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KEY PERFORMANCE INDICATORS 2010 - 2009 - 2008

All reported KPIs cover the pirelli scope of consolidation, unless otherwise indicated

ECONOMIC AREA (in milions of Euro) 2010 2009 2008 ENVIRONMENTAL AREA 2010 2009 2008
Net sales * 48484  4067,5 41692 Energy consumption [GJ / ton..] 14,15 15,01 14,13
of which tyre (%)  98,4%  98,2% 98,3% C0, emissions [ton /ton.] 1,002 1,050 0,987
Gross Operating Profit * 629,0 452,6 308,9 Water withdrawal [m® / ton__] 16,2 18,3 18,3
Operating Income* 407,8 249,7 102,4 Waste output [kg / ton..] 140,5 136,2 142,7
% of sales  8,4% 6,1% 2,5% ISO 14001 certified operating tyre plants 100% 100% 96%
Net income attributable to equity holders 21,7 22,7 (347,5)
Earnings/(losses) per share 0,044 0,047 (0065 SOCIAL AREA 2010 2009 2008
Capital expenditure 433 225 31 Pirelli scope to which SA8000 benchmark standard applies 100% 100% 100%
% of sales  8,9% 5,5% 7,5% OHSAS 18001 certified operating tyre plants 90% 90% 87%
number of ordinary shares (millions) 475,7 52331 52331 Accident FI (frequency index) 1,6 1,8 2,2
number of savings shares (millions) 12,3 134,8 134,8 Year-end headcount 29,573 29,670 31,056
Stock market capitalisation ** 3010,7 21548 13181 of whom % women holding managerial positions (Executives + Managers) ~ 17% 17% 17%
Gross global added value 14959 12933 919,0 Average number of training days per employee 6.3 5,1 5
of which external donations 3,6 33 2,6 IS0 9001 certified operating tyre plants 100 100 100
% of gross global added value  0,24%  0,26% 0,28% Group Whistleblowing Procedure reports of code of conduct violations 1,0 1,0 =
Research and development expenses 150 137 156 Number of vendors subjected to independent sustainability audits 46" 26" -
% of sales  3,1% 3,4% 3,7%
ROE of Group 0,19% -0,93% -13,35%
Gearing 0,22 0,21 0,43
Sales per employee (average) 160 138 148

* the data do not include the activities belonging to Pirelli & C. Real Estate (now Prelios) and Pirelli Broadband Solutions, discontinued in 2010; the previous periods (2009 and 2008) have been restated on a like-for-like basis.

** 46 and 26 values correspond to 50% volume of natural rubber purchased in 2009 + 50% of billings for services acquired in 2009

TARGETS SET IN 2009 SUSTAINABILITY REPORT FOR 2010
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ECONOMICS

Disposal of certain non-core subsidiaries to improve financial flexibility of Pirelli and support growth in core Tyre business
(discontinuation of Pirelli & C. Real Estate S.p.A. - now Prelios S.p.A - and Broadband Solutions S.p.A.)

Green performance product sales account for 37% of all sales at end of 2010

Consolidation of new Risk Management System

INVESTORS AND FINANCIAL COMMUNITY

Financial communication: implementation of Pirelli Equity Story for visibility with analysts and investors, with special focus on sustainability

Holding “SRI” roadshows

VENDORS

Implementation of possible remedial plans for vendors audited in 2009

New independent audits: service providers corresponding to 25% billed in western countries; suppliers of raw materials,
natural rubber and services corresponding to 25% of billings in countries of concern. Total: 58 audits

CUSTOMERS

Focus on information and dialogue - execution of opinion surveys

Focus on information and dialogue - consolidation of active presence on principal platforms (Facebook, Twitter, Youtube)

Road Safety training: “Safe&Go” 2010 campaign

Updating of institutional website with focus on interaction with end customer

ENVIRONMENT

Mapping of Pirelli activities in areas protected for their biodiversity/World Heritage Sites/lUNESCO Biosphere Reserves/Ramsar Convention

Production of ecological silica from rice husks

New Technological Centre of Settimo Torinese: double loop air treatment unit; adiabatic cooling unit; high-efficiency heat capture devices;
use of thermal solar panels; photovoltaic park generating about 1 MWp; solar cooling

EMPLOYEES

Internal communication campaign targeting all Group employees in their own languages with the new versions of:
“The Values and Ethical Code of the Pirelli Group”, the “Social Responsibility for Health, Safety and Labour Rights and Environment” Policy, “Quality Policy”

New Group-wide opinion survey (previous one conducted in 2008)

Leadership training and development course for all executives and a pool of other key managers, in accordance with the new programme developed by senior management

Performance Management: creation, development and implementation of new sections dedicated to the employee and to the mapping of his technical competences,
in a view of increasing compliance of performance evaluation system with the “Leadership” project

Lean Manufacturing Programme: the new training programme dedicated to “Operations” and “Quality” professional families will be launched in early 2010.
The aim will be to integrate “lean” methods and logic in managerial processes

Revamping of Career Development Program

Maintenance safety campaign with the European Occupational Safety and Health Agency EU-OSHA

Reduction of frequency index FI (Pirelli Tyre Industrial) by 10% against 2009 (2010 industrial frequency index = 1.55)

Increase in number of total training hours at HSE Campus: >100 hours

Extension of HSE Campus activities to LATAM plants

Definition of a new Group standard for maintenance activities

EXTERNAL COMMUNITY

Partnership with EU-OSHA for new Occupational Health and Safety Campaign

Renewal of multi-year support for Slatina Hospital through exchange of know-how with Niguarda Hospital in Milan

Focus on dissemination of business culture through Pirelli Foundation activity

Initiation of new programmes in favour of the External Community by directly engaging Pirelli employees (active contribution by employee)




Principal 2010 SUSTAINABILITY objectives for 2011, 2012, 2013, 2015
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ECONOMICS

2011 2012 2013 2015

Impact of sales of green performance products against total of group sales >45%

Adjustment of production activities in rapidly developing economies (RDE), Latin America and mature markets,
where each of the three areas will contribute 1/3 to Group profits in 2015

Technological upgrade of production sites and machinery (in 2015, 60% of production will be realised at sites and plants less than 10 years old).

Pirelli will invest Euro 1.9 billion over next 5 years, increasing its production capacity and focusing on the premium market segment in rapidly
developing economies, according to a “local for local” strategy aimed at improving product mix and efficiency and consolidating leadership
in all market segments in Latin America.

Maintenance of value of investments in research and development over next three years at about 3% of sales,
representing one of the highest levels in the sector.

INVESTORS AND FINANCIAL COMMUNITY

2011 2012 2013 2015

Communication focused on publicising gradual implementation of the new 2011-2013 Business Plan

Steady increase of roadshows dedicated to Socially Responsible Investors

VENDORS

2011 2012 2013 2015

Rewriting of sustainability clauses of contract to simplify syntax

Training for all buyers on management of independent audits of vendors and deployment of remedial plans

Vendors Portal: development, pilot project in Italy and first extension to other EMEA countries in 2011

Drafting of Pirelli Manual on management of supply chain

Definition of new audits according to criteria established by local Pirelli facilities, while retaining central support
and after the training mentioned above

CUSTOMERS

2011 2012 2013 2015

Focus on dialogue with the end customer through web platforms and opinion surveys

Launch of Engaging the Consumers project. On the basis of detailed analysis of all phases of procurement process, the project aims t
o identfy and select Pirelli consumer targets exactly, on whom “consumer insights driven” plans and marketing activities are to be focused,
with all of this serving Group growth strategies.

Road safety information and training campaigns, according to the programme defined after signing the EU Safety Charter

ENVIRONMENT

2011 2012 2013 2015

Entire range of tyre products free of highly aromatic oils worldwide

Extension of Environmental Management System certificate to all activities at New Technological Centre

Specific energy consumption -15% against 2009 value (by 2015)

Specific energy consumption -13% against 2009 value (by 2011)

Specific equivalent CO, emissions -15% against 2009 value (by 2015)

Specific equivalent CO, emissions -9.5% against 2009 value (by 2011)

Specific water consumption -35% against 2009 value (by 2015)

Waste: -5% production, +5% recycling against 2009 values

Complete substitution by Steel Cord Business Unit of all wood pallets in favour of plastic or metal ones

Use of solvents in production processes -5% against 2009 value by extending solvent free technologies.

EMPLOYEES

2011 2012 2013 2015

Focus on employee welfare: mapping and actions

Analysis of gender differences in Pirelli, in its industrial sector and in the global evolutionary context in order to update
the related Management System and then transfer it to the management of all other diversity elements for setting targets
about increasing diversities among managers in medium and long term

Pirelli will commission new independent SAB000® audits to be carried out at production plants in South America, China, Egypt, Turkey and Romania

New online and paper Employer Branding campaign

New Settimo Torinese industrial centre: 11 days of training pro capita on average for a total of about 1250 employees

Pirelli Leadership System: training for local middle management (final involvement of 400 middle managers),
similar to training courses held for executives in 2010

OHSAS 18001 standard: issuance of all certificates with SAS international accreditation beginning in 2011

Health, Safety and Environment Week - Event held simultaneously at all Pirelli production facilities

Pirelli Tyre industrial accidents Fl (frequency index) reduced about 40% against 2009

Definition of new Group standard for maintenance activities

Consolidation of new POWRA (point of work risk assessment) tool for maintenance activities

OHSAS 18001 certification of Guacara plant (Venezuela) and of Bumbesti (Romania)

Focusing of monthly “Safety Bulletin,” distribuited internally, on key safety indicators

Integration of a Health, Safety and Environment module in the Process Kaizen Engineer training course

Definition of a Group standard for internal non-monetary rewarding on Health, Safety and Environment issues

EXTERNAL COMMUNITY

2011 2012 2013 2015

Reinforcement of social and environmental responsibility partnerships with local NGOs and central and local institutional entities,
based on dialogue for identification of action priorities

Continual pro-active approach to dissemination of good sustainability practices at the local and international level
(through CSR Europe, World Business Council For Sustainable Development ...)

Revision of internal procedures for management of philanthropic activities

Application of Whistleblowing Procedure to external community
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“In order to build
a sustainable future,
it iIs necessary
to understand the
changes in society
and know how to
innovate. To create
value, with profound
respect for cultures
and diversities”



FILIPPO BETTINI
Head of Sustainability and Risk Governance






A NOTE

ON METHODOLOGY

This, the sixth edition of the Pirelli Group Sustainability
Report, is a comprehensive expression of the Pire-
Ili corporate culture based on the integration of the
economic choices together with the environmental
and social choices, according to the triple bottom
line approach. Therefore, this description of sustainable
performance, instead of being published separately, is
included in the Pirelli Annual Financial Report, as
Volume 3 (Volume 1: Annual Financial Report at decem-
ber 31, 2010; Volume 2: Report on Corporate Gover-
nance and Share Ownership).

In light of this integration, note that:

— the Chairman’s Letter at the beginning of Volume
1 of the Pirelli Annual Financial Report addresses
Group sustainability issues;

— the scope of this annual report is the same as the
Group’s consolidated report;

— this report gives a summary of the corporate iden-
tity, Group structure and operating perfor-
mance in 2010, insofar as these topics are discussed
in detail in Volume 1, to which reference is made for
further information.

The report has been drawn up according to the
Sustainability Reporting Guidelines issued by the
Global Reporting Initiative (GRI), and the principles
of completeness, materiality and responsiveness set
out in Standard AA1000. The analysis of sustainable
performance is based on a set of Key Performance In-
dicators (KPIs), developed in accordance with the GRI
indicators (updated to the G3 standard) and the prin-
ciples of the Global Compact (which Pirelli adopted
in 2004) while also taking account of data periodically
monitored by the leading rating agencies of sustainable
finance. The sections on economic and social dimensions

have also drawn on the Reporting Standards issued by
the Italian Social Report Study Group (GBS — Grup-
po di Studio per il Bilancio Sociale).

In this report, we have concentrated on what we believe
will be of most interest to the Group’s wide variety of
stakeholders, highlighting and explaining the progress
made in 2010 in relation to the contents of the 2009 re-
port, with an overview of trends during the past three
years. Achievement of the qualitative and/or quan-
titative targets set for 2010 has been reported both
inside the front cover and in the sections dedicated
to the specific stakeholders to which the targets refer, as
well as the new 2011 and/or multi-year targets.

The Summary Tables found at the end of the report il-
lustrate the topics discussed in the text in reference to the
specific GRI (G3) performance indicators, as well as to
the Global Compact principles.

This report includes Assurance Statement by an in-
dependent third party.

Finally, it is published — in Italian and English — in the
Sustainability and Investor Relations sections of the web-
site www.pirelli.com.

For further explanations and information on what
is reported here, please refer to the Contacts published
in the section of the website mentioned above. From
that section, site visitors can access the Sustainability
Channel, which is the interactive channel of communi-
cation between Pirelli and the web community interested
in sustainability news and events regarding the Group.
Through the Sustainability Channel interested users may
also comment on the news.
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PIRELLI AND
THE CREATION
OF SUSTAINABLE

The adopted approach
allows the creation

of sustainable value
over time, from which
the company derives
both tangible and
intangible benefits



Pivelli and the creation of sustainable value

he world’s fifth biggest tyre maker as measured

by its turnover, the Pirelli Group is a leader in the

high-end and high technology content segments.
In business for over 140 years (having been founded in
Milan in 1872), Pirelli now operates in 20 industrial are-
as on four continents and sells its products in over 160
countries. It boasts a long industrial tradition, which has
always been based on innovation, product quality and
a strong brand. That strength has been supported since
2002 by the PZero fashion and high tech project and has
just been further reinforced by Pirelli’s recent designation

PIRELLI CORPORATE STRUCTURE AS AT 31/12/2010
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as exclusive supplier to Formula 1 for the three-year pe-
riod 2011-2013.

While it has always been focused on research and de-
velopment, Pirelli also implements a green performance
strategy that dedicates constant, increasing attention to
high quality, low environmental impact products, ser-
vices and technology. Group efforts in these areas are
supported by the activities of Pirelli Ambiente, which
operates in the energy and environmental segments, and
Pirelli Eco Technology, which focuses on emission con-
trol technologies.

PIRELLI & C. S.p.A.* MAIN SHAREHOLDERS**

. CAMFIN 20.3%
.MEDIOBANCA  4.6%
.EDIZIONE S.R.L. 4.6%
. FONDIARIA SAI  4.4%
. ALLIANZ 4.4%
. ASSICURAZIONI 4.4%
GENERALI
100% [51% | [51% | 100%
PIRELLI PIRELLI
PIRELLI TYRE ECO TECHNOLOGY AMBIENTE PZERO MODA
%
ON CONSOLIDATED ~08% 8%

REVENUES

(*)  The individual businesses rely on the support of Pirelli Labs (100% Pirelli & C.), the Pirelli centre for technological excellence and driver of innovation.
(** ) The indicated percentages of investiment represent only the portion granted to the “Shareholders’ Agreement” at December 31, 2010. Camfin has announced that it directly or

indirectly owned another 5.9% of the ordinary capital of Pirelli & C. Spa.

The process of transforming the Pirelli Group into a pure
tyre company was completed in 2010. This transforma-
tion was undertaken in accordance with the 2009-2011
Business Plan and completed in 2010 with the spin-off
of Pirelli & C. Real Estate and disposal of non-stra-
tegic assets, including Pirelli Broadband Solutions
and Oclaro (formerly Avanex). Conclusion of this pro-
cess, together with realisation of the 2011 targets a
year earlier than scheduled in the 2009-2011 Business
Plan, resulted in the new business plan for 2011-2013
with vision to 2015. That new plan was presented on No-
vember 4, 2010 and is extensively discussed in this report.

Pirelli Group research and development activities are
key to the pursuit of its growth strategy, which not only
allows continuous product and process innovation but
also assessment of new business opportunities.

Group R&D costs totalled Euro 146 million in 2010,
with a 3.1% ratio to sales. Research and development
activities are mainly concentrated in Pirelli Tyre, within
which the Group has a research centre in Italy and eight
application centres worldwide, and is staffed by over
1,000 employees — 60% of whom are from countries oth-
er than Italy.

The value of investments in research activity is expected
to remain at about 3% of sales over the next three
years, one of the highest levels in the industry. All of
these factors will help lift the number of patents held by
the Group (currently over 4,500), guarantee its ability to
reduce the time needed to update its line of premium
products approved as original equipment to less than
four years, and fully eliminate highly aromatic oils
from its entire tyre line worldwide by 2013.
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SALES BY GEOGRAPHICAL AREA breakdown of activities shows that 98.4% of sales were
generated by the tyre business (98.1% in 2009).

Net sales in 2010 totalled Euro 4,848.4 million, up The following table shows the geographical breakdown of

19.1% from Euro 4,067.5 million in 2009.The percentage  Group sales over the last three years:

Sales™ (in thousands of Euro)

2010 % 2009 % 2008 %
Europe:
- Italy 485,450 10.00% 443,103 10.89% 447,766 10.74%
- Rest of Europe 1,508,531 31.00% 1.326,326 32.60% 1,457,669 34.95%
NAFTA 477,394 9.85% 361.454 8.89% 332,009 7.96%
Central and South America 1,632,044 33.66% 1.296.285 31.87% 1,279,444 30.69%
Asia/Pacific 286,922 5.93% 231,237 5.69% 648,020 15.54%
Middle East/Africa 463,077 9.55% 409,056 10.06% 4,243 0.10%

TOTAL 4,848,418 100.00% 4,067,461 100.00%| 4,169,151 100.00%

(*) Net sales in 2010 do not include the operations discontinued during the year that belonged to Pirelli & C. Real Estate S.p.A. (now Prelios S.p.A.) and Broadband Solutions
S.p.A. The previous periods (2009 and 2008) were consequently restated on a comparable basis.

The headcount at December 31, 2010 was 29,573 tribution of production activity at plants located on four
(29,570 in 2009 and 31,056 in 2008). It reflects the dis- continents, as illustrated in the following table:

GEOGRAPHICAL DISTRIBUTION OF EMPLOYEES
2010 Tyre 708

Other businesses*

673 0 28,865
0 12,561 %
10,628 246 : 5,430
EUROPE NORTH AMERICA LATAM ASIA, AFR, OCE** 2010
TOTAL 11,301 246 12.561 5,465 29,573
2,089
2,085 4 27 481 2,439 15 ——
10,526 0 11,750 0 11,830 0 11,804 !
, 248 ' 4,057 ’ 265 ’ 4,702
NORTH ASIA, NORTH ASIA,
EUROPE  ViZRica  LATAM o oS0ee.. 2009 EUROPE  pVizRicA  LATAM  ArR“ocEs 2008
TOTAL 12,611 248 11,754 4,957 29,570 TOTAL 14,269 265 11,819 4,703 31,056

(*)  includes Corporate, R Ambiente, P Zero, P. Eco Technology; for 2008 and 2009 it also includes the Real Estate and Broadband Solutions businesses that were discontinued in 2010,
whose employees were no longer on the Group payroll at December 31, 2010.
(**) Includes Turkey

For a complete snapshot of Pirelli operating performance
in 2010, please see Volume 1 (Annual Financial Report at
december 31, 2010).
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STRATEGIC MODEL
FOR SUSTAINABLE GROWTH
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PIRELLI OPERATING APPROACH TO GENERATION OF SUSTAINABLE VALUE

AN
FINANCE,
ECONOMIC ADMINISTRATION
DIMENSION & CONTROL
\\\ \\\\\ HUMAN RESOURCES MANAGEMENT Z VALUE
% RETURN
A
ENVIRONMENTAL RESEARCH z from responsible
DIMENSION & DEVELOPMENT management of
all Stakeholders’
\\\ \\\\\ PURCHASING expectations
INBOUND MARKETING -
SOCIAL / OUTBOUND | OPERATIONS POST SALES
& SALES SERVICES
DIMENSION LOGISTIC

N

As shown in the info graphic above, responsible manage-
ment at Pirelli flows through the entire value chain.
Every operating unit has economic, social and environ-
mental responsibility for its own activity, while cooperat-
ing constantly with the other units and stakeholders, in
implementation of Group strategic guidelines.

The adopted approach makes it possible to create sus-
tainable value over time, from which the company ben-
efits from a tangible and intangible return on value.

STAKEHOLDER ENGAGEMENT

More than ever, Pirelli is absolutely convinced that its busi-

ness is inextricably linked to its capacity to create value

while satisfying the expectations of all its stakeholders:

— shareholders, investors and the financial community;

— customers, since our way of doing business is based
on customer satisfaction;

— employees, who are the repository of Group know-
how and drive its development;

— suppliers, with which sharing a responsible approach

to business;

— competitors, because a competitive but fair competi-
tion generates improved custumer services as well as
market qualification;

— the environment, institutions, governmental and
non-governmental bodies, and the communities
around the world where the Group has permanent
operations, through the awareness of its own global
responsibilities as a corporate global citizen.

The Pirelli identity is historically based on a plurality of
values that have always been pursued and protected.
Pirelli Group adopts a multi-stakeholder approach,
which means that it pursues lasting and sustain-
able growth based as far as possible on the equable
reconciliation of the interests and expectations of all
those who interact with the company.

The following graphic illustrates the principal areas of
value creation and return linked to the specific stake-
holders:
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PIRELLI STAKEHOLDER ENGAGEMENT MODEL: MAXIMIZATION OF THE VALUE FLOW
FROM THE COMPANY TO STAKEHOLDERS AND VICEVERSA

SHAREHOLDERS AND
FINANCIAL COMMUNITY

- Dialogue
- Economic

ENVIRONMENT

- Product and Process
eco efficiency

- Life Cycle Assessment
Management approach ..

"\ Dividends
& Capital
Gains

resources
at future

generations
FConstant."u.dlsposal 8
decrease
of ecological \\\

footprint

and financial performance
- Transparency
- Corporate Governance

|

FRELL

CUSTOMERS

- Dialogue
- Product excellence
(safety, performance,
eco-sustainability)
- Affordability
A - Full customer satisfaction

Financial

resources Product

Quality and
Innovation

Product

EMPLOYEES

- Dialogue
- Fair remuneration

COMPETITORS Fa”l ) N Qualitative - Talent attraction,
— competition work offer development
‘ . A X and retention
- Fair competition e N T - Care for Diversities
q \ ¢ and Equal Opportunities
<‘: Fair SUSTAINABLE Engagement : - Health & Safety at work
— competition VALUE N H
H N

Materials
% and Services '\

& Resources é

SUPPLIERS . SOCIAL :
i En oot DIMENSION \\\\ Integration,.""--.‘."" LOCAL COMMUNITIES
. glalogo i gag N relational - Dialogue
- Partnership N . - g .
for a shared > @ efficiency . - Job creation
development 4 A\ - Social and Financial
- Supply chain ../ Cooperation ; % Taxes Contribution
sustainability Business K - Respect _
¢ Cooperation . for Human Rights
i Infrastructures - plants with low
"""" e environmental
o & ............................ .
INSTITUTIONS AND
NON GOVERNATIVE PUBLIC
ORGANIZATIONS ADMINISTRATIONS
- Dialogue - Dialogue
- Partnership - Compliance
- Support - Global Citizenship

SUSTAINABILITY
IN THE ORGANISATIONAL
STRUCTURE

An advanced sustainability governance system allows
the Group to effectively manage the economic, social
and environmental impact of its processes, products and

- Business ethics
- Collaboration

services, with a constant focus on innovation, with the
awareness of the role of a multinational group in a global
context and in view of comprehensive risk prevention.

The organisational basis of this governance is represented
by the Sustainability Steering Committee, which is
also responsible for equal opportunity issues and policy.
This body, which was formed by the Chairman at the
beginning of 2004 and chaired personally by him, is re-



Pivelli and the creation of sustainable value

sponsible for setting policy and guiding the advance-
ment of sustainability throughout the company. Then,
the organisational structure is made up of a Group Sus-
tainability and Risk Governance Department, which
reports directly to the Group General Counsel.

SUSTAINABILITY ORGANISATIONAL STRUCTURE
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The SRG Department is centrally comprised by the
Group Sustainability and Equal Opportunities
Officer and locally by the Sustainability and Equal
Opportunities Country Managers, covering all
Group affiliates.

CHAIRMAN & CEO

SUSTAINABILITY STEERING COMMITTEE

SUSTAINABILITY

EQUAL OPPORTUNITIES
SUSTAINABILITY & | | SUSTAINABILITY &
SUSTAINABILITY & | | SUSTAINABILITY & SS
EQUAL | | NITIES
COUN| SUY & GERS
EQUAL SUSTAINABILITY & NITIES
oy EQUAL OPPORTUNITIES plaRe
COUNTRY MANAGERS
OPERATING MODEL FOR
SUSTAINABLE MANAGEMENT
AND PLANNING
The info graphic illustrates the operating steps focused
on continuous improvement of sustainable performance:
INTERNAL
AND EXTERNAL
DISCLOSURE
- Dialogue with
Stakeholders and other
CONTEXT || relevant parties
EVALUATION (Rating Agencies, SR,
MONITORING Universities,
OF RESULTS Associations,
Research Institutes,...)
SUSTAINABILITY OF - Internal experience,
needs and requests

l= - Benchmark
IRELLI

VISION & MISSION

OPARATING MANAGEMENT
FOR PROJECT
IMPLEMENTATION

IDENTIFICATION
OF GROWTH
OPPORTUNITIES

PROJECT
AND TARGET DEFINITION
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SUSTAINABLE GROWTH
STRATEGY: THREE-YEAR
PLAN AND VISION TO 2015

Pirelli presented the new Group industrial plan for
2011-2013, with vision to 2015, to the financial commu-
nity in Milan on November 4%, 2010.

Pirelli will invest Euro 1.9 billion over the next five
years, increasing its production capacity and focusing
on the premium market segment in rapidly develop-
ing economies. It will do so in accordance with the lo-
cal for local strategy to improve product mix and ef-
ficiency and consolidate its leadership in all market

Sustainability Report 2010 Volume 3

segments in Latin America.

As stated by the Chairman of Pirelli & C. S.p.A., Marco
Tronchetti Provera, “In a world that is changing fast and in
which new areas of growth are emerging, we have developed
a plan which puts the company in the best possible position
to compete. In 2015, 60% of production will be in plants less
than ten years old. These actions will allow us to offer products
which are constantly being renewed, always more tailored to
the specific needs of customers, with reduced environmental
impact and greater competitiveness.”

An ambitious plan, of which sustainability strategies
are a core element: on November 4%, indeed, also the
new Sustainability Plan for the years 2011-2013 with
vision to 2015 was presented to the market.

SUSTAINABILITY
AS AN INTEGRAL PART
OF PIRELLI LONG TERM
DEVELOPMENT STRATEGY

SOCIAL DIMENSION

ENVIRONMENTAL DIMENSION

ECONOMIC DIMENSION

- Health & Safety at work

- Organizational development
— Diversities valorization

— Work-life balance green as well

— Biomaterials

- Supply chain sustainability

- Dialogue and inclusive approach
with communities; international
partnerships

- Management of product
environmental impact
— Tyres becoming more and more
performant and more and more

- Management of process
environmental impact
- Consumption/Emission reduction
— Eco- friendly plants

- Management of Pirelli Carbon
and Water footprint

- Sale of Green performance
products

- “green” performance
cost optimization

- less capital cost
from derisking programs

- Intangible assets
- being and remaining an “Employer
of choice”
- Brand Equity increase
- Trust attraction

Pirelli will use more and more raw materials having
a low environmental impact in its production system,
and it will use processes that will reduce water con-
sumption 35% and energy consumption 15% by
2015, with a 15% reduction in CO, emissions from
their 2009 levels. The new Settimo Torinese techno-
logical centre will be fully operational by 2011, in sup-
port of Group energy policy. This new tyre plant aims at
sustainable excellence in economic, social and environ-
mental terms, will become the showcase of Group opera-
tions and technology, and will set the standard for other
Pirelli production plants.

As far as products are concerned, Pirelli will continue
pursuing its green performance strategy. It expects that

the percentage of green performance products sales
will rise from 37% of the total at the end of 2010 to
more than 45% by the end of 2013.

As regards compounds, Pirelli is actively developing and
using a series of new, increasingly ecological materials.
Research and development will enable the Group to
eliminate highly aromatic oils from its entire
product line of tyres worldwide by 2013.

Finally, as for raw materials from renewable sources,
Pirelli has continued research activities leading to the
production of ecological silica derived from food
processing scraps (rice husks).
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In the area of social responsibility, existing workplace
health and safety plans will be further improved through
constant review of accident prevention and training pro-
grammes at company plants. Human resources policies
will aim at improving management of diversity. Audits
will continue to be conducted by independent outsourcers
on economic, social and environmental responsibil-
ity in the supply chain. As regards the relationships
with local and international communities, coopera-
tion with governmental and non-governmental authori-
ties will be reinforced to take joint initiatives targeting
sustainable development.

Keen focus on the quality of corporate governance
is key to sound and long-lasting development. In turn,
corporate governance is based first and foremost on the
central role played by the Board of Directors in defining
strategic policy and supervising management, an effective
risk management system and a top management remu-
neration policy that is closely linked to the creation of
long-term value. The new system and analysis of risk fac-
tors, including opportunities, are an integral part of the
strategic planning process. They allow undertaking recov-

THE PRINCIPLES UNDERLYING
OUR SUSTAINABILITY SYSTEM
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ery and mitigation plans, which transform risk manage-
ment into a value-creation driver.

Major benefits are expected from integration of the
Business Plan and Sustainability Plan, from the in-
tangible ones of being an “employer of choice” and a com-
pany with growing brand equity, a reliable company for all
stakeholders, to the tangible ones that are based on com-
petitive advantage and sales of environmentally sustainable
products, on cost improvements and on lower capital costs
that can result from responsible, careful risk management.

SUSTAINABLE GOVERNANCE

For Pirelli, sustainable governance means integrating
sustainability with the various aspects and ambits of
company management. Thus, sustainability represents
the adopted management model and translates into the
mapping, control and sustainable management of all eco-
nomic, social and environmental risks and opportunities
connected with corporate activity.

PIRELLI CORPORATE SUSTAINABILITY MODEL

PIRELLI CORPORATE MISSION

Policy
on “Social Responsibility Equal Opportunities Quality
for Occupational Health, .
Safety and Rights, Statement Policy
and Environment”

THE VALUES AND ETHICAL CODE

Fairness and Propriety — Transparency - Sustainable Growth - Customer Focus - Responsibility and Striving after Results -
Professional excellence — Innovation - Quality and performance - Integration - Speed

| SUSTAINABLE VISION |

UNITED NATIONS GLOBAL COMPACT - UNI ISO 26000 Guidelines
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The Pirelli Sustainability Model is inspired by the
United Nations Global Compact, of which Pirelli has
been an active member since 2004 and by the recently
issued ISO 26000 guidelines.

The compliance of the Pirelli Sustainability System with
ISO 26000 Guidelines has been verified by third party, as
stated in the Assurance Letter at the end of this report.

The resulting vision permeates the Group Sustainability
documents: its Values and Ethical Code, its Quality
Policy, its Social Responsibility Policy for Occupa-
tional Health, Safety and Rights, and Environment,
and its Equal Opportunities Statement.

The adopted Model embraces the entire value chain to pre-
serve and develop Group assets.

UNITED NATIONS GLOBAL COMPACT

oMAL Cp, In October 2004, in a letter addressed to
& > the Secretary General, Kofi Annan,
\, Pirelli Group formally declared its adhe-
sion to the United Nations Global
Compact and its commitment to ob-

WE SUPPORT  serve and support its Ten Principles in
the areas of human rights, labour standards, the environ-
ment and the fight against corruption.

N
I.'_:I-“'h

j'f-f THE
@

The letter of adhesion to the Global Compact is pub-
lished in the Sustainability section at www. pirelli.com.

THE VALUES AND ETHICAL CODE
OF THE PIRELLI GROUP

The document outlines Pirelli’s sustainable approach
to business, by imposing strict, uniform guidelines
for professional practices that everyone working for or
with the company must obey.
Approved by the Board of Directors of Pirelli & C. S.p.A.
in 2003, the Ethical Code was amended in 2009 to bring
it in line with the evolution of the Group’s sustainability
strategy and to satisfy new market and corporate gover-
nance requirements. The amended version was then ap-
proved by the Board of Directors of Pirelli & C. S.p.A.
Within the ambit of their own functions and responsi-
bilities, the directors, statutory auditors, executives and
employees of the Pirelli Group, as well as everyone else
working on behalf or in favour of the Pirelli Group, or
having business relationships with it (the “Addressees of
the Code”), either inside or outside Italy, must comply
with the principles and obligations set out in the Code.
More specifically, the Code:
— illustrates the values on which Pirelli’s own business
activities are based, i.e. fidelity, fairness, transparen-
cy, sustainable growth, customer focus, responsibility
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and results-oriented effort, professional excellence,
innovation, quality and performance, integration
and promptness;

— indicates the principles of conduct on which Pirelli
bases its own business activity in internal and exter-
nal relations;

— identifies the stakeholders with which Pirelli interacts,
describing the sustainable approach that characterises
their relationship with each one of them;

— envisages appropriate penalties for violation of the
Code.

The Group’s Whistleblowing procedure is a key tool
for enforcing compliance with the Code, and is the
subject of a special section elsewhere in this chapter.

The Values and Ethical Code and the Whistleblowing Proce-
dure have been distributed to all Pirelli employees in local
language versions.

Suppliers too are formally required to comply with the
values and business approach set out in the Code. This
is why the document has been published in the sustain-
ability section of the Pirelli institutional website not only
in the languages spoken by its employees but also in those
that are most representative of the panel of suppliers.

PIRELLI GROUP POLICY ON SOCIAL
RESPONSIBILITY FOR OCCUPATIONAL HEALTH,
SAFETY AND RIGHTS, AND ENVIRONMENT

The Policy affirms Pirelli’s formal acceptance of the
Universal Declararion of Human Rights, the International
Labour Organisarion Declaration on Fundamental Principles
and Rights at Work, the Rio Declaration on Environment and
Development and the United Nations Convention against
Corruption, from which the principles of the Global Com-
pact are derived.

