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Javier Cercas

THE NEW
AND THE
BEST

Javier Cercas

Born in 1962 in Ibahernando, in the
Spanish province of Caceres, Javier

Cercas is the author of five novels,

translated into over 20 languages,
which have won numerous national
and international prizes: The Mo-
tive, The Tenant, The Belly of the
Whale, Soldiers of Salamis and The
Speed of Light. His latest book, The

Anatomy of a Moment, won him the
Premio Nacional de Narrativa. Also
the author of essays and stories, he
was professor of Spanish literature

at the University of Gerona.



The new and the best

In 1925, André Gide had the protagonist of Les Faux-Monnayeurs
say: “I have thought that often, in art, and especially in literature,
the only ones who count are those who venture into the unknown”.
Many years earlier, Charles Baudelaire summed up the same idea in

a single, unforgettable line of an unforgettable poem, Le Voyage: “Au
fond de I'inconnu pour trouver du nouveau”. That is probably the main
aim of any modern writer (or modern artist): to discover new lands,

to find something that, before he existed, nobody had seen, or at least
had not seen as he was able to see it. This is an ambition unknown to
the ancients, for whom literature or art meant above all the imitation
of models. However, in literature or in art, the new is not necessarily
the best: nobody can claim that Velazquez is worse than Picasso,
Cervantes worse than Joyce, or John Ford not as good as Francis Ford
Coppola. And yet I am sure that almost any automobile manufactured
by any factory nowadays is better —more rapid, safer, and cheaper — than
almost any automobile produced no more than fifty years ago. Modern
art and technology share the necessary adventure of finding the new,
but only technology can fulfil the impossible dream of modern art: to
ensure that almost always, new is best.

Translated by Nick Caistor
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A NOTE ON METHODOLOGY

The rireLLi Group Sustainability Report, in 2011 at the seventh edition is a comprehensive
expression of a corporate culture based on the integration of economic, environmental
and social choices, in line with the triple bottom line approach. For this reason, instead of
being published separately, the description of rireLLI sustainable performance is included
as Volume C in the pirei Annual Financial Report at December 31, 2011 (Volume A: An-
nual Financial Report at December 31, 2011; Volume B: Annual Report on Corporate Gov-
ernance and the structure of share ownership 2011).

In light of this integration, note that:

e the Chairman’s Letter at the beginning of Volume A of the pireLLi Annual Financial
Report addresses Group sustainability issues;

e the scope of this annual report is the same as the Group’s Annual Financial Report at
December 31, 2011 -Volume A;

e this report gives a summary of the corporate identity, Group structure and operating
performance in 2011, insofar as these topics are discussed in detail in Volume A, to
which reference is made for further information.

The Sustainability Report has been drawn up according to the Sustainability Reporting
Guidelines issued by the Global Reporting Initiative (GRI), and the principles of complete-
ness, materiality and responsiveness set out in Standard AA1000.

The analysis of sustainable performance is based on a set of Key Performance Indicators
(KPls), developed in accordance with the GRI-G3.1 indicators, the ten principles of the
Global Compact (to which pireLLi adhered in 2004) while also taking account of data pe-
riodically 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 Sustainability Report Study Group (GBS - Gruppo 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
2011 in relation to the contents of the 2010 report, with an overview of trends during the
past three years as well as the new 2012 and/or multi-year targets.

The Summary Tables found at the end of the report illustrate the topics discussed in
the text in reference to the specific GRI-G3.1 indicators, as well as to the Global Compact
principles.

This report includes an Assurance Statement by an independent third party.

Finally, it is published - in Italian and English - in the Sustainability section of the website
pirelli.com.

Feedback from readers on this report is extremely welcome in view of continuous im-
provements to it. To submit comments and ask for clarifications or further details, please
refer to the Contacts published in the Sustainability section of the website.

The "Sustainability Channel” can be accessed from the Sustainability section. This is an
interactive communication channel between pireLLI and the web community interested in
sustainability news and events regarding the Group.







KEY PERFORMANCE INDICATORS 2009-2010-2011

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

(in millions of euro) ‘ 2011 ‘ 2010 ‘ 2009
ECONOMIC AREA
Net sales* 5654.8 4848.4 4067.5
of which tyre (%) 99.1% 98.4% 98.2%
Gross Operating Profit * 806.8 629.0 452.6
Operating income* 581.9 407.8 249.7
% on sales 10.3% 8.4% 6.1%
Net income attributable to equity holders 451.6 21.7 22.7
Earnings/(losses) per share 0.925 0.044 0.047
Capital expenditure 618 433 225
% sales 10.9% 8.9% 5.5%
number of ordinary shares (millions) 475.7 475.7 523341
number of savings shares (millions) 12.3 12.3 134.8
Stock market capitalisation ** 3219.6 3010.7 2154.8
Gross global added value 1918.1 1495.9 1293.3
of which external donations 5.1 3.6 3.3
% of gross global added value 0.26% 0.24% 0.26%
Research and development expenses 170 150 137
% of sales 3.0% 3.1% 3.4%
Group ROE 20.89% 0.19% -0.93%
Gearing 0.34 0.22 0.21
Sales per employee (average) 181 160 138
2011 ‘ 2010 ‘ 2009
ENVIRONMENTAL AREA
Energy specific consumption [GJ / tonFP] 13.82 14.15 15.01
CO, equivalents specific emission [ton / tonFP] 0.965 1.002 1.050
Water specific withdrawal [m3 / tonFP] 1341 16.2 18.3
Waste specific production [kg / tonFP] 141.5 140.5 136.2
Waste recovery 69% 64% 71%
ISO 14001 certified tyre operating facilities 100% 100% 100%

‘ 2011 ‘ 2010 ‘ 2009

SOCIAL AREA

Scope of Pirelli subject to application of SA8000 reference standard 100% 100% 100%
OHSAS 18001 certified tyre operating facilities 90%*** 90% 90%
Accident frequency index - Fl 1.1 1.6 1.8
Headcount at end of year 34.259 29.573 | 29.570
of whom % women in managerial positions (Managers + Cadres) 18% 17% 17%
Average number of training days per employee 6.2 6.3 5.1
ISO 9001 certified tyre operating facilities 100% 100% 100%
Whistleblowing reports 2 1 1
Number of vendors where independent sustainability audits were carried out 56 46 26

*  The 2010 figures do not include the activities owned by Pirelli & C. Real Estate (now Prelios) and Broadband Solutions, discontinued in

2010; FY 2009 has been restated on a comparable basis.
** Calculated on basis of average market quotations for December
*** The missing portion is comprised by the Guacara Plant in Venezuela, undergoing certification, and the Rome Plant in the USA which is not

certified insofar as the the management system applied pursuant to local law is similar to application of the OHSAS 18001 standard.
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PRINCIPAL SUSTAINABILITY TARGETS FOR 2012, 2013, 2014, 2015

Legend: Underway _ Year of achievement _ Under maintenance

2012 | 2013 | 2014 | 2015

ECONOMICS

Global leadership in the Premium market segment

impact of sales of “green performance” products against Group total sales >45%

Readjustment of production presence in rapidly developing economies (RDE),
Latin America and mature markets, where each area will contribute 1/3 of Group
profitability

Technological upgrade of production sites and machinery (in 2015, 64% of Premium
car production will be located at the new plants)

Plan for investments of up to euro 2.4 billion
(up from euro 1.9 billion under the previous plan)

Maintenance of investments in research activity over the next three years at about
3% of sales, which represents one of the highest levels in the sector

Launch of 18 new car products --> 57% of sales from new products

INVESTORS AND FINANCIAL COMMUNITY

Communication focused on highlighting the progressive implementation of the
2012-2014 Business Plan and Vision to 2015

Steady increase in road shows dedicated to Social Responsible Investors

VENDORS

New Sustainability audits

Extension of the new Purchasing Portal throughout the Group

Training of Strategic Vendors in “countries of concern”

CUSTOMERS

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

Integration of e-commerce in the catalogue product of the new Metzeler site

Market release of first base version of Cyber Tyre

Market release of second version of Cyber Tyre

Information and training campaigns on road safety, according to the Programme
defined by signing of the EU Safety Charter and contributing to the “UN Decade of
Action for Road Safety 2011-2020"

ENVIRONMENT

Specific energy consumption: -15% vs. 2009

CO, equivalents specific emissions: -15% vs. 2009

Specific water withdrawal: -70% vs. 2009
(compared with -35% targeted in previous Plan)

Waste recovery: +15% vs. 2009 (compared with +5% targeted in previous Plan)

Specific waste production: -5% vs. 2009

Replacement of wood pallets by the Steel Cord Business Unit Steel Cord with
plastic or metal pallets

Specific consumption of solvents in production processes: -15% vs. 2009 (compared
with -4% targeted in previous Plan)




2012 | 2013 | 2014 | 2015

EMPLOYEES

Focus on employee welfare

Reduction of accident frequency index: -60% vs 2009
(compared with -40% targeted in previous Plan)

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

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

Definition of a Group internal standard for a non-monetary rewarding related to
Health, Safety and Environment aspects

Employee training: 7 average days pro-capita (up from 6.2 in 2011)

Release of new intranet version

EXTERNAL COMMUNITY

Reinforcement of social and environmental responsibility partnerships with local
NGOs and central and local institutions

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

Application of Whistleblowing Procedure to External Community

Membership in Trasparency International

TARGETS SET IN 2010 SUSTAINABILITY REPORT FOR 2011

SUPPLIERS

Syntactic simplification of sustainability clauses of contract ACHIEVED
Training of all buyers on management of independent AUDITS at vendor sites and deployment of recovery plans ACHIEVED
CUSTOMERS

Launch of Engaging the Consumers project ACHIEVED
ENVIRONMENT

Extension of Environmental Management System certification to all activities at New Industrial Centre ACHIEVED
Production of ecological silica from rice husks ACHIEVED
Settimo Torinese New Industrial Centre: double uptake air treatment unit; adiabatic cooling unit; highly efficient ACHIEVED
heat recovery units; installation of thermal solar panels; photovoltaic field with capacity of about 1 MWp

EMPLOYEES

analysis of gender differences at Pirelli, in its reference industrial sector and in the evolving global context ACHIEVED
new online and paper employer branding campaign ACHIEVED
Settimo Torinese New Industrial Centre: provision of average 11 training days pro-capita for a total of about 1250 PARTIALLY
employees ACHIEVED
Pirelli Leadership System: execution of training campaigns targeting local middle management (involvement of ACHIEVED
400 middle managers)

OHSAS 18001 Standard: issuance of all certificates with SAS international accreditation beginning 2011 ACHIEVED
ISO 14001 Standard: issuance of all certificates with SAS international accreditation beginning in 2011 ACHIEVED
OHSAS 18001 certification of the Guacara Plant in Venezuela UNDERWAY
Focusing of monthly, internally distributed “Safety Bulletin” on leading safety indicators ACHIEVED
Definition of new Group Standard for maintenance activities ACHIEVED
EXTERNAL COMMUNITY

Updating of internal procedures for management of philanthropic activities ACHIEVED







Pirelli and the creation
of sustainable value
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1. PIRELLI AND THE CREATION
OF SUSTAINABLE VALUE

pIRELLI is the world's fifth biggest tyre maker, focused on the Premium segment where the
company aims to achieve global leadership by 2015.

Founded in 1872, rireLLi produces on four continents and sells its products in over 160
countries worldwide.

It boasts a long industrial tradition, which has always been based on innovation, prod-
uct 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 Formula 1, to which
PIRELLI Tyre is the exclusive supplier for the three-year period 2011-2013.

In line with its Premium and Green Performance strategy, pireLL is focused on research
and development while dedicating constant, increasing attention to quality, technology
and low environmental impact products. Group efforts in these areas are supported by
the activities of pireLLl Eco Technology, which focuses on emission control technologies,
and pireLLl Ambiente, which operates in the renewable energy sector. All businesses also
rely on the support of rireLLI Labs, a centre of technological excellence and driver of pIReLLI
innovation.

In pursuing its objectives, pirReLLI aims to combine economic profitability and social re-
sponsibility. Carrying on the same industrial tradition for over a century, it continues to
invest in international expansion projects while maintaining strong roots in the local com-
munities where it operates.

PIRELLI corporate structure as at 31/12/2011

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

- CAMFIN 20.3%
- MEDIOBANCA 4.6%
-EDIZIONE SRL. 4.6%
- FONDIARIA SAI 4.4%
PIRELLI TYRE - ALLIANZ 4.4%
- ASSICURAZIONI 4.4%
GENERALI

PIRELLI PIRELLI PIRELLI
ECO TECHNOLOGY PZERO AMBIENTE

* 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 investment represent only the portion granted to the “Shareholders’ Agreement” at July 2, 2011. Camfin has
announced that it directly or indirectly owned another 5.9% of the ordinary capital of PIRELLI & C. SpA.
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1.1.1 Sales by geographical area

Net sales in 2011 totalled euro 5,654.8 million, up 16.6% from euro 4,848.4 million in
2010. The percentage breakdown of activities shows that 99.1% of sales were generated
by the Tyre business (98.4% in 2010).

The following table shows the geographical breakdown of Group sales over the last
three years:

(in thousands Euros)

2011 % 2010* % 2009* %
Europe:
- ITALY 479,838 8.49% 485,450 10.00% 443,103 10.89%
- REST OF 1,844,080 32.61% 1,503,531 31.00% 1,326,326 32.60%
EUROPE

NAFTA 561,320 9.93% 477,394 9.85% 361,454 8.89%
CENTRAL AND 1,915,467 33.87% 1,632,044 33.66% 1,296,285 31.87%
SOUTH AMERICA
ASIA/PACIFIC 352,815 6.24% 286,992 5.93% 231,237 5.69%
MIDDLE EAST/ 501,273 8.86% 463,077 9.55% 409,056 10.06%
AFRICA

5,654,793 100.00% 4,848,418 100.00% 4,067,461 100.00%

* Net sales in 2010 do not include the operations that belonged to PIRELLI & C. Real Estate (now Prelios) and Broadband Solutions, which
were sold in 2010. The 2009 period has consequently been restated on a comparable basis.

For a complete snapshot of pireLLI's economic performance in 2011, please see Volume
A - Annual Financial Report at December 31, 2011.




1.1.2 Geographical distribution of employees

The pireLLl headcount at December 31, 2011 was 34,259 employees (29,573 in 2010 and
29,570 in 2009), including the acquisition of 2772 employees at the Kirov, Russia plant in
December 2011.

The social and environmental performance of the Kirov plant has not been included
in this report since that plant was not included in the pireLLI scope of consolidation for
2011. It will be accounted with the 2012 Sustainability Report. So, all social performance
indicators in this report are calculated on a comparable basis with previous years. On a
comparable basis, the headcount at December 31, 2011 was 31,487. The following table
reflects their distribution on four continents.

2011
TYRE OTHER BUSINESSES* PIRELLI TOTAL
EUROPE 10,981 622 11,603
NAFTA 490 0 490
CENTRAL AND SOUTH AMERICA 13,202 0 13,202
MEA 3,296 0 3,296
ASIA PACIFIC 2,855 41 2,896
TOTAL 30,824 663 31,487
2010
TYRE OTHER BUSINESSES* PIRELLI TOTAL
EUROPE 10,628 673 11,301
NAFTA 285 0 285
CENTRAL AND SOUTH AMERICA 12,522 0 12,522
MEA 2,983 0 2,983
ASIA PACIFIC 2,447 35 2,482
TOTAL 28,865 708 29,573
2009
TYRE OTHER BUSINESSES* PIRELLI TOTAL
EUROPE 10,526 2,085 12,611
NAFTA 287 0 287
CENTRAL AND SOUTH AMERICA 11,711 4 11,715
MEA 2,834 0 2,834
ASIA PACIFIC 2,123 0 2,123
TOTAL 27,481 2,089 29,570

* it includes Corporate, P. Ambiente, PZero, P. Ecotech; for 2009 it includes also the business Real Estate and Broadband Solutions dis-
missed during 2010 the resources of which weren’t counted anymore in the group employees at 31.12.2010

25
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2011 vs 2010

TYRE OTHER BUSINESSES* PIRELLI TOTAL
EUROPE 353 -51 302
NAFTA 205 0 205
CENTRAL AND SOUTH AMERICA 680 0 680
MEA 313 0 313
ASIA PACIFIC 408 6 414
TOTAL 1,959 -45 1,914

2011 vs 2009**

TYRE OTHER BUSINESSES* PIRELLI TOTAL
EUROPE 455 -1,463 -1,008
NAFTA 203 0 203
CENTRAL AND SOUTH AMERICA 1,491 -4 1,487
MEA 462 0 462
ASIA PACIFIC 732 41 773
TOTAL 3,343 -1,426 1,917

* it includes Corporate, P. Ambiente, PZero, P. Ecotech; for 2009 it includes also the business Real Estate and Broadband Solutions
dismissed during 2010 the resources of which weren’t counted anymore in the group employees at 31.12.2010

**  the gap between 2011 and 2009 in the section “Other Businesses"” includes the reduction of 1267 units related to the dismissed activi-
ties (Real Estate and Broadband Solutions) during 2010

For a complete snapshot of employees, please see the section “Internal Community” in
Chapter 4 of this report.

1.2 SUSTAINABLE GOVERNANCE

Sustainable governance at pireLLl means full integration of sustainability with the various
aspects and ambits of business management.

So, sustainability represents the management system adopted by the Company and
translates in the mapping, control and sustainable management of the economic, social
and environmental impact and opportunities connected with its own processes, products
and services, in view of innovation and the awareness of its role as a multinational group
in a global context.

1.2.1 The principles underlying our sustainability model

The pireLLI sustainability model is inspired by the United Nations Global Compact and
the ISO 26000 Guidelines, embracing the entire value chain to preserve and develop
group assets.

In October 2004, in a letter addressed to the Secretary General, Kofi Annan, pireLLi Group
formally declared its adherence to the United Nations Global Compact and its commit-
ment to observe and support its Ten Principles in the areas of human rights, labour stand-
ards, the environment and the fight against corruption. This letter is published in the
Sustainability section at www.pirelli.com.




The compliance of the pireLLi Sustainability
System with the 1SO26000 Guidelines was
audited by third party, as specified in the let-
ter of assurance at the end of this report.

WE SUFPORT

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 in, for and 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 sustainabil-
ity strategy and to satisfy new market and
corporate governance requirements. The
amended version was then approved by the
Board of Directors of pireLLi & C. S.p.A.

Within the ambit of their own functions
and responsibilities, the directors, statutory
auditors, executives and employees of the
pIReLLl Group, as well as everyone else who
works on behalf or in favour of the pireLL
Group inside and outside Italy, or who have
business relationships with it (the “Address-
ees of the Code"”) must comply with the prin-
ciples 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, transparency, sustain-
able growth, customer focus, respon-
sibility 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
external relations;

> identifies the stakeholders with which
PIRELLI interacts, describing the sustain-
able approach that characterises their
relationship with each one of them;
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> provides appropriate penalties for
violation of the Code.

"SUSTAINAIGILITY.
COMPETITIVENESS
AND GROWTH GO
HAND—=IN—IHAND™

M. TRONCHETTI PROVERA

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 Procedure have been dis-
tributed to all pirReLLI employees in local lan-
guage versions.

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

CODE OF CONDUCT

The pirel Group Code of Conduct was ap-
proved in its amended version in 2010 by
the Board of Directors of pireLLi & C. S.p.A.
and represent a guide to good practice in
corporate conduct, compliance with the ap-
plicable law and regulations in the countries
where PiReLLI operates, to avoid creating en-
vironmental situations that are favourable to
the commission of criminal offences.

The Code of Conduct sets out the operat-
ing application of the Group Ethical Code,
specifically in regard to three ambits:

> in relations with the public
administration;

> in corporate and market disclosures;



> in relations with internal parties and
parties outside the Group.

The Code of Conduct outlines — extensively
but not exhaustively - conduct in regard to
what should and what should not be done,
where what should be done imposes man-
datory compliance with the laws and regula-
tions in force in all countries where the Group
operates, and the rules of conduct to be fol-
lowed. The rules regarding what should not
be done identify prohibited conduct.

The principles and undertakings described
by the Code of Conduct also apply to rela-
tions with suppliers. For this reason, they are
provided in the languages spoken by pireLLI
Group employees and in those languages
that most represent the panel of suppliers.

POLICY ON SOCIAL RESPONSABILITY
FOR OCCUPATIONAL HEALTH, SAFETY AND RIGHTS,
ENVIRONMENT

The Policy affirms pirers formal accept-
ance of the Universal Declaration of Human
Rights, the International Labour Organisa-
tion Declaration on Fundamental Principles
and Rights at Work, the Rio Declaration on
Environment and Development and the Unit-
ed 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 mem-
ber since 2004 - and the contents of the
SA8000® international standard. The Com-
pany officially adopted this standard in 2004
as the benchmark tool for management of
social responsibility.

Suppliers are also formally required to
comply with the principles and commit-
ments stated in the Policy, just as they must
comply with the Code of Conduct and the
Ethical Code.

The Policy, which was issued in 2004 and
officially revised by the Chairman in 2009,
has been distributed to all employees in
their local language. It has also been pub-
lished in the Sustainability 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.

28

C

E

PORT 2011 — VOLUM

-

Y RE

SUSTAINABILIT

EQUAL OPPORTUNITIES STATEMENT

The Equal Opportunities Statement sets
out the proactive approach taken by pIReLLI
to equal opportunities in the workplace and
career development, while also clearly illus-
trating the Group's approach to personal de-
velopment in the management of diversity. It
lists the commitments made by pireLLi in this
area, as also set out in The Values and Ethi-
cal Code, in the pirerLi Group Occupational
Health, Safety, Environment and Social Re-
sponsibility Policy 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 chap-
ter of this report.

QUALITY POLICY

The Quality Policy reflects the full integra-
tion of sustainability in the Group’s manage-
ment strategy. Quality is a core value in PIREL-
LI operations, pervading all of its functions
and processes. Its scope of application rang-
es from continuous innovation of products,
services, processes and systems to protec-
tion of the integrity, health and wellness of
Group employees, environmental protection
throughout the entire product life cycle, and
strategic collaboration with suppliers.

