck. This o ers huge potential when some
fleet managers own 10,000 trucks.

Pirelli aims to consolidate its leadership in the truck division

in the following ways:

« In South America, through the introduction of the 01 Series,
a renewed o ering of fleet services and expansion of the
distribution network.

« In the Middle East and Africa, through an extension of the
product portfolio, the introduction of Pirelli Fleet Solutions,
the development of the sales force and greater integration
with dealers.

e In Europe, a strong boost to profitability is envisaged
from the rollout of the 0! Series and the use of low-cost
sources for production.

e Our target in the Asia Pacific region is to improve
positioning by co-operating with new distributors and
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GROW IN HIGHEST VALUE
ADDED SEGMENTS ACROSS BUSINESSES

EXTRACT VALUE FROM SELECTED
NON PREMIUM SEGMENTS

CONTINUE TO DELIVER SUBSTANTIAL
EFFICIENCY GAINS

INVEST IN SELECTED PROJECTS
WITH HIGHEST RETURN

MAINTAIN'A TIGHT CONTROL
OF WORKING CAPITAL

@
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partners, extending the retail
management of plant capacity.

network and optimal

AGRICULTURAL BUSINESS

Pirelli is by far the market leader in the South American

Agro Tyre segment. Pirelli plays to its strengths in the

Premium end of the market, serving large professional

farmers and agricultural companies who use larger

tractors.

Pirelli aims to consolidate its leadership through:

« Investments in local production capacity and R&D.

e Technological innovation, leading the development of
the radial market in the region with products that can
increase productivity and withstand severe stress.

In addition, the quality of the company’s product portfolio
and consolidated partnerships with the main manufacturers
will allow Pirelli's agricultural business to expand to new
markets. Other plans include a renewal of the product
range and enhanced co-operation with major brands such
as John Deere, CNH Industrial and AGCO with the aim of
developing products to meet their local requirements.

INVESTMENTS AND PRODUCTION CAPACITY

Pirelli reached its investment peak in 2011 and is now in a
position to open up a whole new phase of value creation.
The investments made to 2013 allowed Pirelli to achieve
its optimal plant set up, including the opening of plants
in Mexico, China and Romania. Production is now mainly
located in countries with low industrial costs (100% of
Industrial and 78% of Consumer production capacity).

The current industrial plan provides for investments
between 2014 and 2017 of up to €1.6 billion, accounting for
5% of revenues in 2017 compared with 7% in 2013. Through
these investments, the overall capacity of the Consumer
business is growing from 70 million units in 2013 to 81
million in 2017, with the Premium segment accounting for
63% of total production. In the Industrial business, capacity
is growing from 6.2 million in 2013 to 6.8 million in 2017.

Pirelli’'s plants use the latest technology and are upgraded
progressively, consistent with the company’s focus on
Premium.

SUSTAINABILITY TARGETS

Pirelli set sustainability targets for 2020. They integrate,
support and protect our capability to achieve the business
and financial targets. The plan forecasts:

* Revenues from green performance tyres will reach at
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least 48% in 2017 (46% in 2014).

e A reduction in the injury frequency index by 90% as
compared with 2009.

«The company’'s lower environmental impact: as
compared with 2009, a cut of 15% in CO, emissions, an
18% cut in specific energy consumption, a reduction of
58% in specific water withdrawal, and a zero waste to
landfill approach which is translated in a more than 95%
waste recovery rate by 2020.

« The adoption of increasingly advanced models for the
management of economic, social and environmental
responsibility in the supply chain.

WINNING THE BATTLE FOR TALENT

Pirelli has placed recruitment and talent management at
the heart of its plans. We aim to hire more young people
and provide an attractive career path that will lead to
significant roles in the company by the time they are 35.
We plan to have more local managers and more female
managers. Diversity is a strength, we believe, o ering
more motivation, knowledge and di erent points of view.

Training is an important part of this. Pirelli’'s Commercial
Academy teaches sales sta , o en through e-learning.
There are 10 professional academies and 400 certified
internal trainers, sometimes referred to as the ‘Green
Army’. They coach sta in new plants, bringing them up
to speed and updating headquarters on progress.

Each person in the company receives an average of eight
days of training a year. Such programmes are all part of a
continual focus on innovation that is essential to Pirelli’s
future.



HOW 2014 RESULTS
MEASURE
AGAINST THE PLAN

Premium growth and e ciency led to cash flow
generation above expectations

he 2014 results marked the first important

milestone of the value creation journey that Pirelli
envisaged with its 2013-2017 Industrial Plan. Among the
highlights were:

e Pirelli outperformed market growth in the Premium
segment, winning share in all regional markets.

e Profitability reached 14.4% Ebit margin before
restructuring costs, a yearly increase of 1 percentage
point.

e Cash generation was stronger than expected, at €312
million before dividends and steelcord disposal.

e Return on investments improved to the tune of 22%,
compared with 20% in 2013.

These results were particularly good when the
macroeconomic slowdown in Latin America is taken into
account. That market alone represents one third of our
business. Equally, the situation in Russia was challenging,
but we nevertheless remained well on track with our
turnaround plan.

Additionally, the company has restructured its debt.

Pirelli successfully launched a €600 million five-year bond
in November 2014. It was fully subscribed at the company’s
lowest coupon rate yet of below 2%. Pirelli also renewed
a €1 billion credit facility for five years with a syndicate
of 10 international banks. This essentially completes the

company’s most important refinancing requirements for
the next few years.

PREMIUM EXCEEDING EXPECTATIONS

The accepted wisdom is that Premium grows at three
times the pace of non-Premium. In fact, Pirelli's Premium
business grew by about 10% year-on-year against the
non-Premium market. The latter’'s growth was only
slightly positive. Pirelli acquired an extra 1 percentage
point of market share worldwide.