The commitments affirmed in the Policy are inspired by
the cited documents, and thus the United Nations Global
Compact — of which Pirelli has been an active member
since 2004 — and the contents of the SA8000® interna-
tional standard. The company officially adopted this stan-
dard in 2004 as the benchmark tool for management of
social responsibility.

Suppliers are also formally required to comply with the
principles and commitments stated in the Policy, just as
they must comply with the Pirelli business approach and
the values set out in the Ethical Code.

The Policy, which was issued in 2004 and officially re-
vised by the Chairman in 2009, has been distributed to
all employees in their local language. It has also been
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published in the Sustainability section of the Pirelli in-
stitutional website, not only in the languages spoken by
employees but also in those that are most representative
of the panel of suppliers.

PIRELLI GROUP
EQUAL OPPORTUNITIES STATEMENT

The Equal Opportunities Statement sets out the proac-
tive approach taken by Pirelli to equal opportunities in
the workplace and career development, while also clearly
illustrating the Group’s valorisation approach to manage-
ment of diversity. It lists the commitments made by Pirelli
in this area, as set out in The Values and Ethical Code, in
The Pirelli Group Policy on “Social Responsibility for Occu-
pational Health, Safery and Rights, and Environment” and
— a priori — the United Nations Global Compact and the
SA8000® Standard.

The Statement, which was issued by the Chairman in
2006, has been distributed to all employees in their local
language and published in the Sustainability section of
the Pirelli institutional website, available to the External
Community.

For more details on the management of diversity and equal
opportunities at the company, please see the section dedicated
to these topics in the Social Dimension chapter of this report.

PIRELLI GROUP QUALITY POLICY

The Quality Policy reflects the full integration of sustain-
ability in the Group’s management strategy. Quality is a
core value in Pirelli operations, pervading all of its func-
tions and processes. Its scope of application ranges from
continuous innovation of products, services, processes
and systems to protection of the integrity, health and
wellness of Group employees, environmental protection
throughout the entire product life cycle, and strategic col-
laboration with suppliers.

“Corporate quality” essentially corresponds to a focus on
the demands and interests of stakeholders, ethics, inno-
vation, excellence and safety for sustainable competitive-
ness. Specific emphasis is given to employees involvement
and the key role that they play in promoting a sustainable
quality culture.

The Policy, which was officially revised by the Chairman
in 2009, has been distributed to all employees in their lo-
cal language. It has also been published in the Sustainabi-
liry section of the Pirelli institutional website, not only in
the languages spoken by employees but also in those that
are most representative of the panel of suppliers.
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GOVERNANCE TOOLS FOR
LONG-TERM DEVELOPMENT

CORPORATE GOVERNANCE

Pirelli has adopted a traditional management and con-
trol system. The key features of the Pirelli corporate
governance system are: (i) the central role of the Board of
Directors, in its capacity as the supreme body in charge
of company management; (ii) the central role played by
independent directors, who hold a majority of the seats
on the Board of Directors; (iii) a consolidated policy of
disclosing corporate decisions and the processes that led
to their being taken, as well as an effective internal con-
trol system; (iv) an innovative system of pro-active risk
management; (V) a management incentive system tied to
medium and long-term goals; (vi) rigorous rules govern-
ing potential conflicts of interest and firm rules of con-
duct for related party transactions.

Pirelli & C. has adhered to the Corporate Gover-

nance Code of listed companies ever since it was first

published by Borsa Italiana (Italian Stock Exchange).

The company subsequently affirmed its adherence to

the new March 2006 version of the Corporate Gover-

nance Code.

The other key features of the Pirelli governance system

include:

— a high level of transparency, with descriptions of
semi-annual updates and additions to the corporate
governance system to reflect changes from what is
illustrated in the Annual Report;

— membership on the Board of Directors of a large
number of independent directors, holding more than
50% of Board seats and representing about 90% of
all non-executive directors;

— the important role given to non-controlling interests,
who elect 20% of the Board of Directors when lists
are submitted (currently 4 out of 20);

— the establishment of Board committees comprised
exclusively of independent directors;

— designation of a Lead Independent Director, who is as-
signed an active and effective role in coordinating the
requests and contributions of independent directors;

— periodic meetings of the independent directors and
work meetings of directors with top management in
order to improve their familiarity with the company’s
actual operating conditions and facilitate their con-
tribution to management, and to improve the effec-
tiveness of their respective positions;

— the Board of Directors’ consolidated practice of re-
viewing its own performance, with the aid of an ex-
pert consulting firm;

— a new system for management and governance of
managerial risks;
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— establishment of the Group Compliance department;
— the control resulting from the Group Whistleblowing
Procedure.

Consistently with the provisions governing the traditional
management and control system that has been adopted,
the Board of Directors is in charge of managing the com-
pany. The Board plays a key role in its strategic guidance,
as well as in supervision of all business activity, with the
authority for overall management policy making and direct
action in a series of decisions that are necessary or useful
for pursuing the corporate purpose. The Board is responsi-
ble for taking key economic or strategic decisions or those
having a structural impact on management, i.e. decisions
supporting supervision of the Group and its policy.

The Board of Directors relies on the support of its own
internal committees to perform its duties. These stand-
ing committees are comprised of independent directors
having investigative, policy making and/or consultative
duties. The Board is also supported by managerial com-
mittees whose members are drawn from Group senior
management to implement the directives and policies is-
sued by the Board and delegated bodies.

Pursuant to the Bylaws, the Board of Directors has no
less than seven and no more than twenty-three members,
who serve for a term of three financial years (or a shorter
term that might be set by the General Meeting when they
are elected), and they may be re-elected. The Board of
Directors in office at December 31, 2010 is comprised of
19 directors and was elected by the Shareholders’ Meet-
ing on April 29, 2008 for three financial years, expiring
on the date of the General Meeting called to approve the
annual report at December 31, 2010. Consequently, the
next General Meeting called to approve the 2010 Annu-
al Financial Report will elect a new Board of Directors.
More information in this regard can be found in the Di-
rectors’ Report to the General Meeting published on the
company website. The Board of Directors is comprised
of two directors with executive authority: the Chairman
(who is also delegated specific duties) Marco Tronchetti
Provera and the Deputy Chairman Alberto Pirelli, seven
non-executive directors and ten independent directors
(of whom X are elected by non-controlling interests).
For some time now, the absolute majority of seats on
the Board of Directors have been held by independent
directors.

The Board of Directors defines the independence of its
directors on the basis of their not having relations with
the company and/or with its principal shareholders and
managers that might influence their judgement. When
it evaluated their independence, the Board of Directors
referred to the requirements recommended by the Cor-
porate Governance Code issued by Borsa Italiana, which
the company has adopted. For a more detailed descrip-
tion of the requirements necessary for determining the
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independence of directors, reference is made to the Re-
port on Corporate Governance and Shareholdings.

In advance of the deadlines (which will come into force
next year) mandated in the Corporate Governance Code
and even more recently in the Consolidated Law on Fi-
nance, the company has decided to adopt a General Re-
muneration Policy, to be submitted to shareholders for
a vote at the next General Meeting. The Policy contains
guidelines for defining the compensation of executive di-
rectors and management in general, aimed at attracting,
motivating and keeping the human resources who have
the professional qualifications for profitably pursuing
Group objectives.

The Policy is defined in such a way as to align manage-
ment interests with those of shareholders, with the pri-
mary objective of creating sustainable value over the
medium/long-term through a strong link between com-
pensation, on the one hand, and individual and Group
performance on the other.

Definition of the Policy is the result of a clear and trans-
parent process in which the Remuneration Committee
and the Board of Directors play a key role.

The Policy was approved by the Board of Directors at its
meeting on March 8, 2011 and submitted to the General
Meeting for approval of the 2010 Annual Report. As pre-
viously mentioned, it defines the following principles and
guidelines:

(i) the Board of Directors defines the remuneration:

» of the members of the Board of Directors and, in
particular, the directors delegated with specific
duties;

* of the general managers;

+ of the executives with strategic responsibility;

(ii) the Group defines the remuneration of senior man-

agers and Group executives in general.
For a more detailed description, please see the General
Remuneration Policy found at the end of the Report on
Corporate Governance and Share Ownership, Volume 2.
For further details on the corporate governance system,
reference is made to Volume 2 as well. The section dedi-
cated to the company’s corporate governance system can
also be accessed through the homepage of the website
waww. pirelli.com.

RISK GOVERNANCE SYSTEM

The current macroeconomic situation, financial market
volatility, complex management processes and continu-
ous legislative and regulatory evolution force successful
businesses to renew their ability to protect and maximise
tangible and intangible sources of value that characterise
their own business model. Assessing and preventing risks
that might compromise the Group’s values and objectives
have always been an integral part of Pirelli’s distinctive
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Risk Management
office is
independent

of business and
Internal Audit

spirit of innovation and professional excel-
lence. For these reasons, the Board of Di-
rectors decided in 2009 to upgrade its cor-
porate governance system by introducing a
pro-active risk management system. It uses
a systematic and organised process of iden-
tifying, analysing and assessing risk-prone
areas that could compromise the attain-
ment of strategic objectives, provides the
Board of Directors and top management
with decision-making tools so that they can
anticipate and manage the effects of these

risks and, more in general, “govern” them. Strategic ob-
jectives are not only economic but also social and

environmental, reflecting full integration of the sus-
tainability system in corporate development plans.

The chosen Model is based on a precise
methodological approach that is: (i) value
driven, insofar as the most significant risks
are identified according to their capacity to
prejudice attainment of the Group targets
defined in the Strategic Plan, or impair “crit-
ical” corporate assets (“Key Value Driv-
ers”); (i) top-down, insofar as top manage-
ment takes the lead in identifying priority risk
areas and events having the greatest impact
on the business; (iii) quantitative, i.e. based
on exact measurement of the impact of risks
on forecast operating and financial results.
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Focus on key value
drivers, over and
above processes

Central role played
by the board
of directors and

Creates a strong commitment.

Defines mission and objectives.

Defines the method

for identifying and measuring
risks. Indicates the priority risk
areas correlated to the
company value drivers.

Activates and coordinates
the assessment process.

as follows:

BOARD
CCIRCG*

EXECUTIVE
DIRECTOR

MANAGERIAL
RISK COMMITTEE

RISK OFFICER

1st LEVEL OF RISK OWNERSHIP

top management

The risk management system is illustrated

Validates overall exposure,
response strategies and controls
the evolution of risks

and mitigation plans.

Examines detected risks,
validates the mitigation strategies
and plans included in the ARMP***
by monitoring their
implementation. When necessary,
proposes adoption of risk policies.

They guarantee continuous
monitoring of Group exposure

to principal risks and check
implementation of mitigation plans.

STAFF/BUSINESS
REGION UNITS FUNCTIONS

* W
2nd LEVEL OF RISK OWNERSHIP

e

ou*

ou* ou** ou** ou* ou* ou**

They analyze and assess risk events, describe the existing risk management

infrastructure in detail and propose mitigation plans.

(*) Internal Control, Risks and Corporate Governance Commitiee | (**) Operating Units | (***) Annual Risk Management Plan | ¥ Risk Owner
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For more information about the Pirelli risk governance
system, please see 2010 Corporate Governance Report,
Volume 2 (Report on Corporate Governance and Share
Ownership).

RISKS AND UNCERTAINTIES

The principal areas of risk to which the company might
be exposed are illustrated in detail in the section Risks
and uncertainties within the Directors’ report on Opera-
tions in Volume 1, to which the reader is referred for de-
tailed discussion of these issues.

A summary of these risks and uncertainties is provided

as follows:

— Strategic risks, which are closely tied to Pirelli’s ob-
jectives and consequent strategic choices. This cat-
egory includes the exogenous risks stemming from
evolution in the external context where the Group
operates and the risks stemming from internal fac-
tors, such as financial risks, the risks connected with
typical business processes and human resource/or-
ganisation risks.

The most significant risk factors in this area include in-
creased competition in the markets where Pirelli operates,
especially Europe and Latin America, and the steady rise
in raw material costs (especially natural rubber). These
factors might partially impair overall profitability, to the
extent that the Group is unable to modify the commer-
cial price/mix component and the internal cost efficiency
component.

The Pirelli Group operates in countries such as Venezu-

ela, Argentina, Brazil, Turkey, China, Egypt, where the

general political and economic context and tax systems
might prove unstable in future.

— General risks: regardless of implemented strate-
gies, Group operating activities rely increasingly on
the proper, uninterrupted functioning of informa-
tion systems and network infrastructure in support
of business processes. The complexity of the infor-
mation system environment used, the distribution
of activities worldwide and links between them may
increase the level of risks connected with informa-
tion and communication technology. The global
scale of Group operations exposes it to a plethora of
risks (stemming from natural events, malicious acts,
malfunction of auxiliary plants or interruption in the
supply of utilities) that might even cause an inter-
ruption in business activities for an indefinite period
of time, consequently impacting its operating and
financial results. In 2010 the assessment of ten infor-
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mation systems critical to the Group and of five pro-
duction sites was completed. Risk mitigation activi-
ties were undertaken on the ten information systems
and operating continuation plans were prepared for
the production sites.

THIRD PARTY AUDITS ON SOCIAL AND
ENVIRONMENTAL RESPONSIBILITY

Risk management at Pirelli is comprehensive and in-
cludes the identification, analysis and monitoring of en-
vironmental, social and financial risks that are not only
directly associated with the company but also connected
with the sustainability of the supply chain.

Together with constant co-ordination and monitoring at
the corporate level, compliance with Pirelli economic,
social (especially human rights and labour rights) and
environmental sustainability rules is constantly as-
sessed in periodic audits commissioned from specialised
independent firms. Special attention is dedicated to the
sustainability of Pirelli and supplier sites in “countries of
concern” (as defined by EIRIS).

As early as 2008 independent audits were carried out
at Pirelli production plants and commercial loca-
tions in Turkey, Brazil, Venezuela, Argentina, Egypt, Chi-
na, Romania, Colombia, Mexico and Chile (commercial
offices only are located in the last three countries) to
monitor internal compliance with the SA8000® Stan-
dard (the benchmark tool used by the Group to manage
social responsibility).

In 2011 Pirelli will commission new, independent
SA8000® audits of production sites located in South
America, China, Egypt, Turkey and Romania.

Between the end of 2009 and the beginning of 2010,
independent audits were carried out on the chain of
suppliers operating in countries of concern, involving a
total of 72 suppliers.

Another 58 audits of suppliers were conducted between
the end of 2010 and early 2011 in the United Kingdom,
Germany, Italy, China, India, Latin America, Turkey,
Egypt and Romania.

For more information about these audits, please see the
“Suppliers” dedicated section in the economic dimension
of this report.

Ad hoc assessments are also carried out before entering
a specific market, in order to assess any political, finan-
cial, environmental and social risks, including those con-
nected with respect of human and labour rights.
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COMPLIANCE

The Group Compliance Office — under the supervision
of the General Counsel, Corporate Affairs and Group
Compliance Department — interacts with all corporate
departments to ensure that internal rules, processes and
corporate activities constantly comply with the appli-
cable regulatory framework and Ethical Code.

The Group Compliance Office actively participates in
identifying the risks of non-compliance with internal and
external rules, thereby playing a key role in preventing
judicial and administrative penalties or major financial
losses, including damage to reputation.

The principal projects implemented in 2010 by the
Group Compliance Office include:

— the revision of the “231” Compliance Programmes,
adopted by the Group in accordance with the spirit
that characterises Pirelli, for continuous reinforce-
ment of its own corporate governance and, in partic-
ular, its internal control system mechanisms, includ-
ing in consequence of the new “presumed offences,”
the liability of companies for offences committed
by their employees and/or collaborators that have
recently been enacted by lawmakers. All employees
were notified of the launch of the project through
the company intranet. Furthermore, the following
individuals at the Group received personal notice of
the launch of the project: executives of Italian com-
panies, officers of Italian companies, middle manag-
ers of Italian companies and expatriate employees of
Italian companies working abroad;

methodological support under Law 262/05 for the
“Corporate Financial Reporting Manager” and assis-
tance for Group companies to ensure that corporate
activities are operated in compliance with Law 262/05;
In 2010, the Code of Conduct appended to the
“231” Compliance Programmes and applicable to
all Group companies were also revised and amend-
ed. The Code of Conduct set out the operating ap-
plication of the principles of the Ethical Code and
introduce specific rules to avoid the establishment of
environmental situations favourable to the commis-
sion of offences in general and acts of corruption and
administrative offences in particular as envisaged in
Legislative Decree 231/2001. The Guidelines will be
distributed to all employees in their local language in
2011. Specific training activities will also be planned
during the year.

In regard to corruption and related offences, as set out
in the Ethical Code and in the Code of Conduct, Pirelli
has a clearly stated position of not tolerating “corruption
n any guise or form, or in any jurisdiction, or even in places
where such activity is admissible in practice, tolerated, or not
challenged in the courts. For this reason,” the Code continues,
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“Addressees of the Code are prohibited from offering comple-
mentary gifts or other benefits that could constitute a breach of
rules, or are in conflict with the Code, or might, if brought to
public notice, damage the Pirelli Group or just its reputation.”
The Code also states that Pirelli
—  “defends and prorects its corporate assets, and shall pro-
cure the means for preventing acts of embezzlement, thefft,
and fraud against the Group™;
—  “condemms the pursuit of personal interest and/or that of
third parties to the detriment of social interests.”

The Whistleblowing Procedure, described in the follow-
ing section, is a tool used for enforcing compliance with
Group rules.

In turn, the Internal Control System relies on an in-
tegrated process of identification, measurement, manage-
ment and monitoring of major risks, monitors the efficacy
and efficacy of business operations, while guaranteeing
that documents and decisions are traceable; the reliability
of accounting and operating information; compliance with
laws and regulations; the protection of company assets.

GROUP WHISTLEBLOWING
PROCEDURE

A key tool used to enforce compliance and internal con-
trol, as well as prevent risks, is represented by the Group
Whistleblowing Procedure. This procedure has been estab-
lished to handle reports of possible cases of corruption or
violation of the principles and/or precepts set out in the
Ethical Code — including equal opportunities — statutes
and regulations.

The Whistleblowing Procedure, which has been distributed
to all employees in their local languages, spells out how
to report violations, suspected violations and inducement
to commit violations of laws and regulations, the prin-
ciples set out in the Ethical Code, internal control prin-
ciples, corporate rules and procedures, or any other acts
or omissions that might cause direct or indirect financial
damage or harm to the image of the Group and/or its
subsidiaries.

The Procedure explicitly encourages employees who
are aware of potential or actual violations to report them
immediately to the company, either anonymously or
openly. They are guaranteed absolute confidentiality
and protection from reprisals of any sort.

These reports may involve company directors, statutory
auditors, management and employees, as well as anyone
else who operates inside or outside Italy on behalf of
the Pirelli Group or has business relationships with the
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Group. This includes partners, customers, suppliers, con-
sultants, independent contractors, accounting firms, and
public institutions and entities.

The e-mail box and telephone and fax numbers, provided
to those who want to file a report, are managed at the
corporate level by the independent Internal Audit De-
partment and are to be used by all Group affiliates.

The Pirelli Internal Audit Department is responsible for:

— setting up, managing and updated the addresses for
sending communications; receiving, registering and
analysing the received reports by engaging the par-
ticipation of other corporate departments and offices
for investigation as necessary and forwarding any re-
ports to the supervisory bodies with jurisdiction ac-
cording to the situations were a specific supervisory
body exists (for Italian companies: the Board of Stat-
utory Auditors, the Supervisory Bodies for offences
pursuant to Legislative Decree 231/01);

— preparing specific action plans;

— ensuring the retrieval and storage of documentation
for five years after the conclusion of the investigation;

— filing a quarterly report with the Internal Control
Committee of Pirelli & C S.p.A. on reports received
and actions underway.

If it is ascertained that the report is valid, the company
must take appropriate disciplinary measures and legal ac-
tion to protect itself and the Group, if necessary.

In 2010, the Whistleblowing Procedure was activated just
once, following an anonymous report of presumed con-
duct in violation of company rules and procedures, par-
ticularly in regard to the internal rules that govern fair,
transparent purchasing processes.

The analyses carried out by the Group Internal Audit
Department did not reveal conduct confirming the alle-
gations made in that anonymous report.

STOCK MARKET INDICES
AND ETHICAL FINANCE

The commitment to create long-term value that charac-
terises the company’s responsible management and eco-
nomic, social and environmental performance, has led to
Pirelli being ranked on some of the world’s most presti-
gious stock market sustainability indices.

Pirelli is strongly represented in the portfolios of socially
responsible investors, especially in Europe and North
America. A tailored communication strategy is dedicated
to this area, and promoted through specific roadshows.

The assessments of company performance by SRI ana-
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lysts and investors create benchmarking opportunities
and offer ideas for continuous improvement.

In June 2010, Pirelli sponsored the seminar “Business
Sustainability and Responsible Investments for the Cre-
ation of Long-term Value,” organised by the Academy-
London Exchange Group and held at the headquarters
of Borsa Italiana. On that occasion, the Chairman em-
phasised the importance of integrating the sustainable
business model in strategies for growth and to maintain
long-term value. The speakers at the event included Paul
Druckman, Chairman of Access Technology Group —
The Prince’s Accounting for Sustainability Project, and
Giuseppe Van Der Helm, Chairman of Eurosif.

The following ethical finance indices on which Pirelli ap-
pears are illustrated below:

DOW JONES SUSTAINABILITY INDICES

«

sam ¢

Dow Jones
Sustainability Indexes

Membar 2000011

201
seclor leader

20m
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Pirelli has been included in the Dow Jones Sustainability
indices since 2002.

For the fourth year in a row, Pirelli was confirmed as
global sustainability leader in the Autoparts & Tires
sector in September 2010, as part of the Dow Jones Sus-
tainability World and Europe indices. For the second
year in a row, Pirelli is also the only Italian company
to be ranked as a world leader in its own sector. Pire-
1li’s overall rating for 2010 was 90% (+2% from 2009),
compared with an industry average of 55%.

The Dow Jones indices are revised every year by SAM
Group, a Swiss asset manager responsible for assessment,
admission or exclusion of companies from the Dow Jones
sustainability equity indices.

In January 2011 Pirelli was named world sustainabil-
ity leader in the “Autoparts and Tyres” Sector and Gold
Class Company for the fourth year in a row in the presti-
gious Sustatnability Yearbook 2010, published by SAM
Group in collaboration with PricewaterhouseCoopers.
The Yearbook is one of the most complete and authori-
tative global benchmarking tools for sustainable finance
specialists. It includes only the top sustainability scoring
companies, ranked as such by SAM Group in the Dow
Jones Sustainability Assessment, or 15% of firms in 58
business sectors.
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FTSE4GOOD INDICES

Pirelli’s rating (expressed in qualitative
terms in the profile prepared by EIRIS
analysts) in 2010 showed further im-
provement from previous years.
FTSE 4GDDd In March 2011, for the first time, FTSE
Group has given an overall rating to
the 2,400 companies included on the list, giving Pirelli
a score of 97 on a scale from 1 to 100 in the Automo-
biles & Parts sector.
The benchmark is comprised of the FTSE All-share Index
and FTSE Developed Europe Index, excluding tobacco
and weapons makers, owners or operators of nuclear pow-
er plants, and uranium mining or production companies.

-ﬂ-

Pirelli has been included in the FTSE Global and Euro-
pean STOXX indices since 2002.

ASPI EUROZONE® INDEX

A . Pirelli has been included since the begin-
A==I"5=  ning of 2005 in the ASPI EUROZONE®
(Advanced Sustainable Performance Indices) index,
which includes the 120 best-performing companies in
terms of sustainability on the basis of ratings issued by
Vigeo, a social and environmental rating agency. The
ASPI survey pool is comprised by the companies includ-
ed in the D] EURO STOXX index. The 120 companies
with the best sustainability performance are ranked on
the ASPI EUROZONE® index.
The assessment of Pirelli conducted in 2010 showed fur-
ther improvement from the previous years, particularly
in the areas of corporate governance and human rights.

AXIA INDICES
m Pirelli has been included in the Axia
Ethical Index since 2004 (the year
when the index was created) and in the Axia Csr In-
dex since 2005 (the year it was created). Pirelli is also
included in the Axia Euro Ethical Index and Axia
Euro Csr Index.
The Axia indices interact with the major international
platforms for financial operators and encompass interna-
tional best practices in corporate social responsibility for
a range of companies selected from those with the highest
capitalisation for the S&P MIB and Eurostoxx60 indices.
Pirelli has been awarded an A+++ rating for the
fourth consecutive year, while it was rated A++ un-
til 2006: it has thus achieved the best score possible in
terms of ethics.
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N ECPI

In particular, Pirelli is included:

— in the EMU Ethical Index, which ranks the 150
largest companies by capitalisation in the EMU
(Economic and Monetary Union) market;

— in the FTSE ECPI Italia SRI Benchmark, whose
components, selected from the FITSE MIB and
FTSE Italia Mid-Cap baskets, are distinguished by
their good rating in environmental, social and gover-
nance (ESG) terms;

— in the FTSE ECPI Italia SRI Leaders index,
whose members, selected from the FTSE MIB and
FTSE Italia Mid-Cap baskets, are qualified as ex-
cellent in terms of environmental, social and gover-
nance (ESG) sustainability;

— in the investment universe of companies listed on
the ECPI Ethical Index Global and ECPI Ethi-
cal Index Euro.

Pirelli has been included in the ECPI eth-
ical finance indices since 2008.

The ECPI Italia SRI Benchmark and FTSE ECPI Italia
SRI Leaders indices were launched on September 19, 2010
by ECPI and FTSE Group. They represent the first series
of indices on the Italian market for responsible investment.

Pirelli has an EE+ rating, corresponding to the profile of
firms that have a transparent long-term strategic outlook,
good operating management and make a positive contri-
bution to society and the environment.
ETHIBEL EXCELLENCE INVESTMENT REGISTER
i Pirelli has been included in the Ethibel
| EXCELLENCE Investment Register
~ since 2008.
Forum Ethibel, an independent association that bases its
research on reports prepared by Vigeo, the social and envi-

ronmental rating agency, assesses the sustainability profile
of companies for their inclusion on the Ethibel Register.

KEMPEN INDICES
— v Pirelli has held Pass Status since 2003 in

c.;*": R the entire Kempen Capital Management

x D “KEMPEN SNS Socially Responsible
Investing Universe,” with continually improving rat-
ings.
The investing universe includes companies listed in Eu-
rope that prove they have adopted the highest standards
in terms of ethical, environmental, and human resource
standards and reporting.
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PRINCIPAL AWARDS
RECEIVED DURING THE YEAR

Pirelli received numerous awards in 2010 for its sustainable
performance accomplishments, both in terms of product
and the quality of relations with stakeholders. Some of the
awards it has received are listed below in reverse chrono-
logical order, from January 2011 to January 2010.

JANUARY 2011

— In China, at the Guangzhou Auto Show, the

magazine Auto news ranked the Pirelli Cinturato
P7 tyre as “The best balanced tyre of the year.”
The Cinturato P7 stood out for its road hold, stabil-
ity, tread pattern optimised to reduce its noise level
and the low-carbon emissions production process.
In England, Pirelli was ranked as the Most Recom-
mended Tyre Brand for 2010, according to the
market survey conducted by Encircle Marketing.
Pirelli won the first edition of the Lundquist Employ-
er Branding Online Awards Italy 100, qualifying as
number one in Italy in online communication of em-
ployer branding, i.e. the company’s appeal as employer
on the basis of the transparent, clear and concise com-
munication through which it seeks to attract job appli-
cants. The analysis considers the principal components
of online employer branding: Proposition (how the
company presents itself and what it offers to employ-
ees), Recruitment (information for job candidates)
and User experience (presentation of content).

NOVEMBER 2010

— The Shandong Provincial Government awarded

Pirelli China the “Qilu Friendship” prize for its
contribution to the economic and social develop-
ment of that Chinese province.

In Switzerland, Pirelli was proclaimed the best tyre
brand of the year for the fifth year in a row, and it
won the “Best Tuning Cars & Best Brands 2010”
competition, the most popular contest amongst
readers of Auto Illustrierte (Al), a prestigious in-
dependent car magazine.

In Germany, Pirelli has been ranked as the “Best
Brand 2010” by the readers of SportAuto for the
third consecutive year. This is the authoritative Ger-
man magazine for automotive enthusiasts, who con-
sider Pirelli to be the “most ‘sporty’ and ‘emotion-
al’ brand.” Pirelli was especially appreciated in the
sportsmanship category, for the score it achieved in
the areas of “stability in curves,” “high-speed safety,”
“excellent braking performance” and “emotionality.”
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OCTOBER

— In Germany, Pirelli was proclaimed “Top automo-

tive employer 2010/2011” by CFR, the national re-
search institute that provides comparative analyses
on HR management and corporate best practices.
Corporate culture, work-life balance, pay, training,
development, career opportunities and innovation
management were the aspects considered in the CFR
study, which awarded 25 firms in the automotive
sector, from big car makers to small spare parts sup-
pliers. Having reached its fourth edition, the study
was conducted in collaboration with the AT Kearney
consulting company, CAR (Center for Automotive
Research), the University of Duisburg-Essen and the
German Automotive Industry Association. In par-
ticular, Pirelli stood out in the categories “Primary
benefits,” “Career opportunities” and “Innovation
management.”

SEPTEMBER

— In Warsaw, Pirelli was the guest of honour at the

Cement Sustainability Initiative of the World
Business Council for Sustainable Development
(WBCSD), as the model for best practice in terms
of management focused on continuous improvement
of health and safety at the workplace. According to a
study carried out by the Cement Sustainability Ini-
tiative, Pirelli practices were the best of all study par-
ticipants belonging to the auto parts and tyres sector.
In Germany, “Exemplary” was the final judgement
of “Autobild,” which did not find any drawbacks
with the Pirelli Cinturato P7, remarking on “its con-
vincing talent, and satisfying energy savings charac-
teristics; its smooth driving performance, with stable
grip on curves and limited braking distances both on
dry and wet pavement; its quiet ride.”

Following the 2010 revision of the Dow Jones indices
carried out by SAM Group, the Swiss asset manager
responsible for assessment, admission or exclusion
of the companies from the Dow Jones sustainabil-
ity equity indices — Pirelli was confirmed global
Sustainability Leader in the Autoparts & Tires
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sector for the fourth year in a row, as part of
the Dow Jones Sustainability World and Europe
indices. For the second year in a row, Pirelli is
also the only Italian company to be ranked as a
world leader in its own sector.

JULY

— In London, Pirelli won the “Country Award 2010”

for Italy, handed out by the authoritative IR Maga-
zine Europe to the best companies and professionals
in investor relations. The award was decided by over
700 domestic and international analysts and inves-
tors.

MAY

— In China Pirelli was judged the best brand on the

spare parts market by the “China Automobile
Aftermarket Summit,” the forum that was held
at the end of April in Beijing and sponsored by the
prestigious magazine Motor Trend. Twenty-sev-
en tyre brands competed for the prize, which was
awarded by sector experts participating at the forum
who declared Pirelli “Recommended Brand” for
2010. The principal theme of the conference was the
state of the art of the spare parts market, ranging
from technology to marketing, with an analysis of the
future.

APRIL

— Pirelli received another important award in the

United States. On April 23 it participated at the
Ford World Excellence Award ceremony in Dear-
born, Michigan, receiving the prestigious prize for
its excellent performance as measured by quality,
cost and delivery in 2009. The star player for this
award was the tyre plant at Guacara, Venezuela,
which supplies Pirelli tyres to Ford.

Another prize won by Pirelli in the United States
was the prestigious JD Power & Associates Award
for its high performance tyres for sports cars,
which were found to be the favourite brand in the
segment according to the ”Original Equipment
Tire Satisfaction Index Study” conducted by JD
Power & Associates, which surveys the general lev-
el of motorist satisfaction every year.

FEBRUARY

— Cinturato P7 and P6 passed with flying colours

the tests held by ADAC, the most important and
prestigious Automobil-Club in Germany and Eu-
rope, with over 19 million members. Pirelli thus
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confirmed its leadership in terms of performance,
safety and eco-compatibility, proving once again that
it had internalised the philosophy and core values of
Green Performance. The test results, which were
also published by the automobile clubs of Austria
and Switzerland (TCS and OAMTC), showed how
the Cinturato P7 and P6 tyres are extremely reliable
tyres and, therefore, deemed highly recommended
for users. Pirelli Cinturato P7 turned out to be
the best in reconciling high performance on both
wet and dry pavement, with low rolling resistance,
higher mileage and quieter ride. The Cinturato I?6
posted the same results, not only by beating all its
competitors in the tests, but also by being the only
tyre classified in the Green Performance cate-
gory. These results have rewarded Pirelli’s approach,
enabling it to win a leading position by combining
safety, performance and eco-compatibility.

JANUARY

— Pirelli was the tyre brand of the year in Nigeria.
The awards ceremony of the Nigeria Auto Media
Awards was held in the capital city of Lagos on Janu-
ary 21. This competition was organised by the spe-
cialised car and transport press. Pirelli won the Dia-
mond Jewel Award in the tyre category, as “Tyre
Brand of the Year 2009”.

— In the presence of over 500 participating suppliers
and automotive companies, Pirelli Japan won the
Autobacs Award 2009 in Tokyo as the best tyre
supplier of the year. Autobacs, an historic Japanese
reseller of spare parts and accessories for cars found-
ed in 1947 and having operations worldwide, award-
ed Pirelli for the significant contribution it made to
sales in 2009. The driver for this success was the P4
Four Season. For Pirelli Tyre, the Autobacs award
represents a major success, the result of effective
teamwork between headquarters, Pirelli China and
Pirelli Japan, which collaborated on the project from
the beginning.

For a complete, detailed overview of the awards and rec-
ognition received by the Group in 2009, please see the
Sustainability section in the Sustainability Channel
area on the website www. pirelli.com.
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ECONOMIC
DIMENSION

Creation
of Shared Value

Return of Value



Economic dimension

“Working to ensure long-term responsible growth in full awa-
reness of the inter-dependence of the economic, social, and en-
vironmental spheres, and being mindful of the effects a decision
in one such sphere has on the others.