“Corporate quality” essentially corresponds
to a focus on the demands and interests of
stakeholders, ethics, innovation, excellence and
safety for sustainable competitiveness. Specific
emphasis is given to personal involvement and
the key role that individuals play in promoting
the cultivation of a sustainable quality culture.

The Policy, which was officially revised by
the Chairman in 2009, has been distributed
to all employees in their local language. It has
also been published in the Sustainability sec-
tion of the rireLLI institutional website, not only
in the languages spoken by employees but
also in those that are most representative of
the panel of suppliers.




1.2.2 Strategic model for sustainable growth

As shown in the following info-graphic, responsible management at pireLLi flows through
the entire value chain. Every operating unit has economic, social and environmental re-
sponsibility for its own activity, while cooperating constantly with the other units and
stakeholders, in implementation of Group strategic guidelines.

The adopted approach makes it possible to create sustainable value over time, from
which the company benefits from a tangible and intangible return on value.

PIRELLI operating approach to generation of sustainable value

GEIVH

A \
FINANCE,
ECONOMIC ADMINISTRATION
DIMENSION & CONTROL
HUMAN RESOURCES MANAGEMENT VALUE
RETURN
ENVIRONMENTAL RESEARCH from responsible
DIMENSION & DEVELOPMENT management of
all Stakeholders’
PURCHASING expectations
INBOUND MARKETING | POST-SALES
SOCIAL / OUTBOUND | OPERATION & SALES SERVICE
DIMENSION LOGISTIC
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1.2.3 Stakeholder engagement

PIRELLI'S role in the economic and social context is inseparably tied to its capacity to create
value with a multi-stakeholder approach, which means it pursues sustainable and lasting
growth based as far as possible on the fair reconciliation of the interests and expectations
of all those who interact with the Company, and in particular:

> shareholders, investors and the financial community;

> customers, since the PIRELLI 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 it shares a responsible approach to business;

> competitors, because improved customer service and market position depend on fair
competition;

> the surrounding environment, institutions, governmental and non-governmental bodies, and
the communities around the world where the Group operates but also with an awareness of
its own global responsibilities as a Corporate Global Citizen.
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The graphic below illustrates the principal areas of value creation and return linked to
individual stakeholders.

PIRELLI stakeholder engagement model: maximization of the value flow
from the Company to stakeholders and viceversa
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1.2.4 Sustainability in the organisational structure

The organisational basis of sustainability 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 is chaired
personally by him, is responsible for setting policy and guiding the advancement of sus-
tainability throughout the Group. Then, the organisational structure is made up of a Group
Sustainability and Risk Governance (SRG) Department, which reports directly to the Group
General Counsel. The SRG Department is comprised by the Group Sustainability and Equal
Opportunities Office and Sustainability and Equal Opportunities Country Managers, cov-
ering all Group affiliates.




Sustainability organizational structure
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1.2.5 Planning and sustainable management operating system

The info-graphic illustrates the operating steps focused on continuous improvement of
sustainable performance.

PIRELLI process for sustainability management
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1.3 STRATEGIC PLAN FOR SUSTAINABLE GROWTH: 2012-2014
INDUSTRIAL PLAN AND VISION TO 2015

The Group Sustainability Plan complements, supports, accompanies and protects the
achievement of Group Industrial Plan targets.

On November 9, 2011 pireLLl top management presented the Group Industrial Plan with
vision to 2015 and adjustment of its targets from 2011-2013 to 2012-2014 to the financial
community. This is an ambitious plan, of which sustainability policies are an essential part.
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PIRELLI aims to become the Premium segment global leader by 2015, confirming the fo-
cused strategy previously illustrated in the business plan that was presented in 2010.

To reach this objective, pireLLi will make an additional push in technological innovation
that will lead to unprecedented expansion in its product line, capable of satisfying the
increasingly sophisticated demand of mature markets like Europe as well as the nascent
demand for Premium products in rapidly developing countries.

In the car segment alone, plans call for rolling out 18 products, which will lead the busi-
ness unit to earn 57% of its net sales from new projects.

pIRELLI Research and Development, which will continue to enjoy one of the highest budg-
ets in the sector, will concentrate on:

> innovative materials through research in the field of polymers, fillers and chemicals;

> low environmental impact materials through research on biomaterials (silica from rice,
natural rubber from sources that are alternative to the rubber tree) and recycling;

> cutting-edge modelling that, by using simulations, will allow further reductions in the
“time-to-market” as well as projects quality and performance improvement, in line with the
highest demands;

> the development of production processes like the new generation of MIRS, a robotized
process owned exclusively by PIRELLI, or extension of the PTSM process, which represents
the evolution of the CCM - Continuous Compound Mixing System;

» electronics embedded in the tyre (like the microchip contained in the Cyber Tyre, which
makes it possible to interpret different road surface conditions by sending useful informa-
tion to the vehicle).

In addition to its products and technology, pireLLi will further improve its productive or-
ganisation and geographical scope, with more and more new factories (in the Premium
car tyre segment, 64% of capacity will be produced at new plants by 2015) and located in
countries with growing demand and favourable industrial costs. This expansion includes
the industrial projects launched in Russia (Car), Mexico (Car), Argentina (Truck) and the
new plant to be opened in Indonesia (Motorcycle).

The Moto Business Unit aims at consolidation of its leadership in the Premium segment,
particularly in Europe, confirming its role as technological innovator and maintaining high
levels of profitability.

The Industrial Business Unit aims at achieving technology driven leadership in key mar-
kets, with a focus on rapidly developing economies.

The strength of the brand, valued at euro 2.27 billion, will also support innovative mar-
keting initiatives, targeted both at end customers and the trade, allowing it to segment,
expand and develop the loyalty of its customer base.

Thanks to the focus on the Premium segment, use of the price/mix component, the grow-
ing weight of the consumer segment and replacement channel, which are more profitable
and less cyclical, pireLLi expects high revenue and profitability in 2015. The EBIT margin will
top 16% in 2015%, almost double the 8.4% of 2010 and one of the best in the sector. Prof-
itability will increase in all regions with a balance between mature markets and emerging
markets. The impact of the Premium segment will increase in all regions, and especially in
Europe, which is now the world’s principal Premium market. In this region, 80% of consumer
sales will be generated by this segment in 2015.

The strong cash flow expected to be generated by 2015 (euro 3.2 billion, compared with
euro 2.1 billion forecast in the previous business plan) will not only permit support for a
major, growing investment plan (up to euro 2.4 billion, compared with euro 1.9 billion under
the previous plan), but also further improve its solid financial position, by reducing the debt/
EBITDA ratio to 0.4 in 2015.

In a market that exhibits signs of slowing down, pireLLI has also prepared a “contingency
plan” to assure itself the necessary flexibility for optimum management in case of negative
business cycles worsening.




In 2012-14 pireLLl will further intensify the environmental, social and economic sustainability
plan that it implemented in 2010. The key objectives of the plan are process and product in-
novation focused both on the safety of individuals and on environmental protection, exten-
sion of the pireLLI sustainable management system to the new industrial operations that will
join the Group, the commitment to transform the driving safety education of end customers
into a bona fide “safety culture,” the professional and personal development of its own
employees and a major investment in training.

In its production processes, PIReLLI is committed to using systems that will lead by 2015 to
a 70% reduction in specific water withdrawal, a 15% reduction in specific emissions of CO,
and a 15% reduction in the specific consumption of energy from 2009. In 2011 these values
have already been reduced by 28% for water and by 8% for both energy and CO,,

In regard to products, the Group aims at intensifying its use over the next three years
of low environmental impact raw materials and further improving the safety and eco-sus-
tainability of Green Performance tyres, by extending their benefits to the Latin American,
Chinese, USA and Mexican markets.

In the area of social responsibility, specific attention has been focused on workplace safe-
ty, in the form of prevention and training plans at plants, with the challenging goal, within
2015, of reducing the accident frequency index (Fl) by 60% from its 2009 level. In 2011 the
first fruits of this plan were already clear with a 28% reduction in Fl from 2010 and 42% in
the three-year period 2009-2011.

Moreover, ethics, diversity, leadership, dialogue and welfare will be at the centre of pro-
grammes for individual improvement in view of developing personal attitudes and skills, af-
ter making a growth-oriented investment in training by reaching an average of 7 man/days
in 2015 (from 6.2 in 2011). Activity will continue on monitoring the social and environmental
sustainability of the supply chain, also thanks to a new and advanced management system.

The corporate Model for sustainable management and development will be at the centre
of integration of new production plants in Mexico, Russia and Indonesia. In relations with
local and international communities, cooperation with governmental and non-governmental
authorities will be reinforced to take joint initiatives targeting sustainable development,
especially in the area of road safety.

2012-2014 Sustainability plan and vision to 2015

Integrating, supporting and protecting Group targets and values

SUSTAINABILITY PLAN
2012-2014 - VISION 2015

- Focus on premium PFO'fiUQtS ) - Push innovation in Green Performance
- Product and raw material innovation - Rationalize Green-driven costs

. PTOC§SS innovation - Optimize resources, reduce emissions,
- Quality management and customer push recicling/conversion

service new metrics - End-user engagement and public
awareness

- International growth: - HR management: Group-wide high quality
- Leadership consolidation in LatAm workplaces

- Development in China and NAFTA - Strengthen Pirelli’s role as global

- Entry into CIS - Russian markets sustainability player

- Russia: a sustainable integration

Major benefits are expected from integration of the Idustrial Plan and Sustainability Plan,
from the intangible ones of becoming an “employer of choice”, with growing brand eg-
uity and perception as a reliable company for all stakeholders, to the tangible ones that
are based on competitive advantage and sales of environmentally sustainable products,
on cost improvements and on lower capital costs that can result from responsible, careful
risk management.
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1.4 GOVERNANCE TOOLS FOR LONG-TERM DEVELOPMENT

1.4.1 Corporate governance

The rireLLi Corporate Governance system is based on: (i) the central role played by the
Board of Directors, in its capacity as the supreme body in charge of strategic policy and
overall company management , with authority to set general management policy and to
take direct action on a series of significant decisions that are necessary or useful to pursu-
ing the corporate purpose; (ii) the central role of independent directors who represent
the majority of members on the Board of Directors; (iii) a consolidated practice in the
disclosure of choices and processes of taking corporate decisions and an effective internal
control system; (iv) an innovative system for managing risks proactively; (v) a remuneration
system, in general, and an incentive system, in particular, for managers tied to medium
and long-term economic objectives, through the creation of strong link between remu-
neration, on the one hand, and individual and pireLLi Group performance, on the other
hand; (vi) rigorous rules governing conflicts of interest and solid principles of conduct for
executing transactions with related parties.

For the second consecutive year pireLi has been recognised for the “Best Corporate
Governance in Italy” as part of the World Finance Corporate Governance Award 2012.
Moreover, in January 2012 Governance Metrics International (GMI) confirmed its 10/10
rating of PIRELLI corporate governance in its home market (the last “Country Ranking” of
September 2010 gave Italy an average rating of 5.25/10) and an 8/10 rating on the glo-
bal market, the highest rating achieved by Italian companies. Among the 40 companies
assessed in Italy at December 2011: (i) only two companies (one of which was pireLLI)
received a 10/10 rating on its home market and (iii) only three companies (including
PIRELLI) received a 8/10 rating on the global market.

pIReLLl & C. has adhered to the Corporate Governance Code of listed companies ever
since it was first published by Borsa Italiana (in 1999; rireLL subsequently adopted the
new July 2002 version, and then the March 2006 version).

At the Board of Directors meeting on March 12, 2012, rireLLi announced its accept-
ance of the new version of the Corporate Governance Code (December 2011), pub-
lished at borsaitaliana.it.

Consistently with the provisions governing the traditional management and control
system, the Board of Directors is in charge of managing the company. 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 deci-
sions that are necessary or useful for pursuing the corporate purpose.

The Board of Directors relies on the support of its own internal committees to per-
form its duties. These standing committees have investigative, policy making and/or
consultative duties. The Board is also supported by managerial committees whose
members are drawn from Group senior management to implement the directives and
policies issued by the Board and delegated bodies, with which they collaborate on the
definition of proposals to be made to the Board of Directors as a whole.

Since 2004 the “voting list” mechanism assures non-controlling interests the right to
designate one fifth of all Directors, in case of submission of two lists at least.

At December 31, 2011 the pireri Board of Directors had 18 Directors, who were
elected by the Shareholders’ Meeting on April 21, 2011 (which had set the number of
director seats at 20). Non-controlling interests were able to designate four directors, or
one fifth of the total number.

After it was renewed, the Board of Directors elected Mr Marco Tronchetti Provera as
Chairman and Chief Executive Officer and Mr Vittorio Malacalza and Mr Alberto pireLLI
as Deputy Chairman. Since 2006, the absolute majority of seats on the Board of Direc-
tors have been held by independent directors.

Since November 2005, in view of further reinforcing the role of independent direc-
tors, the Board of Directors decided to introduce the position of lead independent di-




rector as the contact person for contact and coordination of motions and contributions
made by the independent directors.

After its renewal on April 21, 2011, the Board of Directors established four commit-
tees: the Internal Control, Risks and Corporate Governance Committee, the Remunera-
tion Committee, both composed only of independent directors, and for the first time,
the Nominations and Succession Committee and the Strategies Committee.

In particular, definition of the duties of the Nominations and Successions Committee
gave prominence to the growing importance that direct involvement by the Board of
Directors in defining succession policies has for rireLLi and the market. This occurs (i) not
only and not so much in consequence of any normal rotation of directors with execu-
tive authority (where shareholder decisions play a key role) but (ii) especially for top
and senior management in order to monitor the strategies implemented by the Human
Resources Department in view of assuring continuity in management activity.

The Strategies Committee instead has advisory and policy making functions in the
definition of strategic business guidelines and identification and definition of the condi-
tions and terms of strategic operations.

Beginning in the 2011 financial year, and thus one year ahead of the statutory dead-
line, pireLL defined a Remunerations Policy, submitting it to vote by the shareholders.

The aim of pireLi human resource policy is to attract, motivate and retain resources pos-
sessing the professional qualifications necessary for profitable pursuit of Group goals.

The Remunerations Policy reflects that objective. The Policy is defined in such a way
as to align management interests with those of shareholders, with the primary objec-
tive of creating sustainable value over the medium/long-term through a strong link
between compensation, on the one hand, and individual and Group performance on the
other. Definition of the Policy is the result of a clear and transparent process in which
the Remuneration Committee and the Board of Directors play a key role.

Readers are referred to the Remuneration Policy for 2011 published on the pireLLI
website. Pursuant to new laws and regulations, the Remuneration Report updated for
the 2012 financial year will be submitted to the pireLLi Shareholders’ Meeting (that re-
port will contain the Remuneration Policy for 2012 and the Report for 2011). The Re-
muneration Report for 2012 will be made available on the pireLLl website no later than
21 days before the Shareholders’ Meeting scheduled for May 10, 2012, and to which it
will be submitted for consultation.

For more details on the Corporate Governance System, please refer to the “Annual
Report on Governance and Share Ownership” — Volume B of the Annual Financial Re-
port at December 31, 2011.

1.4.2 Risk management system

The current macroeconomic situation, financial market volatility, complex management
processes and continuous legislative and regulatory evolution force businesses to protect
and maximise tangible and intangible sources of value that characterise their own busi-
ness model. Assessing and preventing risks that might compromise the Group's values
and objectives have always been an integral part of rireLLl’s distinctive spirit of innovation
and professional excellence. For these reasons, the Board of Directors decided in 2009 to
upgrade its corporate governance system by introducing a pro-active risk management
system. It uses a systematic and organised process of identifying, analysing and assessing
risk-prone areas that could compromise the attainment 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,
guided by the awareness that the assumption of risk is a fundamental part of business
management. Strategic objectives are not only economic but also social and environmen-
tal, reflecting full integration of the sustainability system in corporate development plans.
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In accordance with this philosophy, pireLLi has implemented an integrated risk manage-
ment system (Enterprise Risk Management) aimed at:

> managing risks in terms of prevention and mitigation;

» proactively seizing opportunities;

> disseminating the “culture” of the value of risk inside the Company, particularly in strategic
and operating forecast and planning processes and in the most important choices made by

the Company;

> assure transparent disclosure of the assumed risk profile and implemented management
strategies, through periodic and structured reporting to the Board of Directors and top
management, and adequate disclosure to shareholders, as well as to all stakeholders in

general.

Consistently with these aims, the pireri Enterprise Risk Management is characterised
by being:

> enterprise-wide, i.e. extended to all potentially significant types of risk/opportunities;

» value-driven, focused on the most significant risks/opportunities according to their capacity
to prejudice achievement of Pirelli strategic objectives or impair critical corporate assets
(“Key Value Drivers”);

> top-down, insofar as top management establishes the guidelines for identifying the priority
risk areas and events having the greatest impact on business;

> quantitative, insofar as it is based, wherever possible, on exact measurement of the impact
of risks on expected financial results according to the likelihood of their occurring;

> integrated in decision-making and business processes and, in particular, in the strategic and

operating planning process.

PIRELLI risk management approach

Focusing on risk

Enabling Board of Directors threatening both Leading In the siElzgE
and Top Managers to assess strategic objectives ) [REDE) plans and operational
and manage risk in all key and tangible and and mlfclgatlon planm‘ng and |nithe
business decisions intanbigle assets EEIDE decision-making
process

TURN RISK

INTO A CHOICE

For more details on the rireLLi Risk Management System, please also refer to the “Annual
Report on Governance and Share Ownership” — Volume B of the Annual Financial Report
at December 31, 2011.




RISKS AND UNCERTAINTIES

The principal areas of risk to which the company might be exposed are illustrated in detail
in the section Principal Risks and Uncertainties of the Directors’ Report on Operations -
Volume A of the Annual Financial Report at December 31, 2011, to which the reader is
referred for detailed discussion of these issues. A summary of these risks and uncertainties
is provided as follows:

> Strategic risks: these are closely tied to the Group’s objectives and consequent strategic
choices. This category includes the risks stemming from evolution in the external context
where the Group operates and the risks stemming from internal factors, such as financial
risks, the risks connected with typical business processes and human resource/organisation
risks. In 2012, 80 risk/opportunity events have been identified and assessed in reference to
the strategic plan horizon. Thirty-three of these events are considered material in pursuit of
Group strategies.
First and foremost among the most significant risk factors for 2012 is the business cycle. In line with
the forecasts made by leading analysts, PIRELLI expects an economic slowdown. In this regard, PIRELLI
has already prepared a Contingency Plan to respond as flexibly as possible to the changed context,
should global macroeconomic conditions significantly deteriorate.
PIRELLI implements a “local for local” strategy by setting up production sites in rapidly
developing countries to serve local demand at competitive industrial and logistic costs.
The PIRELLI Group adopts this strategy for its operations in countries such as Argentina,
Brazil, Mexico, Russia, China, Egypt, Turkey and Venezuela, where the general political and
economic context and tax systems might prove unstable in future. In order to adopt prompt
(or even preventive, when possible) measures to mitigate the possible impact stemming
from changes in the local context, the Group constantly monitors the evolution of political,
earnings, financial and safety risks associated with the countries where it operates.
In regard to market risks, competition continues to stiffen in the markets where PIRELLI
operates, especially in Europe and Latin America. In response to this pressure and to
protect its overall profitability, PIRELLI will be able to adjust the commercial price/mix com-
ponent and internal component to recover cost efficiency.
In 2012 natural rubber, synthetic rubber and petroleum based raw materials (especially
chemicals and carbon black) will remain an uncertain factor in the Group’s cost structure, due
to the sharp volatility witnessed over the past several months and their impact on the cost of
finished products.

> Cross business risks: the complexity of the information environment and of the system
used, the distribution of activities worldwide and links between them may increase the level
of risks connected with information 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 interruption in business activities for an indefinite period of time. For this reason,
in 2011 PIRELLI elaborated mitigation actions and laid the bases for realisation of business
continuity plan for each of the 13 production sites analyses. In 2010 the Group finished
mapping the principal risks connected with the ten most important information systems
supporting core processes (production, purchasing, sales, and logistics). Specific measures
for further upgrades to physical, logical and infrastructure safety measures were developed
for the principal “vulnerabilities.” Their implementation was constantly monitored in 2011
by the Managerial Risk Committee. Implementation of the risk mitigation measures will be
completed in 2012, and mapping of the risks facing other information systems (finance,
human resources, etc.) will be undertaken.

39

PIRELLI AND THE CREATION OF SUSTAINABLE VALUE



40

SUSTAINABILITY REPORT 2011 — VOLUME C

2012 - 2014 Plan Risk Assessment

13 INDUSTRIAL SITES SELECTED FOR BUSINESS INTERRUPTION RISK ASSESSMENT

10 CRITICAL INFORMATION SYSTEMS SUBJECTED TO RISK ASSESSMENT ON MAIN VULNERABILITIES

80 SPECIFIC RISK/OPPORTUITY SCENARIOS IDENTIFIED ON THREE YEAR PLAN THROUGH A TOP-DOWN APPROACH

33 TOP RISK EVENTS IN 2012 ANNUAL RISK MANAGEMENT PLAN

PBIT@RISK2012 (BEFORE SPECIFIC COUNTERMEASURES) IN LINE WITH THE RANGE OF PBIT COMMUNICATED TO THE MARKET

INDEPENDENT AUDITS OF SOCIAL AND ENVIRONMENTAL RESPONSIBILITY

As previously mentioned, risk management at pireLLl is enterprise-wide and includes the
identification, analysis and monitoring of environmental, social and financial risks that are
directly or indirectly associated with the Company, such as sustainability of the supply chain.

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

Together with constant co-ordination and monitoring at the corporate level, compli-
ance with piIreLLI economic, social (especially human rights and labour rights) and environ-
mental sustainability rules is constantly assessed 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).

The Auditors conduct their audits on the basis of a checklist of sustainability parameters
derived from the SA8000® standard (the reference tool officially adopted by the Group
for the management of social responsibility since 2004), from the Social Responsibility for
Occupational Health, Safety and Rights, and Environment, from the Group Ethical Code
and the Group Code of Conduct (which is focused on anti-corruption).

With reference to pireLLI own sites, in 2011 the company commissioned new, independ-
ent audits at its production sites located in Argentina, Venezuela, Brazil, China, Egypt,
Turkey and Romania. In 2008 audits were conducted at Company sites located in Turkey,
Brazil, Venezuela, Argentina, Egypt, China, Romania, Colombia, Mexico and Chile.