Manufacturing approvals from carmakers—homologations

- continued to grow. Pirelli added more than 200
homologations in 2014, with 60 Prestige and Premium
approvals in the fourth quarter alone. These included
best-selling car models such as the Jaguar XE, the Land
Rover Discovery Sport and the Porsche Macan.

The modern Pirelli lives by data. The adoption of
sophisticated data programmes was rolled out fully in
2014. We map the consumer journey in 40 countries and in
particular in six key markets where Premium is strong. As
a result, we have been able to grow our Premium market
share in Europe, the United States and China.

We are ahead of the competition in our ability to go to
tyre dealers and explain what ranges they need to stock



REVENUES

EBIT

EBIT
MARGIN

to meet consumer demand. This and other initiatives are
driving increases in customer loyalty.

In 2014 Pirelli has expanded its o ering in run-flat and
self-sealing technologies. The first, run-flat, are tyres
that can maintain their shape and keep going for a long
distance a er a puncture. They are fitted on BMWSs, Minis,
Mercedes and Corvettes.

Self-sealing tyres create an almost instantaneous seal
around penetrating objects such as nails, trapping the
air inside. No emergency roadside tyre is needed. In 2014,
Pirelli ramped up its prototypes in this area, developed for
Volkswagen, Porsche and Bentley.

Another area of improvement has been in noise reduction
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products, PNCS or Pirelli Noise Canceling System, where
in 2014 Pirelli produced tyres that made 3-5 decibels less
noise. The driver enjoys 50% less noise inside the car.

Nanotechnology, renewable resources and electronics
inside tyres o er more possibilities in the near future.

Five new car product lines were launched in 2014 and nine
are expected in 2015. Such developments meet today’s
technological challenges. The Cyber PZero, for instance,
has just been fitted on the new Ferrari FXX K Hybrid. Four
new product lines were introduced in the Moto business
in 2014, six in Truck.

2014 marked significant progress towards the Sustainability
goals set by the Industrial Plan, on track towards the 2020
targets. To mention few, as compared with 2013, Pirelli
reduced water specific withdrawal by 19%, energy specific
consumption by 3% and CO, emissions by 2%; we also
increased the waste recovery rate a further 3%. Social
capital also benefited of important achievements on core
subjects, including 8.2 average training days per employee,
reaching the target of 7 average days one year in advance,
and a decrease in the injury frequency index by 17.7%.

66
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HOW WE SEE
THE WORLD
CHANGING IN 2015

Pirelli will lead the Premium market with unrivalled technology,
the greatest talent and a relentless global outlook

even years a er the turmoil of September 2008,

the recovery remains mixed. This year, world gross
domestic product will be slightly up, with the US forecast
to be the frontrunner with growth of 3.3%. Pirelli's new
factory in Mexico is well placed to serve North America.

South America is expected to be volatile, with negative
GDP growth in Venezuela and Argentina and a stable eco-
nomic activity Brazil. Europe should grow 2%, benefiting
from the European Central Bank’s pledge to do whatev-
er it takes to stabilise and boost the region’s economy. A
weaker euro and growth-orientated policies by individual
governments should help European companies.

Despite uncertainty last year, the rapidly developing
economies will make a significant contribution to glob-
al growth in coming years. China is expected to become
the biggest Premium car market by volume by 2017, while
Germany will remain the highest blue-chip car market by
percentage of cars on the road, at about 40%.

Foreign exchange markets are expected to be volatile in
2015, with emerging market currencies such as the Brazil-
ian Real, Argentinian Peso and the Russian Rouble fore-
cast to devaluate against the US dollar.

Raw material markets are expected to show a slight re-
bound in prices starting from the second half of 2015, es-
pecially with regards to natural rubber; the resulting raw

material cost reduction as compared with 2015 will be
eroded by the mentioned devaluation of emerging mar-
kets currencies.

TYRE MARKET OUTLOOK

Premium is expected to account for 25% of the total car
tyre market in 2015, 1 percentage point ahead of 2014.
A er 10% growth in 2014, the market is expected to in-
crease by 7% in 2015. China, Europe and North America
will be the major growth areas for Premium tyres.

Truck tyre markets (all steel only) are expected to grow
by 2% globally in 2015. The strength of Europe and North
America is expected to o set a slowdown in emerging
markets.

South America — which accounts for 13% of the total truck
tyre market in rapidly developing economies — experi-
enced a steep drop of 23% in tyres fitted by manufactur-
ers in 2014. It will only partially recover in 2015.

PIRELLI PRIORITIES FOR 2015

A 2015 priority is the consolidation of our Prestige and
Premium leadership in supply of tyres to car manufac-
turers. This means innovating with products that meet
today’s technological challenges.

Moreover, we aim to continue growing market presence in
the replacement channel but with a selective strategy. We



want to reduce business with generalist wholesalers and
grow in car models where the company does not have
homologated products.

In the medium market segment, Pirelli plans a significant
product renewal which includes the Cinturato All Season,
targeting a small but growing market niche.

In the Moto business, 2015 will see the beginning of pro-
duction in Indonesia to supply the Asia Pacific region.

For truck and agricultural tyres, starting in the core South
American market, our business model will become more
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‘fleet-centric’ and will benefit from a value proposition
which focuses on tyre e ciency, retreads and services.
These will be delivered through owned dealers, indepen-
dent trade partners, retread specialists and truck vehicle
dealers.

Pirelli’'s ambition remains the same: to lead the high-end
tyre market and capture high-margin markets around the
world for many years to come. We will do that through
our unrivalled technology, the best talent and a relentless
global outlook, creating value in a responsible and sus-
tainable way.
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