Seeking to be a leader of R&D in green technologies and pro-
ducts, ahead of marker demand, in the knowledge of the bene-
fits thar today’s achievements will bring to tomorrow’s world.
Linking together value crea—tion, social progress, concern for
stakeholders, and higher standards of living and environmen-
tal quality.”

(Ethical Code/Values — Sustainable Growth)

ADDED VALUE

Added value means the wealth created over a given report-
ing period, calculated as the difference between the revenues
generated and the external costs sustained in the period.

The distribution of added value between stakeholders
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“The Pirelli Group intends to contribute to the prosperity and
growth of the communities it operates in by providing efficient
and technologically advanced services.”

(Ethical Code — Community).

enables the to express, in monetary terms, the existing
relations between Pirelli and the major stakeholders, thus
shifting attention to the socio-economic system in which
the Group operates (as shown in the diagram below).

REVENUES

CUSTOMERS

PIRELLI & C. S.p.A.

COSTS

SUPPLIERS

PUBLIC EXTERNAL
ADMINISTRATION SHAREHOLDERS COMMUNITY
SALARIES
SEVERANCE DEPRECIATION
INDEMNITY TAXES AND LEVIES FINANCIAL SHARED PROVISIONS OUTSIDE
COMPANY BENEFITS CHARGES PROFITS UNSHARED DONATIONS
SOCIAL SECURITY PROFITS
CONTRIBUTIONS
The added value created by Pirelli & C. Group in 2010,
2009 and 2008 is broken down as follows:
| 2010 | 2009 2008
GROSS OVERALL ADDED VALUE 1495881 | %] 1,203,255 918953| %]
Remuneration of personnel (1,063,648) 71.1% (949,217) 73. 4% (1,007,702) 109.7%
Remuneration of Public Administration (137,358) 9.2% (90,350) 7.0% (71,400) 7.8%
Return on credit capital (65,793) 4.4% (70,112) 5.4% (51,396) 5.6%
Remuneration of venture capital (81,151) 5.4% (81,132) 6.3% 0 0.0%
Remuneration of the company (144,306) 9.6% (99,144) 7,7% 214,157 -23.3%
Outside donations (3,625) 0.2% (3,300) 0.3% 2,612 0.3%

(*) The figures do not include the operations discontinued during the year that belonged to Pirelli & C. Real Estate S.p.A. (now Prelios S.p.A.) and Broadband Solutions S.p.A.

The previous periods (2009 and 2008) were consequently restated on a comparable basis.
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The trends of the items comprising gross overall added
value as indicated hereinabove are adequately explained in
Volume 1, Annual Financial Report at december 31, 2010.
Reference is made to that Volume for further details.

With reference to the outside donations, the table be-
low shows the contributions and donations made by Pire-
lli in the three-year period 2010, 2009 and 2008, broken
down by category:

OUTSIDE DONATIONS* (in thousands of Euro)

2010 2009 2008
Education 770 696 785
Culture 1,035 1215 624
Research 1,119 629 560
Solidarity, Sport 702 761 640
Other 0

0 3
ToTAL oo oam1| _zez]

(*) The figures do not include the operations discontinued during the year that belonged to
Pirelli & C. Real Estate S.p.A. (now Prelios S.p.A.) and Broadband Solutions S.p.A.
The previous periods (2009 and 2008) were consequently restated on a comparable basis.

In spite of the complex economic situation in 2008 and
2009, the Group maintained its focus on the importance
of distributing value to the external community. These
contributions were further increased in 2010 once the
economic recovery got underway. The change over the
past two years as compared with 2008 shows a marked
increase in contributions to research. This area is consid-
ered key to global recovery from the crisis.

To correctly dimension and understand the proportion
of the spent among the above categories, it must be re-
membered that the amounts shown are consolidated fig-
ures indicated in Euro, although they were mainly spent
in local currency in the various countries (often emerging
markets / developing countries) where Pirelli operates.
This is particularly true for the categories “Education”
and “Solidarity.” Paradoxically, though the reported fig-
ures shown are lower in absolute terms than what was
spent on Culture and Research, they correspond in real
terms to the financing of a “universe” of development
projects in the receiving countries.

Reference is made to the Social Dimension section for
a detailed description of the principal actions associated
with these contributions and donations.

During FY 2010, no significant penalties were levied
and paid on a final basis for violation of laws and regula-
tions, including any penalties connected with the supply
and use of Group products and/or services.

Finally “The Pirelli Group does not provide contributions, ad-
vantages, or other benefits to political parties or trade union
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organizarions, or to their representatives or candidates, this wi-
thout prejudice to its compliance with any relevant legislation.”
(Ethical Code —The wider community).

SIGNIFICANT LOANS
RECEIVED IN 2010

In February 2010, the European Investment Bank
(EIB) granted Pirelli Tyre S.p.A. a loan for Euro 100
million under an agreement to support Group research
and development projects in 2009-2012. This made it
possible to use the whole credit facility approved for this
purpose in July 2009.

In May 2010 the EIB also disbursed the first Euro 20 mil-
lion for a new Euro 50 million loan, granted in support
of the Euro 250 million loan for expansion of the Pire-
1li plant at Slatina in Romania, dedicated to the produc-
tion of automobile and light commercial vehicle tyres. The
new loan complements a similar loan made in 2007 to sup-
port establishment of the same production plant.

SHAREHOLDERS,
INVESTORS AND
THE FINANCIAL COMMUNITY

“In 1ts relations with all classes of shareholders, with institu-
tional and private investors, financial analysts, market opera-
tors and, in general, with the financial community, the Pirelli
Group is fully transparent, complies with the requirements of
accuracy, timeliness, and equal access, and aims to ensure that
a proper valuarion of Group assets can be made.”

(Ethical Code - Shareholders, Investors and the Financial
Community).

Pirelli attributes great strategic importance to financial
communication, considering it a key tool for building a
trust-based relationship with the markets. Accuracy,
timeliness, equality and transparency are the basic
rules that Pirelli applies to its financial disclosures.

Through top management and the Investor Relations
Department, the Group maintains an open and transpar-
ent dialogue with analysts and investors — both individu-
als and institutional investors — in view of promoting fair
valuation of its assets.

In 2010, financial communication aimed to promote the
Pirelli Equity Story.

Conclusion of the process of transforming the company into
a pure tyre company (following spin-off of Pirelli RE and
the disposal of non-strategic activities) and the achieve-



Economic dimension

ment of 2011 targets a year early led to drafting of the
new 2011-2013 Business Plan, with vision to 2015.

The new plan calls for:

— further focus on the premium tyre segment, which is
growing at a rate faster than the market and in which
Pirelli holds a leadership position;
adjustment of production activities between rapidly de-
veloping economies (RDE), Latin America and mature
markets, in consequence of which each of the three ar-
eas will contribute one-third to Group profits in 2015;
technological upgrade of production sites and ma-
chinery (in 2015, 60% of production will be in plants
less than ten years old).

In 2010 the Group met more frequently with investors
on major financial markets (Milan, London, Edinburgh,
New York, Boston, Paris, Frankfurt, Zurich, Copen-
hagen and Stockholm) during dedicated road-shows and
participation at industry conferences. Pirelli representatives
met with 408 institutions, comprised of both current
and prospective investors. At the same time, coverage of
Pirelli stock by investment banks was expanded, especially
amongst international investment banks with specialised
coverage for the tyre industry. At December 31, 2010 Pirelli
stock was covered by 21 brokers who regularly publish
on it, including 43% global (25% at December 31, 2008).
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For years Pirelli has been dedicating special attention
to relations with the ratings agencies that specialise
in sustainable finance. In 2010 it also dedicated spe-
cial attention to Socially Responsible Investors, with
whom dedicated road-shows were held in the Paris and
Frankfurt financial centres.

Pirelli financial communication is rounded out by a series
of information services offered in the Investors section
of the Pirelli website: from the “Investor Channel,” a
financial and business news channel, to Peers and Mar-
ket, a weekly financial newsletter, from Tyre Market
Watch, which monitors tyre market trends in the prin-
cipal geographical areas where the Group operates, to
the summary forecasts (Consensus) of financial analysts
who cover Pirelli stock.

In recognition of the efforts made by the company to fi-
nancial communication, Pirelli was awarded the “Coun-
try Award 2010” for Italy. This important award is
granted by IR Magazine Europe to the best firms and
professionals in the area of investor relations.

The following graphic illustrates the stock market per-
formance of Pirelli & C. in 2010. It also indicates the
performance of the Auto & Parts segment and the FTSE
Mib, for easy comparison:

= Pirelli +39.5%

Auto&Parts +48.0%

FTSE Mib -13.2%

H‘\”\u\, fﬂ"_’\"-"" '\r’\f‘\

31-DEC-09
14-JAN-10 —
28-JAN-10 —
11-FEB-10
25-FEB-10
11-MAR-10
25-MAR-10

8-APR-10
22-APR-10 —

6-MAY-10
20-MAY-10

3-JUN-10
17-JUN-10

In 2011 financial communication will continue by report-
ing the gradual implementation of the new 2011-2013
Business Plan, and by expanding contacts with analysts
and investors, dedicating special attention to SRI Inves-
tors as part of the Group sustainability strategy.

1-JUL-10

15-JUL-10
29-JUL-10 —
12-AGO-10 —
26-AGO-10
9-SEP-10
23-SEP-10
7-0CT-10
21-0CT-10 —
4-NOV-10 —
18-NOV-10
2-DEC-10
16-DEC-10 —
30-DEC-10 —

For more details, reference is made to the regularly up-
dated “Investors” section of the website www. pirelli.com.
It provides a complete information tool for matters of in-
terest to shareholders and the financial community.
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OUR CUSTOMERS

“The Pirelli Group bases the excellence of its products and
services on nonstop innovation. Its goal is to anticipate custo-
mers’ needs and meet their demands with an immediate and
professional response that is delivered with propriery, courtesy,
and unstinting cooperation.”

(Ethical Code — Customers).

The business of Pirelli Tyre is divided into two main
segments: Consumer (tyres for cars, SUV, light com-
mercial vehicles and motorcycles) and Industrial (tyres
for buses, trucks, agricultural machinery and steelcord).

These businesses are focused in turn on two different
sales channels:

- Original Equipment, which directly serves the world’s
leading car and truck makers;

- Replacement, for the replacement of tyres on motor
vehicles that are already in circulation.

A macro-distinction can be made between “Specialised Re-
sellers” and “Distributors” in the “Replacement” channel.
Specialised Resellers are tyre specialists that operate as inde-
pendent businesses. They are a key point of contact between
the Group and end customers. Special attention is devoted
to them in terms of shared development, to enhance the
offer of products integrated with high-quality service that
is consistent with Pirelli values and customer expectations.

“Distributors” are key partners of Pirelli in guaranteeing
continuous supply of tyres to specialised resellers, by of-
fering local delivery and distribution services throughout
the whole territory.

In addition to the Business Tyre customers, there is a het-
erogeneous group of customers classified in the “other
businesses” category, which is a quality niche comprised of:
Pirelli & C. Ambiente, active in the waste-to-fuel and
photovoltaic renewable energy sectors and in environ-
mental clean-up;

Pirelli Eco Technology, which operates in the diesel vehi-
cle and heating plant emissions control technology sector;
Pzero, an interdisciplinary project with an hi-tech spir-
it, bringing together marketing and fashion while being
firmly rooted in industrial design.

CUSTOMER FOCUS

Customer focus — a key aspect of the Values and Ethical

Code of the Pirelli Group - presupposes a constant and

on-going commitment in terms of:

— comprehension of the market context in which the Group
operates;

— considerarion of the impact of the Group’s actions and
behaviour on the customer;

— exploitation of every opportunity offered by doing busi-
ness to satisfy the customer’s needs;
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— anticipation of customer needs;

— top product qualiry, as well as excellence of production
systems and processes;

— constant focus on performance to satisfy customer perfor-
mance and safety expectations;

— excellence and comperitiveness on the market to offer cu-
stomers quality products and services that efficiently sati-
sfy their demands.

As part of its customer focus, Pirelli has also adopted
a clear procedure for responding to complaints.
Drafted in the form of internal, interdepartmental rules,
it requires giving immediate responses to complain-
ants.

The Company’s commitments as listed above are simi-
larly made explicit in the General Conditions of Supply ap-
plied by Group companies.

TRANSPARENCY

In the area of advertising communication, Pirelli es-
tablished a centralised process for managing advertising
campaigns and international media coordination in 2009,
with the aim of enforcing compliance by all foreign af-
filiates with the rules of conduct adopted by the parent
company, as well as with local laws and regulations.

The Group is associated with the UPA (Utenti Pub-
blicita Associati — “Associated Advertising Users”).
The Pirelli representative has been named deputy
chairman of the association in recognition of the com-
pany’s constant commitment and leadership in support
of the UPA Code of Conduct. Pirelli also participates in
the Consumer Forum. The Forum is an entity created
by businesses and consumer associations to promote
consumer protection.

Through the UPA, Pirelli is also a member of the WFA
(World Federation of Advertisers), which commits
participating firms to engage in honest, truthful and fair
competition and communication, in accordance with
their code of conduct and self-regulation.

Consumer protection is also guaranteed by the com-
pany’s choice of suppliers in the communication sector
(creative agencies, media centres, production companies)
that belong in turn to business and professional associa-
tions having ethical codes of communication.

There were no cases of non-compliance with regulations
or voluntary regulations applicable to marketing activity in
2010, including advertising, promotion and sponsorship.
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INFORMATION AND TRAINING

Tyre products are subject to statutory noise abate-
ment requirements at the European level. These laws will
become much stricter beginning in 2012, when new regu-
lations governing rolling resistance and road hold on
wet pavement will also come into effect (European Union
Regulation (EC) No. 661/2009). Tyre labelling require-
ments will also come into force in 2012 (EU Regulation
(EC) No. 1222/2009). They aim to improve road safety,
by promoting tyres models having a high level of road hold
on wet pavement, and reduction of the environmental im-
pact of road transport through the promotion of tyres hav-
ing low rolling resistance (and thus more fuel efficient) and
having low noise levels. Every label will always have to give
information about product performance in terms of rolling
resistance, road hold on wet pavement and external noise,
to be measured using harmonised test methods.

In the United States, “Uniformity Tyre Quality
Grading” (UTQG) is required. These rules are current-
ly being revised and will include mention of the degree of
rolling resistance. All Pirelli products are sold with a
safety warning affixed to the side of the tyres, although
this is not required under the law. Voluntary tyre la-
belling requirements also exist in Japan and are being
considered in other countries as well.

In 2010 there were no cases of non-conformity to
regulations or voluntary codes involving product/service
information and labelling.

Using numerous communication tools, Pirelli constant-
ly provides information about its products and related ini-
tiatives to its distributor customers and end customers.

The international website www.pirelli.com is partic-
ularly important for this purpose. Updated at the end of
2010, it contains a series of changes, particularly regard-
ing its approach to consumers.

The strategic objective of the site consists in helping con-
sumers choose the product most suited to their needs,
while assisting them throughout the decision-making pro-
cess until eventual online purchase, and providing them
as much information as possible. Regardless of whether
the consumer’s “journey” on the site concludes with an
online purchase, he will still have been provided with all
the tools necessary for visiting any reseller, ready to make
an informed purchase. More specifically, the “Find your
perfect tyre” configuration tool is a method for engaging
the consumer by starting from his personal and driving
characteristics, leading him step by step to determining
the most suitable tyre for his needs, as described in detail
by internationally recognised experts. This ideal tyre can
even be “tested” by using virtual and interactive tests.
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Other tutorial and interactive configuration tools are of-
fered in the sections dedicated to the car, motorcycle and
truck businesses. Each one has its own characteristics
aimed at the target segment.

The new website marks a significant change for the
Pirelli digital identity: its functionality and style
make it stand out as one of the most important
brands in the automotive and other sectors.

GETTYRE is the Pirelli and Metzeler e-commerce
site dedicated to motorcycle and scooter owners. In col-
laboration with the network of resellers located in every
region of Italy, GetTyre.it is the official online store that
clearly features a range of tyres and special offers for
consumers. The site is already active in Italy and, from
March 1, 2011, it will also be active in Spain.

Pirelli paper publications are dominated by the company
magazines Pirelli World and, for Brazil, Giro, in addi-
tion to publications for the international market, including
Pivelli Truck. Street and Motopasion in Brazil. This
last publication, which is also available online and pub-
lished in four languages in Europe (Italian, Spanish, Ger-
man and English) and in two languages in South America
(Spanish and Portuguese), represents a steady channel
for communication between Pirelli and transport resellers
and professionals. It offers a key tool for distributing infor-
mation and updates on products and applications.

In 2010 a project to improve both company employees’
and customers’ knowledge about tyres and Pirelli prod-
ucts was developed and implemented worldwide. This is
the Tyre Campus project, whereby Pirelli aims at achiev-
ing excellence in product training, both in terms of
content and methods, from factory visits to simulations
of tyre performance. Information and training are now
truly comprehensive. Tyre Campus also proposes high-
level training to its own customers on administrative,
management and marketing issues, in addition to techni-
cal product training.

LISTENING AND EXCHANGING IDEAS
AS SOURCES FOR CONTINUOUS IMPROVEMENT

Customer relationships are managed principally

through two channels:

— the local sales organisation, which has direct con-
tact with customers and, by using the Sales Force
Automation (SFA) information management system,
can process and respond on-site to all customer in-
formation requirements;

— the Pirelli Tyre Contact Centers, which number
31 worldwide and are staffed by over 200 employ-
ees, providing both information assistance and order
management (inbound), telemarketing and teleselling
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(outbound), with over 1,800,000 calls a year. A train-
ing programme for certain European markets was
also developed during 2010 (and is being expanded
in 2011), in order to improve relationship skills with
customers and developing greater technical and com-
mercial skills. Specific reports and analyses are gener-
ated on the basis of available tools to assess efficiency,
effectiveness and customer satisfaction.

Pirelli is also present on Facebook, Twitter and You-
tube, three constantly updated channels that are enjoying
exponential growth in spontaneous participation by fans.
The principal aims of this exposure is to maintain the
involvement of users interested in the Pirelli brand and
products, support communication of the institutional
website and exploit the opportunity to transform cus-
tomer experiences into opportunities for continu-
ous improvement.

The German brand Metzeler is particularly active
through RIDEXPERIENCE, the multilingual blog
where bloggers share their extreme travel experiences,
technical advice and interesting news about the motor-
cycling world.

Feedback received during 2010 included the results of
the Dealer Satisfaction Surveys conducted in Italy
and Brazil, covering the level of customer satisfaction
compared with leading competitors.

In Italy Pirelli posted a total level of satisfaction exceed-
ing the market average (+2.3%). The competitive ad-
vantage was confirmed not only at the general level but
also for the principal sectors that were investigated, partic-
ularly marketing, which remains a strong point for Pirelli
(+5.1% above the average for its main competitors) and
the product range (+4.9% above the market average).

In Brazil, FY 2010 confirmed an extremely positive
trend, both in terms of general customer satisfaction
(+3% from 2009 and +18.3% from 2008 with Pirelli
reaching the highest levels of satisfaction on a scale
from 1 to 5), and in terms of specific areas like product
quality (+4.2% from 2009 and +15.6% from 2008).

In collaboration with a group of professors and research-
ers at the Bocconi University in Milan, a specific study
was conducted in 2010 on the target market of the new
Cinturato P1, prior to its planned launch on the market
in the first half of 2011.This study was carried out by us-
ing the conjoint analysis statistical method, in order to
determine the purchase drivers according to the value
perceived by the consumer. “The result has shown that
the brand, as a proxy for quality and safety, is the
most important purchase driver (34%), followed by
product performance characteristics, such as road
hold (23%) and durability (15%).
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The action plans defined after the results of surveys con-
ducted in Europe during 2009 were implemented in 2010.

Pirelli will launch the Engaging the Consumers proj-
ect in 2011. Using a detailed analysis of all phases of the
purchase process, the project aims to identify and select
Pirelli’s target consumers with precision — the consumers
on which it will focus “consumer insights driven” plans —
in addition to marketing activities. All of these activities
serve to support Group growth strategies.

QUALITY CERTIFICATIONS

ISO 9001

The Group has had a Quality Management System since
1970, which it has gradually introduced at all its production
plants. The Pirelli QMS was certified in 1993 according to
ISO 9001. Now all car, truck, motorcycle, agricultural,
steel cord and anti-particulate filter plants are certified in
compliance with the most recent edition of this standard.

ISOITS 16949

The Group obtained certification for its quality manage-
ment system under the ISO/TS 16949 standard in 1999,
and has since maintained its certification in compliance
with the current version of that standard. All plants that
supply car makers have obtained this certification.

ISO/NIEC 17025

Since 1993 the Pirelli Materials and Experimentation
Laboratory, and since 1996 the Pirelli Pneus (Latam) Ex-
perimentation Laboratory, have implemented the quality
management system and are accredited in compliance
with ISO/IEC 17025. This system is maintained in com-
pliance with the current standard.

Pirelli’s car tyres are an excellent example of the Com-
pany’s focus on quality, which is confirmed by its pre-
eminence in a large number of product tests, and also
ensured by the Company’s close links with highly presti-
gious partners (famous car makers, specialist magazines,
driving schools, etc.) for product development and ex-
perimentation.

European Regulation no. 1907/2006 (REACH)

Monitoring of the producers and suppliers of raw materials
used by the Group continues as part of certification of the
compliance of chemical products pursuant to European
regulations to protect worker health and the environment.
In accordance with REACH requirements, Pirelli does
not produce or directly import chemical substances from
non-EU countries, constantly controls the chemical sub-
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stance registration processes implemented by producers
and suppliers, verifies their certification and requests
continual updates as necessary to carry on its business.

SAFETY, PERFORMANCE
AND ECO-SUSTAINABILITY

The Group’s R&D has carried on its commitment to
develop innovative products, characterised by perfor-
mance and eco-sustainability, in accordance with the
company Green Performance philosophy.

Respect for the environment, safety and cutting-edge
performance are the key characteristics of the new Pirelli
car product lines, such as the Cinturato family and the
Scorpion Verde. In the commercial vehicle segment, the
extension of the Serie 01, introduced in 2009 for trucks
and tractors, to trailer and semi-tractor-trailer equipment
(ST:01) represents another example of the company’s
commitment. The eco-impact mark on the side of Se-
rie 01 tyres identifies the products that permit reductions
in environmental impact through lower rolling resistance,
fuel consumption and external noise, in addition to high-
er mileage. The new generations of tyres are already
made in compliance with future European Union
labelling regulations, which is coming into force in
2012. Similarly, Pirelli in 2008 also proceeded with the
early elimination of highly aromatic oils from green perfor-
mance product compounds. By eliminating them in 2008,
Pirelli anticipated the mandatory 2010 European deadline.

For more details about the “eco-sustainable” characteris-
tics of products, please see the Environmental Dimension
chapter in this report.

Pirelli research is constantly dedicated to improving prod-
uct quality and performance, as well as end customer
safety. To achieve this, the company relies on its close ties
with the most prestigious car makers in a segment that
is particularly scrupulous and demanding in terms of safety
and performance: the Ultra High Performance market.
Continuous improvements in key performance parameters,
such as braking performance under dry and wet conditions,
offer customers top-quality products in terms of road safe-
ty. There are tyres that have been conceived primarily to
offer safety and innovation, such as self-supporting tyres
or Run Flat tyres, which guarantee vehicle mobility and
control even in the event of a sudden loss in pressure.

Pirelli’s commitment to end customer safety is also docu-
mented by its signature on the European Road Safety
Charter, promoted by the European Commission through
the Directorate General Energy and Transport, with the
aim of reducing the number of victims of motor vehicle ac-
cidents. With this agreement, Pirelli undertook to intensify
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its programme of initiatives already launched at the inter-
national level. In particular, aside from nudging consumer
choices towards higher performance, and thus safer tyres,
Pirelli has implemented information programmes (e.g. a
space dedicated to safety and prevention topics in each is-
sue of Prrelli Truck) designed to raise driver awareness of the
importance of driving with tyres in good condition (correct
pressure and sufficient remaining tyre tread).

The “Safe & Go” 2010 campaign is worthy of men-
tion in this sense. As part of this programme, “mobile
workshops” were set up at the rest areas along Italian mo-
torways. Here, Pirelli technicians performed free checks
for motorists on the condition of their tyres and offered
genuine “maintenance lessons.”

Other initiatives that have been scheduled beginning from
2011 call for the creation of information kits targeting
young people, to be distributed through Pirelli reseller
networks. These kits will describe the tyre characteristics
having the greatest impact on road safety.

The motorcyclist world is particularly sensitive to road
safety. This is the target for a Pirelli campaign that will
focus on active and passive safety issues, from the im-
portance of certified protective equipment to motorcycle
maintenance and the Motor Vehicle Code.

OUR SUPPLIERS

“Suppliers and outside workers play a key role in improving
the competitiveness of the business. While seeking the keenest
comperitive edge, the Group bases it relations with suppliers
and outside workers on fairness, impartiality, and ensuring
equal opportunities for all parties concerned.

The Pirelli Group requires that its suppliers and outside wor-
kers comply with the principles and rules in this Code.”
(Ethical Code — Suppliers and Outside Workers).

GROUP POLICIES

Sustainability is fully integrated in the relation-
ships between Pirelli and its suppliers.

In compliance with the Group Ethical Code and the Policy
“Social Responsibility for Occupational Health, Safety and
Rights, and Environment”, Pirelli has developed the neces-
sary procedures to select and assess suppliers and sub-
contractors according to their commitment to eco-
nomic, social and environmental responsibility.

The Pirelli model for sustainable management of its supply
chain was verified and validated by SGS: in 2009, within the
Assurance Process of the Sustainability Report according to
AA1000 Standard provisions, a specific focus on sustainable
development of the supply chain was made.
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SUSTAINABILITY CLAUSES OF CONTRACT

Since 2008, sustainability clauses have been systemati-
cally included in contracts and purchase orders for goods
and/or services and/or works, both with private suppliers
and with the Public Administration (or entities/compa-
nies controlled by them).

The clauses envisage the implementation of Pirelli sus-
tainability policies: Ethical Code, Code of Conduct and
the “Social Responsibility for Occupational Health, Safe-
ty and Rights, and Environment” Policy. Execution of the
contract gives Pirelli the right to carry out audits of its
suppliers to assess compliance with the principles and
commitments agreed to by signing the clauses.

The sustainability clauses have been translated into 22
foreign languages. This guarantees the maximum clarity
and transparency towards the supplier in terms of his sus-
tainability obligations under contract, which he assumes
not only in his relations with Pirelli itself but also at his
own facility and in relations with his own suppliers.

In 2010, the consolidation of large-scale distribution and
acceptance of sustainability clauses permitted structured
substantial review of their application through indepen-
dent audits, as previously mentioned.

These clauses will be revised in 2011, in view of syntacti-
cal simplification, while maintaining the key elements of
social and environmental responsibility and business eth-
ics that are currently included. The clause providing for
Pirelli audits will obviously be retained.

PURCHASES PERFORMANCE

Following is an overview of the purchases of goods and
services by Pirelli in 2010/2009/2008, highlighting the
weight of tyre purchases on total purchases:

Purchases of goods and services 2010 | 2009 | 2008
Percentage purchased against total purchases

TYRE 94% 94% | 94%
OTHER BUSINESSES (CORPORATE + o o
ECO TECNOLOGY + AMBIENTE + P ZERO) &3z 6% &3

(*) The figures do not include the operations discontinued during the year that belonged
to Pirelli & C. Real Estate S.p.A. (now Prelios S.p.A.) and Broadband Solutions
S.p.A. The previous periods (2009 and 2008) were consequently restated on a
comparable basis.

The following illustration show the breakdown of
Pirelli (Tyre + Other Businesses) purchases by geo-
graphical area and the second illustration shows the
number of suppliers corresponding to each area.

As readers will notice, more than half of the acquired
value is represented by OECD countries. Likewise, the

Sustainability Report 2010 Volume 3

number of Group suppliers is far greater in OECD areas
than in non-OECD areas.

It should be pointed out that 78%!' of suppliers are lo-
cated in the same area as the supplied Pirelli affiliates, in
accordance with a Local for Local procurement approach.

PERCENTAGE VALUE OF PIRELLI PURCHASING
BY GEOGRAPHICAL AREA*

2010 2009 2008

OECD EUROPE 50.0% | 47.4% | 49.2%
COUNTRIES

NORTH AMERICA 2.4% 3.1% 1.4%

OTHERS* 2.5% 3.1% 0.4%
NON-OECD LATIN AMERICA 18.2% | 26.4%| 26.9%
COUNTRIES

ASIA 20.8% 15.4% | 20.2%

AFRICA 1.5% 1.4% 1.9%

OTHERS 4.6% 3.1% 0.0%

(*) The figures do not include the operations discontinued during the year that belonged
to Pirelli & C. Real Estate S.p.A. (mow Prelios S.p.A.) and Broadband Solutions
S.p.A. The previous periods (2009 and 2008) were consequently restated on a
comparable basis.

PERCENTAGE OF PIRELLI SUPPLIERS
BY GEOGRAPHICAL AREA*

2010 2009 2008

OECD EUROPE 58.7% | 63.5% | 49.2%
COUNTRIES

NORTH AMERICA 3.2% 4.3% 1.4%

OTHERS* 0.2% 3.4% 0.4%
NON-OECD LATIN AMERICA 26.7% | 22.9% | 26.9%
COUNTRIES

ASIA 4.7% 45% | 20.2%

AFRICA 3.0% 1.3% 1.9%

OTHERS 3.5% 0.1% 0.0%

(*) The figures do not include the operations discontinued during the year that belonged
to Pirelli & C. Real Estate S.p.A. (now Prelios S.p.A.) and Broadband Solutions
S.p.A. The previous periods (2009 and 2008) were consequently restated on a
comparable basis.

As indicated above, the purchases of goods and servic-
es by the Tyre business represent 94% of Group pur-
chases. Additional details on the purchases made by Pirelli
Tyre follow below, broken down by type of purchase, and a
snapshot of the number of suppliers corresponding to the
types of goods/services acquired by Pirelli Tyre.

1 Does not include raw material suppliers
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PERCENTAGE VALUE OF PIRELLI TYRE
PURCHASES BY TYPE

2010 2009 2008
Raw materials 55.4% | 52.4% | 59.5%
Supplies 4.6% 4.8% 5.1%
Services 28.7% | 34.1%| 25.6%
Capital goods 11.4% 8.8% 9.8%
PERCENTAGE OF PIRELLI TYRE
SUPPLIERS BY TYPE

2010 2009 2008
Raw materials 3.0% 3.3% 2.6%
Supplies 38.9% 9.7% 5.4%
Services 47.3% 73.8% | 82.8%
Capital goods 10.8% 13.2% 9.2%

The Table “Percentage Value of Pirelli Tyre purchas-
es by Type” shows that raw materials remain the most
important purchasing category, accounting for 55%
of the total. This percentage was higher in 2010 than in
2009. The reason for the increase lies in the continuous
growth of prices, particularly for natural rubber.

The total spent on “Capital goods” has also increased,
being closely tied to the increase in industrial capacity
that characterised the period.

In regard to the second table “Percentage of Pirelli Tyre
Suppliers by Type”, which shows the number of suppli-
ers by type, the criteria used to classify supply and ser-
vice vendors have been refined. The number of vendors in
these two categories continues to account for more than
80% of the total, although their weight on the total value
of purchases is much less than, for example, that for raw
material purchases. The fragmentation of supply and ser-
vice vendors is evident, in comparison with the substantial
concentration of just a few vendors of raw materials.

What follows is a graph illustrating the percentage com-
position of the mix of raw materials purchased by Pire-
lli'Tyre in 2010. Alongside it we see the 2009 and 2008 data
published in previous sustainability reports. Specifically in
comparison with 2009, the weight of natural rubber rose
in 2010 against a decrease in carbon black and chemicals.
The average volume of raw materials used in 2010 for the
production of tyres was about 1 million tonnes, including
about 6% derived from recycled material.

47

MIX OF PURCHASED RAW MATERIAL

2010 2009 2008
Natural rubber 33% 24% 28%
Synthetic rubber 24% 23% 22%
Carbon black 11% 13% 12%
Chemicals 14% 17% 14%
Textiles 10% 13% 11%
Steelcord 8% 10% 13%

INTERACTION BETWEEN PIRELLI TYRE
AND ITS SUPPLIERS

Relations with suppliers are defined and enforced by spe-
cific Company processes. There are two fundamental un-
derlying phases to supplier management:

— approval of new suppliers, where the interdepart-
mental process based on specific quality standards
led to the addition of the approved material/vendor
to the Tendor List. This is the company’s list of ap-
proved suppliers for each individual product. The
sustainability limits have been integrated in this
phase since 2007.

— monitoring of vendor (lzndor Rarnng), assessed
on the basis of the quality of the product supplied
or service provided, the quality of the commercial
relationship, technical/scientific cooperation, perfor-
mance in terms of occupational safety, environmen-
tal and social responsibility through on-site audits
and periodic monitoring of the progress of the ac-
tions scheduled in any improvement plans that have
been signed. The vendor’s sustainability is assessed
in an independent audit.

The Vendor Rating covers all merchandise and geograph-
ical areas of purchase and is used as an integral compo-
nent of commercial negotiations.

These procedures are supported by a special website avail-
able online through the Purchasing Portal. This web-
site supports the Regulations (including the Purchasing
Manual, General Conditions to be applied to suppliers), the
Vendor List, surveys, Vendor Rating with feedback and the
definition of support actions. This portal provides both
an assurance of process uniformity and a guarantee of
transparency, in addition to being a communication,
on-going training and knowledge sharing tool.

The processes of dialogue and interaction with suppli-
ers are the object of process improvement, in terms of
both quality and tools. Specifically, the Vendor Rating
results are regularly revised and commented on by the
Purchasing Department. This process involves meetings
organised with the suppliers, aimed at identifying any
corrective actions or measures to improve performance.
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Each purchase contract includes the name of the buyer
contact, to provide the supplier with a company channel
that is always available for any feedback.