All managers at the affiliates involved in the audits have been adequately trained about
the audit aims and procedures by the delegated headquarters functions: Sustainability
and Industrial Relations.

The audits, each of which lasts an average of at least three days in the field, have in-
cluded extensive interviews of workers, management and labour representatives.

Although the instances of non-compliance revealed by the audits were not serious, they
were addressed in recovery plans agreed with the concerned suppliers by pireLLi local and
central management.

With reference to Suppliers’ sustainability at their sites, fifty-six audits were conducted
between the end of 2010 and the beginning of 2011, while 72 audits were conducted
between the end of 2009 and the beginning of 2010. The audits involved suppliers oper-
ating in the emerging countries where pireLLI has a presence (Brazil, Argentina, Egypt, Chi-
na, Romania, Turkey, and Venezuela) or suppliers from which it purchases raw materials,
such as suppliers in Indonesia, India, Malaysia and Thailand. Among the western countries
where PIRELLI operates, audits were conducted of suppliers in Italy, England and Germany.




The Purchasing Managers and the Sustainability Managers that coordinated local audits of
suppliers performed by third party were adequately trained and informed about the audit
aims and procedures by the delegated headquarters functions: in this case, Sustainability
and Procurement.

The instances of non-compliance that were most frequently encountered at suppliers
and in countries “of concern” involved the adequacy and level of implementation of safety
and environment management systems, in response to which were agreed compliance
plans setting out the necessary remedial measures.

For more information about these audits, please see the “Suppliers” section elsewhere
in this report.

As from 2012 the Internal Audit function will be directly involved in the process of
monitoring undertaken recovery plans following audits — both at rireLLI sites and by suppli-
ers. The pireLi Internal Audit function is exquisitely independent insofar as it reports to the
pPIRELLI Internal Control, Risks and Corporate Governance Committee, which is comprised
solely of independent directors.

1.4.3 Compliance

Compliance management is conducted by the Group Compliance Office, under the su-
pervision of the General Counsel, Corporate Affairs and Group Compliance Department,
interacting on a cross-business basis with all corporate functions to ensure that internal
rules, processes and corporate activities constantly comply with the applicable regula-
tory framework and Ethical Code. The Group Compliance Office actively participates in
identifying the risks of non-compliance with internal and external rules that might trigger
judicial and administrative penalties, consequently also damaging Group's reputation.

During 2011 work continued on revision of the “231"” Compliance Programmes adopted
by Group companies, resulting in adjustments that were deemed necessary in light of the
new “presumed offences,” including criminal violation of environmental protection and the
criminal offences committed by their employees and/or collaborators. Methodological sup-
port under Law 262/05 for the “Corporate Financial Reporting Manager” and assistance for
Group companies to ensure that corporate activities are operated in compliance with Law
262/05 continued.

The updated version of the Group Code of Conduct was also published in 22 different lan-
guages, both internally and on the Group website.

Specifically in regard to corruption, an anti-corruption programme was launched in 2011
in the fifteen principal countries where pireLLI operates. Its aim is to examine the local statu-
tory and regulatory contexts and assess the definition of specific anti-corruption compliance
programmes. The programme is fully consistent with the approach taken by the Company
which, as set out in the Group Values and Ethical Code and Code of Conduct, has a clearly
stated position of not tolerating “corruption in 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 “addressees of the Code are prohibited from of-
fering complementary 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 rireLLi “defends and protects its corporate assets, and shall pro-
cure the means for preventing acts of embezzlement, theft, and fraud against the Group”; and
that it “condemns the pursuit of personal interest and/or that of third parties to the detriment
of social interests.” The Ethical Code and Code of Conduct also constitute a training module
dedicated to newly hired Group employees.

In 2011 training and communication of the administrative liability of companies continued,
pursuant to Legislative Decree 231/2001: one of the key themes addressed was the preven-
tion of corruption. As at December 31, 2011, this activity, which will be completed in 2012,
had reached 86.2% of 1,605 employees at 12 Italian companies, including seven that report-
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ed a training course attendance rate of over
90% and four of 100%. Special note should
be taken that 85% of the cadres and execu-
tives of these companies have completed
such training.

All Group affiliates are periodically moni-
tored for their corruption risk by the Group
Internal Audit function. The Internal Control
System relies on an integrated process of
identification, measurement, management
and monitoring of major risks, monitors the
efficacy and efficiency of business operations,
while guaranteeing that documents and deci-
sions are traceable. It also audits the reliability
of accounting and management information,
legal and regulatory compliance and the pro-
tection of company assets.

As mentioned at the presentation of the
2012-2014 Industrial Plan with Vision to 2015,
PIRELLI intends to give its support to the activi-
ties of Transparency International in 2012.

1.4.4 Group whistleblowing procedure

A key tool used to enforce compliance and
internal control, as well as prevent risks, is
represented by the Group Whistleblowing
Procedure. This procedure is used to han-
dle 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 lo-
cal languages, spells out how to report viola-
tions, suspected violations and inducement
to commit violations of laws and regulations,
the principles set out in the Ethical Code, in-
ternal control principles, 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 em-
ployees who are aware of potential or actual
violations to report them immediately to the
Company, either anonymously or openly.
They are guaranteed the absolute confidenti-
ality and protection from reprisals of any sort.

These reports may involve Company di-
rectors, statutory auditors, management and
employees, as well as anyone else who oper-
ates inside or outside Italy on behalf of the
pIRELLI Group or has business relationships
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with the Group. This includes partners, cus-
tomers, suppliers, consultants, independent
contractors, accounting firms, and public in-
stitutions and entities.

The e-mail box and telephone and fax num-
bers are managed at the corporate level by
the independent Internal Audit Department
and are to be used by all Group affiliates.

The pireLLi Internal Audit Department is re-
sponsible 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 depart-
ments and offices for investigation as
necessary and forwarding any reports
to the supervisory bodies with jurisdic-
tion according to the situations were
a specific supervisory body exists (for
Italian companies: the Board of Statu-
tory 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 action to protect itself
and the Group, if necessary.

In February 2012, the Whistleblowing
Procedure was being revised and updated
in order to improve the efficiency of the re-
porting process even further. Once this pro-
cedure is completed in 2012, it will be ad-
equately distributed to pireLi employees.

In 2011, the Whistleblowing Procedure
was activated twice, following an anonymous
report of presumed conduct in violation of
Company rules and procedures, particularly
in regard to the internal rules that govern
fair, transparent remuneration policies and
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. The
other report made at the end of 2011 is still
under investigation.




1.5 STOCK MARKET INDICES
AND ETHICAL FINANCE

The commitment to create long-term value
that characterises the company’s responsible
management and economic, social and envi-
ronmental performance, has led to pireLL be-
ing ranked on some of the world's most pres-
tigious stock market sustainability indices.

PIRELLI is also substantially held in the port-
folios of socially responsible investors, both
inside and outside Europe.

Specific road shows are dedicated to so-
cially responsible investors, as illustrated in
more detail in the section on relations with
investors and the financial community in the
second chapter of this report.

The following ethical finance indices on
which pirReL appears and changes in 2011
are illustrated as follows.

1.5.1 Dow Jones sustainability indices

pIRELLI has been included in the Dow Jones
Sustainability indices since 2002.

For the fifth year in a row, pirReLLI was con-
firmed as global sustainability leader in the
Auto parts & Tyres segment in September
2011, as part of the Dow Jones Sustainabil-
ity World and Europe indices.

pIReLLI's overall rating for 2011 was 91%
(+1% from 2010), compared with an industry
average of 53% (-2% from 2010).

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

In January 2012 pireLLi was named world
sustainability leader in the “Auto parts and
Tyres” Sector and Gold Class Company for
the fifth year in a row in the prestigious Sus-
tainability Yearbook 2012, published by SAM
Group in collaboration with KPMG.

The Yearbook is one of the most com-
plete and authoritative global benchmark-
ing 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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1.5.2 FTSE4GOOD indices

PIRELLI has been included in the FTSE Global
and European STOXX indices since 2002.

pIReLL's March 2012 rating in the Automo-
biles & Parts sector was 99 on a scale from
1 to 100, up from September 2011 rating of
98/100

The benchmark is comprised of the FTSE
All-share Index and FTSE Developed Europe
Index, excluding tobacco and weapons mak-
ers, owners or operators of nuclear power
plants, and uranium mining or production
companies.

PN

FTSE4Good

1.5.3 ECPI indices

pIReLLI has been included in the ECPI ethical fi-
nance indices since 2008.
In particular, PireLu is included:

> in the ECPI Ethical EMU 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 FTSE MIB and FTSE Italia Mid-Cap
baskets, are distinguished by their
good rating in environmental, social
and governance (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 excellent in
terms of environmental, social and
governance (ESG) sustainability;

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.

According to the ECPl assessment, PIRELLI is
one of the firms that have a transparent long-
term strategic outlook, good operating man-
agement and make a positive contribution to
society and the environment.

ECPI‘:p et

1.5.4 AXIA indices

pIRELLI has been included in the Axia indices
since 2004 (the year they were created), being
listed in the Axia ASI (Axia Sustainable Index).
PIRELLI has been awarded an A+++ rating for
five consecutive years (i.e. the top score pos-
sible in terms of "ethical class”), with a 2011-
2012 score of 88.9.

X1

1.5.5 ASPI Eurozone® index

PIRELLI has been included since the begin-
ning of 2005 in the ASPI EUROZONE® (Ad-
vanced Sustainable Performance Indices) in-
dex, 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
included in the DJ EURO STOXX index. The
120 companies with the best sustainability
performance are ranked on the ASPI EURO-
ZONE® index.
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1.5.6 Kempen indices

PIRELLI has held “Pass Status” since 2003 in the
entire Kempen Capital Management “KEM-
PEN SNS Socially Responsible Investing Uni-
verse,” with continually improving ratings.

Its rating reflects the screening based on
strict criteria of ethical, social and environ-
mental performance, and considering its
continuous presence in the Kempen / SNS
SRI Universe.

According to Kempen, “piRe,i demon-
strates that it has clear corporate social re-
sponsibility strategies.”

The investing universe includes compa-
nies listed in Europe that prove they have
adopted the highest standards in terms of
ethical, environmental, and human resource
standards and reporting.

&

1.6 PRINCIPAL AWARDS RECEIVED
DURING THE YEAR

PIRELLI received numerous awards in 2011
for its sustainable performance accomplish-
ments, the diversity of which reflects the
sustainable approach throughout the entire
value chain and towards all stakeholders.
Some of the awards it has received are listed
below in reverse chronological order, from
January 2012 to January 2011:

JANUARY 2012

> The survey by Encircle Marketing, a
firm specialised in post-sale automotive
market research, Sell Out and Selling
Way prices, declared PIRELLI to be the
most highly recommended tyre brand
of the year, for the second year in a
row, receiving 6.7% of all recommenda-
tions in the sector.

> PIRELLI was named world sustainability
leader in the “Auto parts and Tyres”
Sector and Gold Class Company for the
fifth year in a row in the prestigious
Sustainability Yearbook 2012, pub-
lished by SAM Group in collaboration
with KPMG.



> The biennial study presented by the

international rating agency Vigeo
entitled Non-discrimination and equal
opportunities in the workplace ranked
PIRELLI among the 20 most advanced
European companies in terms of equal
opportunity and workplace non-dis-
crimination management. The survey
covered 539 companies, 34 sectors
and 18 countries, or 80% of European
market capitalisation.

OCTOBER 2011

> PIRELLI received the 82nd Tyre and Fast

Fit Awards (TAFF) from the National
Tyre Distributors Association (NTDA),
an association that promotes the
interests of tyre resellers in the United

Kingdom. The various candidates that
were selected by resellers, until they
were narrowed down to the five most
voted brands in 2011, were Continen-
tal, Michelin, Yokohama, Hankook and
PIRELLI. Product safety and reliability
standards were the items that led to
PIRELLI being awarded.

PIRELLI was named the most famous
tyre brand in Brazil for the ninth year
in_a row. This recognition comes in
addition to the Top of Mind award,

in the category “Top Male” PIRELLI,
and was the most famous company
brand in all segments. The survey was
conducted nationwide by the Istituto
DataFolha. The award was given on
October 25 in Sao Paulo, by the Folha
de Sao Paulo Group.

SEPTEMBER 2011

» Following the 2011 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 sustainability equity indices
- PIRELLI was confirmed global Sustain-
ability Leader in the Auto parts & Tires

sector for the fifth year in a row, as
part of the Dow Jones Sustainability
World and Europe indices.

JUNE 2011

> PIRELLI is one of the 100 companies

with the best reputation in the world,
being ranked 31 in the 2011 Global
RepTrakTM 100, the most authoritative
annual reputational survey of the world's
biggest companies conducted by the
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Reputation Institute. The ranking is the
result of a survey conducted in April
2011 of 48,000 consumers in 15 coun-
tries who gave their opinion on a panel
composed of the 100 top companies in
the world.

MAY 2011

» The new PIRELLI Diablo Rosso Il arrived

before the annual comparative test of
sports tyres conducted by two prestig-
ious, specialised German publications:
Motorrad and PS. The series of innova-
tions developed over seven years as
official supplier of WSBK enabled the
Diablo Rosso Il to beat the competi-
tion, without awesome track perform-
ance using highway tyres. It got the
highest score for road hold and grip in
dry conditions.

In China PIRELLI won the “best market-
ing award” during the “China Auto
Aftersales Summit Forum Awards”.

APRIL 2011

> PIRELLI was rewarded at the London

Stock Change as the Italian business
with the best corporate governance.
This recognition took the form of the
World Finance Award 2011, the pres-
tigious international prize that since
2007 has selected leading businesses in

the areas of corporate governance and
financial activity management.

The survey by The Boston Consult-

ing Group (BCG), a global leader in
business strategy consulting, ranked
PIRELLI in the Top ten of Value Creators.
In fact, the Company was one of the
top ten Italian companies that posted
the highest rates of stock earnings in
2010.

At Moline, lllinois (USA), John Deere,
one of the biggest makers of agricul-
tural and construction equipment in
the world, gave PIRELLI Agro its highest
recognition in the Hall of Fame sector,
awarded every year only to those sup-
pliers that over time (five years) have
been confirmed as offering excellent
products and service. For the fifth
year in a row, PIRELLI Agro Brasile won
the world prize for excellence as best
supplier.




FEBRUARY 2011

>

In Tokyo PIRELLI won the Toyota
Regional Contribution Award as best
supplier of tyres to this Japanese car
maker in South America. The prize,
awarded by the Chairman of Toyota,
was given as part of the Toyota Global
Contribution Award. PIRELLI, the first
tyre supplier to receive this prestig-
ious Toyota award, was recognised for
quality, price and prompt deliveries.

P Zero won the summer tyre tests
organised by the specialised German
magazine Auto Zeitung, which pitted
14 different tyres makers against each
other in the 225/45 R 17 tyre category.

In six tests under wet conditions, P
Zero proved exceptional in stopping
from 100 km/h, safe driving and road
hold, and very good in aquaplaning. In
the seven tests under dry conditions, P

Zero stunned observers by its extreme-
ly fast speed in curves and directional
stability.

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, stability, tread
pattern optimised to reduce noise and the
low-carbon emissions production process.

In England, PIRELLI was ranked as the Most
Recommended Tyre Brand for 2010, ac-
cording to the market survey conducted by
Encircle Marketing.

PIRELLI won the first edition of the Lun-
dquist Employer Branding Online Awards
Italy 100, qualifying as number one in

Italy in online communication of employer
branding, i.e. the company’s appeal as
employer on the basis of the transparent,
clear and concise communication through
which it seeks to attract job applicants. The
analysis considers the principal compo-
nents of online employer branding: Propo-
sition (how the company presents itself and
what it offers to employees), Recruitment
(information for job candidates) and User
experience (presentation of content)._
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2. ECONOMIC DIMENSION

“Working to ensure long-term responsible growth in full awareness of the inter-depend-
ence of the economic, social, and environmental 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 products, ahead of market
demand, in the knowledge of the benefits that today’s achievements will bring to tomor-
row’s world. Linking together value creation, social progress, concern for stakeholders,
and higher standards of living and environmental quality.”

(The Values and Ethical Code - Sustainable Growth)

“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 Values and Ethical Code — The Wider Community)

2.1 ADDED VALUE

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

The distribution of added value between stakeholders enables the expression, in mon-
etary terms, of the existing relations between pireLLl and the major stakeholders, thus
shifting attention to the socio-economic system in which the Group operates (as shown in
the diagram below).

CUSTOMERS REVENUES PIRELLI & C. S.p.A. >II SUPPLIERS

PUBLIC EXTERNAL
EMPLOYEES ADMINISTRATION FINANCIERS SHAREHOLDERS COMPANY COMMUNITY
SALARIES

SEVERANCE DEPRECIATION
INDEMNITY TAXES FINANCIAL SHARED EROVEEINE OUTSIDE

COMPANY BENEFITS||  AND LEVIES CHARGES PROFITS UNSHARED DONATIONS
SOCIAL SECURITY PROFITS
CONTRIBUTIONS
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The added value created by pireLLi & C. Group in 2011, 2010 and 2009 is broken down as

follows.
GROSS OVERALL ADDED VALUE*
€/000 €/000 €/000
2011 2010 2009
Total 1,918,054 1,495,881 1,293,255
Remuneration of personnel (1,123,507) (1,063,648) (949,217)
58.6% 71.2% 73.3%
Remuneration of Public Administration (34,457) (137,358) (90,350)
1.8% 9.2% 7.0%
Return on credit capital (89,440) (65,793) (70,112)
4.7% 4.4% 5.4%
Remuneration of venture capital (81,151) (81,151) (81,132)
4.2% 5.4% 6.3%
Remuneration of the company (584,435) (144,306) (99,144)
30.5% 9.6% 7.7%
QOutside donations (5,064) (3,625) (3,300)
0.3% 0.2% 0.3%

* The figures for 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. The figures for 2009 were consequently restated on a comparable basis.

The value generated by appreciation of pireLLI stock on the stock market must also be
considered. Stock market performance in 2011 confirmed pireLLl as the best stock in the
European sector, with a gain of +7.5% compared with -24% of DJ Stoxx Auto&Parts.

The trends of the items comprising gross overall added value as indicated hereinabove
are adequately explained in the Volume A - Annual Financial Report at December 31,
2011, to which reference is made for further details.

With reference to outside donations, the table below shows the contributions and dona-
tions made by pireLLI in the three-year period 2011, 2010 and 2009, broken down by category:

OUTSIDE DONATIONS*

€/000 €/000 €/000

2011 2010 2009
Education 674 770 696
Culture 2,616 1,035 1,215
Research 703 1,119 629
Solidarity, Sport 1,071 701 760

5,064 3,625 3,300

* The figures for 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. The figures for 2009 were consequently restated on a comparable basis.

In order to correctly measure and understand the proportion of money spent among the
above categories, it must be remembered 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, although
the reported figures shown are lower in absolute terms than what was spent on Culture
and Research, they were used to finance a universe of development projects in the coun-
tries receiving the donation. Even more so, it should be emphasised that the item “Soli-
darity, Sport” grew sharply in 2011 from the previous years.




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

During FY 2011, no significant penalties were levied and paid on a final basis for viola-
tion of laws and regulations, including any penalties connected with the supply and use of
Group products and/or services.

Finally, the Pirelli Group “The pireLLI Group does not provide contributions, advantages,
or other benefits to political parties or trade union organizations, or to their representa-

tives or candidates, this without prejudice to its compliance with any relevant legislation.”
(The Values and Ethical Code — The Wider Community).

2.2 LOANS AND CONTRIBUTIONS RECEIVED
FROM THE PUBLIC ADMINISTRATION IN 2011

In March 2011 and July 2011, the European Investment Bank (EIB) granted pireLLI Tyre
S.p.A. euro 20 million, under a new loan agreement totalling euro 50 million made in
support of the investment of euro 250 million for expansion of the rireLLi plant at Slatina
in Romania, dedicated to the production of car and light commercial vehicle tyres. The
new loan complements a similar loan made in 2007 to support establishment of the same
production plant.

In April 2011 pireLLl Tyre S.p.A. was granted euro 631 thousand by the Region of Pied-
mont in R&D contributions for Cyber Tyre, Next Mirs and PTSM.

In 2011 the Romanian subsidiary, S.C. pireLLi Tyres Romania S.r.l., received euro 8.3 mil-
lion from the Romanian government as incentives for local investment.

Finally, in February 2011, pireLLi Neumaticos S.A. de C.V. received euro 2.7 million in
grants from the Guanajuato State Government in Mexico for investments to generate
employment.

2.3 SHAREHOLDERS, INVESTORS AND THE FINANCIAL COMMUNITY

“In its relations with all classes of shareholders, with institutional and private investors,
financial analysts, market operators and, in general, with the financial community, the pire-
Lul Group is fully transparent, complies with the requirements of accuracy, timeliness, and
equal access, and aims to ensure that a proper valuation of Group assets can be made.”
(The Values and 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 rireLL applies to its financial disclosures.

Through top management and the Investor Relations Department, the Group maintains
an open and transparent dialogue with analysts and investors — both individuals and insti-
tutional investors - in view of promoting fair valuation of its assets.

In 2011, financial communication aimed to promote the pireLLI Equity Story illustrated
in the Industrial Plan. pireLLI aims to achieve global leadership in the Premium segment by
2015. This is the highly profitable, high-end tyre segment.

The 2012-2014 Industrial Plan with Vision to 2015 submitted to the financial community
in London on November 9, 2011 envisages in summary:

> an additional push for technological innovation with expansion of the production range

> streamlining of the production organisation and geographical coverage with more new
plants located in countries with rising demand and favourable industrial costs

> new distribution and consumer marketing models to establish closer ties with customers and
encourage customer loyalty
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> brand strength as a strategic asset

» additional push towards environmental and social targets, as fully described in Chapter 1 of
this report.

2.3.1 Financial communication

In 2011 pireLui further intensified meeting occasions with investors on major financial mar-
kets (Milan, London, Edinburgh, New York, Boston, San Francisco, Los Angeles, San Die-
go, Paris, Frankfurt, Zurich, Copenhagen and Stockholm), visiting Asian markets (Shang-
hai, Singapore, Hong Kong and Beijing) and Latin American markets (Sdo Paulo) for the
first time.

During the year, pirei met with 510 institutions, comprised of both current and pro-
spective investors (25% more than the previous year) during dedicated road-shows and
participation at industry conferences.

Formula 1 also represented a major opportunity for strengthening ties between the
financial community and pireLLi. During the 2011 Grand Prix races (from Monte Carlo to
Singapore, from Montreal to Monza, etc.), pirReLLI organised meetings with financial ana-
lysts and leading local investors with detailed sections dedicated to technology, product,
brand and distribution.

To increase equity investments by United States investors, pireLL launched the level 1
(over-the-counter) ADR (American Depositary Receipts) programme in cooperation with
JP Morgan in 2011. Since November 2011 American investors may invest in pPIreLLI through
dollar-denominated financial instruments.

In 2011 the Company continued its dialogue with socially responsible investors through
participation at international conferences on governance and sustainability issues and or-
ganisation of road-shows dedicated to SRI funds in major financial centres, particularly in
Great Britain, The Netherlands, Germany, France, Switzerland and the United States.

pIRELLI has also improved communication with individual investors by creating a web
space dedicated to retail investors, found in the Investors section of the institutional web-
site. This allows users to keep up to date on the principal corporate events, stock per-
formance, strategy implementation, business evolution, earnings results, and pireLi and
PZero innovation and products. The services offered include: the weekly stock market
report, calculation of the stock return on investment, the quarterly newsletter IN, Blog
(Investor Channel), E-mail/SMS Alert, and more.

Finally, coverage of pireLLI stock by leading investment banks was extended. At Decem-
ber 31, 2011, 24 brokers publish periodic reports on pireLti (21 in 2010), of which 43% are
global (25% at December 31, 2008). The stock reached a market price of euro 8.74 (aver-
age target price) at December 31, 2011, compared with euro 7 in January 2011. The most
frequent recommendation given by analysts (88%) was “buy.”

The variation in pireLLI stock price over 2011, as illustrated in the following graphic,
confirms that it was the best-performing stock of its sector in Europe: +7.5% vs. -24% for
DJ Stoxx Auto&Parts.
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For more details, reference is made to the “Investors” section of the website pirelli.com.
It provides a complete, updated information tool for matters of interest to shareholders
and the financial community.

2.4 OUR CUSTOMERS

“The Pirelli Group bases the excellence of its products and services on non-stop innova-
tion. Its goal is to anticipate customers’ needs and meet their demands with an immedi-
ate and professional response that is delivered with propriety, courtesy, and unstinting
cooperation.”

(The Values and Ethical Code — Customers)

The business of pireLLi Tyre is divided into two main segments: Consumer (tyres for cars,
SUV, light commercial vehicles and motorcycles) and Industrial (tyres for buses, trucks,
agricultural machinery and steel cord).

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 Resellers” and “Dealers” in the
"Replacement” channel. Specialised Resellers are tyre specialists that operate as inde-
pendent businesses. They are a key point of contact between pireLLi 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.

“Dealers"” are key partners of pireLLl in guaranteeing continuous supply of tyres to
specialised resellers, by offering local delivery and distribution services throughout the
whole territory.

In addition to the Business Tyre customers, there is a heterogeneous group of custom-
ers classified in the "other businesses” category, which is a quality niche comprised of:
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> PIRELLI & C. Ambiente, active in the
waste-to-fuel and photovoltaic renew-
able energy sectors and in environmen-
tal clean-up;

> PIRELLI Eco Technology, which operates
in the diesel vehicle and heating plant
emissions control technology sector;

» PZero, the fashion design project
supporting the Tyre business, which
focuses on the Premium and prestige
segment where fashion exerts a special
appeal, and with the tyre business
shares a constant commitment to
research, innovation and technology.
The first PIRELLI brand rubber apparel
appeared over a century ago, initiat-
ing an uninterrupted relationship
between industry and fashion that was
relaunched in 2002 with the new PZero

project.

2.4.1 Customer focus

Customer focus — a key aspect of the Values
and Ethical Code of the pireLLl Group - pre-
sumes that pireLLl has a constant and on-go-
ing commitment in terms of:

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

> consideration of the impact of the
Group'’s actions and behaviour on the
customer;

> exploitation of every opportunity
offered by doing business to satisfy the
customer’s needs;

> anticipation of customer needs;

> top product quality, as well as ex-
cellence of production systems and
processes;

> constant focus on performance to
satisfy customer performance and
safety expectations;

> excellence and competitiveness on
the market to offer customers quality
products and services that efficiently
satisfy their demands.

As part of its customer focus, pireLL has also
adopted a clear procedure for responding to
complaints. Drafted in the form of internal,
interdepartmental rules, it requires giving
immediate responses to complainants.
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The Company’s commitments as listed above
are similarly made explicit in the General Con-
ditions of Supply applied by Group companies.

2.4.2 Transparency

In the area of advertising communication,
pIRELLI established a centralised process for
managing advertising campaigns and inter-
national media coordination in 2009, with
the aim of enforcing compliance by all for-
eign affiliates 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 Pubblicitda Associati — "Associated
Advertising Users”). The pireLLI representa-
tive has been named deputy chairman of the
association in recognition of the company'’s
constant commitment and leadership in sup-
port of the UPA Code of Conduct. pireLui also
participates in the Consumer Forum. The Fo-
rum is an entity created by businesses and
consumer associations to promote consumer
protection.

Through the UPA, rireLL is also a member
of the WFA (World Federation of Advertis-
ers), which commits participating firms to en-
gage 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 company'’s choice of suppliers in the com-
munication 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 ap-
plicable to marketing activity in 2011, includ-
ing advertising, promotion and sponsorship.

2.4.3 Information and training

In 2012 two new European regulations will
enter into force. Their purpose is to im-
prove road transport safety and its envi-
ronmental and economic efficiency through
the promotion of safe tyres that facilitate
efficient consumption and low noise levels.
Regulation on General Safety of Motor Vehi-
cles (EC 661/2009)




With this regulation, which will enter into
force on November 1, 2012, the European
Commission has set itself the goal of improv-
ing road safety, through an integrated policy
approach benefiting users, the environment
and industry.

It envisages that certain safety equip-
ment be mandatory on all vehicles, such as
the "electronic stability control system”. In
regard to tyre safety measures, it envisages
that “tyre pressure monitoring systems” be
mandatory equipment on cars, while also im-
posing new limits on tyre rolling resistance
on cars and all categories of heavy vehicles.
For these types of wheeled vehicles and in
regard to the limits already in force since
2001, the regulation also sets new limit val-
ues on rolling noise for tyres and wet grip
for car tyres.

Regulation on Labelling of Tyres
(EC 1222/2009)

From November 1, 2012, all new tyres for
cars, light and heavy commercial introduced
in the European market must have a label on
the tyre tread that informs consumers of the
fuel efficiency, wet grip and external rolling
of the tyres that they are about to purchase.
Fuel efficiency and wet grip are rated on a
scale from class "A" (green class, the best) to
"G" (red class, the worst). This classification
system is similar to the one already used for
electric appliances.

Instead, the United States mandates the
Uniformity Tyre Quality Grading (UTQG)
disclosure. These regulations are current-
ly being revised and will include mention
of rolling resistance class as well. All pireLLI
products are sold with a safety warning af-
fixed to the side of the tyres, although this is
not required under the law.

Voluntary tyre labelling requirements ex-
ist in Japan and will come into force this year
in South Korea.

During the chairmanship of Francesco
Gori, the Chief Operating Officer of pIreLLI
who at the end of 2011 completed his sec-
ond three-year term as Chairman of ETRMA
(European Tyre & Rubber Manufacturers’
Association), the association has worked in-
tensively to perfect the rules being imple-
mented in the aforementioned European
regulations. PIReLLI, as a Premium tyre compa-
ny, has fully supported and supports the new
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regulations, especially for the transparency
that it introduces in favour of consumers,
who may make informed purchase decisions
in reference to essential parameters.

Just as transparently, pireLLI reminds con-
sumers that the three indicators covered
by labelling requirements (rolling resist-
ance, noise, and wet grip), while essential,
do not exhaust the parameters that have
to be assessed for full comprehension of
the “value” of a tyre in terms of its perfor-
mance and safety. A long list of parameters
- including braking in dry conditions, aqua-
planing, and road hold - are essential and
typical elements of pireLul tyres, which the
company obviously tests with maximum
care, while continually innovating.

Last but not least, it is important to trans-
mit to consumers the concepts that fuel sav-
ing and highway safety highly depend also
on the driving style of individuals, as well as
proper tyre maintenance, control of wear
and tear and tyre pressure.

In 2010 there were no cases of non-com-
pliance with regulations or voluntary codes
involving information and labelling of prod-
ucts or services.

Using numerous communication tools,
PIRELLI constantly provides information about
its products and related initiatives to its dis-
tributor customers and end customers.

The new international website pirelli.com
was completed in 2011. It was totally over-
hauled in 2010, in view of giving consum-
ers greater support in choosing the product
most suited to their own needs.

More specifically, the “Find your perfect
tyre"” configuration tool is a method for en-
gaging 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.

The local versions of the pireLL site were
completed and made operational during
the year, in coordination with the Formula 1
Grand Prix.

Other tutorial and interactive configura-
tion tools are offered in the sections dedi-
cated to the car, motorcycle and truck busi-
nesses. Each one has its own characteristics
aimed at the target segment.




First of all, there is the tutorial on intro-
duction of the previously mentioned Eu-
ropean labelling regulations (Regulation
EC 1222/2009). In addition to a technical
explanation for each of the three criteria
used to classify tyres (rolling resistance, wet
grip and noise emissions), the consumer is
guided through an innovative simulator that
allows him or her to compare the perfor-
mance of the different grading classes and
discover the benefits of choosing higher
performance tyres.

Already active for trucks, the tutorial will
be implemented in the car section of Euro-
pean websites by the end of the Q1 2012,
with the aim of facilitating end user compre-
hension and reading of labels. Partly in con-
sequence of these major initiatives, 2012 will
mark another major step forward by pIReLLI
in the digital world and its commitment to
consumers, be they car, motorcycle or truck
customers.

GETTYRE is the pirerui and Metzeler e-
commerce site dedicated to motorcycle and
scooter owners. In collaboration with the
network of dealers located in every region
of Italy, GetTyre.it is the official online store
that clearly features a range of tyres and spe-
cial offers for consumers. The site is already
active in Italy and Spain. By H1 2012, e-com-
merce should be integrated in the product
catalogue of the new Metzeler site.

In 2012 pireLL also introduced a new digi-
tal newsletter aimed at its customers, Pad-
dock News.

Its principal aim is to provide a new tool
for communication and contact with the
trade, comprised by an international edition,
managed from Milan, and a local language
edition for each individual market where pire-
L operates. In five issues a year, Paddock
News presents a gallery of new products
and innovations by the company and its busi-
ness units: Car, Motorcycle, Motorsport and
Truck.

PIRELLI paper publications are dominated
by the company magazines pireLLi World and,
for Brazil, Giro, in addition to publications
for the international market, including Truck,
the magazine dedicated to the truck trans-
port world, which is also available online
and published in four languages in Europe
(Italian, Spanish, German and English) and
in two languages in South America (Spanish
and Portuguese). This last publication rep-
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resents a steady channel for communication
between rireLLi and transport dealers and
professionals. It offers a key tool for distrib-
uting information and updates on products
and applications.

In 2011 the Tyre Campus project was rein-
forced at the local level, whereby pireLLI aims
at achieving excellence in product training,
both in terms of content and methods, from
factory visits to simulations of tyre perfor-
mance. Information and training are now
truly comprehensive. The number of product
training participants in 2011 increased by
80% from the previous year, with extremely
positive feedback by all markets.

In addition, the bases were laid for a 2012
project that envisages the creation of a Pire-
Lu e-learning platform dedicated to dealers.
This platform will permit the exponential
growth of customers who will have access to
product training.

2.4.4 Listening and exchanging ideas as
sources for continuous improvement

Customer relationships are managed princi-
pally through two channels:

> the local sales organisation, which has
direct contact with customers and, by
using advanced information manage-
ment systems, can process and respond
on-site to all customer information
requirements;

> the PIRELLI Tyre Contact Centers, which
number 31 worldwide and are staffed
by over 200 employees, providing both
information assistance and order man-
agement (inbound), telemarketing and
teleselling (outbound), with a CSI of
98%. A training programme dedicated
to Contact Centre operators set up in
2010 was extended to all markets in
2011, in order to improve relationship
skills with customers and developing
greater technical and commercial skills.
Specific reports and analyses are gen-
erated on the basis of available tools
to assess efficiency, effectiveness and
customer satisfaction.
In 2012 the aim is to continue improv-
ing pro-active commercial contacts
through targeted marketing, sales and

caring.

PIRELLI is also present on Facebook (61,000
Fans for more than 23 million post views at



December 31, 2011), Twitter (audience of
180,000 persons plus 16,000 followers) and
YouTube (with a dedicated channel that re-
corded more than 1 million video views).
These three channels are constantly updated
and show exponential growth of spontaneous
participation by fans. The principal aims of
this exposure is greater involvement by users
interested in the pireLLl brand and products,
support for communication of the institution-
al website and exploitation of the opportu-
nity to transform customer experiences into
opportunities for continuous improvement.

The German brand Metzeler is particu-
larly active through RIDEXPERIENCE, the
multilingual blog where bloggers share their
extreme travel experiences, technical advice
and interesting news about the motorcycling
world. The fan page dedicated to the Ital-
ian, German, English, Spanish, French and
United States markets was also appreciated,
with 35,000 fans at December 31, 2011. The
channel dedicated to Metzeler on YouTube,
also had a total of 450,000 video views.

Feedback received in 2011 again included
the results of periodic Customer Satisfaction
Surveys (on the supply of car tyres), covering
the level of customer satisfaction compared
with leading competitors in order to meas-
ure the impact of action plans implemented
in 2010. These plans were defined with each
country by engaging all affected functions
(from Marketing to Logistics and Quality) on
the basis of the results of the 2009 survey.
The trend of general satisfaction towards
the market average was extremely positive
for pireLL, which is the best in class competi-
tor in Italy (+3% compared to competitors),
Belgium (+6.5% compared to competitors),
Spain, Poland and Switzerland. Market-
ing was confirmed as a strong competitive
advantage, with pireLLl best in class in Italia
(+5% and +8% vs. the average of competi-
tors), Spain and Switzerland and a satisfac-
tion index that has improved since 2009 in
Poland and Belgium.

This same survey (Customer Satisfaction)
was conducted for the first time in 2011 in
four markets (ltaly, Spain, United Kingdom
and Germany) for customers of the Truck
business unit. This survey showed that the
level of satisfaction with pireLLi was more
than satisfactory in Italy and Spain (with a to-
tal score of 3.6 out of 5 on a scale from 1 to
5) and very good in the United Kingdom and
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Germany (with a total score of 4 out of 5) ac-
cording to a series of indicators: commercial
conditions, complete product range, market-
ing tools and fleet services, sales force skills,
contact centre efficiency, product and logis-
tic quality.

In 2011, the Motorcycle Business Unit
conducted Customer Satisfaction surveys in
Italy (being ranked 3.9 out of 5), in Germany
(4.2 out of 5), and in France, England and
Spain, with an extremely high level of Euro-
pean satisfaction and consistent with what
was measured in 2010. The figure for the
survey conducted in the United States will
be available by Q1 2012.

Always using listening and exchange of
views as a source for continuous improve-
ment of customer relations, we plan another
Dealer Survey (regarding cars) in 2012 that
will also be extended to prospective custom-
ers to measure the potential market of pire-
LLI.

The Engaging the Consumers projects
was also completed in the top ten markets of
pPIRELLI (Italy, Germany, Spain, France, United
Kingdom, Brazil, China, United States, Tur-
key and Russia) in 2011. Using an in-depth
analysis of the principal phases of the end
customer purchasing process, this project
made it possible to define, with the contri-
bution of a highly structured research tool
developed by GFK and McKinsey, effective
consumer segmentation and consequent
marketing plans in support of the pireLLI Pre-
mium strategy. In particular, 10,000 surveys
of end customers, 33 focus groups and 82
interviews of industry operators were con-
ducted. The project has also made it possible
to investigate the role of the brand, the deal-
er and the various touch points in influencing
the end customer purchasing decision. One
of the principal outputs was given by defi-
nition of the Premium core target of pireLLI.
Additionally profiling of these outputs are
underway to define not only the socio-de-
mographic profile but also general purchas-
ing attitudes and lifestyle in order to provide
support for consumer marketing, advertising
and media planning activities.

The Engaging the Consumer Project will
also continue in 2012 with the repetition of
micro-surveys and monitoring the efficiency
performance of pireLL activities in individual
markets.

At the end of 2011, the Moto Business Unit




Flexibility






began an analysis on the “consumer deci-
sion journey” in the Italian, German, English,
French, United States and Brazil markets.
The results of this analysis will make it pos-
sible to reformulate marketing initiatives to
enhance their effectiveness.

2.4.5 Quality certifications

1SO 9001

The Group has had a Quality Management Sys-
tem since 1970, which it has gradually intro-
duced at all its production plants. The pIreLLI
QMS was certified in 1993 according to ISO
9001. Now all pireLLi car, truck, motorcycle,
agricultural, steel cord and anti-particulate fil-
ter plants are certified in compliance with the
most recent edition of this standard, just as are
the activities of the new logistic hub in Man-
resa, Spain.

ISO/TS 16949

The Group obtained certification for its qual-
ity management system under the ISO/TS
16949 standard in 1999, and has since main-
tained its certification in compliance with the
current version of that standard. All plants
that supply car makers have obtained this
certification.

ISO/IEC 17025

Since 1993 the pirei Materials and Experi-
mentation Laboratory, and since 1996 the
PIRELLI Pneus (Latam) Experimentation Labo-
ratory, have implemented the quality man-
agement system and are accredited in com-
pliance with ISO/IEC 17025. This system is
maintained in compliance with the current
standard, and the capacity of the Laboratory
to perform accredited tests is assessed an-
nually. The Laboratory participates in profi-
ciency tests organised by the International
Standard Organisation, by ETRTO or by in-
ternational circuits organised by car makers.
PIRELLI'S car tyres are an excellent example of
the Company'’s focus on quality, which is con-
firmed by its pre-eminence in a large number
of product tests, and also ensured by the
Company's close links with highly prestig-
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ious partners (famous car makers, specialist
magazines, driving schools, etc.) for product
development and experimentation.

2.4.6 Care for human health and the
environment

All raw materials and auxiliary products
used at Group operating units are carefully
analysed before they can be used. The pur-
pose is to identify any criticalities that sub-
stances or compounds might pose, thereby
posing a risk for human health and/or the en-
vironment.

The process adopted by pireLLI extends the
requirements and restrictions imposed by Eu-
ropean standards — e.g. Regulation (EC) no.
1272/2008 on the new harmonised classifica-
tion and labelling system, Regulation (EC) no.
1907/2006 known as the “REACh” Regula-
tion - to all countries where it operates.

Monitoring of the producers and suppliers
of raw materials used by the Group contin-
ues, especially as part of registration of these
substances by Producers / Distributors / Im-
porters pursuant to the “REACh” Regulation.

2.4.7 Product safety, performance
and eco-sustainability

pIRELLI annually invests about 7% of revenues
in the Premium segment to research and de-
velopment, one of the highest levels in the
tyre sector, to create products that improve
safety, benefiting persons and the environ-
ment and in accordance with its own Green
Performance business philosophy.

Road safety, together with reduction in
harmful emissions, is one of the key points
of pIreLLI strategy for increasingly sustainable
mobility that drives its industrial and com-
mercial choices.

Research has enabled it to develop mate-
rials that are simultaneously ecological and
capable of assuring top safety performance.
In this sense, the new European labelling
standard - for the labels that will disclose
the technical and environmental characteris-
tics of tyres — will enable consumers to make
better informed choices, especially in regard
to braking distance under wet conditions,
noise levels and the impact of rolling resist-




ance on fuel consumption.

Eco-sustainable tyres range from the Scorpi-
on Verde, the first high-performance ecolog-
ical tyre for SUV and Crossover, to the Cin-
turato P1, a high technology green tyre used
on small and medium sized cars, to the PZero
Silver, the Ultra High Performance tyre de-
rived from Formula 1. The Cyber Tyre, which
is undergoing final testing before going on
sale, represents further evolution in terms of
safety, due to its capacity to “read” the road
surface with an integrated chip that sends the
driver important information for safe driv-
ing. In the commercial vehicle segment, the
W:01, H:01 and G:01 lines were launched in
2011 to complete the Series 01, introduced in
2009 with the R:01 line. The new lines include
tyres for long-distance use, in winter condi-
tions and earth moving and construction
equipment. The profound innovation of this
product line represents another example of
PIRELLI commitment. The eco-impact mark on
the side of Series 01 tyres (although it is also
found on the Cinturato and Scorpion Verde)
identifies the products that permit reduced
environmental impact through lower rolling
resistance, fuel consumption and external
noise, plus higher mileage. The new genera-
tions of tyres are already made in compliance
with future European Union labelling regula-
tions, which come into force in 2012. PIRELLI
has also chosen early implementation for the
early elimination of highly aromatic oils from
Green Performance product compounds. It
eliminated them in 2008, well in advance of
the mandatory 2010 European deadline.

To achieve this, the company relies on its
close ties with the most prestigious car mak-
ers in a segment that is particularly scrupu-
lous and demanding in terms of safety and
performance: the Ultra High Performance
market. Continuous improvements in key
performance parameters, such as brak-
ing performance under dry and wet condi-
tions, offer customers top-quality products
in terms of road safety. There are tyres that
have been conceived primarily to offer safe-
ty and innovation, such as self-supporting
tyres or Run Flat tyres, which guarantee ve-
hicle mobility and control even in the event
of a sudden loss in pressure. For more details
about the eco-sustainable characteristics of
PIRELLI products, please see the Environmen-
tal Dimension chapter in this report.

For more details about product safety,
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performance and eco-sustainability, please
see Chapter 3 — Environmental Dimension in
this Report.