Several new projects to improve the purchasing process
and support relationships with suppliers were developed
and implemented in 2010. In particular:

— continuous improvement and extension of IT sys-
tems for systematic analysis and monitoring of the
provision of indirect materials and services;

— vendor training on sustainable management: pilot
programmes launched in Brazil and Turkey;

— launch of activities for the new Group “Purchasing
Portal,” which is an advanced tool that from 2011
will permit managing purchases even more efficient-
ly and with greater coordination amongst the various
countries than is the case now. The new IT tool will
also make it possible to conduct communication,
awareness and training campaigns for vendors, in
which sustainability will play a key role.

INDEPENDENT AUDITS
OF VENDOR SUSTAINABILITY

Independent audits of 72 suppliers of Pirelli Tyre
operating in countries of concern where Pirelli oper-
ates — Brazil, Argentina, Egypt, China, Romania, Turkey,
Venezuela, Indonesia, Malaysia, Thailand - (as defined
by the EIRIS classification) were carried out between
November 2009 and January 2010. These audits re-
viewed compliance by these vendors with the sustainabil-
ity clauses.

A number of remedial plans to rectify identified non-
conformities were developed after the audit, and all of
these were being completed at the end of 2010.

The commitment made by Pirelli Turkey merits special
mention: it has trained dozens of vendors on the sus-
tainable corporate management process, in view of
shared growth.

Another 58 independent audits were scheduled be-

tween the end of 2010 and early 2011 in the United

Kingdom, Germany, Italy, China, India, Latin America,

Turkey, Egypt and Romania.

These 58 audits cover:

— 25% of the total value of purchases from service ven-
dors in western countries;

— 25% of the total value of purchases from raw mate-
rial vendors in the “countries of concern.”

The vendor audits are carried out both at the Pirelli
sites, where the suppliers provide services with their own
personnel, and at Suppliers’ own facilities.

Both workers and supervising managers are inter-
viewed on specific issues as part of these audits.
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At the central level, a team comprised by the Group
Sustainability and Purchasing Departments defines
the guidelines for selection of the vendors to be audited,
while supporting the corresponding local departments
that will manage the process.

The audits are performed by a leading international ser-
vice auditor of Quality, Health and Safety, Environment
and Social Responsibility (QHSE) compliance. This au-
ditor uses a checklist of sustainability parameters based
on the SA8000® standard, the “Social Responsibility
for Occupational Health, Safety and Rights, and
Environment” Pirelli Policy, and the Pirelli Ethical
Code, and thus in compliance with the provisions of the
Group’s sustainability clauses signed by the vendors.

The results of the audits conducted between the end of
2010 and the beginning of 2011 will be immediately ana-
lysed to identify any criticalities and/or areas for improve-
ment and to prepare corrective measures to be shared
and developed with the suppliers themselves, according
to a priority plan tied to the criticality of any instances of
non-compliance that are found.

2011 TARGETS

In addition to the 58 audits already mentioned, work

continues on achieving the following targets in 2011:

— In-service training programme on sustainable man-
agement of the supply chain, targeted at all Group
buyers.

— New Vendors Portal: development, pilot project in
Italy and first extension to other EMEA countries.

— Definition of new audits on the basis of the criteria
decided by the local offices of Pirelli, while main-
taining central support (following the training men-
tioned above).

— Drafting of a Pirelli manual for sustainable manage-
ment of the supply chain, designed to render the ad-
opted managerial approach more uniform and effi-
cient amongst the various affiliates, while making the
relevant know-how available to everyone.
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ENVIRONMENTAL
DIMENSION

Management
of environmental

footprint
over life cycle



Environmental dimension

“In running its operations the Pirelli Group is mindful of the
Environment and public health. A key consideration in in-
vestment and business decisions is environmen-tal sustainabi-
liry, with the Group supporting eco-compatible growth, not le-
ast through the adoption of special technologies and production
meth™ods (where this is operationally feasible and economical-
ly viable) that al-low for the reduction of the environmental
impact of Group operations, in some cases even below starutory
limits. The Group has adopred certified Environmental Ma-
nagement Systems to control its operations, chooses production
methods and technologies that reduce waste and conserve na-
tural resources, and assesses the indirect and direct environ-
mental impact of its products and services. The Group works
alongside leading national and international organizations to
promote environmental sustainabilivy both on a local and a
global scale”

(Ethical Code of the Pirelli Group - Environment)

The above principles are illustrated in the Group policy
“Health, Occupational Safety, Environment and Social
Responsibility,” which is available to the External Com-
munity in the “Sustainability” section of the website
waww. pirellt. com.
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THE PIRELLI APPROACH
TO MANAGEMENT
OF ENVIRONMENTAL ISSUES

LIFE CYCLE THINKING: TOWARDS CARBON AND
WATER FOOTPRINT

W& must reject the mythology of perpetual growth that grew out
of the fantastic technological developments of the past two centu-
ries. [...] We should be able to persuade the next generation that
the secret of living a good life is learning to live within limats.
Perpetual Growth, Garrett Hardin 1994

Continuous research to improve performance is also
based on the ever-more detailed and extensive awareness
of the interactions between Group activities and the envi-
ronment, without being limited to those it directly oper-
ates but by expanding the scope of analysis to all phases
of the life cycle of Pirelli products.

This is the only approach that can guarantee that noth-
ing is left to chance, that strategic choices are managed
knowingly and effectively by decision-making processes
taking into account environmental variables and, more in
general, sustainability.

The Company sums all this up with the concept of “Life
Cycle Thinking”: developing products, while thinking
about the interactions with the environment stemming
from their production, use and end of life.

LIFE CYCLE ASSESSEMENT OF AN AVERAGE EUROPEAN PASSENGER CAR TIRE

PRODUCTION

of raw materials
and tire
MANUFACTURING

11.7%

END-OF-LIFE
PROCESSING

%
2%
Material recovery
Energy recovery

Landfill

<1%

TIRE DISTRIBUTION

<1%

TIRE USE PHASE

86%

COLLECTING
END-OF-LIFE TIRES

source: ETRMA — On ETRMA’s track! — the percentage impact associated with each phase is shown, as based on the study Life Cycle Assessment of an average European car tyre -

Pré Consultants B.V. on behalf of BLIC, 2001.
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This approach, which is key to guaranteeing full envi-
ronmental sustainability, is supported by scientifically
recognised tools that can improve strategic decisions as
objectively as possible, by using the results of assessment
of environmental impact throughout the product life cy-
cle (Life Cycle Assessment).

This process represents an ambitious goal for Pirelli. It
calls for an initial phase of Footprint Analysis, in-depth
study of existing interactions between the environment
and the product over its entire lifetime, with special atten-
tion to two key themes: water (water footprint) and climate
change (carbon foorprint).

Environmental management system
and certifications

Since 1997, Pirelli has implemented environmental man-
agement systems for continuous improvement of its en-
vironmental performance. These systems have been cre-
ated and certified in accordance with ISO 14001. All
operating Tyre plants were certified at the end of 2010.

100%

The focus on management
of environmental issues
also falls on new plants,
where the company consid-
ers the implementation
and certification of en-
vironmental management
systems in compliance with
ISO 14001 to be bind-
ing and fundamental re-
quirements. This activity,
together with control and
maintenance of previously
implemented and certified
systems, is coordinated on
a centralised basis by the
Health Safety and Environ-
ment Department.

In addition to the production plant management systems,
Pirelli has decided to obtain ISO 14001 certification for its
environmental management system at the Vizzola Ticino
Tyre Test Track. This is a centre for scientific assessment
and experimentation of tyre and vehicle performance un-
der different operating conditions. It was designed and
built near the Ticino River at the end of the 1960’s.

Although this centre’s impact on the environment and
biodiversity of the area are insignificant, the environmen-
tal certification was sought by Pirelli to guarantee maxi-
mum environmental protection. In fact, the centre’s 26
hectare site lies within the “Parco Lombardo della Valle
del Ticino” (Lombardy Ticino Valley Park), an Italian
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nature preserve listed as a UNESCO MAB (“Man and
Biosphere” area, one of 425 biosphere reserves located in
95 countries around the world).

In addition to the Vizzola, another two Pirelli units are
located either adjacent to areas that are protected and/or
of major value for biodiversity. This is the Breuberg site
in Germany, measuring 68.7 hectares, which is located
opposite an area protected under state law, and the Gra-
vatai site in Brazil, measuring 57.4 hectares, including 16
hectares of land ecosystem protected under federal law.
In both cases, the presence of the ISO 14001 certified
environmental management system guarantees that all
potential environmental impacts, although assessed to be
low or absolutely insignificant, must be duly considered
in order to reduce all possible impact to a minimum.

In regard to the scope of the Pirelli Tyre production sites,
in 2010 the Settimo Torinese plant used to process car
tyres was decommissioned, and its production activities
were transferred to the New Settimo Torinese Techno-
logical Centre, adjacent to the production plant used for
industrial tyres. By the end of 2011, certification of the
environmental management system will be extended to all
activities located at the New Technological Centre, includ-
ing those transferred from the old site at Settimo Torinese.

Monitoring of environmental performance

In parallel with the definition of specific common guide-
lines and procedures for drawing up and implementing
management systems, a web-based management system
for “Health, Safety and Environment Data Management”
(HSE-DM) is operative, having been created and oper-
ated at the corporate level by the Health, Safety and En-
vironment Department. This system makes it possible to
monitor environmental, health and safety performance at
all Tyre segment production plant.

Alongside the HSE-DM system, Pirelli has completed
the “CSR-DM” (CSR Data Management), an I'T system
for managing Group sustainability information, which is
used to consolidate the HSE performance of all Pirelli
business units.

No spills or other significant environment-related inci-
dents occurred in 2010. Consequently, no fines were in-
curred at all. Several minor events occurred, but they were
promptly dealt with and resolved in accordance with es-
tablished environmental management system procedures.
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THE BIRTH OF A TYRE
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How a tyre is created

As regards production, tyre manufacturing may be initial-
ly considered as being comprised of two principal phases:
creation of the rubber part, the compound, the tread
and the sidewalls;

construction of the base structure, an actual rubber
“framework” that supports all the components.

The rubber part of the tyre (tread, sides and fabric) is a
special mix, more commonly referred to as a “compound,”
which is mainly composed of rubber (both natural and
synthetic), plasticizers (petroleum derivatives) and bind-
ers (mainly carbon black and silica), whose percentages
are about 30% each, even if the exact value depends on
the type of compound that is desired. The remaining 10%
or so is comprised of other mineral binding agents and
products (e.g. accelerating agents, anti-decomposition
agents, vulcanizing agents...).

The plasticizers and carbon black are stored in dedicated
silos and sent to a closed mixer (“banbury”), in which
the compound undergoes initial processing. A computer
controls and manages the quantities of ingredients, both
those in storage and those sent to the mixer.

Instead, the rubber (both natural and synthetic) is cut
into pieces and added manually, after being weighed in
order to obtain the desired composition. Then, the com-
pound sheets are transferred to an open mixer (“calen-
der”), comprised of two big rollers. After passing through
these rollers, the composition and density of the mix-

ture becomes more uniform. This particular step in the
process involves continuous torsion and simultaneous
stretching. At the end of the cycle, special chemicals are
added, such as vulcanizing agents and accelerants, which
are necessary for the following phases.

Then, the compound sheet is sliced into strips and
plunged into a vat (“batchoff”) for final cooling. At this
point, the compound is used to fabricate the tyre tread or
sidewalls. It is then extruded into the appropriate form
for the subsequent steps. The heart of the tyre structure
is represented by the fabrics, which are formed by longi-
tudinal threads (weft) and transverse threads (warp), and
may be composed of various materials. The fabrics are
then cut at a certain angle with respect to the longitudinal
direction (the direction of movement, of rolling or of the
weft).

Another fundamental part of the tyre is the sidewall,
and specifically the area close to the metal wire, which
is called the “bead.” The base is supported by the ring,
comprised of a series of brass-coated steel wires, which
stiffens the part touching the wheel rim.

The components described thus far must be assembled
together to make the finished tyre. This assembly process
is carried out by using devices that are called “building
machines.”

The resulting tyre (called a “raw tyre”) is then sent to be
vulcanized, which involves a genuine solid state chemical
reaction. Before being vulcanized, the tyre must first be
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“grouted,” a treatment that prevents it from sticking to
the mould or the vulcanization chamber.

After being cooled, the vulcanized tyre is deburred to re-
move any imperfections that might alter its appearance.
Then it undergoes an initial visual inspection (both
internal and external, to check that there are no obvi-
ous fabrication defects), which is then followed — in the
case of truck tyres — by an X-ray inspection in specially
shielded areas.

i

FABRIC

SIDEWALL
METAL WIRE
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ECO-SUSTAINABILITY
OF PRODUCTS

In 2001 the study Life Cycle Assessment of an average Eu-
ropean car tyre (Pré Consultants B.V. on behalf of BLIC,
2001) highlighted the substantial environmental impact
of a common tyre during its useful life, which is far great-
er than its impact during the other two phases, manu-
facturing and end of life. According to this publication,
about 90% of the impact during this phase results from
the consumption of fuel caused by friction between the
tyre and road surface, while the remaining portion stems
from interaction between the environment and the solid
particles released by the tyre due to its contact with the
road surface (i.e. tyre debris). It has been estimated that
during its life cycle, a tyre produces debris that represents
between 10% and 14% of the tyre’s weight. The impact
of these debris particles is still being studied at the inter-
national level. The Pirelli Group is monitoring this issue
through a constant exchange of information and experi-
ence with other tyre manufacturers, and participates in
the specific working group set up by the World Business
Council for Sustainable Development.

In order to minimise the environmental impact associated
with tyre use, Pirelli is constantly engaged in the design
and development of compounds and product lines that,
by using new materials, innovative internal structures and
different tread designs, can reduce rolling resistance while
guaranteeing the same performance. Pirelli is actively de-
veloping and using a series of new, increasingly ecological
materials for compounds. Research and development will
enable the Group to eliminate highly aromatic oils from
its entire worldwide product line by 2013.

In 2010 Pirelli continued research on raw materials from
renewable sources that will lead it to produce ecological
silica derived from food processing scraps (rice husks).

PIRELLI CINTURATO:
ENVIRONMENTAL FRIENDLY PERFORMANCE

Environmental friendliness, safety and performance are
the key features of the new Pirelli Cinturato, whose in-
novative compounds, structure and tread patterns ensure
lower consumption and carbon dioxide emissions, great-
er durability and improved safety characteristics in both
wet and dry conditions.

In particular, the new Cinturato, available in tread sizes
P1 (to be launched in spring 2011), P4, P6 and P7 (dedi-
cated to the premium car segment) and featuring ECO-
IMPACT on the sidewall, can reduce rolling resistance
by 20% and energy consumption by 4%, while increasing
overall mileage by up to 30% in the case of the P4 Cin-
turato line.
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CINTURATO P1
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The key features of the product are described as follows.

Lower fuel consumption and CO,
emissions: the new Cinturato cuts rolling
resistance by 20%: this means a savings of
4% in terms of fuel consumption and pol-
luting emissions. Rolling resistance de-
pends on factors both independent of the tyre (vehicle
speed and weight, type of road surface, air temperature
and tyre pressure) and intrinsic to the tyre, such as struc-
ture, compounds and tread pattern. In designing the new
Cinturato, Pirelli has made changes to these factors, in-
troducing innovative solutions covered by patent.

Greater mileage: The tread compound of
has been reinforced with specific ingredi-
ents to extend the durability of the tyre
without sacrificing grip characteristics.

Reduction of pollutants: Pirelli eliminat-
ed highly aromatic oils from the tread
compounds in 2008, before the applicable
European Directive came into force. The
impurities present in these types of oils
consist of polycylic aromatic hydrocarbons, which are po-
tentially harmful to human health. Furthermore, the

Group is actively working to replace these substances
outside of Europe as well, even if the new regulatory re-
strictions mentioned above do not apply there.

SN

Noise abatement: one of the distinctive
characteristics of the new car tyres is their
significantly reduced acoustic impact. This
simultaneously satisfies new FEuropean
regulations that will come into force in
2012 and the expectations of car makers. Noise has been
reduced by an average of 27% both inside and outside the
vehicle. This reduction in noise has been one of the objec-
tives shared by all new product lines.

Enhanced safety and performance:
this is achieved by improved braking on
wet and dry surfaces. Safety, which along
with high performance has always been the
hallmark of Pirelli research, is the other
key parameter according to which the new models have
been designed. In particular, they offer improved road
hold when cornering on wet surfaces and, most impor-
tantly, shorten braking distances. On wet surfaces, the
stopping distance is reduced by 11%, while on dry sur-
faces the braking distance is also significantly reduced as
compared with other tyres.
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SCORPION VERDE PIRELLI:
GREEN PERFORMANCE FOR SUVS

Pirelli research and develop activity created new products
in 2010 in the car and light truck tyre segment, flanking
the existing green line of Cinturato tyres.

The Group decided to launch the Scorpion Verde in Bar-
celona. This is the first high performance ecological tyre
for SUVs and crossovers that has been made in accor-
dance with the Pirelli green performance strategy.

From March 15% to 25%, 2010, in the place where the
“Scorpion” family of tyres dedicated to 4x4 vehicles was
introduced 13 years ago, over 150 journalists and 400
resellers from all over Europe and Japan alternated in a
marathon of presentations and tests — in town and on the
Idiada circuit — organised by Pirelli to introduce the first
SUV and crossover tyre that combines environmental
friendliness, savings, braking, road hold and driving plea-
sure without impairing performance.
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Scorpion Verde extends the green performance line to
the world of SUVs, whose end users need a performance
product that is also mindful of the environment.
Fabricated from materials without highly aromatic oils,
Scorpion Verde reduces overall fuel consumption by up
to 3.9% in city driving and 3.4% in mixed driving condi-
tions (city and highway) as compared with the best-of-
class in this product category. It also reduces noise by one
decibel, or almost a third of the total.

The new tyre has thus been lightened and designed to use
up to 10% less raw materials, with the same reduction in
environmental impact by unit produced.

The strongly ecological character of this tyre is comple-
mented by improved braking, better hold on wet surfaces
and handling. In addition to inheriting the ecological ex-
perience accumulated by Pirelli technicians with the Cin-
turato P7, Scorpion Verde develops the high performance
technology of the PZero family.

SCOORFPION VERDE

e GREEN PERFORMANGE

FRELL

POWER IS NOTHING WITHOUT CONTROL
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SCORPION VERDE
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GREEN TRUCK INNOVATION

The principal objective of research and development in
the Truck Business Unit is to strike the right balance be-
tween all the characteristics of a Pirelli tyre: performance,
safety and environmental friendliness. This means devel-
oping a tyre that is not limited to compliance with regula-
tory requirements governing integrity, eco-compatibility,
and so on, but extends to all those elements or factors that
a tyre must have to offer complete safety both for the driv-
er and the world surrounding him. This radically changes
the way a tyre is designed, since it implies developing it for

any situation, including unusual conditions.

One of the principal eco-compatibility features is reduc-
tion of the energy necessary to fabricate the tyres. For
example, a reduction in weight reduces both the raw ma-
terials and energy necessary to fabricate the tyre.

The use of recyclable raw materials plays a key role in de-
sign. Another key aspect is tyre mileage potential: not only
its first life, but also the number of re-treads that can be
realised on the same casing translate not only into energy
savings but also savings of raw materials. This involves re-
ducing its overall environmental impact while remaining
focused on improving the product’s performance.



SERIES 01: SUSTAINABLE INNOVATION
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HIGH MILEAGE
- Improved mileage and longer first life of the tyre.

RETREADABILITY
- Easy tyre reuse thanks to high retreadability
and recyclablematerials containing
no environmentally-harmful highly-aromatic oils (HAOF).

%

ENERGY™ EFFICIENT
- Low rolling resistance with reduced
fuel consumption and CO, emissions.

LOW NOISE LEVELS
- Improved quietness and excellent travel comfort.
- Noise levels already compliant

with 2012 European Directives.
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A whole series of innovations were rolled out in 2010.
From April, Amaranto FH88 Energy™ is available in the
385/65 R 22.5 size to equip the steering axles of vehicles
used on long and medium routes (H and R segments).
Compared with the previous FH55, the new 385/65 R

01 SERIES
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22.5 FHS88 offers better performance in terms of useful
life, rolling resistance, acoustic comfort and retreadability.

In 2010 Pirelli rounded out the most complete range of tyres
for city busses on the market: MC85 / MC85 M+S / MC88
M+S for efficiency and safety in urban public transport.

In the urban public transit sector, the demands of trans-
port companies and passengers can be summed up in
three key points: efficiency, economy and safety. These
performance characteristics are demanded both of the
vehicles used and their individual components, and par-
ticularly tyres.

Pirelli has used the latest structures and materials in these
tyres, perfected by the Research & Development Depart-
ment to guarantee high performance in terms of mileage,
durability, safety and comfort.

Mileage: realised by using a special compound that is
highly resistant to abrasion and the type of tread design
with three deep grooves, which also permits reshaping.

Durability: this refers to resistance of the casing struc-
ture for retreading, achieved with the SATT™ structure,
the hexagonal section ring and reinforced sidewalls.

GREEN AREA

/
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TRACTION
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FH88 ENERGY™
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The new size
guarantees greater
mileage, improved
performance on dry
and wet pavement,
less rolling
resistance and
greater retreadability.
Mileage Dry Wet Rolling -
Even wear handling handling Resistance Retreadability

— Safety: in terms of grip, handling on wet, slippery
surfaces and limited braking distances, realised
through the formulation of the tread compound and
special tread pattern with zigzag grooves.

— Comfort: this refers to the effective absorption of
shocks caused by irregular road surfaces and low
noise, accomplished with the SATT™ structure and
geometry of the tread design.

TYRE LIFE: ENVIRONMENTAL IMPACT

Every line has been designed to maximise performance
under a specific weather condition, by means of specific
tread design characteristics, with a special focus on han-
dling and grip. The quality and completeness of its prod-
uct range means that Pirelli tyres are the top choice for
many local public transport companies and equip thou-
sands of vehicles in various European cities.

+ 30% mileage
LIFE = + 30% vs. Existing products < ini
+ 1 Life (retreaded tyre) - minimum
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ENERGY SAVINGS OF SERIES 01 COMPARED WITH EXISTING PRODUCTS

E Impact on raw material use - 20%

n Impact on energy required to fabricate new tyres: = 22%

LOWER CO, EMISSIONS

E Fuel savings > 3%
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Pirelli Truck completes the range of products to be used
on trailers and semi-tractor trailers in the H (Highway
/ long distance) and R (Regional) segments, with the
435/50 R 19.5 ST:01 size. Due to its size characteristics,
this size is also called supersingle and is used especially in
equipping “mega-trailers”, i.e. the trailers used for trans-
porting large volumes. In terms of market potential, the
385/55 R 22.5 and 385/65 R 22.5 sizes still have limited
volumes, although their popularity is growing.
Use of the 435/50 R 19.5 size, as compared with the
385/55 R 22.5, makes it possible to transport about 4
m3 more cargo, while holding the load capacity constant.
Compared with use of 19.5” in pairs, the advantage lies in
managing 6 tyres and 6 rims, instead
of 12 plus 12. This fact, aside
from streamlining operating
and maintenance times, offers
a slight advantage in terms of
weight load when the total
gross weight of the vehicle
is kept constant (about 190
kg compared with use of the
285/70 R 19.5 size).
Aside from its versatility, cus-
tomers obviously expect the
same level of performance in
both uses, load and volume:
durability, mileage, integrity
and reliability. However, from
the technical point of view,
due to the diameter, lowered
clearance and maximum bead-
ing dimensions, the structure of
this tyre is subjected to higher levels
of stress than other tyres: loads, lateral forces, deformation
and slippage that increase the potential criticalities at the
extremities of the belt bundle and bead.
For this size, the Group R&D technologists have thus cre-
ated a new structure to be used with the familiar SATT™
technology process: this is TWST (Twin Wrapped Spiral
Technology), patented by Pirelli. The new belt structure,
combined with the use of more innovative materials (com-
pounds and fine cords), the reinforced bead, the strap ring
(HBW — Pirelli patent) creates a tyre that offers the benefits
summed up in the concept “ECOIMPACT,” common to all
of those new generation tyres offered in the Series 01, which
combine user benefits with environmental friendliness.
The “Pirelli Lifecycle Management” programme (for im-
proving tyres, aiming to reduce their cost/kilometre and
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environmental impact by improving the entire life cycle of
the product) underwent interesting developments in 2010.
In the heavy vehicle tyre re-treading market, Pirelli Tyre
signed a collaboration agreement with Marangoni (with
whom it had already had an agreement since 2003) for
Europe. This was subsequently extended to South Amer-
ica, where the Group is the unchallenged leader in the
truck tyre segment. The agreement calls for supplying
pre-moulded belts for re-treading Novatek brand tyres
(this brand is owed by the Group) using the original Pirelli
tread design. Marangoni makes the belts sold in Europe at
plants in Hamburg, Germany and at Ferentino, Italy.

This project aims in particular at improving the new Se-
ries 88 and 01 products, which were introduced on the
market in 2009. The belts are available with five different
types of compounds, since each is specifically designed
for a particular user segment. It must be emphasised that
re-treading is outsourced exclusively to a network of re-
treaders selected and certified by Pirelli. The partnership
between the Group and retreaders, with the collabora-
tion offered by Marangoni on the technical and industrial
level, will create a vast professional network capable of
guaranteeing quality and a local presence to all the big-
gest truck fleets in Europe.

SAFE & GREEN: CYBER™ TYRE “LEAN”

The normal use of a car having tyres whose pressure is
20% less than its recommended pressure may result in
up to 3% higher fuel consumption (with a consequent in-
crease in environmental pollution), as well as 25% greater
irregular wear and tear on the tyre tread, which reduces
the lifetime of the tyre by 30%. This has led to the need to
install a tyre pressure monitoring system on cars.

After offering the K-Pressure™Optic system to the re-
placement market in past years, Pirelli is now able to offer
the original equipment market the most advanced system
for measuring tyre pressure and temperature. Cyber™
Tyre “Lean” not only satisfies the new regulatory require-
ments in force in Europe from 2012, it also offers a series
of additional information in order to optimise tyre pres-
sure under all load conditions, with additional benefits in
terms of fuel consumption. Consisting of a sensor slightly
larger than a 2 Euro coin, mounted inside the tyre rim,
it represents the first step towards a deep transformation
of the tyre into an active system, capable of transmitting
useful data and information to the vehicle, to offer new
functions for driver safety.
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PIRELLI LIFE CYCLE MANAGEMENT
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use of Specific Compounds

FORMULA ONE

In 2010 the FIA (Fédération Internationale de
I’Automobile), the teams and the Formula 1 or-
ganisation chose Pirelli as their sole supplier for the
three-year period 2011-2013.

Pirelli will provide the teams with six different types of
tyres for the whole season: four slick type tyres, made of
different compounds for use in races on dry asphalt; one
rain tyre, developed for heavy rain; and an intermediate
type tyre for use on damp asphalt and in light rain.

In line with the Green Performance strategy, aimed at
developing products and solutions that combine maxi-

mum performance and safety with respect for the envi-
ronment, Pirelli’s supply relationship with Formula 1 is
based on the principles of environmental sustainability.
Like all Pirelli racing tyres, the PZero compounds to be
used for the world’s most important car racing cham-
pionship have eliminated all highly aromatic oils. Fur-
thermore, the production plant processes are managed
to economize on energy and water use and thus reduce
greenhouse gas emissions, such as CQO,. Special care is
taken to reuse production scraps and used tyres. The dis-
posal protocol calls for recycling used F1 tyres, which
will be used to generate new raw material for other tyres
or generate power.




Sustainability Report 2010 Volume 3

F1 TEAMS MADE A CHOICE.

II:IEI.LI

PIRELLL OFFICIAL TYRE SUPPLIER F1. POWER IS NOTHING WITHOUT CONTROL
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END-OF-LIFE MANAGEMENT OF TYRES (ELT)

1,4

About 1.4 billion tyres are
sold every year worldwide
(FATMA Report 2010), and
they naturally become end-
of-life tyres.

In 2009 about 2.6 million
tonnes were produced in
Europe; in 2007 about 4.6
million tyres were made
in the United States, and
about 800 thousand tonnes
were made in Japan. These
numbers clearly indicate
the dimensions of the phe-
nomenon and its potential
environmental impact.

In these three cases, the ef-
forts made by institutions,
producers and recovery
chains have made it pos-
sible to achieve extremely
positive results.

In Europe, 95% of end-of-life tyres (ELT) were recycled.
In the United States, about 90% of ELT were recycled,
while the corresponding amount for Japan is slightly
higher (ETRMA ELT 2010 figures).

The Pirelli Group has been dedicated for years to re-
search on the management of ELTSs, both in-house at
Pirelli Labs, and in collaboration with leading industry
institutions inside and outside Italy. Pirelli is active in
the Tire Industry Project (TIPG) of the World Business
Council for Sustainable Development (WBCSD), in the
ELTs (End of Life Tyres) working group of ETRMA

EVOLUTION OF USED TYRES RECOVERY ROUTES
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and, at the national and local level, It interacts directly
with leading entities active in the recovery and recycling
of ELTs.

As a member of TIPG, Pirelli Tyre has collaborated on
the publication of a report on the management of ELTs,
taking a pro-active approach to raising the awareness
both of emerging countries and those that do not yet
have a system for recycling ELTs, and to promote their
recycling and reuse according to defined management
models, which have already been successfully launched.

PRODUCTS OBTAINED FROM ELTS RECYCLING

9%

recycled tyres

At the material compo-
nent level, tyres are made
of numerous materials that
influence how they are re-
covered.

An end-of-life tyre can be re-
cycled in two different ways:
— Recycling of materi-
al: the tyre can be used
as-is, or after physical
treatment in countless
applications, from civil
engineering works to
the production of as-
phalt and compounds
ready to be reused in
production processes.
Recovery of energy: due to the high caloric content
of ELTs, which exceeds that of coal, they are used
as fuel in thermoelectric plants and in the ovens of
cement production plants. The presence of natural
rubber means that the ELT has a biomass content
that is near or above 20% of its total weight, thereby
assuring a reduction in the greenhouse gas emissions
of the plants that use them.
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TYRE RECYCLING DIAGRAM
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Taxation system Each country is responsible for the recovery and
recycling of ELTs. The tyre makers pay a tax to the
government, which has overall responsibility for orga-
nisation and compensates the individuals and compa-
nies that recycle the ELTs. The tax is then passed on

to the consumer.

Applicable in Denmark, Slovakia and Slovenia.

Free market The law sets the targets to be reached and the parties
responsible for the individual stages of production and
recovery, but it does not impose responsibility for the
entire recovery process. Consequently, all system ope-
rators make agreements on the free market and act in

compliance with local waste management law.

Applicable in Austria, Bulgaria, Croatia, Germany,
Ireland, Switzerland and the United Kingdom.

Producer responsibility | The law defines the legal structure and makes the tyre
makers responsible for organising the management of
ELTs. It is possible to set up a not-for-profit com-

pany to manage the ELTs by using more economical
solutions. The tyre makers must monitor their recovery

activities and submit reports to national authorities.

Applicable in Norway, Netherlands, Sweden, Belgium,
Finland, Estonia, France, Poland, Portugal, Hungary,
Romania, Spain, Greece and ltaly.

Source: “Ecopneus”, www.ecopneus.it
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ELT MANAGEMENT: COUNTRY SPECIFIC IMPLEMENTATION IN EUROPE

FREE MARKET

TAXATION SYSTEM

PRUDUCER
RESPONISIBILITY

Source: “ETRMA”, www.etrma.org

SUSTAINABILITY, TECHNOLOGY AND PRODUCT:
INITIATIVES FOR SPREADING ENVIRONMENTAL
AND SAFETY AWARENESS

At the 2010 Hannover Trade Fair, one of the biggest and
most important industrial trade fairs in the world, en-
titled “Efficiency, Innovation, Sustainabiliry,” the massive
presence of Pirelli products at the Italian stand confirmed
the eco-sustainable policy adopted by this company. The
Group accepted the invitation to participate at the ICE
stand, an opportunity to present to the public the con-
cept of green performance: a set of technologies,
compounds and solutions focused on improving the
performance of its new products and simultaneous
reduction of its environmental impact.

At the Italian Stand, which hosted Pirelli, visitors were
able to admire the Cinturato P7 car tyre, the TPMS
Cyber™Tyre Lean sensor and the new Feelpure™ A/R
anti-particular filter for heavy vehicles. The Regional

Series:01 tyre generated wide appeal in the commercial
transport sector. Developed with new patterns, structures
and materials, the FR:01 reduces environmental impact
and acted as the true ambassador of sustainable mobility.
Various initiatives were carried out in 2010 to promote
the culture of product environmental sustainability.

In May, the first event dedicated to improving awareness
of Group products was held in at the company’s Bicocca
headquarters in Milan, as part of the international project
“Product Experience,” dedicated both to employees and
to Pirelli Tyre customers. The keynote speakers were the
Market Director, Uberto Thun, who introduced the con-
cept of green performance and the Pirelli strategy in this
area, and the Product Director, Maurizio Boiocchi, who il-
lustrated the exclusive characteristics and performance of
the Scorpion Verde, in response to end customer and auto-
motive industry requirements. Three hundred persons at-
tended the event, which should become a regular occasion
for giving updates on Pirelli products to its employees.
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The first “ITyre & Product Training Week” ended on
Thursday, December 16 in Milan, at the Bicocca Audi-
torium. This event was organised within the framework
of the Tyre Campus and aimed to provide theoretical and
practical training about tyres. On this occasion, 25 techni-
cal training managers from 24 countries offered training
seminars on tyres and the range of Pirelli car products.
They also improved their own communication skills by
participating in the “Train the Trainers” programme. The
participants engaged in product experience activities by
visiting the Milan Experimentation Department and, on
the fourth day, the new Pirelli Industrial Centre at Settimo
Torinese. During the event, they were provided with all
supporting tools for Pirelli product information and train-
ing activities, such as the “ITyre & Product Library,” whose
content and user rules were thoroughly revised, as well as
a platform dedicated to sharing information and tools.