2.4.8 Safety culture

pIRELLI is highly committed to the dissemi-
nation of road safety culture, by offering
pro-active global contributions to the “Dec-
ade of Action for Road Safety 2011-2020"
sponsored by the United Nations and World
Health Organization. pireLL is also highly
focused on the objectives to reduce road
accidents imposed by the European Com-
mission through the European Road Safety
Charter, of which it is a subscriber.
According to research by the World Health
Organization, about 1.3 million persons
lose their lives every year due to road acci-
dents worldwide. Unless prevention meas-
ures are taken, this figure will rise to 1.9
million in 2020. Road accidents are the pri-
mary cause of mortality for people aged
15-29. To this must be added the number
of persons injured, estimated between 20
and 50 million annually, with a social and
economic impact that is estimated to be
between 1% and 3% of the gross domestic
product in certain countries.

Genuinely sustainable mobility can be pur-
sued when products that are safe for per-
sons and the environment are accompanied
by responsible and aware conduct by con-
sumers. For pireLL, working to disseminate
road safety culture is an issue of substantial
social responsibility.

2.4.9 The safety of end customers is the
focus of Pirelli sustainability day

On January 23, 2012 the pireLu Sustainability
day was held in Milan, with the title “Pirelli
Sustainability: a safe road to the future,” an
international conference dedicated to evolv-
ing trends in attention to consumer health
and safety, the environment and a focus on
road safety.

The conference, opened by pireLLi Chair-
man Marco Tronchetti Provera, included
presentations by Environment Minister Cor-
rado Clini, Antonio Tajani, Vice President of
the European Commission and Commission-




er for Industry and Business, and Peter Bak-
ker, President of the World Business Council
for Sustainable Development (WBCSD). Oth-
er speakers included Nikhil Chandavarkar,
head of Communications of the Sustainable
Development Division — United Nations De-
partment, Carlo Fidanza, member of the
European Parliament Transport and Tourism
Committee, Francesco Gori, Chief Operating
Officer of pireLL, Toby Webb, founder and
president of Ethical Corporation, and Jer-
emy Rifkin, President of the Foundation on
Economic Trends.

The topics discussed included evolution of
the figure and role of consumers in an eco-
nomic system that has undergone profound
changes in development models and market
dynamics over the last several decades. For
the economist Jeremy Rifkin, the “prosumer,”
the new producer-consumer, will be the entity
that will assume increasing importance in con-
sequence of "distributed capitalism.” This en-
tity embodies different interests that appar-
ently conflict with those that businesses will
have to confront more and more. Reconciling
these interests will stimulate firms to identify
new, more sustainable growth models.
During the event, pireLLi signed a voluntary
agreement with the Environment Minister, in
which it agreed to calculate its carbon footprint
for the entire life cycle of a tyre representative
of its products, while identifying economically
more sustainable and efficient measures to re-
duce greenhouse gas emissions. pireLLI has been
committed for years to reducing its greenhouse
gas emissions (carbon management). The
agreement signed by Minister Corrado Clini
and pireLtl Chairman Marco Tronchetti Provera
is one of the different measures taken by PIReLLI
to contain its environmental impact.

In accordance with the sustainable ap-
proach adopted by rireLui in all its activities,
the “Sustainability Day” was certified ac-
cording to the BS8901 standard, with it be-
ing classified as “Advanced”. The BS8901
standard regulates the system for sustain-
able management of events. Consequently,
independent assessment for issuance of the
certificate concerned management of all so-
cial, health and safety aspects throughout
the entire supply chain involved in planning
and realising the event. The CO, emissions
generated during “Sustainability Day” were
fully offset by reforestation activities.
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2.4.10 International road
safety initiatives

A long list of measures have been taken by
all European countries to reduce road acci-
dents in accordance with the principles of
the European Road Safety Charter (ERSC)
signed by PIReLLI.

Worthy of mention is the protocol of un-
derstanding signed by pireLL and the Italian
Minister of Education, University and Re-
search to promote information and training
campaigns targeting Italian drivers, newly
licensed drivers and high school students.
Signing of this agreement was accompanied
by presentation of the first project resulting
from collaboration between pireLLi and the
National Police: an educational video that
explains the importance and central role of
tyres to safe travel. This video was distrib-
uted in high schools, published on the web-
site of the Home Affairs Ministry and used as
educational material by the National Police.

Training programmes on the role of tyres
developed with driving schools in a number
of European nations represent one of the
most important activities undertaken by the
Company in regard to safety. Among these,
the “Safety First” project launched in Ger-
many is one of the most intense following
acceptance by 51 driving schools across Italy
that used the illustrative materials and in-
formative kits provided by pireLLI.

The training and awareness courses of-
fered in Italy also targeted the most loyal
resellers, for which specific communication
campaigns were offered, for example the
Safety Campaign for driver resellers, and
informative and promotional materials were
distributed on a wider scale, particular in re-
gard to proper tyre replacement (e.g. the im-
portance or statutory obligation to use win-
ter tyres during certain periods of the year
or when temperatures fall below 7°C).

The first Truck Safety Day organised by
pIRELLI was held in Livigno in mid-January
2012. This event was organised with the
awareness that, even if there is no European
standard in the industrial vehicle sector that
distinguishes specialised winter tyres from
those marked M+S, it is necessary to guide
users towards using the most appropriate
and safest product even in winter conditions.
The participants at the event held in the Livi-




gno ice arena (80 dealers, fleets and journal-
ists from Italy, Germany, Austria and Swit-
zerland) participated in various comparative
tests of winter W:01 and summer H88 tyres,
which demonstrated the superior perfor-
mance of winter models on compacted snow
surfaces. Since safety also involves proper
maintenance, pireLLl has presented CyberTM
Fleet, the system that uses a sensor installed
inside the tyre, constantly monitors its pres-
sure and reports anomalies.

The world of motorcycle drivers is particu-
larly sensitive to the issue of road safety. PIrReL-
L has targeted them with a campaign focused
on active and passive safety aspects. The in-
troduction of new sizes for the winter scooter
tyre is extremely important in that regard.

In July the “Metzeler Summer Check-up”
campaign began in Spain, aimed at guaran-
teeing a higher level of safety for its own mo-
torcyclists. The 450 motorcycling enthusiasts
were offered a free check-up and a mainte-
nance kit for chains. The motorcyclists then
submitted their motorcycles for adequate in-
spections before the summer holidays. All of
these activities are part of the Metzeler phi-
losophy and its flagship product, the Road-
tec Z8, which launched the slogan “Enjoy the
distance, safely.”

2.5 OUR SUPPLIERS

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

The pireLl Group requires that its suppli-
ers and outside workers comply with the
principles and rules in this Code.”

(The Values and Ethical Code - Suppliers
and Outside Workers).

Sustainability is fully integrated in the rela-
tionships between pireLLI and its suppliers.

In compliance with the Group Ethical Code
and the “Occupational Health, Safety, Environ-
ment and Social Responsibility” Policy, pireLLI
has developed the necessary procedures in
view of continuous improvement to assess and
select suppliers and subcontractors according
to their commitment to economic, social and
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environmental responsibility.
The pireLLl system for sustainable manage-
ment of its supply chain was audited by an
independent entity using a high level audit
procedure, in accordance with AA1000 As-
surance Standard (2008) provisions, both in
2009 and presently and as stated in the let-
ter of assurance accompanying this report.
In accordance with the objective set for
2011, all pireLL buyers were trained and giv-
en in-service training on the best sustainable
management practices applicable to the sup-
ply chain.




2.5.1 Sustainability clauses of contract

Since 2008, sustainability clauses have been
systematically included in contracts and pur-
chase orders for goods and/or services and/
or works, both with private suppliers and
with the Public Administration (or entities/
companies controlled by them) or NGOs
worldwide.

These clauses were revised in 2011, in
view of summary simplification, while main-
taining the key elements of social and envi-
ronmental responsibility and business ethics
that are currently included, and providing for
audits by pireLLI. In particular, the clauses:

> require awareness by our suppliers of the
principles, commitments and values set
out in the PIRELLI sustainability documents,
i.e. “Values and Ethical Code,” “Code
of Conduct,” and “Health, Occupational
Safety, Environment and Social Respon-
sibility” Policy published and accessible
on the web. These set out the principles
followed by PIRELLI in management of its
activities and relations with third parties,
whether or not contractual relationships
exist with them;

> require that Suppliers confirm their
own commitment to:

® not using or supporting the use of child
labour and forced labour;

® ensuring equal opportunity, freedom
of association and promotion of the
development of each individual;

® opposing the use of corporal punishment,
mental or physical coercion or verbal
abuse;

® compliance with applicable laws and
industry standards on working hours and
ensuring that wages shall be sufficient to
meet the basic needs of personnel;

® establishing and maintaining appropriate
procedures to evaluate and select
suppliers and subcontractors based
on their commitments to social and
environmental accountability;

® not tolerating corruption in any way,
shape or form in any jurisdiction, even if
such activities are allowed, tolerated or
non-prosecutable;

® assessing and reducing the environmental
impact of its own products and services
throughout their entire life cycle;

® responsible use of material resources, in
view of achieving sustainable growth that
respects the environment and the rights
of future generations;
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® imposing these principles, values and
policies on their own subcontractors and
sub-suppliers, regularly monitoring that
the actually comply with this obligation.

On the basis of these sustainability clauses,
PIRELLI is granted the right to conduct audits
at any time, either directly or through third
parties that the supplier has effectively satis-
fied its assumed obligations. In view of as-
suring maximum guarantees of compliance,
the clauses impose the obligation on suppli-
ers to report to a specific e-mail address (the
same envisaged in the Group Whistleblow-
ing Procedure) any violation or suspected
violation that they find in regard to the "Val-
ues and Ethical Code,” Code of Conduct and
"Health, Occupational Safety, Environment
and Social Responsibility” Policy of the pireLLI
Group.

The sustainability clauses have been trans-
lated into 24 foreign languages. This guaran-
tees the maximum clarity and transparency
towards the supplier in terms of his sustain-
ability obligations under contract, which he
assumes not only in his relations with pirReLLI
itself but also at his own facility and in rela-
tions with his own suppliers.

2.5.2 Purchases performance

The following graphics show the value of pire-
Lul Tyre purchases and percentage of suppli-
ers broken down by geographical area. This
information shows that the value of purchases
in OECD countries is about the same as the
value of purchases in non-OECD countries,
but the number of suppliers in OECD coun-
tries is significantly higher. It should be point-
ed out that 76%' of suppliers are located in
the same area as the supplied pireLui affiliates,
in accordance with the Local for Local pro-
curement policy.

1  Does not include suppliers of raw materials



PERCENTAGE VALUE OF PIRELLI PURCHASING
BY GEOGRAPHICAL AREA*

2011 2010 2009

OECD EUROPE 43.2% 50.0% 47.4%
COUNTRIES

NORTH AMERICA 2.6% 2.4% 3.1%

OTHERS 1.3% 2.5% 3.1%

NON-OECD |LATIN AMERICA 27.0% 18.2% | 26.4%
COUNTRIES

ASIA 18.9% 20.8% | 15.4%
AFRICA 1.0% 1.5% 1.4%
OTHERS 6.1% 4.6% 3.1%

*  The figures shown above do not include the discontinued opera-
tions that belonged to PIRELLI & C. Real Estate S.p.A. (now Preli-
os S.p.A) and Broadband Solutions. The figures for 2009 and 2008
were consequently restated on a comparable basis.

PERCENTAGE OF PIRELLI SUPPLIERS
BY GEOGRAPHICAL AREA*

2011 2010 2009

OECD EUROPE 59.2% 58.7% 63.5%
COUNTRIES

NORTH AMERICA 3.3% 3.2% 4.3%

OTHERS 0.3% 0.2% 3.4%

NON-OECD |LATIN AMERICA 25.5% 26.7% 22.9%
COUNTRIES

ASIA 5.2% 4.7% 4.5%
AFRICA 1.2% 3.0% 1.3%
OTHERS 5.3% 3.5% 0.1%

*  The figures shown above do not include the discontinued opera-
tions that belonged to Pirelli & C. Real Estate S.p.A. (now Prelios
S.p.A) and Broadband Solutions. The figures for 2009 and 2008
were consequently restated on a comparable basis.

For more complete information, another two
graphics show a breakdown of purchases by
pIReLLI Tyre broken down by type and a snap-
shot of the number of suppliers correspond-
ing to the types of goods/services acquired
by pireLL Tyre.

The following table, which shows the per-
centage value of pireri Tyre purchases by
type, shows that raw materials remain th_e
most important purchasing category, ac-
counting for 58.5% of the total, while main-
taining the growth trend of the previous
years due to price increases. The total spent
on "“Capital goods” has also increased, be-
ing closely tied to the increase in industrial
capacity during the period.

PERCENTAGE VALUE OF PIRELLI TYRE PURCHASES

BY TYPE
2011 2010 2009
Raw materials 58.5% 55.4% 52.4%
Supplies 4.6% 4.6% 4.8%
Services 23.8% 28.7% 34.1%
Capital goods 13.1% 11.4% 8.8%
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In regard to the second table, Percentage
of pireLLl Tyre Suppliers by Type and Num-
ber, the criteria used to classify supply and
service vendors were refined in 2010. 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 ex-
ample, that for raw material purchases. The
fragmentation of supply and service vendors
is evident, in comparison with the substantial
concentration of just a few vendors of raw
materials.

PERCENTAGE OF PIRELLI TYPE SUPPLIERS BY TYPE

AND NUMBER
2011 2010 2009
Raw materials 2.8% 3.0% 3.3%
Supplies 40.5% 38.9% 9.7%
Services 46.2% 47.3% 73.8%
Capital goods 10.5% 10.8% 13.2%

What follows is a graph illustrating the
percentage composition of the mix of raw
materials purchased by pireLLi Tyre in 2011.
Alongside it we see the 2010 and 2009 data
published in previous sustainability reports.
Specifically in comparison with 2010, the
weight of natural rubber rose in 2011 against
a decrease in chemicals and textiles.

The volume of raw materials used in 2011
for the production of tyres was about 1 mil-
lion tonnes, including about 7% derived from
recycled material, with this last component
growing continually from about 6% in 2010
and 4% in 2009.




MIX OF PURCHASED RAW MATERIAL

2011 2010 2009
Natural Rubber 35% 33% 24%
Synthetic rubber 27% 24% 23%
Carbon Black 11% 1% 13%
Chemicals 12% 14% 17%
Textiles 8% 10% 13%
Steel cord 7% 8% 10%

2.5.3 Interaction and dialogue between
Pirelli and its suppliers

Relations with suppliers are defined and en-
forced by specific Company processes. There
are two fundamental underlying phases to
supplier management:

> approval of new suppliers, where the
interdepartmental process based on
specific quality standards led to the
addition of the approved material/
vendor to the Vendor List. This is the
company'’s list of approved suppliers
for each individual product. The sus-
tainability limits have been integrated
in this phase since 2007;

> monitoring of vendor (Vendor Rating),
assessed on the basis of the quality
of the product supplied or service
provided, the quality of the commer-
cial relationship, technical/scientific
cooperation, performance in terms of
occupational safety, environmental and
social responsibility through on-site
audits and periodic monitoring of the
progress of the actions scheduled in
any improvement plans that have been
signed.

The vendor’s sustainability is assessed in an
independent audit, as illustrated in detail
elsewhere in this section.

The Vendor Rating covers all merchandise
and geographical areas of purchase and is
used as an integral component of commer-
cial negotiations.

These procedures are supported by a
special website available online through the
Purchasing Portal. This website 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 guar-

68

C

E

PORT 2011 — VOLUM

-

E

SUSTAINABILITY R

antee of transparency, in addition to being
a communications, on-going training and
knowledge sharing tool.

In view of shared development, the pro-
cesses of dialogue and interaction with sup-
pliers are the object of process improve-
ment, in terms of both quality and tools.
Specifically, the Vendor Rating results are
regularly revised and commented on by the
Purchasing Department. This process in-
volves meetings organised with the vendors,
aimed at identifying any corrective actions
or measures to improve performance. Each
purchase contract includes the name of the
buyer contact, to provide the vendor with a
company channel that is always available for
any feedback.

Several new projects to improve the ef-
ficiency and effectiveness of the purchas-
ing process were developed in 2011, where
sustainable management of the supply chain
has assumed prominence. This is specifi-
cally the case of the new Group "Purchas-
ing Portal,” whose implementation began
in 2011 and that will be fully operational in
2012, becoming the key “platform” both for
Group vendors and for corporate purchasing
managers. The new IT tool will allow sharing
information between the various countries
where the Group operates and trace vendor
compliance with the Group Sustainability
System, beginning from the approval phase
and continuing to entry of the status of im-
plementation of any remedial plans agreed
by pireLLl and its vendors on the basis of inde-
pendent audits of vendor sustainability.

Potential suppliers that want to be ap-
proved for inclusion on the pireLLi Vendor
List will have to use the portal. By access-
ing it, the first thing that they will have to
do is respond to a pre-assessment ques-
tionnaire concerning economic, social and
environmental sustainability. Responding to
the questionnaire will be a pre-requisite for
qualification.

The portal has also been designed to sup-
port the execution of communication, aware-
ness and training campaigns for suppliers,
whose sustainability will be a key element,
particularly in regard to social and environ-
mental responsibility.

An analysis of logistic service providers
was conducted in 2011 to measure both the
degree of environmental sensitivity and cli-
mate impact resulting from their activity for




pIRELLI. The analysis revealed significant op-
portunities for improvement, which will be
mentioned by the company in communica-
tions with suppliers and during future train-
ing sessions. In view of properly measuring
the environmental impact of logistics, it must
be pointed out that in the life cycle of a tyre,
the impact stemming from distribution ac-
counts for less than 1% of the total impact
stemming from the other phases of the life
cycle (first and foremost the usage phase).

2.5.4 Independent audits of vendor
sustainability

The Company commissions independent au-
dits from leading specialised firms to review
compliance by pireLLi vendors with their ethi-
cal, social and environmental responsibili-
ties, as provided inter alia in the sustainabil-
ity clauses that they sign.

Seventy-two audits were carried bout be-
tween the end of 2009 and the beginning of
2010, and another 56 were carried out be-
tween the end of 2010 and the beginning of
2011. In most cases they involved vendors
of pireLLl Tyre, operating in Countries of Con-
cern (as defined by the EIRIS classification)
where the Company operates, i.e. Brazil, Ar-
gentina, Egypt, China, Romania, Turkey and
Venezuela, or from which pireui purchases
raw materials, such as Indonesia, India, Ma-
laysia and Thailand. Among the western
countries where pirReLLI operates, audits were
conducted of pirerli Tyre vendors in ltaly,
England and Germany.

The independent audits were carried out
both at the pireLu sites, where the suppliers
provide services with their own personnel,
and at their administrative facilities. Work-
ers, supervising managers and union repre-
sentatives are interviewed on specific issues
as part of these audits.

The auditors use a checklist of sustain-
ability parameters based on the SA8000®
standard, the rireLi Health, Occupational
Safety, Environment and Social Responsibil-
ity Policy and the pireLLi Ethical Code, and
thus in compliance with the provisions of the
Group's sustainability clauses signed by the
vendors.

At the central level, a team comprised
by the Group Sustainability and Purchasing
Departments defines the guidelines for se-
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lection of the vendors to be audited, while
supporting the corresponding local depart-
ments that will manage the process, training
and informing them about the purpose and
procedures of the audit.

The instances of non-compliance that
were most frequently encountered at sup-
pliers and in countries of concern involved
the adequacy and level of implementation
of safety and environment management
systems, in response to which were agreed
compliance plans setting out the necessary
remedial measures, precise responsibilities
and deadlines by which the agreed actions
have to be carried out.

In certain cases the plans resulting from
the last audits (end of 2010 / beginning
2011) have already been carried out, while
in other cases they will be fully implemented
by spring 2012.

The Internal Audit function will be directly
involved in the process of monitoring com-
pliance plans following audits — both at pireLLI
sites and by suppliers - beginning in 2012.
The rireLLi Internal Audit function is exqui-
sitely independent insofar as it reports to
the rireLLi Internal Control, Risks and Corpo-
rate Governance Committee, which is com-
prised solely of independent directors.

The adopted management system is prov-
ing to be unequivocally "win-win” both for
pIReLLl and for its vendors, effectively in view
of mutual substantial growth, where every-
one benefits from collaboration.

2.5.5 2012 Targets

> Training of Strategic Suppliers in
"countries of concern” on responsible
economic, social and environmental
management.

» Extension of the new Vendors Portal at
the Group level.

» New audits? to be carried out:

® at PIRELLI Tyre raw materials, logistic
and service vendors;

® at PZero vendors.

2 The areas and suppliers to be targeted for audits in 2012 were
being identified in January 2011
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3. ENVIRONMENTAL DIMENSION

“In running its operations the riIrReLli Group is mindful of the Environment and public health.

A key consideration in investment and business decisions is environmental sustainabil-
ity, with the Group supporting eco-compatible growth, not least through the adoption
of special technologies and production methods (where this is operationally feasible and
economically viable) that allow for the reduction of the environmental impact of Group
operations, in some cases even below statutory limits.

The Group has adopted certified Environmental Management Systems to control its
operations, chooses production methods and technologies that reduce waste and con-
serve natural resources, and assesses the indirect and direct environmental impact of its
products and services.

The Group works alongside leading national and international organizations to pro-
mote environmental sustainability both on a local and a global scale.”

(The Values and the Ethical Code — Environment)

The pireLLl approach to sustainable environmental management is set forth in accordance
with the Sustainability System envisaged in the United Nations Global Compact, signed in
2004, and pursuant to the “Rio Declaration on Environment and Development.”

The above principles are illustrated in the Social Responsibility Policy for Occupational
Health, Safety and Rights, Environment, according to which pireLLi undertakes to:

> manage its environmental activities in compliance with the highest international standards;
» communicating and providing material information to internal and external stakeholders;

> promoting use of the most advanced technologies to achieve excellence in environmental

protection;

> assessing and reducing the environmental impact of its own products and services throughout their

entire life cycle;

> using material resources responsibly, in view of achieving sustainable growth that respects the

environment and the rights of future generations;

> establishing and maintaining appropriate procedures to evaluate and select suppliers and subcon-

tractors on the basis of, inter alia, their commitment to environmental accountability.