Pirelli has also signed the European Road Safery Char-
ter, the participatory vehicle promoted by the European
Commission and comprised by over 1,950 companies, as-
sociations, research institutes and public entities. They are
engaged in taking concrete measures and sharing prac-
tices to solve road safety problems, with the specific aim
of reducing the number of motor vehicle accident victims.

With this agreement, Pirelli has committed itself to intensi-
fying its programme of safety initiatives already undertaken
at the international level. In addition to guiding the choice
of consumers towards high-end tyres, Pirelli has imple-
mented prevention and maintenance programmes and
tools. These include “mobile workshops™ for free checks
of tyre condition and tyre “maintenance lessons” to raise
motorists’ awareness of their importance to driving safety.
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AWARDS

In 2010, Pirelli’s flagship green perfor-
mance product received major recognition
for its comprehensive sustainability.
“Exemplary, with no weaknesses”: this
was the brilliant result achieved by the
Cinturato P7 in ecologically focused tests
organised in Germany by the specialised
magazine “Autobild.” These tests were held to assess the
capacity of this type of product to combine energy sav-
ings and safety features, even under the most demanding
conditions on wet roads.

When compared with four other 205/55R16V tyres, the
Pirelli “green” tyre designed for medium and high-pow-
ered cars received the highest overall score. It stood out
especially for its performance on wet road surfaces — han-
dling and braking distance — and aquaplaning on curves.

The Group received numerous other awards and
recognition for the quality, performance and eco-
sustainability of its products. They have been cit-
ed in the first chapter of this report, in the section
dedicated to the principal awards received during
the year.

PRODUCTS OF OTHER BUSINESSES

Pirelli Eco Technology

Pirelli Eco Technology is the Group company that op-
erates in the diesel vehicle and heating plant emissions
control technology sector.

In metropolitan areas, it is becoming increasingly urgent
to find effective solutions for the reduction of air pol-
lution, especially particulates — i.e. all those solid and
liquid substances that are suspended in the air. One of
the principal sources of particulate in urban areas are
combustion processes in heating plants or in the endo-
thermic engines of vehicles.

Direct action on these sources represents the most effec-
tive and immediate solution for improving urban air qual-
ity. Pirelli Eco Technology is focused on providing con-
crete, sustainable solutions to the problem of reducing
these emissions. Pirelli Eco Technology offers the follow-
ing products: Feelpure™, a particulate filtering system
and GECAM™, the white diesel, “reduced particulate
emission” fuel oil.

THE FEELPURE™ SYSTEM

Pirelli has been producing and developing Feelpure™ fil-
tering systems since 2004 as mufflers to substitute the
original equipment mufflers on diesel engines. They can
reduce the mass of diesel engine PM 10 emissions by over
90% and NO2 emissions by 50% on average.
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With its production facilities in Italy, in Romania and,
since 2010, also in China, Pirelli Eco Technology aims to
become one of the leading producers of particulate filters
on the market, both as original equipment (new vehicles)
and retrofit systems for vehicles already in use, with so-
lutions that are applicable to all EUROO-EURO5 diesel
engines and all transmission configurations. Pirelli Eco
Technology is based in Italy with commercial offices in
major European countries.

GECAMT™, WHITE DIESEL

GECAM™ - patented by the Group — is an emulsion of
water (10%) and diesel for vehicle use and heating that
permits reduction of particulate emissions by 50%. This
result was achieved by using emulsified water, which can
reduce particulate emissions and the formation of nitrous
oxides, one of the principal pollutants typically found in
urban areas.

Pirelli Ambiente

The Group is actively engaged on energy and environmen-
tal issues, and offers solutions for sustainable development
through its subsidiary Pirelli & C. Ambiente S.p.A.
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By recovering urban solid waste through its associate Idea
Granda, Pirelli Ambiente produces CDR-Q, a high-qual-
ity fuel developed and patented with the contribution of
Pirelli Labs.

Through Solar Utility and its subsidiaries and associates,
it generates electric power from photovoltaic cells, pro-
viding customers with “100% green” energy.

Pirelli Ambiente Site Remediation offers solutions for
management of environmental problems by conducting
environmental due diligence.

Green&CO, operates in the building energy certification
and energy consumption streamlining to reduce pollu-
tion emission segments.

PZero fashion

Continuous green performance research is also a corner-
stone of PZero, the luxury brand extension active in the
field of industrial design for apparel.

The attention and care dedicated to researching cutting-
edge materials and technological solutions, both in terms
of design and environmental friendliness, represent the
green performance approach taken by PZero.
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ECO-SUSTAINABILITY
OF PROCESSES
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SCOPE OF PRODUCTION SITES - TYRE + ECOTECHNOLOGY
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. PRODUCTION UNITS COMMERCIAL UNITS

EXPANSIONS AND NEW SITES

The past year was marked both by the beginning of ex-
pansion of various existing production sites and the con-
struction of new plants.

In particular:

— Settimo Torinese (Italy), construction of the New
Technology Centre and transfer of production activi-
ties from the Settimo Vettura site;

— Slatina (Romania), expansion of the tyre produc-
tion plant;

— Yanzhou (China), expansion of the tyre produc-

tion plant and construction of the steel cord pro-
duction plant;

— Mexico, construction of a new plant for production
of high-performance and ultra-high-performance
tyres, to be operational beginning in 2012.

Each project has been executed by dedicating adequate
attention to all environmental issues, both during the de-
sign and construction of buildings, and during the defi-
nition and installation of processes and production ma-
chinery, with the awareness that these choices will impact
environmental and other types of performance over the
years to come.
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OTHER SITES

Pirelli periodically audits the environmental performance
of all facilities that are not classifiable as manufacturing
sites, focusing in particular but not only on their power
and water consumption.

The ecological impact of these facilities is marginal in
comparison with the impact generated by production
plants (i.e. 2% of total Group consumption). However,
measures are currently being taken to reduce the con-
sumption of natural resources and energy and improve
awareness of the specific environmental issues that de-
pend on the different dimensions of each facility.

ENVIRONMENTAL PERFORMANCE

The presented environmental data cover the entire scope
of the Group, and thus cover both the offices and produc-
tion sites, with the exception of the production sites that
are not yet completed.

Production recovered strongly in 2010, making it possible
to use plants at full capacity and consequently improve
their environmental performance significantly, aside from
any specific efficiency and improvement measures.

The expansion and construction site activities had a sig-
nificant impact on certain environmental parameters,
with the most visible effect being that on waste output.
Pirelli Real Estate and Pirelli Broadband Solutions were
sold in 2010, on September 30 and October 31, respective-
ly. The environmental performance indicators consolidate
the data from these companies up to their disposal date.

Analysis of Group environmental indicators uses the
same scope of consolidation as the one used for oper-
ating and financial results. The performance of the Tyre
segment is reported separately from the other businesses
(Pirelli Eco Technology, Pirelli Ambiente, PZero, Corpo-
rate) that also include the activities sold in 2010 (Prelios,
formerly Pirelli Real Estate, and Pirelli Broadband So-
lutions). It should be emphasised that almost the entire
environmental impact of Pirelli processes is generated by
its production sites. The principal changes in the scope
of reporting during the three-year period 2008-2010 are
broken down as follows:

— 2008: all tyre and steel cord production plants, plus
— for the second half of the year only — the EcoTech-
nology factory in Italy;

2009: all tyre and steel cord production centres, with
the addition of the contribution of the EcoTechnol-
ogy factories in Italy and Romania;

2010: the Settimo Torinese (Vettura) has been decom-
missioned since 2009; its production activity has been
transferred to the “New Industrial Centre.” Sale of
Pirelli Real Estate and Pirelli Broad Band Solutions.
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In regard to environmental performance, the specific
consumption during the last three years reported in the
following graphs was calculated by standardising the data
with tyre production (about 900,000 tonnes in 2010).

In 2010 a new calculation model was implemented, based
on energetic/environmental factors and coefficients up-
dated according to the following official sources:

— IPCC 2006 Guidelines for National Greenhouse Gas

Inventories;

— IEA 2010 CO; emission from fuel combustion.

The 2008 and 2009 indicators have also been revised in
accordance with this new method, in compliance with the
GRI and GHG Protocol reporting rules.

Energy

Berter energy efficiency can produce substantial benefits both
for global economic growth and poverty reduction as well as for
manigaring climate change.

Kandeh K. Yumkella, Chair, UN-Energy

The focus on energy efficiency and development on its
management system con-
tinued in 2010, with actions

at each of the Pirelli pro-

duction units that are still

concentrated on two princi- o

pal problems: improvement

of the performance of exist- . 0
ing production sites and the

development of new sites specific
according to the Group’s .
best standards. Cosumptlon
International guidelines

and standards are applied Of energy

to guarantee growth and
development of production
that minimise environmen-
tal impact, while maintain-
ing adequate economic effi-
ciency, with the commitment to create and integrate them
in business processes. Pirelli promotes eco-efficiency, the
conservation of non-renewable natural resources and in-
vestment in the development of innovative products and
processes. The Group measures its environmental impact
in view of improving them and promotes the adoption of
best practices.

by 2015

Major progress was made in 2010 in all areas of responsi-
bility, through continuous application of actions aimed at:
— improving the energy management systems, by

exactly measuring consumption and focusing daily
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on technical indicators;

— improving the quality of energy transformation
by streamlining resource and plant use;

— improving the efficiency of distribution plants;

— recovering energy for other uses;

— applying targeted maintenance plans in order to
reduce energy waste.

Thanks to these actions and to the saturation of the pro-
ductive processes, not reached in 2009, Pirelli’s specific
energy consumption was reduced by more than 5% from
the previous year, as illustrated in the following graphic.

ENERGY CONSUMPTION

TYRE [J] OTHER BUSINESSES
Including operations

discontinued in 2010
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The results achieved by production plants confirm the
targets set out and illustrated in the previous Sustainabil-
ity Report.

OBJECTIVES TO 2015

Specific targets have been defined for reducing specific en-
ergy consumption by a total of -15% from 2009, during the
five-year period 2010-2015. In 2011 plans call for actions to
reduce specific consumption up to 13% from 2009 levels.

CO, Emissions

The scientific evidence remains overwhelming and the case
for bold and urgent action to rackle climate change s stronger
than ever. As business leaders, we are used to making decisions
on the basis of projected risk and established scientific fact, at
this point in time we cannot afford to ignore the undeniable
impact of climate change on global populations, natural re-
sources, the economy and on our businesses.

The Cancun Communiqué
- 1 5 /O

specific
EMISSIONS

Pirelli’s industrial opera-
tions generate direct green-
house gas emissions due to
the transformation of fossil
fuels (principally methane
gas) into thermal energy.
Indirect emissions derive
instead from the production
of energy by third parties,
which is then purchased by
the Group (electric power
and steam). Pirelli monitors
and consolidates “equiva-
lent CO,” for direct emis-
sions, insofar as it also ac-
counts for the contribution — albeit marginal — made by
methane (CH,) and nitrous oxide (N,0).

of CO. by 2015
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Specific emissions were reduced by slightly less than 5% in
2010, largely due to the abatement of direct emissions, re-
sulting from measures taken to increase energy efficiency.

CO: EMISSIONS
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Including operations

discontinued in 2010
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OBJECTIVES TO 2015

Specific targets have been defined for reducing specific
CO, equivalent emissions by a total of 15% from 2009,
during the five-year period 2010-2015. In 2011 plans call
for further reducing specific emissions by up to 9.5%, ac-
cording to the change in energy consumption. Other more
specifically focused actions are currently under study.
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OTHER INITIATIVES
Offsetting CO, emissions

The actions taken by Pirelli to re-
duce greenhouse gas emissions
stemming directly and indirectly
from its activities include offsetting
measures, such as support for the
creation and protection of dedicat-
ed wooded areas that can absorb
carbon dioxide emissions.

In 2010 the Group took action to
create and protect 26,936 square
metres of forest in Italy, in the
Parco del Ticino, and 5,014 square metres in Madagas-
car. These initiatives will generate carbon credits that will
fully offset the emissions produced by the Vizzola Ticino
Test Track, used by the Pirelli Experimentation Depart-
ment for testing and developing tyres.

These initiatives are also characterised by their positive
impact on biodiversity. The project in the Parco del Ti-
cino is part of the network of projects for environmental
improvement, mitigation and compensation that the Par-
co Lombardo of the Valle del Ticino has been pursuing
for several years due to progressive territorial fragmenta-
tion caused by various human activities.

The project in Madagascar, carried out at the Mananby
Reserve, is part of a bigger project for reforestation and
preservation of biodiversity.

This initiative was defined in collaboration with LifeGate
ImpattoZero®.

Impatto Zero

Monitoring of employee transport CO,

During 2010 monitoring of CO, emissions from train
and air travel by Italian employees continued. Travel by
car was also included, as compared with the previous
year. This contribution has been estimated to account for
about 0.6% of all Group emissions. This figure is slightly
higher than in 2009, but it remains at 2008 levels, partly
due to the implementation of policies to encourage use
of conference calls or videoconferences in place of travel.

NO, emissions

NO, emissions (both in absolute terms and according to
unit of output) are directly impacted by the energy con-
sumption illustrated above. Therefore, both the recorded
trends and forecast future trends track those for energy
consumption.
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terises ever-widening phenomena in everyday life around

NOx EMISSIONS the world that have major repercussions at the local level.
TYRE OTHER BUSINESSES —— . . . .
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discontinued in 2010 the impact of this phenomenon on climate changes with
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water resources throughout the entire tyre life cycle.

The importance of the goal testifies to the effort made
by Pirelli to sustainable development of its activities, and
water might be the resource that best illustrates the con-

DIRECT AND INDIRECT EMISSIONS OF NOy - 2010

DIRECT 'N?IRECT cept of sustainability: the balance between the economic,

W W social and environmental dimensions, the balance be-
tween economic value, which influences and is in turn
influenced by physical availability and the possibility of
satisfying social and environmental needs.

The application of the aforementioned project already
gave the first result on the performace: in 2010 Pirelli’s
specific water withdrawal was reduced by more than 11%
from the previous year.

WATER WITHDRAWAL

Water
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production plants are located. This discrepancy charac-
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DISTRIBUTION OF WATER WITHDRAWAL
BY TYPE OF ACTIVITY - 2010

TYRE
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~ 88%

OTHER STEEL CORD
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3% 9%

WATER SOURCES - 2010

SURFACE EXTERNAL
WATER WELLS
8,3% 5,2%

&

PUBLIC
WATER INTERNAL
AQUEDUCT \_WELLS

10,8% 75,8%

In regard to water discharges:

— the volume of discharged industrial water is estimat-
ed to be about 8 million cubic metres, of which more
than 70% was channelled to surface catch basins;

— the remainder was discharged in the sewage system,
to which non-industrial waste water was channelled;

— before being discharged in the final catch basin, in-
dustrial waste water was subjected to periodic analy-
sis, which did not reveal any violation of maximum
concentrations allowed by local standards.
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Waste

Environmentally sound management of wastes was among
the environmental issues of major concern in maintaining the
qualiry of the Earth’s environment and especially in achie-
ving environmentally sound and sustainable development in
all countries.

Agenda 21 — Chapter 21

Sustainable management of the wastes generated by pro-
duction processes is premised on the primary need of
reducing waste output. Therefore, Pirelli bases its activi-
ties for improvement of its environmental management of
waste disposal on:

— innovation of production processes, with the
intention of reducing waste output at the source,
steadily reducing processing discards;

— streamlined packaging management, whether
the packaging is obtained together with purchased
products or used for packing its own products (see
the section on management of packaging);

— operating management of generated waste,
aimed at identifying and ensuring the selection of
waste treatment channels that can maximise their re-
covery and recycling.

Aware of the environmental impact of waste output and
waste sorting, the Group intends to reduce the quan-
tity of specific waste produced by 2013 by 5% as com-
pared with 2009, and at the same time increase waste
sorting to 75%.

The specific production of wastes increased slightly in
2010, mainly due to the expansion and industrialisation
activities that will be fully operative in the next few years.

WASTE PRODUCTION
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HANDLING OF PACKAGING

Different procedures for handling packaging materials
exist for different types of products. While tyres are sold
without packaging materials, steel cord and particulate
filters are sold in specific containers. It should be pointed
out that tyre sales accounted for 98% of all Group sales
in 2010.

Amongst the various programmes implemented to reduce
the packaging materials used for making product sales,
the Steel Cord Business Unit continues to manage and
streamline the use of packaging materials, in collabora-
tion with its own customers. The purpose of these actions
is to increase the quantities of reusable packaging materi-
als, both through their being returned to production sites
and through replacement of certain types of packaging
with more resistant models that are less subject to wear
and tear and thus having a longer useful life.

More specifically, attention has been focused on replac-
ing traditional wood pallets with new plastic or metal
pallets, which are highly reusable. A plastic pallet can be
reused about ten times, as opposed to possibility of using
a traditional wood pallet once or at most twice. Reducing
waste generates obvious benefits.

In particular, the replacement of all wood pallets with
plastic and metal pallets was completed at the beginning
of 2011, even in Latin America.

As a result, more than 90% of the pallets used by the
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Steel Cord Business Unit are made of plastic or metal.
A total of 40 thousand such pallets have replaced 320
thousand wood pallets, with consequent savings of 3,500
tonnes of wood from 2003 to now. The aim is to fully
replace all wood pallets in a couple of years.

Solvents

In regard to the consumption of solvents used as process
ingredients, the following graphic illustrates the produc-
tion increase realised in 2010 through absolute growth in
the absolute consumption of solvents. Specific consump-
tion has remained unchanged from the previous year,
while there was a nearly 5% improvement from 2008.
By 2013, it is expected that its use in production pro-
cesses will be further reduced by another -5% from 2009
levels, for a total of -9% from 2008, by extending the use
of technologies that use less solvents and solvent free
technologies.
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Following the installation and activation of catalytic
abatement plants at certain production sites, the esti-
mated quantity of volatile organic substances released in
the atmosphere in 2010 was significantly lower than the
aforementioned consumption of 3,000 tonnes.

Other environmental aspects

SUBSTANCES HARMFUL TO THE OZONE LAYER

The presence of substances harmful to the ozone layer is
entirely attributable to liquid refrigerants used in air con-
ditioning plants, which are equipped with closed circuits.
Except for accidental and unforeseeable leaks of these
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substances, there were no free releases in the atmosphere
that could be correlated with production activities.

SO, EMISSIONS
Direct emissions of SO, stemming from the combus-
tion of diesel and fuel oil was estimated to be about 150
tonnes in 2009.

GREEN FACTORY

-36%

reduction in
direct CO-

Work on creation of the
technological and pro-
duction centre at Settimo
Torinese for production of
“green performance” tyres
continued in 2010, as part
of the process to improve
efficiency and productiv-
ity standards. This project
is being carried out as part

11 of a framework agreement
S pe_ ¢ If_l c between Pirelli Tyre and the
emissions Region of Piedmont, Prov-

ince of Turin and the City of
Settimo Torinese, and will
be fully operational in 2011.

The New Industrial Centre will be the Group’s most tech-
nologically advanced plant for the production of ecologi-
cal, high-performance and ultra-high-performance tyres.
This will be made possible by:

- the adoption of measures that limit environmental im-
pact and reduce energy consumption to the greatest ex-
tent possible, which is absolutely consistent with the Pire-
1li strategy of sustainable development;

- the use of the most modern technologies, the result of
Group research, including evolution of the Pirelli robotic
system to produce tyres (Next Mirs) and the precision
system for the production of compounds (CCM).

When operating at full capacity, the New Centre — re-
sulting from the integration in one area of the two Pirelli
plants already operating at Settimo Torinese and which
will be staffed by over 1,200 employees — may produce
more than 3.5 million of tyres annually exclusively for the
premium segment.

The experience accumulated during this project will be
exploited in the planning and construction of new pro-
duction sites, with the appropriate changes and additions.
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Green performance initiatives

-33%

Consistently  with  the
Group’s green performance
strategy, since 2009 the
Settimo Torinese New In-
dustrial Centre project has
involved the implementa-

tion of an action plan to .
reduce energy consumption redUCtlon
and prevent environmental in Specific
impact, for the responsible

use of natural resources, energy use

promotion and adoption of
standards that exceed inter-
national standards.

In comparison with the
previous organisation of car
tyre production at Settimo
Torinese, the project’s prin-
cipal objectives in regard
to energy and the environ-
ment are:

+20%

energy from
renewable
sources

— reduction of CO, emis-
sions, with a reduc-
tion of 36% of specific
emissions, through to-
tal conversion of plants to methane use;

— the production of energy from renewable sources for
more than 20% of energy requirements, through the
installation of photovoltaic panels totalling 1.1 MWe
and co-generation systems using biofuel, for a power
output of 1 MWe;

— energy efficiency, with a reduction of 33% in specific
consumption, due to the modern technologies cre-
ated both by Pirelli research and the best opportuni-
ties offered by the market.

“Rubber powder” will be used for outdoor paving in as-
phalt in order to guarantee reuse of discarded tyres, lower
fuel consumption and noise abatement.

In certain areas, paving made with a type of cement
treated with a photocatalytic active ingredient is being
designed, with the purpose of reducing air pollution.
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Research and technological innovation projects

In the context of the framework agreement for creation of
the Settimo Torinese Technology and Production Centre
for the production of “green” tyres, Pirelli Tyre and the
Turin Polytechnic have pursued joint research and tech-
nological innovation projects dedicated not only to mini-
mising the impact of the new industrial site but especially
further innovation of the most advanced processes and
products of Pirelli Tyre research.

Following the PTSM and Next Mirs processes, installed
at the New Centre, the CCM process has also been pre-
sented.

THE PTSM PROCESS

PTSM (Twin Screw Mixing) is the new process for prep-
aration of compounds and is the result of a combina-
tion of traditional batch mixing with continuous CCM
technology. It offers high levels of quality, reliability and
efficiency, developed specifically for the production of
compounds used in the new Pirelli green tyres. This tech-
nology makes it possible to realise major improvements
in terms of compound uniformity, reduced dispersal of
ingredients and a 30% reduction in energy consumption
as compared with traditional techniques. The PTSM pro-
cess has optimised the silanization reaction of silica based
compounds (“green” tyres). This has made it possible to
significantly reduce tyre rolling resistance, which directly
translates into vehicle fuel savings. The TSM technology
streamlines production efficiency, guaranteeing produc-
tivity increases of at least 300% as compared with the pre-
vious continuous CCM technology. During execution of
the PTSM project, special attention was also dedicated to
definition of the layouts, in order to significantly limit the
final size of the plants and reduce their industrial impact.

NEXT MIRS™ PROCESS
Mirs™ is an integrated, modular robotic system for mak-
ing tyres. It has a very high degree of flexibility due to
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its ability to optimise modularity and logistics. Tyres are
fabricated around a heated drum that is tailor-made for a
particular tyre model. The drum is continuously rotated
by a robot under an extrusion device that distributes rub-
ber over the surface. The drum rotation and compound
feeding movements are coordinated to provide the correct
distribution of materials to create the specific tyre model.
Compared to traditional, large-scale tyre-building sys-
tems with their exceptionally high production rates, de-
signed for customers in different geographic locations,
the Mirs is a compact production “island,” flexible and
easily programmable for extremely rapid adaptation to
the production of new models. This system represents a
real improvement, in terms of both technology and lo-
gistics, as it can be easily located near the manufacturing
process that it serves. The use of robotics in the produc-
tion process makes it possible to realise extremely high
product quality, due to the geometric distribution of the
rubber fibres that is constant for each model.

The Next Mirs represents a huge technological leap in the
tyre fabrication process after Mirs. It expands its scope of
flexibility to different lines characterised by families of
different materials and permits the fabrication of prod-
ucts for the most diverse uses in terms of performance
requirements: highway and racing supercars.

The contribution made by Next Mirs to eco-compatibil-
ity is based on three principal aspects.

1. Vulcanisation process

As part of the Next Mirs project, Pirelli has devel-

oped a new concept that will lead to a more uniform

degree of vulcanisation between the different parts
of the tyre. This will make it possible to improve the

production efficiency of the vulcaniser up to 30%,

resulting in:

* a proportionate reduction in the number of vul-
canisers and moulds, and thus a reduction in CO,
emissions during production;

* a considerable reduction in the energy used, main-
ly for the energy dispersed by the vulcanisers and
thermal plants serving them.

2. Extrusion process

In contrast with the Mirs project, the Next Mirs pro-

cess has adopted a new “cold,” i.e. low temperature

extrusion system, with consequent reduction in heat
use. The efficiency of extruder screws has also been
improved.

All of this translates into improved product perfor-

mance, especially in terms of maintaining the origi-

nal characteristics of the compounds during use.
3. Next Mirs product

With the Next Mirs technologies, it is possible to re-

alise semi-finished products that are more exact in

terms of weight (the variability of weight is about 1/3

compared with NP) and more complex.



Environmental dimension

Due to the combined effect of these two peculiari-
ties, the weight of the specific products can be sig-
nificantly reduced by this process (about -4/5%)
and, therefore, aside from an equivalent reduction in
raw materials used, a significant reduction will also
be realised in the rolling resistance base load of the
product in use.

Due to its high flexibility, optimised modularity and logis-
tics, the Next Mirs truly represents “an incubator of pro-
cess technologies.” In future, certain will be applicable to
normal Pirelli production, with consequent improvement
of the green performance of production processes.

In 2011 tests will be conducted for extension of the Next
Mirs vulcanisation process to traditional processes, in or-
der to assess the benefits that can be achieved in regard to
product, process and the environment.

Tuae CCM PROCESS

In addition to what has been developed and introduced
at the Technological Centre, the CCM (“Continuous
Compound Mixing”) process is particularly significant.
This process uses a 100% computer controlled pneumat-
ic distribution system to transport the ingredients from
their storage silos to the twin-screw extruders that op-
erate continuously. The CCM technology was designed
to manage the complexity of the process deriving from
the large number of ingredients required to produce the
compound, and it improves the quality of the produced
compound, and consequently the quality of the finished
product. By means of a specially designed capture and
recycling system for solid materials, CCM technology has
reduced dust levels in production areas to extremely low
levels.

The CCM process also saves energy, enabling a reduc-
tion of approximately 20% in energy consumption per
unit of product.

CAPITAL EXPENDITURE FOR IMPROVEMENT
OF ENVIRONMENTAL PERFORMANCE

Capital expenditure in 2010 to improve the environmen-
tal performance of production sites totalled Euro 3.2 mil-
lion (Euro 2.8 million in 2009).
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Being an
“Employer of choice”

Growing in
communities WITH
the communities
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INTERNAL COMMUNITY PIRELLI EMPLOYEES
AROUND THE WORLD

The Pirelli G zes th al 1 h
e Pirelli Group recognizes the crucial importance of human BREAKDOWN OF EMPLOYEES BY CATEGORY

resources, in the belief that the key to success in any business is

the professional input of the people that work for it in a clima- 2010 Tyre 708

te of fairness and mutual trust. The Pirelli Group safeguards Other businesses* 195

health, safery and industrial hygiene in the workplace, both

through management systems that are continually improving 23,519 28,865

and developing and by promoting an approach to health and 49 ‘ 464 ‘

safety based on prevention and the effective handling of occu- 258 S{0ER

pational risk. The Pirelli Group consider respect for workers’ EXECUTIVES WHITE COLLAR BLUE COLLAR 2010
TOTAL 302 5,557 23,714 29,573

rights as fundamental to the business. Working relationships
are managed placing particular emphasis on equal opportu-
nity, on furthering each person’s career development, and on 2009 2,089

turning their diversity to account by creating a multi-cultural 217

working environment.

(Ethical Code — “Human Resources™) 175 1,637 — o
. . . o 232 ‘ 5,029 ‘

The above principles are discussed in detail in the Group EXEGUTIVES  WHITE COLLAR BLUE GOLLAR 2009

policy “Social Responsibility for Occupational TOTAL 207 6.666 22497 29570
Health, Safety and Rights, and Environment.” The ; ; ;
commitments made by Pirelli with this Policy are based

2008

on the SA8000® Standard, which for years has been 2,455
the benchmark for Group social responsibility, and the 230
United Nations Global Compact, of which Pirelli has
been a member since 2004. 903 2002 23,251 28,601
241 5,109
EXECUTIVES WHITE COLLAR BLUE COLLAR 2008
TOTAL 464 7,111 23,481 31,056
DELTA Tyre
2010 vs. 2009** Other businesses*
1,384
21 64 e
EXECUTIVES WHITE COLLAR BLUE COLLAR 2010 vs 09
TOTAL -105 -1,109 1,217 3
-126 1473 -82 e
DELTA
2010 vs. 2008
12 268 264
EXECUTIVES WHITE COLLAR BLUE COLLAR 2010 vs 08
TOTAL -162 -1,554 233 -1,483
174 -16 35
1,747
-1,538

(*) includes Corporate, P Ambiente, P. Zero, P Eco-Technology; for 2008 and 2009 it also
includes the Real Estate and Broadband Solutions businesses, which were discontinued
during 2010 and whose employees were no longer on the payroll at December 31,2010

SN S T S
Pirelli employees with their families on Open Day 2011 at Bicocca site (**) the delta for 2010 compared with the one for 2009 in the section “Other Businesses”
Milan X includes the reduction of 1267 employees at operations discontinued in 2010 (Real
Estate and Broadband Solutions)
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BREAKDOWN OF EMPLOYEES
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TYPE OF EMPLOYMENT CONTRACT

2010 Tyre 708 2010/ 2009 200810 vs 09 |10 vs 08
Other businesses* Unlimited term | 91.9% 92.4% | 90.6% -0.5% 1.3%
673 0 28,865 Limited term 7.7% 7.0% 8.2% 0.7% -0.5%
0 12,561 35 Temporary 0.4% 0.6% 1.2% -0.2% -0.8%
10,628 246 Part-time
5,430 0.9% 0.7% 0.7% 0.2% 0.2%
NORTH ASIA (% of total FTE)
EUROPE  U2RiCa  LATAM  ah g 2010 Internship/
- 612 401 435 211 177
TOTAL 11,301 246 12,561 5,465 29,573 Other
2009 2,089
AVERAGE SENIORITY (years)
2,085 4 o7 481 2010 2009 2008 (10 vs 09 | 10 vs 08
0 11,750 0 ' EXECTIVE 17 14 12 2.7 4.7
10,526 '
248 4,957 WHITE COLLAR 12 11 11 1.1 1.1
NORTH ASIA, BLUE COLLAR 9 9 9 0.5 0.7
BUROPE  avERicA  WATAM AFR OGE™ 2009
TOTAL 12,611 248 11,754 4,957 29,570
2008 2,455
EMPLOYEE FLOWS BY GEOGRAPHIC AREA
2,439 15
28,601
11,830 ‘ 225 ‘ 11,804 ‘ . 7102 The following dat.a refer to group i'n.ct.)ming/outgoing
’ employees. The disposals and acquisitions of compa-
EUROPE NORTH = | aram ASIA, ., 2008 . . : :
AMERICA AFR, OCE nies or business units, and changes in work schedules
TOTAL 14,269 265 11,819 4,703 31,056 from full to part-time are not considered.
DELTA Tyre
*kk
2010 vs 2009 Other Businesses* INCOMING | OUTGOING
2010
35 e Europe 1,449 1,450
102 0 811 473 ' North America 38 32
NORTH ASIA LATAM 2,978 2.025
EUROPE LATAM e 2010 vs 09 ,
AMERICA AFR, OCE Asia, AFR, OCE* 1,627 1,045
TOTAL -1,310 -2 807 508 3
-2 -4
2009
DELTA Europe 852 2,164
2010 vs 2008 North America 7 13
34 LATAM 1,752 1,961
0 758 728 265 Asia, AFR, OCE* 984 719
NORTH ASIA,
EUROPE AMERICA LATAM AFR. OCE* 2010 vs 08 TOTAL m 4,857
TOTAL -2,968 -19 743 762 -1,483
. 19 -15 2008
' -1,747 Europe 1,703 2,034
North America 28 18
-1,766 LATAM 3,803 2,803
Asia, AFR, OCE* 1,206 1,044

(*) includes Corporate, R Ambiente, P. Zero, P. Eco-Téechnology; for 2008 and 2009 it also
includes the Real Estate and Broadband Solutions businesses, which were discontinued
during 2010 and whose employees were no longer on the payroll at December 31,2010

(**) Includes Turkey

(***) the delta for 2010 compared with the one for 2009 in the section “Other Businesses”
includes the reduction of 1267 employees at operations discontinued in 2010 (Real
Estate and Broadband Solutions)

TOTAL 6,740 5,899

* Includes Turkey
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The overall trend of employees at year end 2010 was
characterised by substantial stability compared with the
end of 2009, with a net increase of three persons.
Examining the details of personnel changes in the indi-
vidual business units, we find that following the refocus
of Group activities on the Tyre business, the Real Estate
business unit was deconsolidated and Pirelli Broad-
band Solutions was sold, resulting in a total reduction
of 1,267 employees from December 2009.

Instead, Pirelli Tyre showed a net increase of 1,384
employees from December 31, 2009, including 85 ex-
ecutives and white collar employees and 1,299 blue
collar employees. In the “mature countries”!, the net
reduction of 175 employees was concentrated mainly in
the following countries: at the Manresa plant in Spain
(-248) following the second and final phase of shutting
down production activity and conversion of the plant
into a logistics hub; at Settimo Torinese in Italy (-94),
following the technological and organisational restruc-
turing leading up to launch of the new Car and Truck
Centre operation; at the steel cord plant in Merzig, Ger-
many (-97), following closure of the cord and thin wire
department. At the same time, limited-term employees
were newly hired to meet production requirements at
Carlisle, England (23) and Breuberg, Germany (210).
On “emerging markets”?, total headcount rose by 1,559
employees, including 61 executives and white collar em-
ployees and 1,498 blue collar employees. This increase
occurred mainly in Romania (281), China (317), Bra-
zil (714) and Argentina (117), following the increase in
production and sales volumes.