In its Quality Policy, rireLLi specifies that continuous innovation, product excellence and
safety, and environmental protection throughout the product life cycle represent one of
the principal sources of sustainable competitiveness in the global market.

The documents cited above have been distributed to all employees in their local lan-
guages and are published in the Sustainability section of the website pirelli.com, and not
just in the languages spoken by employees but also in those that are most representative
of the panel of suppliers.
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3.1 SAFE FOR PEOPLE, SAFE FOR THE PLANET

Personal and environmental safety are the guideposts used by pireLLI to achieve balanced,
effective economic sustainability.

The development and realisation of “Premium” products, even in environmental terms,
are premised on a profound awareness of the interactions that the tyre has with the
ecosystem over its entire life-cycle, from the production of raw materials to end-of-life
management.

By managing its operations according to life cycle thinking, pireLLi uses scientifically rec-
ognised tools to assess strategic decisions as objectively as possible (Life Cycle Assessment).

The following info-graphic illustrates the distribution of the environmental impact of a
tyre over its entire life cycle, according to the Life Cycle Assessment published by ETRMA
(European Tyre and Rubber Manufacturers Association).

Life cycle assessement of an average european passenger car tyre
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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).

As it has declared to the market since it presented the Industrial Plan in 2010, pireLLI aims at
full identification of its environmental footprint by 2013 on two issues whose sustainable
management is of strategic importance for global development: water, with calculation of
its own water footprint, and climate change, with calculation of its own carbon footprint.

The sustainable management and performance of pireLLi products and processes will be
examined in more detail elsewhere in this chapter.

3.1.1 Environmental culture: we(ek) care always

The first global pireLLi week dedicated to Health, Safety and the Environment (HSE Week)
was held in September 2011, with the aim of improving employee culture in these three
fundamental areas of social and environmental responsibility.

Numerous participatory activities were held, in the form of meetings, courses, seminars
and exercises. Their purpose was to emphasise the importance of individual and Group
behaviour in view of the sustainable management of resources, including water and energy,
as well as reducing the production of waste and promoting recycling. All of these activities
are designed to improve the eco-sustainable culture of individuals, both at the workplace
and especially in daily life.



Fig. 3

Care









78

SUSTAINABILITY REPORT 2011 — VOLUME C

3.2. PRODUCT ENVIRONMENTAL SUSTAINABILITY

In the Industrial Plan update presented to the market in November 2011, pireLui stated its
objective to achieve global leadership in the Premium segment by 2015.
PIRELLI Premium products - which include the famous Green Performance family of tyres
- are characterised by their high safety performance and reduced environmental impact.
This involves the production of products that are safe for People and safe for the Planet,
based on an innovative approach that implies all phases of the tyre life cycle, and specifi-
cally in regard to:

> research and development of innovative materials in view of environmental protection inter alia,
> reduction of tyre weight,

> definition of forecasting models and models of tyre-vehicle interaction fundamental to the
design of products offering ever-better performance,

> development of innovative production technologies where efficiency plays a key-role,

> creation of devices that help drivers use tyres in such a way as to exploit their full potential,
reducing their environmental impact,

> identification and realisation of ways to re-use materials derived from discarded tyres.

3.2.1 Research and development of raw materials

The research and development of innovative materials are key to the design and fabrica-
tion of ever-more sustainable tyres that guarantee reduced environmental impact, greater
driving safety and improved production efficiency.

For this purpose, pireLLl has entered several Joint Development Agreements, such as
the study of new polymers for rolling resistance, performance in low temperature condi-
tions, durability and grip.

In accordance with the Open Innovation Model, rireLLi works with universities to devel-
op a natural rubber obtained from sources other than the rubber tree. Research is aimed
at diversifying the potential supply sources, thereby reducing pressure on the biodiversity
of producer countries and allowing the company to manage the potential scarcity of raw
materials more flexibly.

Studies are also underway on a new technology for selective de-vulcanization to recycle
the materials resulting from discarded tyres. This would significantly reduce tyre produc-
tion costs and environmental impact.

PIRELLI Research & Development also focuses on:

» biomaterials, such as silica from renewable sources;
> high-dispersion silica for wet grip, rolling resistance and durability;

> high-performance carbon black derived from racing competition applications
for extreme grip;

> nanofillers for more stable compounds, lighter structures and highly impermeable liners.



FOCUS: FROM RICE HUSKS TO SILICA

One of the principal biomaterials on which pireLLl has concentrated its research is silica
from rice husks. The company has already industrialised the process, and this biomaterial
is being produced at some Group’s Brazilian plants. By 2015, 30% of the silica used by
PIRELLI in Latin America will be derived from rice cultivation scrap.

The production of silica from rice husks also allows the recovery of material and energy,
as well as a significant reduction in the quantity of CO, generated by the production of
traditional material.

In particular, rice husks are composed 20% of silica and 80% of largely organic sub-

stances that, when burned, generate the energy necessary for the process.
The ash obtained from this process contains an extremely high percentage of raw silica.
Further processing renders it suitable for use as a raw material in tyres. This process is car-
ried out at a temperature of several hundred degrees, but still at lower temperatures than
those used in traditional processes. The absence of fossil fuels in the production process
- and the consequent reduction in greenhouse gases - is one of the principal advantages
of this technology.

The production of silica from rice husks by pireLL stands as a clear example of how in-
novations in the area of materials can contribute both to the exploitation of by-products
that would otherwise be only partially reused, and the eco-sustainability of production
processes. All of these benefits are accompanied by economic advantages that can be im-
mediately related to the efficiency of the process.

3.2.2 Product and use phase

The decision to focus on the Premium segment forces pireLLi to develop and introduce
increasingly sophisticated products on the market in a macroeconomic scenario that is
undergoing constant, rapid evolution.

The major corporate investment in research and development on ever-more innovative
compounds, structures and tread patterns allows pireLLi products to achieve extremely
high performance in terms of braking under dry and wet conditions and, at the same time,
less rolling resistance and lower CO, emissions, reduced weight, and greater mileage.
These are the characteristics of pireLLl Green Performance tyres.
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CAR TYRES

pPIRELLI launched new Green Performance products in 2011. In March the Company pre-
sented the Cinturato P1, the high-technology Green Performance tyre designed for small
and medium-sized cars, which can guarantee reduced fuel consumption, respect for the
environment and safe driving on all road surfaces. The impact of safe for People, safe for
the Planet is clearly illustrated in the following info-graphic.

Cinturato P1

HANDLING PERFORMANCE AREA

120 T

WET BRAKING

/ // DRY BRAKING

=== CINTURATO P1
PIRELLI REFERENCE

Cinturato P1 has extended the pireLLi Cinturato family of tyres to city-cars as part of de-
velopment of its Green Performance product strategy. That strategy was launched three
years ago with the Cinturato P4 and P6é, and subsequently enhanced by the Cinturato P7
for medium-sized cars.



PIRELLI has extended the technology developed for Ultra High Performance tyres to the
most recent addition to the Cinturato family. Developed at the Milan Research and Devel-
opment Centre, the pulsing heart of pireLLI technology where even Formula 1 racing tyres
are designed, Cinturato P1 is conceived according to the most modern design criteria that
have already been successfully experimented with the Cinturato P7, winner of the most
important tests conducted by European certification bodies and the most authoritative
automotive magazines.

Cinturato P1 has been designed for full compliance with the European labelling regula-
tions that will come into force in 2012.

From the very first official tests, the newest pireLLI tyre has swept away all of its competi-
tors as measured by fuel savings and noise reduction, two fundamental parameters for re-
ceiving a high “environmental grading”. As compared with the previous product, the use
of innovative technological solutions has cut the weight of Cinturato P1 by 15%, resulting
in up to 25% lower rolling resistance, thereby guaranteeing up to a 5% reduction in fuel
consumption and pollution emissions.

For example: using the Cinturato P1 to drive from Milan to Rome means saving about
2 litres of fuel — as compared with the pireLi benchmark tyre mounted on a medium sized
gasoline powered automobile — which translates into a saving of 6 kg in CO, emissions.
When measured according to another green parameter, the Cinturato P1 reduced exter-
nal noise by 1.5 dB as compared with the previous product (in accordance with EU Regu-
lation 1222/2009) and internal noise by an average of 1dB to guarantee greater comfort
and driving pleasure.

Representing a significant 27% of all sales worldwide, the Cinturato line is destined to
grow in line with further reinforcement of the Green Performance strategy set out in the
Industrial Plan.

TRUCK TYRES

The objective of Research and Development for the Truck Business Unit is to strike the
greatest possible balance amongst the top characteristics of a tyre: performance, safety
and respect for the environment. In other words, this involves reducing its overall environ-
mental impact while remaining focused on improving the product’s performance.

From the design stage on, pireLLi takes all product use condition, including abnormal
ones. This permits the development of tyres that do not stop at “compliance with legal
regulations,” but have all the characteristics necessary to guarantee complete safety, both
for the customer and for the surrounding environment, in accordance with the highest
PIRELLI product standards.

Numerous eco-compatibility features characterise the new generations of pireLL Truck
tyres, beginning with the reduction in weight that in turn reduces both the quantity of raw
materials and energy needed to make them. But that is not all: reusable materials that are
employed and their durability are reflected in the duration of the “first life” of the tyre
and the number of times that the same casing can be used for retreading the tyre.

Series 01, the tyre line for commercial vehicles launched in 2009 in the Regional (FR:01
and TR:01) and Trailer (ST:01) segments, was expanded in 2011 to three new lines de-
signed for use in critical winter conditions W:01 (winter), long-distance auto transport
H:01 (highway), and construction equipment G:01 (gravel, on/ off) for a total of six new
products available in 22 different sizes. The key features of this product are illustrated as
follows.

81

ENVIRONMENTAL DIMENSION



82

SUSTAINABILITY REPORT 2011 — VOLUME C

Truck product - A specific design for any need

O MILLEAGE MILLEAGE

O

Winter  RETREADABILITY ROLLING WET ROLLING Highway
e RESISTANCE TRACTION RESISTANCE @
w:01 H:01
TRACTION ROLLING
WET & DRY ACOUSTIC
RESISTANCE
HANDLING COMFORT
WET BRAKING WET BREAKING
O MILLEAGE MILLEAGE O
On/Off RETREADABILITY HANDLING RETREADABILITY ROLLING Regional
RESISTANCE
G:01 TRACTION TEARING DRY WET R:01
ﬁ RESISTANCE HANDLING HANDLING g
WET BRAKING WET BRAKING

Previous line

== 01 Series

All new Series 01 tyres share the latest generation SATT™ structure, the most advanced
one used to make Truck tyres, which lies at the basis of longer product life, high retread-
ability, extremely regular wear and tear, and more precise driving. Compounds and tread
patterns are designed and optimised according to the performance requested for differ-
ent uses.

In 2011 pireLLl also introduced new tyres for use on semi-tractor trailers in the H seg-
ment (Highway - long distance). This is the 445/45 R 19.5" ST:01 tyre that, like the 435/50
R 19.5 size, is intended mainly for equipping “mega trailers”, i.e. semi-tractor trailers for
transporting large volumes. This tyre is enjoying broad application because it offers the
possibility of maximising loads and volumes, allowing fleets to streamline their operating
costs. At this time, pireLLI is the only tyre maker in Europe with both sizes of tyres, confirm-
ing its wish to satisfy the demands of the most fleets.

In Series 01 product lines, eco-impact icons on the tyre sidewall show a summary of its
performance benefits. In particular:

> High durability and uniform wear of tyre treads, achieved by using high specific yield com-
pounds, the new TWST structure together with an optimised profile assure even wear and
tear of the entire tyre tread surface.

> Highly retreadable, construed as the greater residual durability at the end of the tyre’s first
life thanks to the new TWST structure combined with compounds having low hysteresis (i.e.
generating less heat), with the hexagonal flush ring and reinforced bead.

> Low rolling resistance (already in compliance with 2016 regulatory limits) and consequent
reduction in fuel consumption and CO, emissions.

> Low noise, construed as silence and driving comfort, anticipating the 2012 European noise
abatement regulation.

Between the characteristics described above and the use of materials without highly aro-
matic oils (HAOF), the Series 01 represents a major step forward towards reduction of
environmental impact by simultaneously guaranteeing excellent driving performance.



The following info-graphics use an example to summarise the Green Performance innova-
tion of the Series 01, with focus on the new Winter 01.

WINTER 01: performance graph
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WINTER 01: Key points
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The pireLLl Novateck retreading system enhances the high quality of the tyre by extending
tyre life by 30%, as clearly illustrated in the following graphics. This translates into re-
duced environmental impact, in terms of reduced quantity of raw materials used, greater
production efficiency and reduced number of tyres requiring disposal.

Tyre life: environmental impact

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

E Impact on row materials use - 20%

n Impact on energy required fabricate new tyres: - 22%

E Fuel savings > 3%

3.2.3 Cyber™ Tyre

The integration of electronics in tyres is one of the cornerstones of pireLLI’s Premium inno-
vation strategy, aimed at guaranteeing continuous monitoring of key physical parameters,
particularly tyre pressure. The use of tyres who pressure is 20% than its recommended
pressure may result in up to 3% higher fuel consumption, with a correspondingly greater
environmental impact in terms of CO, emissions.




Studies by the U.S. National Transportation Safety Board have shown that for every 20
kPa of under inflation, there is an average increase in fuel consumption of 1%. Further-
more, tyre pressure that is 20% below what it should be causes irregular wear on the
tyre tread and consequently increases wear and tear by 25%, which translates into a 30%
reduction in the lifetime of the tyre.

After offering the K-Pressure™Optic system to the replacement market in past years,
PIRELLI is now able to offer the most advanced system for measuring tyre pressure and
temperature: Cyber™ Tyre “Lean”. This device provides a series of information that makes
it possible to optimise tyre pressure under all load conditions, with additional benefits in
terms of reduced environmental impact.

The extension to trucks of technologies previously developed by rireLLi for car safety is
represented by Cyber Fleet. The first generation of TPMS (Tyre Pressure Monitoring Sys-
tem) and RFId (Radio Frequency Identification) devices were be introduced on the market
for management of truck fleets at the beginning of 2012, on occasion of the Truck Safety
Day held in Livigno (ltaly — Alps).

This technology uses an electronic sensor embedded in the tyre to dialogue simultane-
ously with the driver and the fleet management centre, reporting tyre pressure and tem-
perature in real time. The new system is designed to keep tyres under continuous control,
by measuring any anomalies to assure proper maintenance. This leads to a significant
reduction in the environmental impact from tyre use, by lengthening their useful life and
limiting fuel consumption.

The Cyber Tyre has been offered on the market in two generations:

> The first version by 2012 with the basic characteristics described above;

» The second, more advanced version by 2015, which will benefit from partnerships with
McLaren, Ferrari, Volvo and other high-end car makers.

3.2.4 End-of-life management of tyres

About 1.5 billion tyres are sold every year worldwide (IRSG Report 2010), and they natu-
rally become end-of-life tyres.

In 2010 about 2.7 million tonnes were produced in Europe; in 2007 about 4.6 million
tonnes were produced in the United States, and about 800 thousand tonnes in Japan.
These numbers clearly indicate the dimensions of the phenomenon and its potential envi-
ronmental impact.

In these three cases, the efforts made by institutions, producers and recovery chains
have made it possible to achieve extremely positive results. In Europe, 96% of end-of-life
tyres (ELT) were recycled in 2010. In the United States, nearly 90% of ELT were recycled,
while the corresponding amount for Japan is slightly higher (ETRMA ELT 2010 figures).

The pireLtl Group has been dedicated for years to research on the management of ELTs,
through research and innovation at pireLLl Labs, and in collaboration with leading industry
institutions inside and outside ltaly. pireLLl 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 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, rireLu 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.

The following info-graphic illustrates the phases of activity and type of materials that
characterise tyre recycling.
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Tyre recycling diagram
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PRODUCTS THAT CAN BE OBTAINED FROM RECYCLING ELTS

Tyres are a mix of numerous materials that influence how they are recovered:

> Material recycling: the tyre can be used as-is, or after physical treatment in countless ap-
plications, from civil engineering works to the production of asphalt and compounds ready
to be reused in production processes.

> Energy recovery: 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.

The following info-graphic illustrates the positive evolution of treatment of ELTs between
1996 and 2010.

Evolution of ELTs recovery
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END-OF-LIFE TYRES AND CRADLE-TO-CRADLE APPROACH

PIRELLI Tyre has signed a collaboration agreement with the Danish company Genan, a leader
in the industrial raw material recycling sector, for the development of new technologies in
the tyre production materials field.

The aim of this agreement is joint development of a process for producing recycled raw
materials, beginning with materials derived from discarded tyres that can replace certain
raw materials, including natural rubber.

Recycled rubber has also been reused in tyre compounds. Together with traditional
ELT recovery and disposal methods, this contributes to reduction of their environmental
impact. Current activities will make it possible to improve their quality, as measured by
their affinity to a virgin compound, increasing the quantity used in the compound and then
a further environmental benefit, together with a positive reduction in the consumption of
virgin raw materials.
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3.2.5 Other Businesses

PIRELLI ECO TECHNOLOGY

pIReLLI Eco Technology is the Group company that operates in the diesel vehicle and heat-
ing plant emissions control technology sector. Its head office is located in Italy, and it has
commercial offices in major European countries.

In metropolitan areas, it is becoming increasingly urgent to find effective solutions
for the reduction of air pollution, 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 endothermic engines of
vehicles.

Direct action on these sources represents the most effective and immediate solution for
improving urban air quality. rirei Eco Technology is focused on providing concrete, sus-
tainable solutions to the problem of reducing these emissions, particularly the Feelpure™
filtering system.

pIReLLI Eco Technology has been producing and developing Feelpure™ filtering systems
since 2004 as mufflers to substitute the original equipment mufflers on diesel engines.
They can reduce the mass of diesel engine PM10 emissions by over 90% and NO, emis-
sions by 50% on average.

Feelpure™ solutions are developed both for original equipment (used on new vehicles)
and as retrofit systems for vehicles already on the road, with solutions that are applicable
to all diesel EUROO-EUROS engines operating at any speed.

PIRELLI AMBIENTE

pIRELLI Ambiente is actively engaged on energy and environmental issues, and offers so-
lutions for sustainable development through its subsidiary pirerLi & C. Ambiente S.p.A.,
among other entities. By recovering urban solid waste through its associate Idea Granda,
pIRELLI Ambiente produces HQ-SRF, a high-quality fuel developed and patented with the
contribution of pireLL Labs. Through Solar Utility, pirec.i Ambiente holds an equity interest
in the Danish group Greentech, which is active in the renewable energy field (wind and
photovoltaic power). All the photovoltaic plants previously constructed by Solar Utility
have been contributed to this associate. pireLLI Ambiente Site Remediation offers solutions
for management of environmental problems by conducting environmental due diligence.
Green&CO2 operates in the building energy certification and energy consumption stream-
lining fields to reduce pollution emission.

PZERO FASHION

PZero is the luxury brand extension that is active in the field of industrial design for apparel.

The attention and care dedicated to researching cutting-edge materials and technologi-
cal solutions, both in terms of design and eco-friendliness, represent the Green Perfor-
mance strategy taken by pireLLI with initiatives like PZero.



3.2.6 2012-2014 target and vision to 2015

When it presented its “Sustainability” targets, integrated in the three-year 2012-2014
Industrial Plan and Vision to 2015 presented in London in November 2011, the company
set itself targets in support of its strategy safe for People, safe for the Planet. This means:

» further improvement in the significant performance of its tyres in dry and wet conditions
and noise abatement

> extension of the Green Performance safety characteristics to the consumer markets in China, Latin
America, United States and Mexico and to the industrial markets in China and Latin America;

> strong commitment to research and development of product environmental characteristics

in terms of:
° lower rolling resistance - lower CO, emissions;
° less noise - less noise pollution;

® more mileage - lengthened tyre life;
® improved retreadability - less material for disposal;

® reduced weight - less raw materials used and less impact on natural resources.

The presentation has been published on the site dedicated to the pireLL three-year plan
(http://industrial-plan.pirelli.com/idayPost2011/jsp/index.jsp), from which it can be down-
loaded.

3.3 PROCESS ENVIRONMENTAL SUSTAINABILITY

As previously mentioned, during the tyre life cycle, less than 10% of the environmental
impact is generated by the “process” phase, i.e. production of the tyre, as opposed to
nearly 90% of the impact coming from use of the tyre itself.

The Premium logic that drives development of the company also characterises the ap-
proach to process eco-sustainability, with the latter becoming a distinguishing characteris-
tic of PIRELLI at the international level.

PIRELLI has set itself challenging objectives to reduce the impact of its own processes on
the ecosystem. It announced them to the external community in its Industrial Plan 2011-
2013 with Vision to 2015 and related 2012-2014 update (named Fast Forward) presented
to the market in November 2011.

The objectives concern the specific consumption of energy, uptake of water withdrawal,
CO, emissions, specific waste production and recovery and solvent consumption. They are
defined in the following sections, to which reference is made for appropriate contextuali-
sation and focus.
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3.3.1 A note on methodology

SCOPE OF PERFORMANCE REPORTING

Scope of production sites

UNITED KINGDOM GERMANY ITALY ROMANIA

UNITED b ’ RUSSIA*
STATES

MEXICO*

VENEZUELA

ARGENTINA TURKEY

. PRODUCTIVE UNITS . COMMERCIAL UNITS

* Excluded from reporting as specified in the chapter

The reported performance cover the three-year period 2009 — 2011 and the entire scope
of Group consolidation, as also illustrated in Volume A of the Annual Financial Report at
December 31, 2011. Since the scope of the report is based on the operating-control ap-
proach, the Chinese steel cord production site is not consolidated, insofar as it is an associ-
ate. Visibility is also given to the specific performance of the Tyre business in comparison
with that of the other businesses (pirerLi Eco Technology, pireLi Ambiente, PZero, and
Corporate entities). The Tyre business includes both its production sites and associated
commercial offices.

It should be emphasised that almost the entire environmental impact of pireLLI pro-
cesses is generated by its production sites (about 97%).

As previously specified in the last Sustainability Report, the companies pireLLi Real Es-
tate S.p.A. (now Prelios S.p.A.) and rireLLl Broadband Solutions S.p.A. were sold in 2010.
For the sake of transparent accounting, the numerical tables show the 2009 and 2010
figures related to the two sold entities on a separate line. Instead, the graphics show the
three-year trend for 2009 — 2011 on a comparable scope of consolidation basis.



EXPANSIONS AND NEW SITES

In December 2011, pireLu Tyre acquired a tyre and steel cord production plant located in
Kirov, Russia. Since this acquisition was finalised just a few days before the end of 2011,
the environmental performance of this plant has not been consolidated in this report inso-
far as it did not fall in the scope of pireLLI operations during 2011. This performance will be
reported beginning with the Sustainability Report at December 31, 2012.

In 2011, industrial development continued at Slatina, Romania, with expansion of the
tyre and steel cord production plant, at Yanzhou, China, with expansion of the tyre manu-
facturing plant and a steel cord manufacturing plant, and at Silao, Mexico, where work
continued on construction of a plant that will make high-performance and ultra-high-per-
formance tyres. This latter plant will start up operation in 2012, so its performance will be
reported beginning with the next sustainability report. Each project has been executed
by dedicating maximum attention to all environmental issues, from the design of buildings
to the definition and installation of processes and production machinery, with the aware-
ness that these choices will impact environmental and other types of performance over
the years to come.

3.3.2 Environmental management system and certifications

All pireLL production sites operating at the end of 2011, as well as the Vizzola Ticino tyre
test track, are equipped with environmental management systems designed for continu-
ous improvement of their environmental performance, certified in accordance with the
international standard ISO 14001.

This standard was adopted in 1997, and since 2011 all certificates have been given SAS
international accreditation (the Swiss Accreditation Service that assesses and accredits com-
pliance assessment entities —laboratories, inspection and certification bodies).

New plants are also subject to mandatory implementation and certification of their envi-
ronmental management system pursuant to the ISO 14001 standard. This activity, together
with control and maintenance of previously implemented and certified systems, is coordi-
nated on a centralised basis by the Health, Safety and Environment Department.

3.3.3 Monitoring of environmental performance

The environmental, health and safety performance of every Tyre business production site
is monitored with the web-based Health, Safety and Environment Data Management
(HSE-DM) system, which is elaborated and managed at the corporate level by the Health,
Safety and Environment Department.

PIRELLI has also completed the CSR-DM (CSR Data Management) IT system for managing
Group sustainability information, which is used to consolidate the economic, environmen-
tal and social performance of all Group business units worldwide. Both systems support
consolidation of the performance accounted for in this report.

No spills or other significant environment-related incidents occurred and no fines were
imposed in 2011. A fire in the raw materials warehouse took place at the Gravatai plant.
This fire was promptly controlled and extinguished after prompt response by factory fire-
men assisted by local fire departments. The preparation of internal personnel, who are
constantly given initial and in-service training, combined with the presence of adequate
emergency response systems and equipment, made it possible to reduce the environmen-
tal and human impact to a minimum.
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3.3.4 The process phase

HOW A TYRE IS CREATED

Before describing process performance, the production phases involved in creation of a
tyre are described here. There are two principal phases:

> production of the rubber compounds used in the various components of the tyre: tread,
sidewalls, liner, bead filler, etc.

> construction of the base structure, an actual rubber “framework” that supports all the com-
ponents.

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 syn-
thetic), plasticizers (petroleum derivatives) and binders (mainly carbon black and silica).
The sum of these components represents about 90% of the compound, with the remaining
10% or so being accounted for by other components with specific functions (e.g. acceler-
ating agents, anti-decomposition agents, vulcanizing agents...).

The plasticizers, carbon black, and silica are stored in dedicated silos and sent to a
closed mixer (“banbury”), in which the compound undergoes initial processing. A com-
puter controls and manages the quantities, both for the ingredients from the silos and for
the various ingredients that compose the compound.

During the second phase of mixing, special chemicals — vulcanizing agents and acceler-
ants — necessary for the subsequent phases are added to an open mixer consisting of two
big rollers.

Then, the compound sheet is plunged into a vat ("batchoff”) for final cooling. At this
point, the compound is ready and used to fabricate the tyre tread or other components of
the tyre. 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 may be comprised 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).

Other key parts of the tyre are the tread and the sidewall. The first of these performs
critical functions, such as stopping on dry and wet surfaces. The second is the area close
to the metal rim, which is called the "bead.” The base of the bead is supported by the
ring, comprised of a series of 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. After being cooled, the vulcanized tyre is deburred
to remove any imperfections that might alter its appearance. Then it undergoes an initial
visual inspection (both internal and external, to check that there are no obvious fabrica-
tion defects), which is then followed - in the case of truck tyres — by an X-ray inspection
in specially shielded areas.



The birth of a tyre
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SUSTAINABLE IN-HOUSE TECHNOLOGICAL INNOVATION

The development of production processes is one of the keys to achieving a sustainable
competitive advantage.

PIRELLI boasts a long history of radical innovations in this field, developed in-house, like
the new generation of MIRS - Modular Integrated Robotized System — an exclusive PIRELLI
robotic process, or extension of the PTSM - pireLLi Twin Screw Mixing process — which rep-
resents evolution of the compound system CCM - Continuous Compound Mixing System,
which produces top-quality and top-performance compounds.

These processes guarantee extremely high quality products that are characterised by
their low energy use.

Next MIRS
Next MIRS is the second generation of the pireLLI process for robotic production that has
already gained fame around the world. The eco-sustainable efficiency of Next MIRS is

realised in processes and products, as illustrated below.

Extrusion process

In contrast with the MIRS project, the Next MIRS process 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 lower emissions and
also improved product performance, especially in terms of maintaining the original char-
acteristics of the compounds during use.

Vulcanization process

pIReLLI has developed a new concept that will lead to a more uniform degree of vulcaniza-
tion between the different parts of the tyre.

The production efficiency of the vulcanizer will increase up to 30%, resulting in a sub-
stantial reduction in environmental impact, and particularly:
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> a proportionate reduction in the
number of vulcanizers and moulds,
and thus a reduction in CO, emissions
during production;

> a considerable reduction in the energy
used, mainly for the energy dispersed
by the vulcanizers and thermal plants
serving them.

Products

With the Next MIRS technologies, it is possi-
ble to realise semi-finished products that are
more exact in terms of weight (the variability
of weight is about 1/3 compared with tradi-
tional production processes).

Consequently, it is possible to reduce the
weight of specific products by about -4/5%
and thus, in addition to a corresponding reduc-
tion in raw materials used, realise a significant
reduction in the rolling resistance base load
of the product in use. This will reduce the en-
vironmental impact associated with fuel con-
sumption, beginning with CO, emissions.

The CCM

The pirerti CCM process for producing com-
pounds uses a 100% computer-controlled
pneumatic distribution system to transport
the ingredients from their storage silos to
the twin-screw extruders that operate con-
tinuously. This production technology was
designed by rireLl to manage the complex-
ity of the process deriving from the large
number of ingredients required to produce
the compound, while simultaneously improv-
ing its quality, and thus that of the finished
product.

By means of a specially designed capture
and recycling system for solid materials, CCM
technology has reduced dust levels in produc-
tion areas to extremely low levels.

Compared with a traditional process, the
CCM process also saves energy, enabling a
reduction of approximately 20% in energy
consumption per unit of product.

PTSM

PTSM (Twin Screw Mixing) is the new PiReLLI
process for preparation of compounds and is
the result of a combination of traditional batch
mixing with continuous CCM technology.
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It offers high levels of quality, reliability and
efficiency, developed specifically for the pro-
duction of compounds used in the new Ppire-
Lu tyres. This technology 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 process has optimised the si-
lanization reaction of silica based compounds.
This has made it possible to significantly re-
duce tyre rolling resistance, which directly
translates into vehicle fuel savings and lower
CO, emissions.

The PTSM technology streamlines produc-
tion efficiency, guaranteeing productivity in-
creases of at least 300% as compared with
the previous continuous CCM technology.

During execution of the PTSM project, spe-
cial attention was also dedicated to definition
of the layouts, significantly limiting the final
dimensions of the plants and reducing their
industrial impact.

As previously illustrated (when describing
open innovation activities), within the context
of the framework agreement for construc-
tion of the Settimo Torinese Technological
and Production Centre for the fabrication of
Green Performance and thus lower environ-
mental impact tyres, in 2011 pireLu Tyre and
the Turin Polytechnic continued their joint re-
search and technological innovation projects
begun in 2008, dedicated to further innova-
tion of PTSM and Next MIRS processes and
the “intelligent” Cyber Tyre, as previously de-
scribed in this report.

3.3.5 Environmental performance

In 2011 tyre production volumes surpassed
the levels reported in 2010. The specific per-
formance indicators reported below were
calculated on these volumes.

The effect of efficiency improvement meas-
ures combined with better use of production
plants to achieve saturation, have resulted in
good environmental performance, although
the effects resulting from expansion of certain
sites and production have materially impacted
certain environmental parameters, with the
most visible effect on waste output.

Performance as measured by energy con-
sumption and greenhouse gas emissions is cal-



culated on the basis of coefficients obtained
from the following official sources:

» PCC: Guidelines for National Green-
house Gas Inventories (2006);

» IEA: CO, emissions from fuel combustion;

and are reported according to the scheme
proposed by:

» GHG Protocol: a Corporate Accounting
and Reporting Standard.

Specifically in regard to scope 2 equivalent
CO, emissions, the average national coeffi-
cients are defined according to the last year
available in the aforementioned reports and
are updated annually.

ENERGY

PIRELLI monitors and reports its own energy
consumption by using two principal indicators:

> absolute consumption, measured in TJ,
which includes the total consumption
of electric energy, natural gas, and pe-
troleum derivatives (fuel oil, gasoline,
diesel, and LPG);

> specific consumption, measured in GJ
per tonne of finished product, which
indicates the energy used to produce a
tonne of finished product. The specific
consumption is the index used to
measure process quality, regardless of
annual production volumes.

The pireLLl Industrial Plan has set a target to
reduce its specific consumption of energy by
15% from its 2009 level by 2015.

In 2011, the energy efficiency improvement
plan continued to be implemented at all
Group plants. Initiated several years ago, it is
characterised by measures aimed at:

> improving energy management
systems, by exactly measuring con-
sumption and focusing daily on techni-
cal indicators;

> improving the quality of energy trans-
formation by streamlining resource and
plant use;

> improving the efficiency of distribution
plants;
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SPECIFIC
ENERGY
CONSUMPTION

VS.
2009

> improving the efficiency of production
plants;

> recovering energy for other uses;

» applying targeted maintenance plans in
order to reduce energy-waste.

The following tables and graphics illustrate the
trends of absolute and specific consumption
by the Group during the three-year period
2009 - 2011.



Energy consumption

14,000 17

13,000 — 15

12,000 13

11,000 11

10,000 9
9,000 7
8,000 5

2009 2010 2011

= ABSOLUTE [TJ]
SPECIFIC [GJ/tonFP]

ENERGY CONSUMPTION

2009 2010 2011
Tyre (TJ) 11,850 12,600 13,080
Other Businesses (TJ) 80 70 50
ABSOLUTE (TJ) 11,930 12,670 13,130
Dismissed 40 30
businesses (TJ)
SPECIFIC (GJ/tonFP) 15.01 14.15 13.82

The downward trend in specific consump-
tion as measured by the targets set for 2015
appears to be firmly underway, and at De-
cember 31, 2011 shows a performance of
over -2% compared with 2010 and about
-8% compared with 2009. In 2011 efficiency
measures made it possible to save over 310
TJ. The previous year they generated sav-
ings of about 770 TJ.

This excellent result has been achieved in
spite of the negative impact stemming from
growing focus on the production of higher
energy content products, i.e. Premium prod-
ucts, local contingencies having nothing to
do with planned efficiency measures, and the
growing impact of the steel cord business on
Group consumption indices. All these varia-
bles have rendered the efficiency plan more
dynamic and continuously up to date.

The following graphics illustrate the dif-
ferent energy sources used by pireLL in 2011
and, in particular, the proportion of renew-
able energy against all electric power pur-
chased.
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Distribution of energy sources - 2011

NATURAL

PURCHASED
GAS STEAM
31% 22%
OTHERS

1%

ELECTRICITY
FUEL OIL 43%
3%

Distribution of primary energy of
purchased electricity - 2011

RENEWABLE
40%

e

NON-

RENEWABLE
60% -

GREENHOUSE GAS EMISSIONS

PIRELLI has monitored and reported its CO,
equivalents emission since 2002. CO, is de-
fined as "equivalent” insofar as it accounts
for the contribution - albeit marginal - made
by methane (CH,) and nitrous oxide (N,O).
Greenhouse gases are generated by the
combustion of hydrocarbons at production
sites, mainly to operate heat generators that
power Group plants, and particularly those
that produce steam for vulcanizers, or by the
consumption of electrical or thermal energy.



2015:
=-15%

SPECIFIC
CARION

EMISSIONS

VS.
2009

The first are called “direct emissions” or
scope 1 emissions insofar as they are pro-
duced at company production sites, while
the emissions resulting from electric power
or thermal energy consumption are defined
as "indirect emissions”, or scope 2 emissions
insofar as they are not produced within the
perimeter of company production sites but
at the plants that generate the energy and
steam purchased and consumed by pireLLI.

It must be pointed out that tyre produc-
tion industry is not carbon-intensive, so
that it is covered by the European Emission
Trading Scheme only in reference to ther
mal plants having more than 20 MW of in-
stalled power.

As in the case of energy, PIRELLI monitors
and accounts for its direct and indirect CO,
emissions (either scope 1 or scope 2 as de-
fined above) by using two principal indicators:

» absolute emissions, as measured in
tonnes;

> specific emissions, as measured in
tonnes per tonne of finished product.

The pireLLl Industrial Plan has set a target to
reduce its specific CO, emissions by 15%
from its 2009 level by 2015.
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The following tables and graphics illustrate
the performance of absolute and specific
emissions of the Group during the three-year
period 2009 — 2011. There was a reduction
of over 3% in specific emissions in 2011 as
compared with the previous year, and about
8% from 2009.

Emission of CO, equivalents

1,130,000 1.2
1,100,000 1.0
900.00 — 0.8
700,000 — 0.6
500,000 — 0.4
300,000 o r 0.2
2009 2010 2011
== ABSOLUTE [ton]
SPECIFIC [ton/tonFP]
EMISSION OF CO, EQUIVALENTS
2009 2010 2011
Tyre (ton) 825,850 890,200| 913,230
Other Businesses (ton) 7,780 6,480 4,120
ABSOLUTE (ton) 833,630| 896,680 917,350
Dismissed 3,430 2,200
Businesses (ton)
SPECIFIC (ton/tonFP) 1.050 1.002 0.965

The achieved performance benefited mainly
from the lower specific consumption of ener-
gy, resulting from efficiency measures. Again
in 2011 direct emissions represent the lesser
part (about 27%) of total emissions, as illus-
trated in the following graphic.



CO, equivalents emission by scope - 2011

DIRECT
(scope)
27%

A

INDIRECT
(scope2)
73%

The management system of pireLLl regard-
ing CO, emissions will be verified by third
party audit within May 2012. The verifica-
tion will be carried out under the standard
ISO 14064-3 and will satisfy the criteria of
relevance, competence, independance, ter-
minology and methodology.

Also in 2012 pirerul will join the Carbon Dis-
closure Project - Investor. In 2011 question-
naire Pirelli obtained a disclosure score of 80
points on 100 and it has been classified in the
highest scoring area: Senior Management.

INITIATIVES FOR OFFSETTING
AND MONITORING CO, EMISSIONS

Sustainability Day 2012

The pireLLi Sustainability Day was held on
January 23, 2011. This was an international
conference on sustainability and road safety,
entitled “A safe road to the future”. During
the event, pireLLl initialled a voluntary agree-
ment with the Environment Ministry in order
to reduce the climate impact of activities in-
volved in the production and use of its tyres.
In accordance with the sustainable ap-
proach adopted by pireLLi in all its activities,
the “Sustainability Day” was subject to cer-
tification according to the BS8901 standard,
with it being classified as “Advanced”. The
BS8901 standard regulates the sustainable
management of events. Consequently, inde-
pendent assessment for issuance of the cer-
tificate concerned management of all social,
health and safety aspects throughout the en-
tire supply chain involved in planning and real-
ising the event. In this context, the CO, emis-
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sions generated during “Sustainability Day’
were fully offset by reforestation activities.

In fact, rirer decided to finance about
4,000 square metres of forest for one year
as part of the project to restore degraded
areas and reforestation in the provinces of
Céceres and Cravo Norte in Colombia, where
PIRELLI operates a commercial affiliate. The re-
forestation project, also known as “Asorpar”,
identified through collaboration with South
Pole Carbon, began in 2002 and is located in
an area of Colombia where forest resources
have been heavily damaged by illegal gold
mining, the cultivation of coca and unsustain-
able agricultural practices. In light of normal
reforestation practices, this project aims to
recreate the native forest. Biodiversity is be-
ing restored through the planting of land with
over 20 different plant species. This has led to
a rapid repopulation of the area by other wild
plant species and a multitude of local animals,
such as turtles, parrots and monkeys. Thus far,
the project has created more than 11,000 hec-
tares of protected and monitored forest, and
it has received validation and certification by
the Climate, Community and Biodiversity Alli-
ance with the CCBS Standard, the certificate
that covers the most virtuous reforestation
projects in terms of their environmental and
social benefits, while certification for reduc-
tion in CO, emissions has been issued by the
independent auditor Environmental Services,
Inc. in compliance with the VCS (Verified Car-
bon Standard).

Vizzola Ticino test track

pIRELLI Tyre has financed 5,657 square metres
of forest growing inside the Parco Rio Val-
lone and 5,829 square metres of forest grow-
ing in Costa Rica, thereby offsetting the CO,
emissions generated by the cars used for tests
at the pireLL Vizzola Ticino Test Track. This ac-
tivity is part of the Lifegate Impatto Zero pro-
ject.

Company car fleet policy

A new internal policy was drafted at the
end of 2011 that is applicable to the man-
agement of the company car fleet in Italy.
It will involve all cars assigned to executives
and the sales force. This policy envisages



that the CO, emissions of every vehicle be
offset by means of reforestation of areas in-
side and outside Italy, which are duly and of-
ficially certified.

Aside from being an incentive to choose
more sustainable cars, the new Policy has
the merit of spreading the culture of envi-
ronmental responsibility in a simple, tangible
way, through the direct participation of em-
ployees.

Monitoring CO, for transport

During 2011 monitoring of CO, emissions
from train, air and car travel by Italian em-
ployees continued. This contribution has
been estimated to account for about 0.7%
of all Group emissions. In view of reducing
this impact, internal policies have been im-
plemented to reduce travel whenever they
can be substituted for by conference or vid-
eo calls.

The providers of logistic services had a
marginal impact. An analysis was conducted
in 2011 to measure both the degree of en-
vironmental sensitivity and climate impact
resulting from their activity for pireLui. The
analysis revealed significant opportunities for
improvement, which will be mentioned by
the company in communications with suppli-
ers and during future training sessions.

In view of properly measuring the environ-
mental impact of logistics, it must be pointed
out that in the life cycle of a tyre, the impact
stemming from distribution accounts for less
than 1% of the total impact stemming from
the other phases of the life cycle (first and
foremost the usage phase).

NOy EMISSIONS

NOx emissions (both in absolute terms and
according to unit of output) are directly
impacted by the energy consumption illus-
trated above. Therefore, both the recorded
trends and forecast future trends track those
for energy consumption.
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NOXx Emissions

2,500 2.50

2,000 2.00

1,500 —1.50

1,000 —1.00

500 - + 0.50
2009 2010 2011
== ABSOLUTE [ton]
SPECIFIC [kg/tonFP]
NOx EMISSIONS
2009 2010 2011

Tyre (ton) 1,730 1,860 1,970
Other Businesses (ton) 20 10 10
ABSOLUTE (ton) 1,750 1,870 1,980
Dismissed 10 5
Businesses (ton)
SPECIFIC (kg/tonFP) 2.192 2.089 2.087

Distribution of NOx emissions- 2011

DIRECT
18%

INDIRECT
82%

WATER

The economic, environmental and social
value of water continues to increase, with
the consequent need to increase the com-
mitment and energy dedicated to reducing
the exploitation of water resources through
more efficient use.

Although the tyre production process is
not water intensive, responsible water man-
agement is one of the key points of pireLLI



policy, in the conviction that all members of
society must do what it can to support glob-
al sustainability.

2015:
-7 0%

SPECIFIC
WATER

WITHDRAWAL
VS.
2009

PIRELLI initiated a specific project in 2010 to
reduce its impact on water resources. On
the one hand, the “Water Project” aims to
continue existing measures for streamlining
internal consumption, while complementing
them with new ones as necessary, and on
the other hand, identifying and managing its
own water footprint, i.e. the impact made
on water resources tied to the existence and
activities of pireLLI throughout the world.

PIRELLI monitors and accounts for its own water
withdrawal by using two principal indicators:

» absolute withdrawal, as measured in
cubic metres;

> specific withdrawal, as measured in
cubic metres per tonne of finished
product.

The pireLLi Industrial Plan has set a target to
reduce its specific water withdrawal by 70%
from its 2009 level by 2015.
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Water withdrawal

20,500 20.50
15,500 15.50
10,500 — —10.50
5,500 —5.50
500 + + 0.50
2009 2010 2011
m— ABSOLUTE [10"3m?]
SPECIFIC [m*/tonFP]
WATER WITHDRAWAL
2009 2010 2011
Tyre (1073m?3) 14,150 14,420 12,440
Other Businesses 70 50 40
(107°3m?3)
ABSOLUTE (1023m3) 14,520 14,470 12,480
Dismissed 50 30
Businesses (1023m3)
SPECIFIC (m3/tonFP) 18.3 16.2 131

As shown by the trends illustrated in the follow-
ing graphics and tables, results have already
started to be seen: at December 31, 2011 the
specific withdrawal of water had fallen by 19%
from 2010 and by 28% from 2009.

In turn, the following graphics show the
different sources of water used by pireLLI ac-
tivities in 2011 and, in particular, the portion
used by different businesses.