In regard to the annual changes in new hires and termi-
nated employees from 2009 (a year dominated by the
deep international economic and financial crisis), 2010
showed a strong increase in new hires, mainly due to
the increase in factory production volumes.

Pirelli does not employ anyone under the age of 14.
The Tyre Sector employs 14 young workers between 16
and 18 years of age (3 in Brazil, 10 in Germany and 1
in Switzerland), and 6 young workers between the ages
of 14 and 16 on an exceptional basis (4 in Brazil, 1 in
Germany and 1 in Switzerland), as part of training and
induction schemes in compliance with local laws.

1 These are countries where Pirelli operates, internationally defined as mature markets, i.e.
non-emerging markets.

2 These are the emerging countries where Pirelli operates, Brazil, Argentina, Venezuela, Chile,
Colombia, Mexico, China, Romania, Turkey and Egypt.
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DIVERSITY AWARENESS
AND MANAGEMENT

In the multicultural context that has always character-
ised the Group, individuals offer an enormous wealth
of kaleidoscopic diversity, which has to be managed to
be transformed into a competitive advantage.

The commitment made by Pirelli to the development
of diversity and equal opportunity is stated in all Group
sustainability documents, and specifically the Ethical
Code approved by the Board of Directors, the Group
“Social Responsibility for Occupational Health,
Safety and Rights and the Environment” Policy
and in the “Equal Opportunities Statement” signed
by the Chairman. These documents have been dis-
tributed to all employees in their local language and
published on the institutional website wwaw. pirelli.com /
About Pirelli /Sustainability.

International scope is a defining characteristic of the
Group: we operate in over 160 countries on five con-
tinents, and 88% of its employees work outside It-
aly. Awareness of the cultural differences that create
our identity underlies the Group’s reliance on managers
having local origins: 88% of senior managers work in
their country of origin. In order to develop the in-
novative and managerial potential inherent in multi-
culturalism and in different professional contexts, the
company promotes the growth of its managers through
international intercompany transfers (see the fol-
lowing paragraph). It is no accident that 58% of the
senior managers on active duty in 2010 have had at
least one intercompany assignment in another
country during their professional career. Moreover, at
the end of 2010 15% of all managers on foreign as-
signment were women.

Pirelli is also committed to promoting maximum
awareness of the positive and dynamic differences
that exist between genders in a complex organisation
like Pirelli, while giving due consideration to the fact
that it is necessarily impacted by the different cultures
existing in the different countries. In 2011, an ad hoc
working team will seek to “interpret” the gender dif-
ferences existing in the Group, in its industrial sector
and in the changing global context, in order to define
actions to further develop and to create a new manage-
ment model that will be also applied to all other types
of diversity.
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Following below is a breakdown of employees by gen-
der in the three-year period 2008/2009/2010, expressed
as the percentage of women against the total num-

ber of employees in each job category.

PERCENTAGE OF FEMALE WORKERS

BY CATEGORY
0, I 0,
Year| % Executives % Cadres % White Collar | % Blue Collar
Employees Employees
2010 8% 18% 31% 4%
2009 9% 18% 32% 4%
2008 10% 18% 31% 5%

These figures exclude the employees of operations that were discontinued in 2010, i.e.
Prelios S.p.A.— formerly Pirelli Real Estate - and Pirelli Broadband Solutions S.p.A.

The percentage of women against the total executive popu-
lation does not show a significant change from the previ-
ous year. A positive aspect is the substantially unchanged
proportion of women in the cadre category, which is the
spring board for promotion to executive positions.

Pirelli dedicates great attention to equal remuneration, by
monitoring its evolution in view of improvement, transpar-
ent reporting and to comprehend the reasons underlying
differences. At least in regard to the differences illustrated
below, they are mainly tied to the professional background
and career of individuals, and also reflect the impact (es-
pecially in Latin America) of staff turnover, which can
significantly alter the deltas reported in the previous year.
Consequently, a comparison among different countries
aimed at producing a consolidated data makes no sense, be-
ing the latter undermined by strictly local differences that re-
flect practices and pay scales that cannot be compared with
each other or added one to the other, as well a population mix
that can vary significantly by age and professional seniority.
While emphasising that the situations described here
represent a snapshot of 3/4 of the total work force cov-
ered by wage and salary policy (blue collar employees are
normally covered by national collective bargaining agree-
ments), note that at the end of 2010:

— in Italy, the pay difference between the average
salary for men and the average salary for women
amounts to about 7% on average in favour of men
without differences between white collar staff and
cadres; in 2009 the difference between the average
salary for men and the average salary for women was
about 4% on average in favour of men in the cadre
category, while the difference was 2% in favour of
men in the white collar staff category.

In Latin America, the trend measured in Italy is ex-
tended for the population of white collar staff, with a
discrepancy of 15% in favour of men, while amongst
cadres the difference falls to 13%; in 2009 the differ-
ence was 2% in favour of men amongst cadres, while
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there was no difference in the white collar staff category.
Furthermore, at the end of 2010:
— In China the difference falls to 4% in favour of men,
both for cadres and for white collar staff;
In Turkey, while the men on the white collar staff
have a 4% advantage, women instead have a 3% ad-
vantage in the cadre category;
The same trend surveyed in Turkey is also found in
Germany, where the difference in favour of men in
the white collar staff category (8%) is reversed, albeit
only in the amount of a 2% advantage for women in
the cadre category;
in the Executive category — where women repre-
sent 8% of this population — when the position of
men and women carries the same weight, the pay dif-
ference falls to a maximum of 3%, in favour of men.
In 2009 the difference was 8% in favour of men.

The inclusive culture adopted by Pirelli as the basis for
doing business permeates corporate life even in regard
to disability. It should be pointed out that there is of-
ten an objective problem in measuring the number of
disabled employees. The reason is both that in many
countries where the Group operates, there are no spe-
cific laws or regulations promoting their employment,
and because this information is deemed confidential in
many countries protected by privacy laws. In any event,
the Pirelli Equal Opportunities Policy lists disabilities
among the protected diversities and is a value and oper-
ating model applicable to all affiliates. In Italy, the Pirelli
Group has made and signed specific agreements with
the relevant authorities to promote hiring of disabled
workers by the Group.

Management of the age factor is one of Pirelli’s priorities
too. As can be seen in the following tables, Group employ-
ees’ average age is young in all categories including manag-
ers, as well as homogeneous amongst both genders.

AVERAGE AGE AT YEAR END 2010

. White Collar | Blue Collar | Grand

Executives | Cadres Employees | Employees | Total*

Women 45 42 36 33 36

Men 47 44 38 35 35
Grand

Total a7 43 37 35 36

* figure cover 96% of Group employees

The following table illustrates average job seniority
broken down by professional category and gender:
again there are no substantial differences between men
and women. In all professional categories, in spite of the
relatively low average age of employees, their length of
service at Pirelli is proportionately high, confirming
a high sense of loyalty.
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AVERAGE JOB SENIORITY AT YEAR END 2010

. White Collar | Blue Collar | Grand
Executives | Cadres Employees | Employees | Total*
Women 15 14 10 5 9
Men 17 15 12 9
Grand
Total 17 15 11 9 9

* figure cover 96% of Group employees

In regard to promotion of equal opportunities, the

following activities are now consolidated:

— as far as possible in the recruitment process, seek
to provide a high proportion of women in the range
of candidates;

— use of training to impact the cultural change con-
nected with the promotion of diversity, using specific
modules dedicated to “Diversity Management”, be-
ginning with the courses dedicated to new hires (e.g.
Pirvelli's way Joining the Group);

— take positive measures for respect of cultural diver-
sity, such as different foods that are clearly marked
in company canteens so that everyone may freely
comply with their own religious dietary restrictions,
multilingual bookstores in the factory, multilingual
welcome kits for those joining Pirelli at a facility in a
country other than their home country.

Aside from the respect of differences, what has to
unite all Pirelli affiliates in the same corporate cul-
ture are its corporate values, policies and rules,
which are applied worldwide, with the only differ-
ence lying in the language used to translate them.

The survey Your Opinion 2010, covering all Pirelli exec-
utives, cadres and white collar staff in different languages,
including English, Arab, Chinese, French, German, Italian,
Portuguese, Romanian, Spanish and Turkish, has revealed
a particularly appreciable result in regard to the high level
of acceptance by Pirelli employees of gender, cultural and
age differences. The answers “I am absolutely in favour”
— the highest ranking amongst the possible positive answers
— totalled 82% in regard to respect of gender differenc-
es, 85% in regard to respect of cultural differences, and
85% in regard to respect of age differences.

Pirelli has been active for years in promoting diversity in
the external context, both nationally and international-
ly. Its membership in the European Alliance for CSR,
CSR Europe, preparation of toolkit for manage-
ment of multiculturalism and gender differences
with the Sodalitas Foundation (the Group has a seat
on its Board), active participation in drafting the Italian
Charter for Equal Opportunities and Job Equality
are some of the most representative activities that have
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engaged the Group in sharing its good practices with
other responsible companies.

Pirelli has also been engaged in promoting welfare
initiatives for its employees. The Group has been his-
torically active in supporting its own employees, with
numerous measures calibrated to the needs stemming
from the different socio-cultural contexts in which the
affiliates operate. Widespread measures include: day
care centres offering special discounts to Group em-
ployees, subsidised holidays for employee children,
scholarships, healthcare benefits, prevention cam-
paigns, company discount arrangements with various
service providers (from medical exams to car rental).
As announced to the market on November 4, 2010,
when the 2011-2013 Business Plan and vision to 2015
was presented, Pirelli established both the increase in
diversity of management as compared with the situ-
ation at the end of 2009, and a focus on the welfare
system offered/to be offered to its employees around
the world among its growth and value creation tar-
gets. For this reason at the end of 2010 the results of a
survey that listed all affiliates work-life balance adopted
measures, were shared with operating managers, so that
they would be inspired by such practices to integrate the
locally already applied initiatives.

COMPENSATION AND
INTERNATIONAL MOBILITY

To manage the crucial phases of integration and devel-
opment of human resources, Pirelli implements an ex-
tensive policy system both at Group and sector/affiliate
company level.

Compensation policies are applied on a country-by-
country basis, with the exception of processes applicable to
executives and human resources on international mobility,
which are coordinated by Group headquarters.

The targets of the annual bonus system (MBO — Man-
agement by Objectives), involving all executives
and about 60% of cadres at the Group, are consistent
with the values, objectives and parameters of the annual
Management Plan.

A Cash Incentive Plan 2009-2011 was introduced for
senior management in 2009. It aims to relaunch and
support Group performance over the medium term in
support of the Three-year Business Plan, which was pre-
sented at the beginning of 2009. In view of greater man-
agement involvement, at the end of 2010 the Board of
Directors approved extension of a new Cash Incentive
Plan 2011-2013, based on the targets of the 2011-2013
Business Plan presented to the financial community in
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November 2010. For senior manager that were already
beneficiaries of the Cash Benefit Plan 2009-2011, the
new plan entailed consistent updating of the param-
eters for the two-year period 2012-2013.

The Incentive Plan is consistent with market best prac-
tice, which calls for total compensation of executives
where the variable component is always more im-
portant, in order to generate a positive correlation be-
tween received compensation and achieved results.
Particular importance is assumed by co-investment
on the part of the individual participants of 50% of the
annual incentive received in support of the three-year
plan. Its purpose is to support medium-term perfor-
mance through use of deferred compensation. Upon
attainment of the three-year targets, plans call for dis-
bursal not only of the three-year bonus but also the an-
nual “invested” share with an extra contribution by the
company calculated using a certain multiplier (so, its
assignment is expected only at the end of the three-year
period, in support of the company retention policy). If
the three-year targets are not met, the annual “invest-
ed” amount of the incentive is returned, less 50%.

The cost of the Cash Incentive Plan 2011-2013 will be
entirely self-financed by business results during the
three-year period, as in the case of the previous Plan.

In 2011 the compensation and international assign-
ment activities will be the target of special communi-
cation activities.

The overriding aim is to promote greater individual en-
gagement, through enhanced awareness of company
rules, among other things. Caring programmes in sup-
port of expatriate employees will also be upgraded, in
order to facilitate their integration in the new country
where they work.

LISTENING, EMPLOYER
BRANDING, TRAINING
AND DEVELOPMENT

In 2010, the theme of the year at Pirelli was Listening,
with the third Group Opinion Survey, in which 78%
of the white collar staff participated. This survey led to
important change management actions.

The year was also characterised by sharp growth in
training activities, as well as extension of the perfor-
mance management process, enhanced by skills map-
ping, to all affiliates.

The Leadership project was launched in 2010. This is a
programme for revision and distribution of the new Group
managerial programme to encourage development of differ-
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ent types of behaviour by managers that are more consistent
with the firm’s current strategies and classifiable in three
parallel areas of action: business management, hu-
man resource management and change management.

Employer branding activities also continued at full pace.
LISTENING TO EVOLVE: OPINION SURVEY 2010
Pirelli introduced the Group mood survey in 2005.

Your Opinion, the third opinion survey conducted in
2010 — the previous one was carried out in 2008 — in-
volved all Group executives, cadres and white col-
lar staff, and was extended to blue collar workers
throughout South America. By asking specific ques-
tions in the local language, the survey aimed to obtain
feedback from employees in order to promote activities
and projects for continuous improvement of both man-
agement and business.

The response rate in the staff area was particularly sat-
isfying, at 78%. This manifests a strong desire to com-
municate with the company and inform management of
personal opinions.

The results of the survey, which have been consolidated
at the Group level, were encouraging overall. Improve-
ments were realised in all the analysed categories as
compared with the previous survey, and in most cases
the positive difference was significant.

The most important results reveal the strong sense
of belonging to the Group, a high level of knowl-
edge and expertise regarding company services
and products, and they also testify to a good level
of internal operating efficiency. More than 75%
of the participants expressed a favourable or highly
favourable opinion in regard to Pirelli Image, com-
pany management of health and safety, empower-
ment, internal communication, social and envi-
ronmental responsibility, acceptance of gender,
culture and age differences and engagement.

During the summer, local management began dis-
seminating local and global results in the various
organisational units and in the various countries. Each
country and organisational unit then launched a plan
for local action to improve the areas that were less
positive, to be carried out in subsequent months and
throughout 2011. Actions at the Group level were also
identified: some of these were initiated in 2010, while
others were scheduled for 2011.

In view of realising maximum involvement and trans-
parency, periodic updates will be provided in 2011 on
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the progress made with the
actions defined here.

A similar opinion survey
was conducted in 2010
amongst the blue collar
employees at Pirelli plants
in Latin America (Brazil,
Argentina and Venezuela).

The survey, distributed in
paper format, covered a
statistically representative
sample of the population
in the three countries, for a
total of 2,334 people.

The strengths mentioned by the survey respondents
included the Group’s image, its level of engage-
ment, pride in the products and services offered
to customers and sustainability. Rewarding and
the relationship with one’s direct supervisor are
mentioned as some of the areas in which improve-
ments could be made.

QUAL A SUA OFINIAD?

Pesquiss Com o8 empregadas
BRASIL — ABRIL 2010

The results were presented to management in Argen-
tina, Brazil and Venezuela, and then distributed to local
employees. Local plans for specific action improve-
ments at each plant are currently being implemented.

KNOWING PIRELLI:
EMPLOYER BRANDING ACTIVITIES

Employer branding activities are aimed at offering ad hoc
occasions for orientation, in support of students and new
university graduates, and to hire candidates to meet com-
pany requirements. In 2010, the Group operated not only
on traditional and consolidated channels (like Career
Days, Career Books, instructorships and testimonials by
managers in university lecture halls, orientation meetings,
visits to universities, sponsorships of training schools and
masters...) but also in new media that are closer to the
ways in which youths communicate with each other, such
as social networks.

Several projects with an international scope continued in
2010, including:

— POLITONG: programme for collaboration be-
tween the Milan Polytechnic and Turin Polytechnic
and Tongji University in Shanghai;

BOCCONI MERIT AWARDS: financing of schol-
arships for the best students (Italian and foreign)
matriculating at the Bocconi University;
COLLABORATION WITH THE UNIVERSITY
OF CRAIOVA: IT research project;
COLLABORATIONWITHTHE CHINESE UNI-
VERSITY IN SHANDONG: R&D research project.
The web is one of the key tools for talent attraction
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and employer branding tools. The content and commu-
nication style of the “Career” section of wwuw.pirells.
com has been revised, to achieve maximum clarity and
transparency. Thanks to these efforts, the section was
awarded the gold medal as the best Italian corporate
site for employer branding (Employer Branding On line
Awards — Lundquist).

CONTINUOUS INVESTMENT
IN TRAINING & DEVELOPMENT

As illustrated in the following graphic, the average days
of training courses during the past three years has been
rising steadily. In addition to the sharp increase in 2010
from 2009, special attention should be dedicated to the
growth trend for all professional categories between 2008
and 2009, i.e. during the economic crisis. During those
two years, Pirelli continued to invest in human resource
training and development, with the firm intention of re-
sponsibly managing its own employees’ development and
simultaneously preparing itself qualitatively for the sub-
sequent recovery.

AVERAGE DAYS OF TRAINING PRO-CAPITA
BROKEN DOWN BY CONTRACTUAL CATEGORY

Il 2010

7.0
6.3 6.2
7
> 54
5.1 50 50 49

Staff

2009 2008

Pirelli Average Blue Collars

Among the industrial affiliates that significantly in-
creased training of their blue collar staff in 2010,
Turkey stands out in particular (+124%), even when
considering the hiring of more than 200 limited-term
employees in 2010 who received necessary job training;
South America (+26%) and Romania (+29%) also
stood out in light of the increase in production volumes
corresponding to an increase in employees.

The resources dedicated to training were significant
even in Spain, where the industrial plant at Manresa
was converted into a logistics hub at the end of 2009.
In Italy, the bulk of the plan launched in 2009 to support
change management at the Settimo Torinese Industrial
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Centre was carried out in 2010, with an average of 6.2 days
of training pro-capita for all blue collar employees.
During the three-year period 2009-2011, the entire Pirelli
industrial area at Settimo Torinese underwent a major re-
industrialisation and technological innovation project, in
order to create a big, new technological centre. The train-
ing programme for all employees (blue collar and white
collar), focusing on technical and professional aspects
and quality and improvement methods, on occupational
safety, and on teamwork to promote responsibility, calls
for holding 11 training days on average pro-capita by
2011 for a total of about 1,250 employees.

The significant increase in training activities in 2010 is
also explained by a series of important international ac-
tivities that were launched for white collars, including
“Leading Pivelli People” (Leadership Programme).
In 2010 the company began study to update and im-
prove its leadership programme to address the chal-
lenges posed by the 2011-2013 strategic plan. The
new programme was drafted after several phases of joint
consultation. That initial diagnostic activity was carried
out by conducting about 60 individual interviews with
Group executives from all countries where Pirelli op-
erates and from all corporate units and departments.
These interviews were followed by workshops for strate-
gic alignment with senior management and an encoun-
ter with top management. The result was definition of a
new leadership programme according to which training
courses, performance and potential diagnosis and evalu-
ation systems, the assessment criteria for hiring new em-
ployees in all countries were reconfigured.

A training campaign was carried out for all Group
executives (about 300 from all countries) lasting
three days. This included an individual assessment of
their leadership skills according to the new leadership
programme and using a 360° questionnaire.

Training courses will be held in all countries between
the end of 2010 and the first half of 2011, targeting local
middle management and on the same lines as the cours-
es held for executives (a total of 400 middle managers
are expected to participate).

Many other international projects dedicated to the pre-
sentation of new content and tools for specific profes-
sional families were organised, supporting the growth
of company staff. Activities to enhance sensitivity for
corporate social responsibility completed these topics.
For example, the “Team for Kids” Project engaged 21
Pirelli managers, who completed an intense restoration
and remodelling programme for children aged 1-10 years
hospitalised on an in-patient or out-patient basis. This
initiative, which is part of the broader cooperation pro-
gramme undertaken in 2008 by the Group and the Slatina
Hospital, also typifies the new training format adopted by
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Pirelli. The CAP Community Action Programme is a
methodology based on the attribution of social utility to
team building projects, in view of developing leadership
in a way that is the most conscious and integrated with
Group values.

The international Career Development programme
continued in 2010, which was structured in development
modules (Development Centres) and training modules
(seminars entitled “Understanding Business Complex-
ity” and “Managing Growing Complexity”). The pro-
gramme, which involved 170 persons from all countries
where Pirelli operates, was reconfigured in several parts so
that the skills subject to diagnosis and development would
be aligned with the previously mentioned leadership pro-
gramme and requested behaviour drivers.

Finally, mention should be made of “Pirelli Quality
Week”, a week of events aimed at raising the awareness
of all Group employees on the importance of the impact
of each individual’s work on the product quality and ser-
vice offered to customers.

PRINCIPAL ACTIONS AND TOOLS SUPPORTING
DEVELOPMENT ACTIVITIES

Performance Management

PMT - Performance Management Tool

— is the online performance management and assess-
ment tool launched at the Group level in 2007 and grad-
ually extended to all staff (executives, cadres and white
collar staff) at Pirelli business units and subsidiaries. In
2010 this process involved over 5,600 employees, about
1,000 more than in 2009, because the online tool was
also extended to the employees of major Group indus-
trial subsidiaries in countries including China and the
United States, as well as all companies at commercial
affiliates that had handled only in paper format until
just one year previously. The PMT has proved to be an
extremely dynamic tool, capable of reflecting and em-
bracing the new values and cultural changes promoted
by the company, facilitating learning. In 2010, the “Per-
formance Management Tool,” as previously mentioned
for other processes that support employee training and
development, was aligned with the Leadership proj-
ect and programme. This is true in particular of the
skills section, which since 2010 has included the nine
drivers for the new leadership programme for everyone
at the company who holds positions of responsibility
and manages other employees. Consistently with the
importance assigned to behaviour during the leader-
ship project, since 2010 the Performance Management
process envisages that not only the assessment of the
achieved results but also of behaviour during the year
be highlighted. Naturally, this change also satisfies the
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aim of giving increasing importance to the processes
of assessment and exchanges of opinion between su-
pervisor and subordinate. With this aim in mind, and
coinciding with the launch of the PM process in 2010, a
new section was created in this tool, entitled Develop-
ment Plan to create space for the comments by super-
visor and subordinate on possibilities of growth and
development.

Competence Mapping

In the “Performance Management” platform, a new sec-

tion dedicated to skills mapping was created in 2010.

This process aims to:

1. provide the company with a complete and exact
snapshot of the distribution of skills;

2. provide the company with suggestions for planning
specific training campaigns;

3. make individuals aware of the expectations that the
company has of him;

4. provide the supervisor with an overview of the strengths
and areas for improvement by his/her subordinates.

Compared with the past, when skills mapping cam-
paigns were conducted using paper tools, the new online
version of the process makes it possible to measure the
extent of specific skills exactly, in view of the mobility
and polyvalence of resources.

Scouting & Talent Management Activities

The principal process of talent scouting at the Group is
connected with the Development Centre, the initial part
of the previously mentioned Career Development interna-
tional development training programme.

Various initiatives were undertaken in 2010 to motivate,
engage and retain talented individuals at the company.
The first step was to refine the criteria for identifying
talents at the company. Then the department, business
unit and company management were asked to list the
names of talented individuals and define a development
plan for each one. When Performance Management
2010 was opened, the talented individuals discussed and
agreed on a medium-term development plan.

The goal of this process is to give the employee a clear
understanding of the value of his professional career.

Furthermore, interdepartmental committees com-
prised of senior management will be organised begin-
ning in 2011 to monitor and implement the process op-
erationally, both in Italy and in other countries.

Finally, the pool of talented individuals will be used as a
primary source for covering executive position openings.
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INTERNAL COMMUNICATION:
INVOLVING IN ORDER
TO COMMUNICATE

To involve employees in the company’s strategic choices was
one of the primary goals of Pirelli internal communication
in 2010, consistently with the programme of actions under-
taken in 2009 and in response to employees’ growing de-
mand for information. The initiatives carried out to this end
in 2010 are broken down by capacity of involvement.

This meant not only information but also interaction,
i.e. the possibility of expressing one’s own opinion, ac-
cording to a new model of internal communication that
definitively supplants the old top-down scheme and gives
employees an active role in dialogue with the company.

Participation is actually one of the principal goals pursued
by Pirelli in 2010. Involvement and a sense of belong-
ing are themes that supported events (e.g. company Open
Days) and the choices made to give voice to stories, opinions
and also proposals, and to write a narrative that truly rep-
resents the group. This is an opportunity that each member
of the corporate community may seize to contribute to the
collective awareness of who we are and where we are going.

New communication formats were introduced in fa-
vour of participation — occasionally in support of spe-
cific campaigns (“Performance Management,” Opinion
Survey”, etc.) or on occasion of important institutional
events (2011-2013 Business Plan, Quality Week), ca-
pable of engaging the interlocutor through multimedia
languages that are up to date with current communica-
tion tools and having an emotional perspective that is
increasingly focused on the employee.

Other measures taken to stimulate participation, involve-
ment and a sense of belonging included events for the
internal community that were organised over the course
of the year, such as the open days in various countries
and, in Italy, at the Bicocca and in Figline Valdarno. The
latter event coincided with the 50th anniversary of the
first Pirelli steel cord plant.

“Pirelli is us” could be the slogan for internal com-
munication in 2010, whose central figures were individu-
als. It highlighted their experiences, talents and relations,
which constitute one of the company’s intangible assets.

What follows are several examples of the principal inter-
nal communication initiatives that the objectives described
above aimed to achieve in 2010. The increasingly warm,
empathetic style and greater production of video material
characterise the entire programme of activity, which will be
further developed in 2011 through projects for increas-
ing involvement and development of employees.



94

INTERACTION ON CORPORATE CHOICES
AND STRATEGIC VALUES

Pirelli Business Plan
channel open on the Intranet

The top management of Pirelli presented its Business
Plan for the next three years with a vision on 2015 on
November 4 in Milan. This event was of primary strate-
gic importance for the future of the company, for which
a direct channel between top management and em-
ployees was opened on the Group Intranet.

Business Plan, send your questions: with this exhortative
title, several days before the event a global announce-
ment was made that the messages would be transmitted
on the Intranet itself (delayed by several minutes) and
especially the possibility of sending questions directly to
top management by a set deadline.

Numerous messages were sent from various countries
to the e-mail box created specifically for this purpose. A
personal response was sent to each person that had sent
an e-mail. This initiative was well-received by employees
and top management.

It is expected that the format will be repeated in 2011,
on the occasion of important events.

THE RETURN OF PIRELLI TO FORMULA 1

A multimedia leitmotiv

FY 2010 was characterised by a crescendo of news
about the return of Pirelli to Formula 1. This is a model
case of synergy between different and mutually comple-
mentary internal communication tools (intranet, house
organ and projects) in presenting updates to different
publics (blue collar and white collar staff), reach differ-
ent targets and different times.

With the start of official tests and private tests, announce-
ments and news were issued at a dizzying pace: video-
interviews of the young engineers on the Pirelli Formula
1 team, shots of the “factory of champions” (the Turk-
ish plant where racing tyres are made), film clips from
various racetracks around the world, interviews with the
Group heads of motorsport and R&D and with drivers.
Employees also produced their own content, posting an
extremely high number of comments on the intranet.
Formula 1 represents a strategic advantage for the com-
pany over the next three years. For this reason, it has domi-
nated (and will dominate) communication channels with
employees — intranet and house organs worldwide — with
diversified content and formats, whose variety make it pos-
sible to achieve all objectives of internal communication.
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‘INTERNAL COMMUNICATION IS US'

What’s my name
Let’s give a name to the Intranet

The global communication campaign to give a name to
the intranet aimed to give it a more familiar and welcom-
ing feel. This initiative was conceived as a sort of compe-
tition where all employees were asked to send in a sug-
gested name and vote on the one they preferred, including
in graphic terms. It attracted an extremely high level of
participation: over 300 proposals were received, some of
which complete with a graphic rendering of a logo, testify-
ing to the intense level of creative involvement.

With a name and logo selected by near-unanimous vote
(P.net), the intranet is embarking on a new period of
information, communication and collaboration.

CORPORATE TESTIMONIALS
A HERITAGE TO BE SHARED

The desktop on PCs recounts events
and news from around the world

The desktop on PCs of all Pirelli employees around the
world became the stage for words and images narrating
big events: the 100th anniversary of Pirelli Argentina,
launch of the new calendar and the Group’s return to
Formula 1. A new form of communication was intro-
duced for the events that mark company life — succinct,
immediate and universal — reaching everyone simultane-
ously, thereby reinforcing the perception of belonging
to a single international community, based on shared
experiences and languages.

A WEEK FOR QUALITY

Quality represents the Group’s strategic commitment,
where the involvement and contribution of everyone
represents a fundamental requirement. This is why Pire-
1li dedicated itself to quality from November 8 to 12. A
week of events, meetings at plants, visits to customers
and suppliers, classroom days to illustrate quality and
improvement projects, and showroom to present new
product lines at production plants.

This programme has engaged thousands of persons,
from South America to China, from Italy to Egypt, from
northern Europe to the United States.

The project was strongly desired to encourage all Pirelli
employees to help offer customers products and services
satisfying their needs, and thus offer greater efficiency
and attention in terms of transparency, safety and re-
spect for the environment.

The week dedicated to quality ended with a web-based
conference kicked off with a video message by Frances-
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co Gori, CEO of Pirelli Tyre, which was broadcast live
to 12 countries. Every country prepared a calendar of
initiatives targeting employees.

Visits to various plants were organised in Italy (Bollate,
Settimo, Figline and Milano Bicocca;). A chance to ex-
perience the excitement of the Vizzola Ticino test track
with expert Pirelli test drivers was also offered, while
every plant scheduled visits to customers and suppliers.

COMPANY INITIATIVES FOR
THE INTERNAL COMMUNITY

For some time now, the Group has been implementing
a series of measures in various areas to support its em-
ployees, from healthcare to company discount arrange-
ments with various entities, from social to leisure time
activities and assistance for families and their children.
The company’s initiatives for the Internal Community
have always varied from country to country, to respond
to the specific needs that are typical of the various social
contexts in which the affiliates operate. They are aimed
at all employees, regardless of whether they are unlim-
ited term, limited term or part-time employees.

A specific survey conducted in 2010 has shown that the
work/professional services and private/family services
offered to the Internal Community can be broken down
into the following four basic areas of action:

— healthcare;

— family;

— leisure time;

— workplace (facility, training and group celebrations).

Although there is no standard policy for all countries,
the Human Resources and Organisation Department
issued a number of guidelines to Group affiliates in
2010. The aim was to concentrate the attention of the
services offered on the broad concept of welfare for
individuals and families, and thus including culture
(libraries, tickets to stage performances, company dis-
counts at book stores) and operating support (scholar-
ships for children, reimbursements for certain book ex-
penses or school fees).

Among the new initiatives taken in 2010, mention
should be made of “Pirelli plus” and “Nasce una
mamma” (A Mother is Born) realised for the Milan
area at the Bicocca centre.

“Pirelli plus” embraces the numerous services provided
to Bicocca employees, including those tied to health
at the Ambulatorio Polispecialistico (“Multi-specialty
Health Clinic”), which typifies the company healthcare
that has been offered for over 80 years and housed in
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a new home since 2010. “Nasce una mamma” targets
future mothers and fathers, giving them a series of im-
portant administrative information (specific laws and
regulations, required forms) and information about the
benefits offered by the company to families (terms and
procedures for the parent’s return to work, company
discounts offered by day care centres, meetings of new
mothers with a labour psychologist).

Open Days were organised as usual at various com-
pany facilities for celebrations with employees, their
friends and families.

Three important plant anniversaries were commemo-
rated in 2010: the 100th anniversary of the Merlo
factory in Argentina, the 50th anniversary of the
steel cord plant at Figline Valdarno and the 50th an-
niversary of Pirelli operations in Turkey.

In the healthcare area, Pirelli has always offered in-
firmary services at its production plants that offer all
employees with specialised health and medical services
during working hours. These facilities provide first aid
care, advice on health problems unrelated to work and
health supervision for workers who might be exposed to
specific hazards.

For example, the infirmaries at all Brazilian plants
offered about 80 thousand healthcare services to a
local staff of about 10,600 employees in 2010.

Health promotion and preventive health cam-
paigns are also supported at the infirmaries, being de-
veloped in the form of local programmes. Once again in
2010, Pirelli offered all its employees the opportunity
to be inoculated with the seasonal flu vaccine free of
charge. “Health weeks” were also sponsored, especially
in South America, where all employees were offered pre-
ventive care and health education.

INDUSTRIAL RELATIONS

Pirelli Group industrial relations are conducted on the
basis of constructive dialogue, fairness and respect of the
various roles involved. Guaranteeing and respecting free
trade union activities is one of the key values on which
Pirelli bases its human resource management system.

Relations and negotiations with trade unions are man-
aged locally by each affiliate in accordance with the
laws, national and/or company-level collective bargain-
ing agreements, and prevailing customs and practises in
each country. At this level, these activities are supported
by the central departments, which coordinate activities
and ensure that the aforementioned principles are ob-
served throughout the Group.



96

This activity achieved important results in 2010, including
signing of the collective bargaining agreement for the new
plant that is being built at Guanajuato, Mexico. That plant
will employ about 1,200 workers when operations com-
mence in March 2012. Collective bargaining agreements
were also renewed at various Group plants in Brazil, Argen-
tina, Great Britain, Germany, Romania and Turkey.

Trade unions also played a major role in renewal of the
national collective bargaining agreement in the Rubber
and Plastic sector and the signing of two important com-
pany agreements: the first at the new Settimo Torinese
Industrial Centre, aimed at harmonising pay and regu-
latory conditions at the two car and industrial vehicle
production units, and the second concerned revision of
certain economic compensation for qualified blue collar
workers of Pirelli Tyre, at the Bicocca area.

In 2010, the company continued the cost-cutting pro-
cess of organisational and productive rationalisation
that began in the second half of 2008 to attenuate the
negative impact of the global economic crisis.

More specifically, efficiency improvement measures first
implemented in 2009 continued in Germany and Italy.

In Germany, the corporate reorganisation and restruc-
turing processes launched in November 2009 at the
Merzig steel cord production plant were completed. An
agreement was reached with labour unions on appropri-
ate measures to manage approximately 150 redundan-
cies resulting from closure of the Cord and Thin Wire
departments with as little trauma as possible.

In Italy, the company continued the restructuring and
reorganisation process undertaken in 2009 at the new
Settimo Torinese Industrial Centre. Two separate staff
reduction processes were undertaken in 2010 at the two
Settimo Torinese production units, resulting in the re-
dundancy of more than 90 persons together with other
management tools.

In April 2010, another staff reduction procedure was
launched in Italy at the steel cord production plant in
Figline Valdarno.

Under the specific agreement reached with trade unions
at the Figline Valdarno plants, agreement was reached
on the operating procedures to be implemented for ren-
dering 35 redundancies as little traumatic as possible.
Fourteen employees have already left their positions on
a voluntary basis, while the positions of the others will
be resolved in 2011.

In compliance with local law and/or contractual regula-
tions, these organisational and production streamlining
measures designed to contain costs were implemented
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by Pirelli by giving the trade unions and/or worker rep-
resentatives advance and/or prompt notice at the nation-
al or local site level.

Consistently with the company’s sustainable approach to
restructuring processes, professional reassignment poli-
cies were adopted through framework agreements with
major international companies for outplacement plans.

As part of the announced strategy of focusing on the
core Tyre business, the spin-off of Prelios S.p.A. (for-
merly Pirelli & C Real Estate S.p.A.), a real estate com-
pany, and Pirelli Broadband Solutions S.p.A., a tele-
communication and media technology company, were
completed in 2010.

The company informed its trade union partners about
the corporate restructurings and any impact they might
have on the affected employees, even when no specific
regulatory or procedural obligations forced it to do so.

In view of focusing on its core business, statutory pro-
cedures for giving notice and consultation with labour
unions and trade union representatives (pursuant to
Article 47 of Law 428/90) were undertaken during the
final months of 2010 in regard to three distinct transfers
of business units from Group companies (Centro Ser-
vizi Amministrativi S.r.l. and Pirelli Sistemi Informativi
S.r.1.) to Prelios Group companies for a total of 42 work-
ers involved. Their employment relationship was trans-
ferred to Prelios Group companies without interruption
and in compliance with applicable laws and regulations.
These three procedures were all completed positively
when the completion of procedure reports were signed
with the trade unions and trade union representatives.

EUROPEAN WORKS COUNCIL (EWC)

The Pirelli European Works Council (EWC), set up in 1998,
holds an ordinary meeting once a year, following the pre-
sentation of the Group’s financial statements, to be updated
on operating performance, financial-economic forecasts, in-
vestments made and planned, research progress, etc.

The agreement establishing the EWC also allows for the
possibility of holding other extraordinary meetings to
fulfil its obligations to provide information and consult
with its delegates in view of transnational events involv-
ing significant changes to the corporate structure: new
openings, restructuring or closure of sites and major,
widespread changes in the organisation of work.

EWC delegates are provided with the IT tools that they
need to perform their duties and a connection with the
corporate intranet system, for the real time communica-
tion of official Company press releases.

At the annual meeting the Industrial Relations Depart-
ment, the members of the EWC were informed of the
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Group’s annual operating and earnings performance
and the contents of the 2011-2013 three-year plan sub-
mitted in November.

Following the spin-off of Pirelli Real Estate from the
Group, the Committee currently has 13 members from
the Pirelli sites located in the countries entitled to repre-
sentation on it: Italy, Germany, Spain, France, Romania
and Great Britain.

COMPLIANCE WITH STATUTORY AND
CONTRACTUAL OBLIGATIONS GOVERNING
OVERTIME, TIME OFF, AND BANS AGAINST
CHILD AND FORCED LABOUR

Pirelli Group policy has always promoted compliance
with all legal and/or contractual requirements concern-
ing working hours, the use of overtime and the right to
regular days of rest.

These requirements are often the subject of agreements
with trade unions, in line with the regulatory context
of each country. There are no restrictions on any of the
workers’ right to use their total number of holidays,
and the holiday period is generally agreed between the
worker and the company. The holiday period is generally
agreed by the employee and the company.

Likewise, and as has been publicly declared in its “So-
cial Responsibility Policy,” Pirelli does not use child la-
bour or forced or compulsory labour.

In accordance with, inter alia, the prescriptions of the
SA8000® international standard, which was adopted by
Pirelli in 2004 as the benchmark tool for management of
social responsibility at its own affiliates, the labour rights
described hereinabove are constantly monitored, both
through coordination between corporate headquarters
and its subsidiaries, and through independent audits.
These issues have been specifically addressed in the first
section of this Report, in the part entitled “Risk Man-
agement System.”

LABOUR AND SOCIAL SECURITY LAWSUITS

In 2010, as in previous years, the level of disputes re-
mained low, generating a very small number of labour
and social security lawsuits that was virtually unchanged
from the previous year.

The level of litigation remains high in Brazil, to the point
of representing about 90% of all the labour lawsuits cur-
rently pending against the entire Group, just as in previous
years. This remains a traditionally widespread phenom-
enon in Brazil, due to the local judicial culture, affecting
not only Pirelli but also the other multinational companies
operating there. Labour lawsuits are generally initiated
when an employment agreement is terminated, and they
usually involve the interpretation of regulatory, legal and
contractual issues that have long been controversial.
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The company has made a major commitment both to
prevent these disputes — to the extent possible within
the previously mentioned cultural context — and resolve
them, including use of settlement procedures.

UNIONISATION LEVELS
AND INDUSTRIAL ACTION

It is impossible to measure the percentage of union
membership at Group companies, since this information
is not available in all countries where Pirelli has a pres-
ence (over 160 countries on four continents). However,
it is estimated that about half the Group’s employees are
trade union members. The percentage of employees cov-
ered by collective bargaining agreements in 2010 (78%)
remained largely unchanged from previous years. This
information is largely the result of the historical, statu-
tory and cultural differences between one country and
another.

The total number of disputes recorded in 2010 was quite
limited, in line with what was reported in 2009. The in-
dustrial actions that occurred during the year mainly af-
fected Italy and were focused on issues strictly tied to op-
erating and/or labour organisation matters and actions in
support of political and union issues of national interest.

OCCUPATIONAL PENSION
AND HEALTHCARE PLANS

During 2010, in compliance with the guidelines adopted
by the Group in previous years that envisage abandon-
ment of defined benefit plans in favour of defined contri-
bution plans, the defined contribution plan was extended
to all workers in the United Kingdom, effective April 1,
2010, following specific agreement between the company
and members of the fund. This arrangement replaces the
previous system, which limited defined contribution treat-
ment only to workers hired after a certain date.

Defined benefit plans are in place in the United Kingdom
(the fund was closed for all employees on the payroll at April
1, 2010), in the United States (these plans were closed a
number of years ago to employees on the payroll, in favour
of defined contribution plans; since then, they only apply to
retired employees but are not tied to wage increases) and
in Germany (this scheme was closed to new hires in 1982).
Other defined benefit funds, whose liabilities are not particu-
larly significant, exist in The Netherlands.

Group affiliates still provide occupational company medical
benefits according to local requirements. These healthcare
schemes vary from country to country in terms of allocation
levels and the types of coverage provided. These schemes are
managed by insurance companies or specially created plans.
The Company participates by paying a fixed fee, as in Italy,
or an insurance premium, as in Brazil and the United States.
For measurement of the liabilities and costs represented by
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these benefits, reference is made to notes 23 (“Employee
benefit obligations™) and 31 (“Personnel expense”) to the
Consolidated Financial Statements of Pirelli & C. S.p.A. at
December 31, 2010.

OCCUPATIONAL HEALTH,
SAFETY AND HYGIENE

“The Pirelli Group safeguards health, safety and industrial
hygiene in the workplace, both through management systems
that are continually improving and developing and by pro-
moring an approach to health and safety based on prevention
and the effective handling of occupational risk.”

(Ethical Code — “Human Resources™).

“The Pirelli Group pursues and supports compliance with

internationally proclatmed human rights. Pirelli considers

protection of the integrity, health and welfare of its employees
and the environment as one of the primary needs to be sati-
sfied in organising and developing its activities.

... (omirted)...

The Pirelli Group is commatted to:

— management of its activities by adopring occupational
health, safery and rights and environmental policies in
compliance with the highest international standards;

— the dissemunation of occuparional health, safery and
rights and environmental information to its internal and
external stakeholders, both by communicating with them
and actively co-operating with national and internatio-
nal government and academic bodies;

— promoting use of the most advanced technologies to achie-
ve excellence in occupational health and safety and envi-
ronmental protection;

(Social Responsibility for Health, Safety and Labour

Rights and the Environment Policy”)

“The Pirelli Group considers protection of the integriry, he-
alth and well-being of its employees as one of the basic and
general elements in defining its own strategies and objectives,
in view of obtaining ever-more competitiveness on the global
market on a long-lasting and sustainable basis.”

(“Quality Policy™)

The management approach to Occupational Health,
Safety and Hygiene is based on the principles and com-
mitments set out in the cited Sustainability documents,
which are discussed in the introductory section of this
report and whose complete text has been distributed to
all Group employees in their local languages as well as
having been published in the “Sustainability” section of
waww. pirelli.com.
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SAFETY MANAGEMENT SYSTEM

A safety management system structured and certified in ac-
cordance with the OHSAS 18001:2007 standard at Pirelli
Tyre S.p.A. (which also includes the plants for production
of steel cord) has been established. At December 31, 2010,
19 out of 21 currently existing Tyre business production
areas were certified according to this standard.

Another Tyre production plant in Venezuela will be cer-
tified in 2011, in addition to the Eco Technology plant
operating in Romania. The Safety Management Sys-
tem implemented at the Pirelli Tyre production units has
been developed on the basis of centrally drafted common
procedures and guidelines. This has enabled the use of a
common language within the Group, in terms of the
identification of the key elements of occupational safety
management and a uniform, shared mode of operations.

Beginning in 2011, although the current management
systems are perfectly in compliance of the OHSAS
18001 standard, all compliance certifications will be is-
sued in accordance with the SAS international accredi-
tation system (SAS is the Swiss accreditation entity that
evaluates and accredits compliance assessment bodies
— laboratories, inspection and certification bodies — in
accordance with international standards).

OCCUPATIONAL SAFETY: A MATTER
OF CULTURE BEFORE ANYTHING ELSE

The Safety Excellence Project (launched in 2009) con-
tinued in 2010. It aims to introduce the DuPont method
(best in class for decades) in our production units, begin-
ning with the new Settimo Torinese Industrial Centre.

The DuPont method is characterised by emphasising

safety as:

— a strategic factor that goes beyond the corporate
dimension to involve the personal, family and so-
cial sphere;

— a tool for motivation and participation in corpo-
rate management that demands effort to maintain
the high level of attention necessary to obtain results;

— a culture that develops tools and involvement to
guarantee one’s own safety and other persons’ safety.

In 2010 the Excellence in Safety project of the New In-

dustrial Centre developed various “pillars” including:

— integration of the Health and Safety concepts in the
site vision;

— development of performance indicators with a spe-
cial focus on leading KPIs, i.e. the indicators of ac-
tivities that are performed to prevent accidents and
involve the population;

— training and coaching of all managers, supervisors
and blue collar workers on DuPont concepts;
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— application of Safety Discussions and “10minutes”
Informational Briefings;

— identification and training of Safety Champions
amongst blue collar staff;

— development of other “pillars” in 2011, including
management of contractors and “30minutes” Par-
ticipation meetings.

On conclusion of the project (scheduled in 2011), DuPont

will conduct a re-assessment to assess the progress of safe-

ty culture, which will be measured with the Bradley Curve.

The Project was also launched in South America in
2010. In particular, the five Brazilian product sites were
assessed with the direct participation of DuPont.

The visits at these centres involved extensive partici-
pation by company employees (including the use of
questionnaires and discussions with about 20% of staff)
and provided indications about certain Quick-Wins and
opportunities for improvement. The assessment output
was shared with South American top management and a
detailed action plan was then defined for implementa-
tion over the two-year period 2011-2012.

The principles and guidelines for Excellence in Safety have
already been distributed to the other operating units.

The Group’s commitment on Health and Safety also includ-
ed the participation of Industrial Relations through the in-
volvement of trade unions in many of the companies where
Pirelli has a presence and in compliance with local legisla-
tion. Mixed company — union representative commit-
tees have been set up at several plants, where current issues
and awareness and action plans/programmes are periodically
monitored and addressed, with the support of specialists.
Among the various initiatives undertaken, the Excellence
in Safety project, being a particularly innovative accident
prevention training plan, was the object of an agreement
with the Turin Centre trade unions for its financing,
translating into the offering of eight classroom hours and
two practice hours for each employee in 2010.

In 2010 initiatives were taken to change internal culture,
including the monthly newsletter Safety Bulletin and
the periodic publication of significant events through tradi-
tional internal communication channels.

THE “PIRELLI HSE CAMPUS”
AND SHARING OF BEST PRACTICES

Among the various health and safety education initiatives, the
Pirelli HSE Campus — launched in 2009 — was also par-
ticularly successful in 2010. Training activities at this campus
were increased from 2009 and involved by about 160 persons
at the plants in Turkey, Egypt, Romania, South America
and China for a total of about 4000 classroom hours.
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The tests administered at the end of each module con-
firmed the validity of and satisfaction with the programme.
Since 2010, the symbol flag for our target is also dis-
tributed at the end of each training module: “TAR-
GET ZERO INJURIES”.

For 2010-2011 Pirelli is an official partner of the Cam-
paign for Healthy and Safe Workplaces of the Eu-
ropean Agency for Health and Safety at Work (EU-
OSHA), launched on April 28, 2010 by the European
Commissioner for Work, Social Policies and Integration,
Laszlé6 Andor. The object of the campaign was “Safe
Maintenance”. Target: reduce the number of workplace
accidents tied to maintenance practices.

This is Pirelli’s second partnership with EU-OSHA,
after the partnership last year based on the “Risk Assess-
ment”, which aimed to promote a participatory approach
to the assessment of risks, based on consultation and par-
ticipation by everyone at the workplace.

Another activity sponsored by the Group was the Pire-
11i 2010 international HSE meeting, held in Istanbul
and at the Izmit Tyre and Steel Cord plants from No-
vember 9 to 12, 2010. In a context for sharing methods
and best practices, classroom lessons and workshops at
plants, the meeting was attended by Heike Klempa,
Campaigns Manager at EU-OSHA, who presented val-
ues and objectives of the “Safe Maintenance” campaign.

The world HSE meeting, which has now been held for three
years in a row, also aimed at sharing best practices applied to
various world sites. Both theoretical issues and practical ap-
plications at production sites were dealt with at the meeting.

Activities involving the participation of maintenance per-
sonnel were held and specific training days were organised
at various production sites.

The issues to be dealt with at the first Pirelli HSE Week to
be held simultaneously at all production sites worldwide are
being defined for 2011.

MONITORING OF PERFORMANCES
AND SHARING OF EXPERIENCES

In parallel with the definition of specific guidelines and
procedures for creating and implementing management
systems, there is a web-based management system for
“Health, Safety and Environment Data Management”
(HSE DM). Created and operated at the corporate level
by the Health, Safety and Environment Department, this
system permits the monitoring of HSE performance at
every production plant in the Tyre Sector and the prepa-
ration of a wide variety of reports that are required for
management and operational purposes.
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In particular, the HSE-DM system collects all information
about accidents that occur in factories (accident analysis, ad-
opted corrective measures, etc.). If the dynamics of the specif-
ic case are significant, all plants are not only provided with the
information but also urged to conduct an internal audit as to
whether conditions similar to the ones that caused the injury
exist at their plants too and define any corrective measures.
This information system is used to collect the solutions
adopted by the various sites and share those that are
considered the best.

PERFORMANCE

The accident frequency index (FI) (the ratio of the
number of reported accidents to the number of hours ac-
tually worked) in 2010 fell overall by 13% from 2009.

The gravity index (GI) was reduced by 29% from 2009.

The trend for the frequency index at Pirelli Tyre indus-
trial was particularly significant. It fell by 14% from the
previous year and by 27% over the 2008-2010 period.

To better understand these data, it should be kept in
mind that the GI was calculated by considering all cal-
endar days (excluding the date of the accident) between
the injured person’s work interruption and the employ-
ee’s return to the factory as “lost,” i.e. the actual days
necessary for complete rehabilitation.

Calculation of the aforementioned indices does not in-
clude the accidents that occur during work-related
travel, which will be referred separately in the specific
table below and that in 2010 confirm a positive trend of
reductions from 2008 (-22%).

The following tables illustrate the performance of FI, GI
and accidents occurred during work-related travel, broken
down by business. The calculation of the indicators refers
to the activities performed by both industrial and office
employees. The frequency and gravity indicators regard-
ing external enterprises are not calculable.

Frequency Index (Fl)

2010 2009| 2008
SCOPE
Tyre (Total: Industrial + Commercial) 1.60 1.87 2.18
Other Businesses (Corporate + 0.33 0.45 0.25

Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (continuing operations) | 1.57 mm

Result of discontinued operations 027
(PBS+PRE*)

PIRELLI TOTAL (continuing operations
+ discontinued operations)

* PBS+PRE = Pirelli Broadband Solutions+ Pirelli Real Estate, now Prelios, discon-
tinued in 2010
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Gravity Index (Gl)
2010 2009 2008

SCOPE
Tyre (Total: Industrial + Commercial) 0.38 0.54 0.46
Other Businesses (Corporate + 012 013 0.01

Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (continuing operations) | 0.37 mm

Result of discontinued operations 0.06

(PBS+PRE*)

* PBS+PRE = Pirelli Broadband Solutions+ Pirelli Real Estate, now Prelios, discon-
tinued in 2010

PIRELLI TOTAL (continuing operations

+ discontinued operations)

injuries
on business travel
2010 2009| 2008

SCOPE
Tyre (Total: Industrial + Commercial) 110 108 134
Other Businesses (Corporate + o 5 3
Eco Technology + Ambiente + P Zero)
PIRELLI TOTAL (continuing operations) | 112 113 137
Result of discontinued operations 3 6 11
(PBS+PRE¥)
PIRELLI TOTAL (continuing operations 119 148

+ discontinued operations)

* PBS+PRE = Pirelli Broadband Solutions+ Pirelli Real Estate, now Prelios, discon-
tinued in 2010

OUR BEST PERFORMERS 2010

At Pirelli Tyre industrial facilities, two production
sites achieved the Zero Accident target: Cord Ro-
mania, MIRS Rome (USA).

These results were obtained thanks to the commitment
made by head management and staff to engagement on
HSE issues of all factory functions, constant training
and awareness at all levels and, finally, research on the
final causes in the analysis of Group accidents consid-
ered as potential near-misses at its own site.

FATAL ACCIDENTS

Once more in 2010, no Pirelli employee or employ-
ee of outside contractors working at the Group's
operating sites suffered a fatal accident.
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OCCUPATIONAL DISEASES
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NEW SHORT AND MEDIUM-TERM TARGETS
QUANTITATIVE

As can be observed in the following table, the Frequency
Index (FI) of occupational diseases at the company 28:; " | Reduction of Pirelli Tyre industrial FI: -40% vs 2009
fell over the three-year period, to 0.25 (-25%) in 2010.
Fl occupational
diseases QUALITATIVE
2010 2009 | 2008 2011 | Organisation of first Pirelli HSE WEEK at all sites worldwide
SCOPE 9
. . Definiti f G tandard
Tyre (Total: Industrial + Commercial) 0.26| 029] 0.35 2011 | o o 8 e e S ancan
Other Businesses (Corporate + Eco Technolo- 000! 0.00! 0.00 2011 OHSAS18001 certification of the Eco Technology plant
gy + Ambiente + P Zero) ' ' : in Bumbesti, Romania
PIRELLI TTAL continuing perations) | 0.25 mm 2011 | OHSAS18001 certification of Guacara plant in Venezuela
F;e;glt;;glscontmued operations 0.00! 0.00! 0.00
( + ) 2011 | “Safety Bulletin” focused on leading safety indicators
PIRELLI TOTAL (continuing operations + m
discontinued operations) 2011 - | Consolidation of new POWRA (point of work risk
* PBS+PRE = Pirelli Broadband Solutions+ Pirelli Real Estate, now Prelios, d 2012 | assessment) tool for maintenance activities
2011 - | Integration of HSE module in Process Kaizen Engineer
HEALTH AND SAFETY INVESTMENTS 2012 |training process 9
In 2010 health aljlc! safety investments by Pirelli Tyre to- 2011 - | Definition of a Group standard for non-monetary
talled Euro 11 million. 2012 |rewarding for HSE

PIRELLI TYRE INVESTMENTS

2010 11
2009 10
2008 11.3

The expenditure made in 2010 targeted improvements
on machineries and plant and, more in general, work-
place environment as a whole (e.g. improvement of mi-
croclimate and lighting conditions, changes in layout for
ergonomic improvement of activities, measures to protect
the healthfulness of infrastructure, etc.).

ACHIEVEMENT OF 2010
ENVIRONMENTAL TARGETS

QUANTITATIVE

2010 Reduction of Pirelli Tyre industrial FI WIDELY
by 10% vs 2009 SATISFIED

2010 Increase in total number of HSE Cam- | WIDELY
pus training hours > 100 hours SATISFIED

QUALITATIVE

2010 Monthly monitoring of training hours SATISFIED
Extension of HSE Campus activities

2010 to LATAM plants SATISFIED
Audit of level of application

2010 of Group Risk Assessment standard UNDER WAY

2010 'Ifarg_eted.lnve_stments to resolve SATISFIED
riskiest situations

EXTERNAL COMMUNITY

RELATIONS
WITH INSTITUTIONS
AND PUBLIC AUTHORITIES

“Relations between the Pirelli Group and public authorities at
local, national, and supranational levels are characterized by
full and active cooperation, transparency, and due recognition
of their mutual independence, economic targets, and the values
in this Code.

“The Pirelli Group intends to contribute to the prosperity and
growth of the communities it operates in by providing efficient
and technologically advanced services.

The Pirelli Group endorses and, where appropriate, gives sup-
port to educational, cultural, and social initiatives for promo-
ting personal development and improving living standards.
The Pirelli Group does not provide contributions, advanta-
ges, or other benefits to political parties or trade union organi-
zations, or to their representatives or candidates, this without
prejudice to its compliance with any relevant legislation.”
(Ethical Code —The Wider Community)

The far-flung nature of Pirelli Group industrial and eco-
nomic interests demands extensive articulation of insti-
tutional relations at the national and international levels.
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For Pirelli, the establishment of stable relations with in-
stitutional authorities, always characterised by maximum
transparency and mutual cooperation, represents a natu-
ral condition in all countries where it operates.

The primary aim of Group institutional relations is fo-
cused on the publication of information about its indus-
trial identity. Investments, development of new processes
and product technologies, employment indices and indi-
ces of environmental and social sustainability are at the
centre of our relations with institutional interlocutors, in
order to guarantee constant and exact comprehension of
the Group’s activities and the interests it represents.

Every assessment of corporate issues having a material im-
pact at the political and institutional level includes a careful
review of their potential implications. This includes a com-
plete and transparent engagement of all the institutional in-
terlocutors involved in the public decision-making process.

To guarantee an approach consistent with Group re-
quirements, special attention is devoted to analysis, not
only of statutory and administrative issues but also the
evolution of governmental conditions in the many areas
where Pirelli operates industrial plants.

In Italy, the Group interacts in a system of relations in-
volving numerous institutional bodies. At the parliamen-
tary level, it monitors all legislation having an impact on
the Group. It devotes special attention to the activities of
the principal standing committees in the lower house of
Parliament and in the Senate, and contributes informa-
tion to lawmakers during the bill drafting process.

At the governmental level, Pirelli cultivates on-going rela-
tions with the Prime Minister’s Office and the Ministers
of Economic Development, Transport, Environment, La-
bour and Foreign Affairs.

During meetings with ministerial officials the greatest
attention was devoted to projects for the re-industriali-
sation of national territory, procedures promoting road
safety, employment, and various financing opportunities
for investment, scientific and technological research.

In Rome on June 16, 2010, Pirelli and Autostrade per
I'Ttalia presented “Safe&Go” to Altero Matteoli, Infra-
structure and Transport Minister. Safe&Go was a sum-
mer road safety campaign conceived and created by the
two companies. It targeted all motorists using the Auto-
strade per I’Italia motorway network, and involved a com-
plete tyre check-up at the Pirelli inspection stations set up
along the network.

The Pirelli Group also considers its relationship with Eu-
ropean institutions — such as the European Commission,
Council and Parliament — of fundamental importance to

Sustainability Report 2010 Volume 3

define general objectives and European Union policies.
The monitoring of legislative activity and active partici-
pation in the decision-making process on issues of great-
est interest to the Group (including transport and sus-
tainable development, commercial policy, urban mobility,
industrial policy and research) is of key importance.

In 2010 Pirelli top management joined the official delega-
tions that received the leaders of Russia and China, as
well as an extensive series of institutional relations with
Brazil, where Pirelli has been operating for over 80 years.
During the visit made by Prime Minister Silvio Berlus-
coni in June 2010, the Italo-Brazilian Business Council
was established with the participation of Pirelli.

The Group celebrated two important anniversaries in
2010: the 50th anniversary of operations in Turkey and
the 100th anniversary of operations in Argentina. These
represented two opportunities for reinforcing relations
with these two nations and their institutions. Nihat Er-
gun, Industry and Trade Minister, and Egemen Bagis,
European Affairs Minister, participated at the events in
Turkey: the press conference held at the opening of the
“factory of champions” in Izmit, where all tyres for For-
mula 1 and other motorsport activities are made, and a
gala dinner in Istanbul with major Pirelli stakeholders in
Turkey. In Argentina, President Cristina Fernandez de
Kirchner presided over the ceremony honouring a cen-
tury of work and business in that country, and announced
new investments to be made in the near future.

Institutional relations were particularly intense in Rus-
sia and Mexico, in anticipation of new industrial projects.
Thanks in part to strong institutional ties, November was
marked by the start of construction on a new high-end tyre
production plant serving the entire NAFTA market and
a comprehensive joint venture with Russian Technologies
and Sibur Holding were announced. The purpose of the
latter is the development of joint activities in the tyre and
steel cord sectors, and the supply and high technology pro-
duction of synthetic rubber derivatives in Russia. To under-
score the importance of this latter agreement, Pirelli chose
Russia as the location for launching the Pirelli 2011 Calen-
dar, created by Karl Lagerfeld. This world-class event was
attended by leading members of institutions in Moscow.

In December, the Group signed an agreement with
Mara Carfagna, Equal Opportunity Minister, and Ro-
berto Formigoni, Governor of the Region of Lombardy,
to expand and renew until 2013 the international health
cooperation programme launched in 2008 between the
Milan Niguarda Ca’ Granda Hospital and Slatina Hos-
pital in Romania. This programme aims to support the
professional training of Romanian medical and nursing
professionals through a training course coordinated by
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the Milan hospital. This initiative is part of Pirelli’s com-
mitment to social initiatives supporting the local commu-
nities where the company has production sites.

PRINCIPAL INTERNATIONAL
COMMITMENTS FOR
SUSTAINABILITY

Some of the main commitments made by Pirelli world-
wide are illustrated hereafter. The list does not include
the numerous activities and agreements existing at the
local level with Group affiliates.

CHAIRMANSHIP OF ETRMA - EUROPEAN TYRE
AND RUBBER MANUFACTURERS ASSOCIATION

Under the chairmanship of Francesco Gori, CEO and
General Manager of Pirelli Tyre and serving his second
three-year term as ETRMA Chairman, ETRMA worked
intensively during 2010 in response to unprecedented regu-
latory changes in Europe, in order to complete drafting of
the exact procedures for the implementation of new regula-
tions.

More specifically, in order to implement the following initia-
tives taken by the European Commission for environmental
protection, road safety and enhanced competitiveness:

— regulation of the general safety of vehicles and tyres,
under which the tyre industry must make a major
commitment to tyre noise abatement, improved
performance on wet road surfaces and reduced fuel
consumption;

— regulation of energy efficiency, which will require
that tyres be sold with disclosure of information
about the energy efficiency, road hold on wet sur-
faces and noisiness of tyres to buyers.

The Association, with the institutional support of the
Group, is the principal partner of EU institutions for the
development of the mandatory procedures for implemen-
tation of regulations, with the aim of harmonising their
adoption in all EU countries. In parallel, ETRMA stimu-
lates those countries to develop policies for monitoring
tyre compliance in the EU market with EU regulations.

It also plays an active role in drafting the new “Europa
20207 strategy, aimed at defining EU economic and so-
cial measures for the next decade.

Three years after signing the European Road Safety Char-
ter, which contains a commitment to halve the number of
highway accident deaths by 2010, the ETRMA safe driv-
ing and sustainable mobility campaign continued.
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Finally, ETRMA is successfully promoting sustainable
practices for the management of end-of-life tyres, which
has enabled Europe to recycle more than 95% of its tyres.

WBCSD - WORLD BUSINESS COUNCIL
FOR SUSTAINABLE DEVELOPMENT

Pirelli actively participated in the WBCSD - World
Business Council for Sustainable Development once
again in 2010. Headquartered in Geneva, this is an associ-
ation of about 200 international companies based in over
30 countries that have made a voluntary commitment to
link economic growth to sustainable development.

Pirelli Tyre is an active member of the Tire Industry
Project, the project launched in 2005 to identify, from
a sustainable development perspective, the potential
impact on health and the environment of the materials
associated with the manufacture and use of tyres. This
project focuses on raw materials and tyre debris. It aims
to further the development of knowledge and devise a
new industrial approach that will not only meet but even
anticipate the challenges of sustainable development.
The group members have also published a new manual
for end-of-life tyre management. It is a compendium of
best practices collected from around the world, to pro-
mote the recycling and reuse of tyres as a resource (sec-
ondary raw material) in emerging countries. This will
make it possible to reduce the use of raw materials and
environmental impact that this involves.

PARTNERSHIP WITH THE EUROPEAN
OCCUPATIONAL SAFETY
AND HEALTH AGENCY (EU-OSHA)

S In 2010 Pirelli joined the “Safe and
-""""T"""-- Healthy Workplaces” campaign of

the European Occupational Safe-
ty and Health Agency (EU-OSHA).
The 2010-11 campaign, launched on
April 28, 2010 by the European
Commissioner for Labour, Social Policy and Integration,
Laszlo Andor, is based on the theme of “Safe mainte-
nance” and aims to reduce workplace accidents tied to
maintenance practices.

The campaign calls for conferences, seminars, workshops
and training sessions for blue collar workers and all the
stakeholders involved in maintenance work, especially in
those sectors where workers are more exposed to hazards,
such as construction, agriculture and chemicals. One of
the activities promoted by the Group was the organisa-
tion of the HSE Pirelli international meeting held in
Turkey, in which participated the EU-OSHA delega-
tion and various activities of good maintenance practices.
“It is estimated that 20% of the occupational accidents in
Europe are connected with maintenance practices. In cer-

Healthy Workplaces
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tain sectors, half of the accidents are caused by inadequate
maintenance” said Jukka Takala, director of the Euro-
pean Occupational Health and Safety Agency. “This
is why it is fundamental for maintenance to be performed
correctly, especially if workers’ health and safety are at risk.”
Another activity sponsored by the Group was the inter-
national HSE Pirelli 2010 meeting, held in Istanbul
and at the Izmit Tyre and Steel Cord plants from Novem-
ber 9% to 12%, 2010. In a context for sharing methods
and best practices, classroom lessons and workshops at
plants, the meeting was attended by Heike Klempa, the
head of communication at the European Occupational
and Safety Agency, who presented values and objec-
tives of the “Safe Maintenance” campaign.

This was Pirelli’s second partnership, after the one based
on “Risk Assessment” in 2008-2009, which aimed to
promote a participatory approach to risk assessment,
based on consultation and participation by everyone
present at the workplace.

With the participation of over 30 countries and about 4
million pieces of informational material distributed in all
the official languages of the European Union, the Eu-
ropean campaign has become one of the biggest annual
public awareness initiatives.

More details about the campaign and commitments
made by the Group can be found at: hwp://osha.europa.eu

PARTICIPATION IN THE EUROPEAN ALLIANCE
FOR CSR AND CSR EUROPE

Pirelli’s participation in the European Alliance, for-
malised in 2007, is based on its full acceptance of the
role of sustainability as a strategic and competitive way
to manage a company. So far, Pirelli’s commitment to
the initiative promoted by the European Commission in
Brussels to encourage the spread and exchange of the
best sustainability practises amongst businesses has been
expressed through its active participation in the Alli-
ance’s European Laboratories, coordinated in Italy
by the Sodalitas Foundation.

In 2009 the Multiculturalism Workshop created the tool-
kit Mulriculturalism, an Asset for Business. A Comparison of
Experiences and Programmes: Stimulus for Improvement of
Company Life, presented in Milan on October 27%, 2009
by Pirelli and the other companies that co-authored the
book, together with UNAR-National Office against Ra-
cial Discrimination, during the conference “Diversity
Management: an Asset for Business.” The Equal Op-
portunities Workshop held in 2008 produced a toolkit
entitled Practising Gender Equality in Careers, which
was presented in Brussels on June 19%, 2008 at the CSR
Europe General Meeting.

Attention remained focused in 2010 on the topics and
workshops of CSR Europe, with a focus on diversity, re-
sponsible management of the supply chain, initiatives in
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favour of the internal community, planning and improve-
ment of initiatives in favour of the external community.

SIGNING OF THE CANCUN COMMUNIQUE

In 2010 Pirelli signed the Cancun Com-
muniqué, an initiative sponsored by the
British entity Prince of Wales’s Corpo-
rate Leaders Group on Climate
Change and supported by over 500 firms worldwide.
This programmatic document, to be presented at the next
United Nations Climate Change Conference in Cancun,
asks UN members states to implement strict energy poli-
cies, capable of generating efficiency in all sectors to pro-
mote human health and environment respects.

The Cancun
Cam ey FTH LI

At the United Nations Climate Change Conference on
Bali in 2007, Pirelli Tyre had already endorsed the Bali
Communiqué together with 150 international firms.
This document promotes the development of concrete
strategies through joint action by governments on a com-
prehensive global climate accord. Afterwards, Pirelli Tyre
signed the Copenhagen Communiqué in 2009, which
required development of new policies — particularly for
control of CO, emissions — to address the pressing issue
of climate change.

COMPANY INITIATIVES FOR
THE EXTERNAL COMMUNITY

Since it was founded in 1872, Pirelli has been aware of its
major role in promoting civil progress in all communities
where it operates. Consistently with the Erhical Code and
the “Social Responsibility for Health, Safety and Labour
Rights and the Environment” Policy, the Group devel-
oped a global strategy for protection of the territory, sup-
porting health, education and training, environmental,
cultural and sport initiatives.

SOCIAL SOLIDARITY, EDUCATION
AND TRAINING AND HEALTH

The Group’s support for social solidarity has deep roots.
It dates back to the very birth of an enterprise that imme-
diately confronted the most diverse situations around the
world on its own path towards internationalisation. This
is the case of Emergency, an Italian humanitarian asso-
ciation that provides assistance to the civil victims of war
worldwide and of which Pirelli is one of the founding mem-
bers.

Group support for the Milan Institute for the Blind contin-
ues. Through the exhibition “Dialogue in the Dark”, it
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disseminates the culture of integration, promoting the ac-
tive role of blind people in society, breaking down prejudices
and psychological barriers. Thanks in part to the support of
Pirelli, the Institute was able to flank new activities with the
now historic exhibition. Theatre, dinners, tactile exhibitions
and experimental theatre performances in the dark were
held with over 60 blind persons. This activity has enjoyed
increasing public participation and involvement since 2005.
In Brazil, where the Group has been historically active with
social initiatives, support for the “Projeto Guri” contin-
ued. This project offers musical instrument and singing
lessons to 200 children from disadvantaged families.

Pirelli also supports the “Projeto Santa Cruz”, which
offers assistance to handicapped children, teenagers and
youths, with diagnosis, rehabilitation and assistance for
social integration in Sao Paulo. At Campinas, the site of
a factory, Pirelli supports FEAC, a federation of 600 re-
gional welfare institutions, in carrying out their adminis-
trative and financial obligations. In 2010 Pirelli contrib-
uted to remodelling of the Hospital Pequeno Principe
a Curitiba, the largest paediatric hospital in Brazil, and
supported the Alianca da Misericordia in Sao Paulo
for the care of about 150 needy youths and children.
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Other assistance was given to two day care centres, Asilo
Nido Dr. Klaide in Santo André and AMIC in Campi-
nas, in addition to the schools Educandario Imaculado
Coracao de Maria in Amélia Rodrigues, and Scuola
Cajueiro a Alter do Chao in Amazonia.

The Group is committed to improving the life of needy
and disadvantaged people not only in Italy and Brazil,
but also in numerous areas around the world. In Turkey,
it supports the ZICEYV foundation for education and pro-
tection of mentally handicapped children, by assuming
certain structural maintenance costs. Over the years, it
has founded and helps support two schools near the pro-
duction plant at Izmit, Tiirk Pirelli Primary School
and Turk Pirelli High School.

In Argentina, Pirelli sponsored the paediatric ward of
the Heroes de la Maldivia hospital and the marathon
held by the Italian Hospital in Buenos Aires, collect-
ing money for maintenance of the medical centre. In
the United Kingdom, donations in 2010 were made to
Queens Hospital Burton (for equipment), St Giles
Hospice, Marie Curie Cancer Care, Western Park
Hospital, Transaid (for Tanzania), Alzheimers So-
ciety, Community Projects Carlisle (for home-
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less youth), Teenager Cancer Trust, Diabetes UK,
Eden Valley Hospice, Newcastle Children’s Cancer
Fund, Children in Need, and others.

In Mexico, Pirelli supports the Fundacion Teleton, an
important social project for rehabilitation of disabled
children. In Romania, Pirelli assumed responsibility for
the dental care of 110 children through the Overland
for Smile project, in addition to the major programme
for support of the Slatina Hospital, which includes the
training of medical personnel at Niguarda Hospital in
Milan. Other activities in Romania in 2010 included do-
nations made for medical equipment to the Fundatia
Dan Voiculescu Hospital, for the Don Orione physio-
therapy centre, and to the IMSAS for medical support.
Major scholarships are awarded to the children of
employees, needy and worthy individuals in the local
communities and directly or indirectly through Rotary
Clubs, to local universities in many countries includ-
ing Italy, Romania, Turkey, Venezuela and others. In
Romania, Pirelli funded technical training helpful for
landing a factory job, while in the United Kingdom, the
“Chance to Shine” programme enables several youths
to enter the working world.

Special mention must be made of major initiatives in
which Pirelli employees directly participate with their ef-
forts and commitment. In Mexico, they support “Casa
Hogar” of the Fundacion Familiar Infantil I.A.P., a
social project that addresses the basic needs of children
whose parents are jailed. Group employees make dona-
tions and visit them regularly. In Argentina, all paper
used in the factory is collected and recycled, with the
profits allocated to maintenance of the Garrahan hos-
pital. Employees are committed to recycling other waste
to support the “Fundacion Ninos com Cancer” foun-
dation. In Romania the steel cord plant managers dedi-
cated two days to the paediatric neuralmotor ward of
Slatina Hospital, remodelling interiors. Together with
the hospitalised children, they painted and decorated the
walls of the ward and cafeteria to transform them into
friendlier environments, and then they installed furniture
and equipment for rehabilitation. A final celebration was
organised with the distribution of toys collected by the
managers themselves. Finally, in the United Kingdom
several employees dedicated themselves to sports activi-
ties for charitable fund raising. The most creative partici-
pants managed to collect donations by walking on burn-
ing coals and, incredibly, letting their moustaches grow
(in spite of the protests raised by some wives).
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Employees in various countries participated in making
donations and collecting funds for victims of the natural
disasters in Haiti and Moldova.
On January 13%, 2010, Haiti was
4 struck by a disastrous earthquake
I (which left 222 thousand confirmed
#l'[ dead, 300 thousand injured, 600 thou-
T ﬁl'lﬂ,.—"' sand people who have left the capital
“f“fﬂ el Port-au-Prince to seek shelter else-
o F,:"d where, about 100 thousand buildings
destroyed and 190 thousand buildings
damaged). Pirelli and its employees immediately decided
to give their support for reconstruction, launching a collec-
tion of funds to support the “My time for Haiti” opera-
tion.
The culture of the Group, as a multinational company,
holds that integration and support in favour of the com-
munities where a company operates do not suffice to es-
tablish substantial “social responsibility.” Global needs
and emergencies must also be considered and dealt with
to the extent possible, regardless of whether the Group
produces in a certain place or not. This is the case of
Haiti: Pirelli does not operate locally, but it simply re-
sponded responsibly to a global emergency, to the ex-
tent of its abilities.

Every employee was able to choose whether and how
much to donate in terms of their own working hours
(which explains the title of the project, “My Time for
Haiti”). The amount is then collected through deduction
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of the donated hours from the wages or salary of the in-
dividual donors. The company matched the amount col-
lected by the employees, doubling it. This permitted the
reconstruction of three schools in Haiti, two in the city
of Belladére (Ecole Atenoir Furmin and Ecole Congre-
ganiste Marie Jeanne, filles de Marie) and one in Anse-a-
Pitre (Anse-a—Pitre Liceum).

The employees were given frequent updates on work sta-
tus, with photos and videos, both via intranet and in com-
pany newsletters. The external community was periodi-
cally updated with news on the “Sustainability Channel”
of www.pirelli.com.

The direct positive impact of the project was as follows:
4,000 Haitian children were able to return to school in
just a few months (three schools had been entirely rebuilt
by the end of 2010), in a new, secure and comfortable
setting, a place for meeting and growth whose positive
effects also impacted the families of the children them-
selves, for a total of about 20,000 persons.

The Project led to the establishment of a successful and
effective partnership between the Group and the United
Nations High Commissioner for Refugees (UNHCR),
which coordinated local reconstruction activities togeth-
er with the NGO Plan International. Pirelli has been an
active member of the United Nations Global Compact
since 2004, and the United Nations immediately played
an active part in reconstruction. The UNHCR was on the
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front line in Haiti immediately after the earthquake. To-
gether with the UNHCR, the Group identified a concrete
reconstruction project, which was immediately preferred
over the mere donation of collected money.

In regard to the statements made about the project by
UNHCR and Pirelli:

Antonio Guterrez — United Nations High
Commissioner for Refugees — Washington:

“Following the devastarting earthquake in Haiti last vyear,
UNHCR appealed to the international community to help
address the massive needs of the displaced. The management
and staff of the Pirelli Group responded to thar appeal. Thanks
to their contribution, three schools in northern Haiti have been
rehabilitated and furnished, restoring normalcy and hope to
the lives of 4,000 schoolchildren™.

Marco Tronchetti Provera, Chairman and CEO of
Pirelli - Milan:

“With the ‘My Time for Haiti’ project and thanks to the va-
luable, effective partnership with UNHCR, Pirelli and its em-
ployees once again translated Corporate Global Citizenship
into practice. Children education is one of the most important
values to be preserved and fostered in a reconstruction phase:
a sustainable, responsible approach ro enable them building a
better future”.

The statements cited here will be published both by Pire-
lli and by UNHCR by the first half of 2011 in a “web
story” dedicated to the project “My Time for Haiti.”

However, the format of the initiative was not new to em-
ployees. Following the tsunami that struck Indonesia in
2004, Pirelli launched the “My Time for Indonesia” Proj-
ect, which has the same governance structure (an operat-
ing committee and a supervisory committee, the collection
of employee work hours, and a company donation of more
than double the amount collected from employees). Its
partner was the Indonesian government, and the collected
funds made it possible to reconstruct two schools in Banda
Aceh, one of the areas most devastated by the tsunami.
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However, Pirelli employees also took independent action
in favour of the environment, collecting litter and clean-
ing forests in Romania, planting trees in England, fighting
soil erosion in Turkey and cleaning beaches in Venezuela.
Other projects in Venezuela include an environmental
calendar, a museum dedicated to ecology and the reopen-
ing of a model farm with the donation of trees for sustain-
able production of cacao. In Mexico, the Group sponsors
city gardens.
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SPORT AND SOLIDARITY:
A COMBINATION FOR GROWTH

There is a close link between solidarity and sport, in a vir-
tuous circle where commitment to sports becomes syn-
onymous with the commitment to promoting social soli-
darity and ethics, especially amongst young people. Two
Inter Milan football players Esteban Cambiasso and Javier
Zanetti, set up the project “Leoni di Potrero — Calcio
per tutti” (Protrero Lions — Soccer for Everyone) a few
years ago. It is a free training centre in Milan that is sup-
ported by Pirelli and targeted at children between 5 and
12 years of age. The objective is to participate in the de-
velopment of young students, by fostering positive values
such as friendship, loyalty, fidelity, respect and tolerance.
This represents a way to teach the concept of integration
to children from different social classes, working to pre-
vent negative situations like isolation and loneliness.

The Group also sponsors baseball in Venezuela with the
Pirelli Baseball School, attended by over 300 children
and teenagers; basket and volleyball in Brazil, and
football and cricket in the United Kingdom, to men-
tion just a few activities. However, mention must be made
of the “Inter Campus” in Romania.

In July 2008 FC Internazionale Milano, the Group and
Comunita Nuova brought the “Inter Campus” project to
Slatina. Sports and recreational activities are organised for
the whole year, with the participation of over 80 children
from different social backgrounds. Through football, they
have been learning the values of teamwork, social integra-
tion and the importance of friendship for over two years.

An annual football tournament is organised in July, at the
end of the sports year, for children at the Campus and for
children from Slatina. The second edition of the “Mil-
lions of Smiles” trophy was organised in 2010. Over
250 kids played for three days with famous personalities
like the footballer Cristian Chivu, volunteers from Italy
and trainers from Inter.

As part of the activities at Intercampus, Pirelli organised
a photography course for children from July 14™ to 31*%in
addition to the field trips that the children take over the
year to learn and become better acquainted with history.
Comunita Nuova, the local social partner, sent a photog-
rapher from Italy, who spent two weeks teaching children
the art and basic techniques of his profession.

The “football tool” is so strong in the corporate strategy
of establishing local roots that the Group has reformu-
lated for application in the diverse and opportunity rich
Chinese market. In 2010 it renewed its sponsorship of the
Chinese Super League.

CORPORATE CULTURE: FONDAZIONE PIRELLI

The Pirelli Group has been recognised for over a century,
both in Italy and around the world, as one of the most
prestigious examples of “corporate culture.” The Fon-
dazione Pirelli (Pirelli Foundation) was established in
2009 specifically in order to provide continuing, holistic
and authoritative support for corporate culture. Its guid-
ing principle is to promote the creativity of new genera-
tions of artists and researchers, offer a platform for the
thought that links the tangible industrial experience and
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memory conserved in the Historic Archive with the
drive for design, while promoting the value of current
experience as it gradually becomes history.

Inaugurated in April 2010 at the historic “Fabbricato
134” at Bicocca, the Foundation welcomed over three
thousand visitors over the year, from schools, institu-
tions, associations, company museums, foundations and
customers. It organised meetings, conferences and semi-
nars, training courses, exhibitions and events.
Management and improvement of the Group Histor-
ic Archive is one of the Foundation’s main purposes.
Among the current archive activities, which began in
2010, mention should be made of the automated inven-
tory system — based on the standardised GEA system —
to handle over 2.5 kilometres of documents kept at the
Archive, together with cataloguing and digitalisation of
the immense photography archive, as well as collabora-
tion with the Cineteca Italiana in Milan for restoration of
about 200 feature length films and digitalisation of the
complete collection of the magazine Rivista Pirelli. Spe-
cial mention must be made of the start of restoration of
about 150 original advertising sketches that will form the
core of the exhibit to be held at the Milan Triennale —
dedicated to the theme of Pirelli brand fashion.

At the same time as the Archive opening, the site www.
fondazionepirelli.org went online in April 2010. This
website will be developed and improved in 2011 in order
to reach an ever-more diversified target of users through
the systematic addition of new functions.
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NARRATING WORK:
FROM SETTIMO TORINESE TO BICOCCA

The Fondazione Pirelli promotes corporate culture, con-
vinced that widespread and exact knowledge of the busi-
ness world is the best tool for generating awareness of the
value of a business, for shared economic and civil prog-
ress. Business lives in society and is an integral part of
society: the common denominator is encapsulated in the
word “work.”

“Narrating work” is one of the cornerstones of Foun-
dation activity. This has been true since the beginning,
when — in the summer of 2009 — the photography exhibit
“Working. Uomini, macchine, idee” (“Working. Men,
machines, ideas”) was organised at the Milan Triennale,
as the ideal iconographic continuation of the book Rac-
conti di Lavoro (“Work Narratives™).

This narration of workplaces continued in 2010, to the
point where it concentrated on what is now a genuine
symbol of the industrial vitality of the Group, the new
Settimo Torinese Industrial Centre. The photography ex-
hibit “Workers” was thus opened at the Giardinera space
at Settimo Torinese in September 2010: seventy photo-
graphs taken by Carlo Furgeri Gilbert, which narrate the
industrial adventure of Pirelli at these historic plants just
outside Turin, which are now going to be transformed
into one of the most advanced tyre manufacturing plants
in the world. This is a narrative of both the past and the
future, to be built with the faces of those men and women
who have dedicated and dedicate their intelligence, en-
ergy and skills to the factory every day.

INNOVANG, 00ST HUIS
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Also in September, music returned to the factory dur-
ing the Workers photography exhibit. More than four
hundred persons attended the concert given by I Fiati
di Torino, sponsored by the Foundation as part of the
MiTo festival. For an evening, the audience brought the
Via Torino plant back to life: after 56 years of productive
history, it was being decommissioned for replacement by
a new, technologically advanced plant under construc-
tion five kilometres away. The Fondazione Pirelli won
the Culture Business Partnership Award 2010 for
this concert, an award for businesses investing in cultural
events thus becoming an integral part of the project itself.

Transformation of the industrial complex in Turin also
involved the Foundation — together with the Centro per
la Cultura d’Impresa — in a vast project to collect oral
source material from employees at the factories located
in Settimo Torinese. This research aims to go beyond the
production of material “for future memory,” by digging
deep into the relationships between work and technology,
values, motivations, aspirations and behaviour of the new
blue collar class, the symbolic and practical models of refer-
ence, work ethics and forms of identification with the firm.
The project will conclude in 2011 with publication of the
results of the research, in the hope of making valid contri-
butions to the more general debate on business and work.
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If Settimo Torinese is the paradigm for the capacity of a
company to “give itself a future” in industry, the Bicocca
area in Milan is part of a bigger industrial narrative in-
tertwined with the very soul of the Group. In November
2010, the Fondazione Pirelli was the first venue for the
project “I luoghi del lavoro, tra memoria e futuro”
(“Workplaces, in History and in Future”). Sponsored by
Assolombarda, it presented a series of cultural events to
introduce citizens to several major businesses located in
the Milan area. The first scheduled event brought over
150 people to the Foundation, who wanted to discover
the firm through its history, values and the creativity that
it has expressed over the years.

THE PROMOTION OF KNOWLEDGE

Investigating the cultural situation of the nation, its cre-
ativity and its innovative capacity, leading to creation of
a permanent Observatory, was the aim of the conference
Idee Italiane, organised in October 2010 by the Foun-
dation for the Italian Institute of Human Sciences and
the Fondazione Corriere della Sera, with the support of
the Fondazione Cariplo and the Fondazione Pirelli. The
observatory on the status of culture in Italy focused on
architecture this year. Its primary objective was the con-
servation of Italian cultural monuments. Over 150 per-
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sons attended, including the Minister of Cultural Affairs,
Sandro Bondi, Walter Veltroni, Umberto Eco, Gae Au-
lenti, and others.

The Fondazione Pirelli also plays a major role in school
education. Since 2009 it has been a partner, together
with the Fondazione Agnelli and the Fondazione Edo-
ardo Garrone, of the Associazione per la Formazione
d’Eccellenza (Association for Training in Excellence).
This is a non-profit association whose purpose is to pro-
mote and encourage excellence in education and train-
ing to meet the demands and prospects of the working
world, research and business. Its first initiative was the
opening of the Scuola di alta formazione al Manage-
ment (Top Management School) in collaboration with
the Collége des Ingénieurs, one of the most authoritative
European institutions in that field.

But before arriving at the summit of learning, Pirelli be-
lieves that attention should be dedicated to basic educa-
tion and the right to education from early childhood on.

Since 2010, the Foundation has had a seat on the board of
trustees of the Scuola Materna “G.B. Pirelli”, a nurs-
ery school in Varenna, Province of Lecco, and it has played
an active role since 2009 at the Istituto di Istruzione

Superiore “Leopoldo Pirelli” high school in Rome.
Then, two scholarships for graduating high school students
at the Liceo Classico Giosué Carducci in Milan were es-
tablished in 2007 by the alumni association — with support
from the Group — and dedicated to the memory of Leopol-
do and Giovanni Pirelli. With a value of Euro 10 thousand
each, they are earmarked for students who wish to pursue
studies in the humanities (“Giovanni Pirelli” scholarship)
and the sciences (“Leopoldo Pirelli” scholarship).

ART, THEATRE AND MUSIC

Active support for art, and cultural initiatives in general,
are part of the Group’s tradition. Company support for
art now takes the form of collaboration with some of the
biggest international institutions. For over three years,
the Pirelli Group and the Triennale di Milano have
belonged to an institutional partnership for the system-
atic and shared analysis of strategies that promote “de-
sign culture” and “product culture.” This is an alliance
between two of the most important historic institutions
in Milan: the Triennale — one of the most important in-
stitutions in Italy in the field of visual arts and archi-
tecture — is profoundly Milanese by birth but now, like
Pirelli, has a strong international vocation. The Pirelli
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Group in turn is one of the firms that has contributed
the most to the growth and development of graphics in
the international field. The Triennale is the institutional
symbol of graphic culture.

Other international partnerships with great artistic in-
stitutions include the partnership with the Fondazione
Peggy Guggenheim foundation in Venice. Thanks in
part to this support in 2010, the Guggenheim Collection
received 332,375 visitors during its 312 museum open-
ing days, with an average daily attendance of 1,065 visi-
tors. In addition to these visitors, there were 5,459 stu-
dents and 417 teachers who participated in the museum
education programme “A scuola di Guggenheim” (At
school with Guggenheim), the 1,300 children from the
Sunday “Kids Day” workshops, the 11,600 persons who
visited the collection during exhibit openings, special vis-
its, institutional and private events, for a grand total of
over 350,000 visitors.

Aside from previously mentioned cited base require-
ments of authoritativeness and prestige, the support giv-
en by Pirelli to a cultural project must consider the con-
sistency of that project with the Group's core business.
In other words, it must respond to the Group’s vocation
to innovate, promote research, develop new technologies
and invest in young people. The Group’s partnership with
the Pinacoteca di Brera art museum, dating back more
than ten years, is emblematic of the vocation to innovate.
Moreover, it is not limited to financing an extremely im-
portant series of restoration projects but has also led to
the development of an innovative, highly advanced resto-
ration technology implemented in the apparatus designed
by Ettore Sottsass, which enables gallery visitors to view
the lengthy restoration of an art work.

The distance between art and support for the environ-
ment is short. The Group has long been a member of the
FAI-Fondo per I’Ambiente Italiano (Environmental
Trust for Italy), with which it has collaborated on various
initiatives, including the organisation of art and architec-
tural history courses for the public. Under its auspices,
30 lessons on the masters of the Italian Renaissance were
offered in 2010, and dedicated to Leopoldo Pirelli. The
events organised at FAI sites also enjoyed great success:
cultural encounters, market exhibits and musical events
dedicated to the environment attracted about 73,000 vis-
itors all over Italy, aged from 18 to 60.

The comprehensive approach of Pirelli to culture is also
realised in its collaboration in the fields of theatre and
music. In 2009 Pirelli renewed its historic ties with the
Teatro Franco Parenti, a theatre founded in 1996,
when the Group decided to participate in the creation of
the Fondazione Pier Lombardo. This foundation was es-
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tablished to support the growth of one of the most active,
firmly rooted theatres in Milanese cultural life.

The participation of Pirelli, as supporting partner, at the
Piccolo Teatro di Milano, confirms the Group’s focus
on local culture topics. The partnership between Pirelli
and the Piccolo Teatro dates back to 1947, when Pirelli
became a supporting member of the first permanent pub-
lic theatre in Milan. The Piccolo Teatro is now an inter-
nationally recognised institution, travelling on tour to 37
countries, giving performances in 20 different languages.
Between 1999 and 2010, a total of 3,657,825 spectators
attended 9,759 performances in Italy and around the
world. Of these spectators, a little less than 2 million were
young people between the ages of 3 and 26. A total of
3,229 artists, set designers, costume designers and direc-
tors contributed to this success.

The “Milano “900” course was held between April and
June 2010. It offered ten free lessons dedicated to the most
important events that marked the history of Milan in the
20th century. Conceived by the publisher Laterza Agora
with the support of Milanese sponsors including Pirelli,
the “Milano ‘900” course attracted over 8,000 spectators
to its venue at the Basilica di Santa Maria delle Grazie.

Pirelli promotes culture elsewhere in the world as a key
value of society. In Brazil, the company exhibits one of the
most important collections of photography at the Museu
de Arte de Sao Paulo (MASP), and supports the Mu-
seu de Arte Moderna (MAM), one of the most impor-
tant exhibition centres on the whole continent. In 2010,
the Group was dedicated to the promotion of national cul-
ture in Brazil, through sponsorship of the Italian Cinema
Week, and the performance Mambo Italiano at a theatre
in Sao Paulo. Giving additional support to film, the Group
made three donations of mobile cinema (“Cineco”) with
collections of 150 DVDs: the first at an educational centre,
the second at a communal living centre and the third at a
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sugar cane processing plant. Also in Brazil, Pirelli financed
another theatrical work, entitled Zempo de Comédia.

In Mexico Pirelli decided to give prominence to film cul-
ture, in this case sponsoring the film 21 Dias for pro-
moting local culture. In Romania the Group collaborated
with the city of Slatina with the sponsorship of a new
theatre, as part of the project “Masca Theatre.” In Ro-
mania it participated in the promotion of Italian culture,
supporting the Festival Italiano in 2010 with the Italian
Embassy in Bucharest, and an economic forum with
the association of Italian companies in Romania.

Music is another key value for Pirelli, not only in Italy. In
the United Kingdom, it sponsored a Christmas concert,
and the “Concerto Dante Alighieri” of Italian music in
Mexico. In Argentina the Group hosted the 20" edition
of a classical music concert, “Italia Canta en Merlo.”
On occasion of the celebrations for its 100* anniversary
in Argentina, the 102" anniversary for the famous Teatro
Colon, reopened after a major restoration, and the 200™
anniversary of this great South American nation, Pirelli
financed a magnificent tour of musicians from the Teatro
alla Scala of Milan in Buenos Aires with a concert
version of Verdi’s Aida. Music is also supported in Bra-
zil through a variety of means: from concerts of large
international orchestras in the programme Mozarte-
um Brasileiro, to those of the Orchestra Brasiliana
dell’Auditorio dell’Ibirapuera, and finally the project
“Opera na Escola” for public schools in Sdo Paulo, the
staging of “Os Boemios de Adoniran” and the Projeto
Guri for teaching music to disadvantaged children.
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Diversity and Equal Opportunities

LA12, LA13, LA14

Volume 3 pages 87+89
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Area Aspect Indicators Page of Volume 1/2/ 3*
Human Rights Procurement Practices HR1, HR2, HR3 Volume 3 pages 29, 30; 45+48
Non Discrimination HR4 Volume 3 pages 29, 30
Freedom of Association and Collective Bargaining HR5 Volume 3 pages 24; 29; 45, 46;
48; 9598
Child Labour HR6 Volume 3 pages 24; 29; 46, 47,
48; 97
Forced or Compulsory Labour HR7 Volume 3 pages 24; 29; 46, 47,
48; 97
Company Community SO1 Volume 3 pages 20, 21; 39,40;
108
Corruption S02, SO3, S04 Volume 3 pages 24, 25; 29, 30;
46,47,48
Political contributions S05, SO6 Volume 3 pages 24; 40
Compliance S08 Volume 3 page 40
Product Responsibility Consumer Health and Safety PR1 Volume 3 pages 43; 45; 56+70
Product Information PR3 Volume 3 page 43
Information and Product Labelling Information PR4 Volume 3 page 43
Customer Satisfaction PR5 Volume 3 pages 43, 44
Compliance with voluntary Codes PR6 Volume 3 pages 42, 43
on marketing and advertising activities
Instances of non-compliance with regulations PR7 Volume 3 page 43
or voluntary codes applicable to marketing activity,
including advertising, promotion and sponsorship
Product Supply and Use Compliance PR9 Volume 3 page 40

* Volume 1:“Annual Financial Report at December 31,2010”; Volume 2: “Annual Report on Corporate Governance and Shareholdings”; Volume 3: “Sustainability Report”.

THE GLOBAL COMPACT PRINCIPLES AND GRI INDICATORS

Global Compact Issues Areas

Global Compact Principles

Directly Relevant GRI Indicators

Indirectly Relevant GRI Indicators

Human Rights

Principle 1 - Business should support and
respect the protection of internationally
proclaimed human rights in their respective
spheres of influence

HR1,2,3,5,6,7

SO1

Principle 2 — Business should ensure that
they are not, though indirectly, complicit
in human rights abuses

HR1-2

Labour Standards

Principle 3 - Businesses should uphold
the freedom of association and the effec-
tive recognition of the right to collective
bargaining

HR5, LA4-5, LA9

Principle 4 — Business should uphold
the elimination of all forms of forced
and compulsory labour

HR7

HR1-3

Principle 5 - Business should uphold the
elimination of the effective abolition of
child labour

HR6

HR1-3

Principle 6 — Business should uphold the
elimination of discrimination in respect of
employment and occupation

HR4, LA2, LA12, LA13, LA14

HR1-2, EC5, EC7, LA3, LA4

Environment

Principle 7 - Businesses should support a
precautionary approach to environmental
challenges

Profile disclosure 4.11

EN1, EN3, EN4, EN7, EN8, EN11,
EN12, EN16, EN17, EN19, EN20,
EN21, EN22, EN23, EN24, EN27,
EN28, EN 29, EN30, EN2, EN5, ENG,
EN10, EN18, EN26

Principle 8 — Business should undertake EN1, EN3, EN4, EN8, EN11, EN12, EC2
initiatives to promote greater environmen- EN13, EN16, EN17, EN19, EN20,
tal responsibility EN21, EN22, EN23, EN24, EN27,
EN28, EN 29, EN30
Principle 9 — Business should encourage | EN2, EN5, EN6, EN10, EN18, EN26
the development and diffusion of environ-
mentally friendly technologies
Anti-Corruption Principle 10 - Businesses should work S02, SO3, S04, SO8 S0O5-6

against corruption in all its forms, inclu-
ding extortion and bribery.
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ASSURANCE STATEMENT

_S_G_ ! ASSURANCE STATEMENT

ASSURANCE STATEMENT OF PIRELLI & C. S.p.A. 2010 SUSTAINABILITY
REPORT

SGS ltalia S.p.A. was commissioned to conduct an independent assurance of Pirelli & C. S.p.A
2010 Sustainability Report.

The information in the Sustainability Report is the exclusive responsibility of Pirelli & C. S.p.A.
SGS lItalia S.p.A. was not involved in the preparation of any of the material included in this
document.

The responsibility of SGS Italia S.p.A. is to express an opinion concerning the information, the
graphs, the tables and the statements included in the Report, within below mentioned assurance
scope, with the purpose to inform all the Interested Parties.

SGS ltalia S.p.A. affirms its independence from Pirelli & C. S.p.A., being free from bias and conflict
of interests with the Organization, its subsidiaries and stakeholders.

Scope of Assurance
The scope of assurance agreed with Pirelli & C. S.p.A. includes the verification of following aspects:

evaluation of the report against the Global Reporting Initiative Guidelines (GRI-G3), with
reference to level A+;

evaluation of content veracity;

Type 2 evaluation of the Accountability Principles and of the Performance information
against AA1000 Assurance Standard (2008).

Furthermore, the paragraph related to “Risk Governance System”, within the chapter “Governance
tools for long-term development”, has been subject to a high assurance level.

SGS ltalia was also commissioned to give a feedback on the adherence of the sustainability model
adopted by Pirelli & C., in comparison to the requirements of the Guidance on Social Responsibility
UNI ISO 26000.

Assurance methodology and limitations

The verification was performed by a pre-assurance research activity, examination of registrations
and documents, interviews with personnel and management, and analysis of policies, procedures
and customs of the Organisation. The texts, graphs and tables included in the Report have been
verified by selecting, on a sample basis, qualitative and/or quantitative information, with the aim to
confirm the accuracy and reliability of the process of collection and consolidation of data.

The assurance team was assembled based on their knowledge, experience and qualifications for
this assignment.

Audit activities were carried out during March 2011 at Italy’s Head Quarters and in several sites of
the Group in Brazil, Romania, Turkey and China.

Financial data, drawn directly from independently audited financial accounts at 31st December 2010,
has not been checked back to source as part of this assurance process.

Assurance Opinion

On the basis of the methodology described and the verification work performed, we are satisfied
that the information and data contained within Pirelli & C. S.p.A. 2010 Sustainability Report
verified are accurate, reliable and provides a fair and balanced representation of Pirelli & C. S.p.A.

GP5008 Issue 1
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sustainability activities, and in addition represents a key communication tool with Stakeholders.
With regards to the AA1000 principles, the Audit Team provides the following opinion:

- Materiality: as already underlined in previous evaluations, we believe that Pirelli & C. S.p.A. is
deemed to have focused, in a adequately and extensive way, the material issues of interest for
their Stakeholders.

Inclusivity: we believe that Pirelli & C. S.p.A., through a constant dialogue with their
stakeholders and through different communication channels, meets the principle of Inclusivity.
It is now in action a process with the aim to structure in a more systemic way the mechanism of
involvement and collection of the topics from the stakeholders, to be addressed to the attention
of the Board.

Responsiveness: the Pirelli & C. S.p.A. commitment to the sustainability issues, addressed

and formally in charge and discussed by the Sustainability Steering Committee, is assurance
of continuous revision of systems and processes in order to address and to effectively manage
all the fundamental matters of interest for the Stakeholders.

With reference to the assurance of specified performance sustainability information, the audit team
believe that the information stated in the paragraph “Risk management” are reliable and in
compliance with the AA1000 principles; the methodology applied is a best practice of governance
and offers, to the top management, adequate tools to support strategic decisions in the respect of
the strategic objectives, included those related to the sustainability.

Furthermore, it is confirmed that the planning of the sustainability model adopted by Pirelli & C. is
in line with the requirements of the Guidance on by the Social Responsibility Guidelines UNI ISO
26000. The Governance of the sustainability, through the specific support of the Sustainability
Department, guarantees, at Group level, the spreading and the monitoring of the engagements
taken and the relative improvement targets in theme of sustainability.

It is also confirmed that the report is aligned with the requirements of GRI-G3 A+ application level
with the following recommendations and opportunities of improvement:

Reporting principles for defining content and for ensuring report quality of the information are
satisfying. The audit team recognizes the continuous and progressive level of reliability of the
process of collection, elaboration and aggregation of the data; the Organization is invited to
continue in the constant process of revision and qualitative extension of the indicators.

Milan, March 315t 2011 AA1000

Licensed Assurance Provider
000-8

SGS ltalia S.p.A.

Lol ten (|

\ \by s
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Stefano Bertoncini Marina Piloni
Systems & Services Certification Systems & Services Certification
Business Manager Project Leader
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