Distribution of hydric sources - 2011

AQUEDUCT
10%
*\ EXTERNAL
WELLS
16%
ﬁ

INTERNAL WELLS
74%

Distribution of water by type of activity - 2011

OTHERS ECO TECH
STEELCORD  2.1% 0.2%
10.8% N\ /
TYRE
86.9%
=

In regard to water discharges and emissions
into water:

> the volume of discharged water is
about 8 million cubic metres, of which
more than 70% was returned to surface
catch basins, while about 30% was col-
lected in sewage systems, into which
non-industrial waste water was also
channelled;

> before being discharged in the final
catch basin, industrial waste water is
subjected to periodic analysis, which
has not revealed any violation of
maximum concentrations allowed by
local standards.

Specifically in regard to the quality of discharg-
es, the data elaborated thus far show that for
a tonne of finished product, about 110 g of To-
tal Suspended Solids, 140 g of COD and about
30 g of BOD, are discharged.
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WASTE

Current levels of economic growth and social
development impose new models for con-
sumption and production. On global scale,
mankind is extracting a quantity of resourc-
es for the production of goods and services
that far exceeds the capacity of our planet to
regenerate them. The consequences of this
phenomenon negatively impact economic
variables, increases in the price of raw ma-
terials, conservation of the environment and
the quality of life of all of us.

For this reason, the capacity to reduce re-
source waste and increase the quantity of
raw materials resulting from waste recov-
ery will represent increasingly strategic ele-
ments for enhancing business values.

2015:
+15%

RECOVERED
WASTE

VS.
2009

The previous sections of this report have de-
scribed the activities promoted by pireLLI in
regard to use of alternative raw materials
that are derived from, inter alia, waste recov-
ery. Now it wishes to complete this descrip-
tion by proposing the approach adopted for
improving the environmental performance
resulting from the production and manage-
ment of waste, pursued through the follow-
ing activities:



> innovation of production processes,
with the aim of preventing the produc-
tion of waste at the source, progres-
sively reducing processing discards
and replacing current raw materials
with other new ones that have a lower
environmental impact;

> operating management of gener-
ated waste, aimed at identifying and
ensuring the selection of waste treat-
ment channels that can maximise their
recovery and recycling;

> streamlining packaging management,
both for the packaging of purchased
products and the packaging for
products made by the Group;

> reducing tyre weight (dematerializa-
tion): this way, with equal or superior
performance, the weight of waste to
be handled at the end of the useful
life of the product will be reduced, in
addition to reducing the consumption
of raw materials need to produce them.

Waste production

145,000 145.00

125,000 — - 125.00

105,000 — - 105.00
85,000 — I—85.00
65,000 — - 65.00
45,500 —

25,000 — —25.00
5,000 +  5.00
2009 2010 2011

= ABSOLUTE [ton]
SPECIFIC [kg/tonFP]
WASTE PRODUCTION
2009 2010 2011

Tyre (ton) 108,550 126,060 134,420
Other Businesses (ton) 80 60 60
ABSOLUTE (ton) 108,360 126,120 134,480
Dismissed - - -
Businesses (ton)

SPECIFIC (kg/tonFP) 136.2 140.5 141.5
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PIRELLI monitors and accounts for waste out-
put and recovery by using the following prin-
cipal indicators:

» absolute production, as measured in
tonnes;

» specific production, as measured in kil-
ograms per tonne of finished product;

> recovery, measured as the percentage
of total waste produced.

The pireLLl Industrial Plan has set the target
of reducing the quantity of specific waste
produced by 5% from its 2009 level by 2014,
increasing recovery by 15% by 2015.

There was a slight increase in the specific
production of waste in 2011, or +0.7% from
2010. This result confirms the effectiveness
of the measures adopted to manage waste,
considering that the annual growth rate had
reached +3.2% in 2010 from 2009. But that
is not all: the +0.7% figures consolidates
the 2011 impact of expansion and industri-
alisation of certain sites, which by their na-
ture involve the production of extraordinary
quantities of waste as compared with a fully
operating production site.

In turn, the following graphics illustrate
the percentage weight of hazardous and
non-hazardous waste as measured against
the total of waste produced, with the trend
for waste recovery over the last several years
having grown in 2011 from 2010.

Distribution of waste type - 2011

HAZARDOUS
13%

RN

NON-
HAZARDOUS
87%



Waste - distribution by type of treatment

100%

29%

80% 28% 36%

72% . 64% . 71%

2009 2010 2011

Lanfill of thermal destruction without energy recovery

B Recovery (re-use and recycle included)

Handling of packaging

Different procedures for handling packaging
materials exist for different types of prod-
ucts. 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
99% of all Group sales in 2011.

In order to reduce the packaging materi-
als used for making product sales, the Steel
Cord business unit manages and streamlines
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 materials, 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 specifical-
ly, attention has been focused on replacing
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 the possibility of using a tra-
ditional wood pallet once or at most twice.
Reducing waste generates obvious benefits.

At December 31, 2011 about 90% of pal-
lets are returned by customers to steel cord
production sites, and all the pallets transiting
in these flows are made of plastic or metal.
The remaining 10% is comprised of wood pal-
lets. Assessments are currently underway to
identify the most sustainable solutions for the
types of flows in which they are used.
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SOLVENTS

Solvents are used as secondary process in-
puts, mainly for cleaning vulcanized rubber.
In turn, emissions of volatile organic com-
pounds (VOC) are released by the evapora-
tion of solvents.

PIRELLI monitors and reports its own con-
sumption of solvents (and thus emission of
VOC) by using two principal indicators:

> absolute consumption, as measured in
tonnes of solvent

» specific consumption, as measured in
kilogrammes of solvent per tonne of
finished product.

The target for specific solvent consumption
calls for a 15% reduction by 2013 from the
2009 level. The reduction in specific con-
sumption is pursued both through stream-
lined use of solvents and by progressive im-
plementation of solvent-free technologies.
As shown in the following graphic, the ab-
solute consumption of solvents fell by 6%
in 2011 from 2010, while their specific con-
sumption fell by 10%.

Following the installation and activation
of catalytic abatement plants at certain
production sites, the estimated quantity of
volatile organic compounds (VOC) released
in the atmosphere in 2010 was significantly
lower than the tonnes of solvents consumed.

Solvent consumption

3,500 3.50
3,000 3.00
2,500 -2.50
2,000 I-2.00
1,500 — —1.50
1,000 — - 1.00

500 o F 0.50

2009

2010 2011

= ABSOLUTE [ton]
SPECIFIC [kg/tonFP]



SOLVENTS CONSUMPTION

2009 2010 2011
Tyre (ton) 2,640 2,990 2,850
Other Businesses (ton) -
ABSOLUTE (ton) 2,640 2,990 2,850
Dismissed -
Businesses (ton)
SPECIFIC (kg/tonFP) 3.31 3.33 3.00

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 closed circuit air condi-
tioning plants.

Except for accidental and unforeseeable
leaks of these 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
combustion of diesel and fuel oil, was esti-
mated to be about 200 tonnes in 2011.

Biodiversity

For pireLLi, the integration of its sites within
the local territorial context is an essential as-
pect of its sustainable activity. It does so by
focusing the greatest attention on guaran-
teeing that its own activities do not interfere
with the biodiversity that characterise them.
There are currently three pireLu sites located
inside or near protected areas having a high
value for biodiversity.

The Vizzola Ticino site, which has an area
of 26 hectares, is part of the Parco del Ticino
in Lombardy, an MAB (Man and Biosphere, a
collection of 425 biosphere reserves located
in 95 countries around the world) area of
UNESCO. Impact on the environment and
biodiversity in the area is not significant.
Nonetheless, a ISO 14001 certified environ-
mental management system has been imple-
mented to assure the greatest possible level
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of environmental protection, including the
relationship with principal stakeholders.

In addition to the Vizzola site, another
two rireLLl production units are located ei-
ther adjacent to protected areas and/or of
major value for biodiversity. This is the Breu-
berg site in Germany, measuring 68.7 hec-
tares, which is located opposite an area pro-
tected under state law, and the Gravatai site
in Brazil, measuring 57.4 hectares, including
16 hectares of land ecosystem protected un-
der federal law. In both cases, the presence
of the ISO 14001 certified environmental
management system guarantees that all po-
tential environmental impact, although as-
sessed to be low or absolutely insignificant,
must be duly considered in order to reduce
all possible impact to a minimum.

In January 2012, the Gravatai, Brazil pro-
duction site sponsored and actively partici-
pated in renewal of the Rio Gravatai, which
flows near the site. The event, organised by
public authorities, engaged the local com-
munity for organisation of this precious
source of natural water and its ecosystem, in
order to enhance and protect its biodiversity.

CAPITAL EXPENDITURE FOR IMPROVEMENT
OF ENVIRONMENTAL PERFORMANCE

Capital expenditure in 2011 to improve the
environmental performance of production
sites totalled Euro 4.2 million, increasing by
a little less than 25% from the previous year
and 33% from 2009.

A new “green accountability” procedure
was introduced at the end of 2011, aimed at
improving the monitoring of environmental
variables characterising environmental sus-
tainability.










Social Dimension
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4. SOCIAL DIMENSION

4.1. INTERNAL COMMUNITY

“The riIrReLll Group recognises the crucial importance of human 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 climate of fairness and mutual trust.

The pireLLl Group safeguards health, safety and industrial hygiene in the workplace,
both through management systems that are continually improving and developing and
by promoting an approach to health and safety based on prevention and the effective
handling of occupational risk. The pireLLl Group considers respect for workers’ rights as
fundamental to the business.

Working relationships are managed by placing particular emphasis on equal op-
portunity, on furthering each person’s career development, and on turning their diversity
to account by creating a multi-cultural working environment.”

(The Values and the Ethical Code — Human Resources).

SOCIAL DIMENSION

“The pireLl Group has been and remains firmly committed to compliance with the princi-
ples of Equal Opportunities in the workplace, without any form of discrimination on the
basis of gender, marital status, sexual orientation, religious or political beliefs, union mem-
bership, colour, ethnic origins, nationality, age or disability.

[...]
The pireLLl Group is committed to the prevention of discrimination in all areas of working
life, including selection and all decisions related to remuneration, professional status, the
assignment of responsibilities, training and career development. All such decisions are
made solely and exclusively on the basis of the competencies, experience and profes-
sional potential that individuals possess and the results that they achieve.”

(Group Equal Opportunities Statement)

The above principles of the Ethical Code are detailed in the Group Social Responsibility
Policy for Occupational Health, Safety and Rights, and Environment. The commitments
made by Pirelli with this Policy are based on the SA8000® Standard, which for years has
been the benchmark for Group social responsibility, and the Principles of the United Na-
tions Global Compact, of which pireLLI has been a member since 2004.

4.1.1. Pirelli employees around the world

A NOTE ON METHODOLOGY

The headcount at December 31, 2011 was 34,259 employees (29,573 in 2010 and 29,570
in 2009), including the acquisition of 2,772 employees at the Kirov, Russia plant in De-
cember 2011. The social and environmental performance of the Kirov plant has not been
considered in this report since the plant was not included in pireLLi scope during 2011. Its
performance will be accounted for in the Sustainability Report beginning in 2012.

Therefore, all the social performance indicators mentioned in this report are calculated
on a comparable basis to the previous years, and thus without reflecting the impact of Kirow.

On a comparable basis, the headcount at December 31, 2011 was 31,487. The follow-
ing table reflects their distribution on four continents.
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BREAKDOWN OF EMPLOYEES BY CATEGORY*

2011 EXECUTIVE WHITE COLLARS BLUE COLLARS TOTAL
TYRE 280 5,317 25,227 30,824
OTHER BUSINESSES 45 451 167 663
PIRELLI TOTAL 325 5,768 25,394 31,487
Acquisition of Kirov Russia plant 2,772
GRAND TOTAL 34,259
&}
= 2010
=
3 TYRE 253 5,093 23,519 28,865
g OTHER BUSINESSES 49 464 195 708
| PIRELLI TOTAL 302 5,557 23,714 29,570
= 2009
—
>
I
= TYRE 232 5,029 22,220 27,481
o~
o OTHER BUSINESSES 175 1,637 277 2,089
A
E PIRELLI TOTAL 407 6,666 22,497 29,570
- 2011 vs 2010
e
d TYRE 27 224 1,708 1,959
2 OTHER BUSINESSES** -4 -13 -28 -45
E PIRELLI TOTAL 23 21 1,680 1,914
& 2011 vs 2009***
-
w TYRE 48 287 3,007 3,343
OTHER BUSINESSES -130 -1,186 -110 -1,426
PIRELLI TOTAL -82 -899 2,897 1,917

*  All figures for the breakdown of employees shown in this section are expressed as Full Time Equivalent.

**  This includes Corporate, P. Ambiente, P. Zero, P. Eco-Tech; for 2009 it also includes the businesses sold in 2010 (Real Estate S.p.A., now
Prelios S.p.A., and Broadband Solutions S.p.A.), whose resources were no longer on the payroll at December 31, 2010. discontinued
in 2010, whose employees were no longer on the payroll at December 31, 2010

*** The delta 2011 from 2009 in the section “Other Businesses” includes the reduction of 1267 units for the discontinued operations sold
in 2010 (Real Estate S.p.A., now Prelios S.p.A., and Broadband Solutions S.p.A.).

EMPLOYEES BREAKDOWN BY GEOGRAPHIC AREA AND GENDER

2011
TYRE OTHER BUSINESSES* PIRELLI TOTAL

Man Woman TOT Man Woman TOT Man Woman TOT
EUROPE 9,565 1416 10,981 347 275 622 9,912 1,691 11,603
NAFTA 432 58 490 0 0 0 432 58 490
CENTRAL AND 12,675 527 13,202 0 0 0 12,675 527 13,202
SOUTH AMERICA
MEA 3,288 68 3,296 0 0 [} 3,288 68 3,296
ASIA PACIFIC 2,427 428 2,855 37 4 41 2,464 432 2,896
TOTAL 28,327 2,497 30,824 384 279 663 28,711 2,776 31,487

* it includes Corporate, P Ambiente, PZero, P. Eco-Tech; for 2009 it includes also the businessed Real Estate and Broadband Solutions

dismissed in 2010, the resources of which weren’t anymore in the organic at 31.12.2010



2010
TYRE OTHER BUSINESSES* PIRELLI TOTAL

Man Woman TOT Man Woman TOT Man Woman TOT
EUROPE 9,293 1335 10,628 391 283 673 9,684 1,617 11,301
NAFTA 246 39 285 0 0 0 246 39 285
CENTRAL AND 11,975 547 12,522 0 0 0 11,975 547 12,522
SOUTH AMERICA
MEA 2,927 56 2,983 0 0 0 2,927 56 2,983
ASIA PACIFIC 2,161 286 2,447 32 3 35 2,193 289 2,482
TOTAL 26,602 2,263 28,865 423 286 708 27,025 2,548 29,573

2009
TYRE OTHER BUSINESSES* PIRELLI TOTAL

Man Woman TOT Man Woman TOT Man Woman TOT
EUROPE 9.229 1297 10,526 1,112 973 2,085 10,341 2,270 12,611
NAFTA 242 45 287 0 0 0 242 45 287
CENTRAL AND 11,190 522 11,711 4 0 4 11,194 522 11,715
SOUTH AMERICA
MEA 2,780 54 2,834 0 0 0 2,780 54 2,834
ASIA PACIFIC 1860 263 2,123 0 0 0 1,860 263 2,123
TOTAL 25,301 2,180 27,481 1,116 973 2,089 26,417 3,153 29,570

* It includes Corporate, P. Ambiente, P. Zero, P. Eco-Tech, for 2009 it includes also the businessed Real Estate and Broadband Solutions
dismissed in 2010, the resourches of wich weren’t anymore in the organic at 31.12.2010

2011 vs 2010

TYRE OTHER BUSINESSES* PIRELLI TOTAL
Man Woman TOT Man Woman TOT Man Woman TOT
EUROPE 271 82 353 -44 -8 -51 228 74 302
NAFTA 186 19 205 0 0 0 186 19 205
CENTRAL AND 700 -20 680 0 0 0 700 -20 680
SOUTH AMERICA
MEA 301 12 313 0 0 0 301 12 313
ASIA PACIFIC 266 142 408 5 1 6 271 143 414
TOTAL 1,724 234 1,959 -39 -7 -45 1,686 228 1,914
2011 vs 2009**
TYRE OTHER BUSINESSES* PIRELLI TOTAL
Man Woman TOT Man Woman TOT Man Woman TOT
EUROPE 335 119 455 -765 -698 -1,463 -430 -579 -1,008
NAFTA 190 13 203 0 0 0 190 13 203
CENTRAL AND 1,486 5 1,491 -4 0 -4 1,482 5 1,487
SOUTH AMERICA
MEA 448 14 462 0 0 0 448 14 462
ASIA PACIFIC 567 165 732 37 4 41 604 169 773
TOTAL 3,026 317 3,343 -732 -694 -1,426 2,294 -377 1,917

* itincludes Corporate, P. Ambiente, P. Zero, P. Eco-Tech. for 2009 it includes also the businessed Real Estate and Broadband Solutions
dismissed in 2010, the resources of wich weren’t anymore in the organic at 31.12.2010
** the delta 2011 vs. in the section “Other Businesses” includes the reduction of 1267 units related to the dismissed activities (Real
Estate and Broadband Solutions) during 2010
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TYPE OF EMPLOYMENT CONTRACT

Type of employment contract 2009 2010 2011 11 vs 10 11 vs 09
Unlimited term 92.4% 91.2% 91.6% 0.5% -0.8%
Limited term 7.0% 8.4% 8.1% -0.3% 1.1%
Temporary 0.6% 0.4% 0.3% -0.1% -0.3%
Part-time (% on total FTE) 0.7% 1.0% 0.8% -0.1% 0.1%
Internship/Others 401 612 415 -197 14

EMPLOYEE FLOW BY GEOGRAPHIC AREA, GENDER AND AGE GROUP

The following data refer to incoming/outgoing employees. The disposals and acquisitions
of companies or business units, and changes in work schedules from full to part-time are
not considered. Breakdown of flows by gender and age group relate to 2011.

Employees flow by geographic area in the three-years 2009 - 2011

2011 2010 2009
IN out IN out IN out
EUROPE 1,606 1,218 1,449 1,445 852 2,164
NAFTA 245 35 38 32 18 18
CENTRAL AND 3,191 2,525 2,978 2,025 1,741 1,956
SOUTH AMERICA
MEA 1,018 688 732 527 429 421
ASIA PACIFIC 1,142 693 895 523 555 298
TOTAL 7,202 5,159 6,093 4,552 3,595 4,857

2011 employees flow by gender and age group

IN ouT
<30 30-50 >50 Man Woman <30 30-50 >50 Man Woman

EUROPE 62% 35% 3% 85% 15% 49% 40% 1% 88% 12%
NAFTA 68% 31% 0% 89% 11% 40% 60% 0% 74% 26%
CENTRAL AND 71% 29% 0% 95% 5% 61% 36% 3% 95% 5%
SOUTH AMERICA

MEA 96% 4% 0% 98% 2% 84% 14% 2% 99% 1%
ASIA PACIFIC 85% 15% 0% 81% 19% 86% 14% 0% 90% 10%
TOTAL 75% 25% 1% 91% 9% 64% 31% 4% 93% 7%

The pireLL headcount at December 31, 2011 was 34,259 employees, including the acquisi-
tion of 2.772 employees at the Kirov, Russia plant in December.

On a comparable consolidation basis, the headcount at December 31, 2011 was 31,487
employees, for a net increase of 1,914 employees a year earlier, including 234 executives
and white collar employees and 1,680 blue collar workers.

The overall change in employees in 2011 was characterised by substantial growth.

In the mature countries', efficiency improvement plans continued with technological and
organisational restructuring at Settimo Torinese, with the launch of the new Car and Truck
Centre (-23 resources). The same was done in Germany, in accordance with the targets
defined in the 2009 agreement (-70 employees). At the same time, young, new university
graduates and senior employees were hired in Italy to support new growth initiatives in the
Product, Operations and Sales & Marketing areas (+86 employees).

1 These are countries where Pirelli operates that have been internationally defined as “mature” markets, i.e. “non-emerging markets.”



In emerging markets?, the increases in production volume contributed to expansion of
the workforce in China (+409), Romania (+348), Turkey (+199) - following the start-up of
Formula 1 tyre production — Brazil (+594) — both in terms of volumes and specific industrial
projects — and in Mexico (+199), with training planned for start-up of the new factory.
The changes resulting from incoming and outgoing employees in 2011 shows a sharp
increase in hiring from the previous year, mainly due to the increased volume of factory
production.

pIReLLI does not employ anyone under the age of 14. The Tyre Sector employs 30 young
workers between 16 and 18 years of age (12 in Brazil, 9 in Germany, 3 in Switzerland, 2
in the United Kingdom and 4 in Venezuela), and 4 young workers between the ages of 14
and 16 on an exceptional basis (2 in Brazil, 1 in Germany and 1 in Switzerland), as part of
training and induction schemes in compliance with local laws.

4.1.2. Diversity management

PIRELLI is characterised by its multicultural context, where individuals express an enormous
wealth of diversity. Culturally aware management of that diversity simultaneously offers
the company a competitive advantage and shared social value.

The commitment made by pireLLI to equal opportunity and development of diversity at the
workplace is stated in the Group's principal sustainability documents: the Ethical Code ap-
proved by the Board of Directors, in the Group Social Responsibility Policy for Occupational
Health, Safety and Rights, and Environment and in the Equal Opportunities Statement, both
signed by the Chairman. These documents have been distributed to all employees in their
local language and published on the institutional website www.pirelli.com / Sustainability.

Aside from the respect of differences, what has to unite all rireLui affiliates in the same
corporate culture are its corporate values, policies and rules, which are applied worldwide,
with the only difference lying in the language used to translate them.

International scope is a defining characteristic of the Group: we operate in over 160
countries on five continents, and 88% of its employees work outside Italy at December 31,
2011. Awareness of the cultural differences that create our identity underlies the Group's
reliance on managers having local origins: 83% of senior managers work in their country
of origin. In order to develop the innovative and managerial potential inherent in multicul-
turalism and in different professional contexts, the company promotes the growth of its
managers through international intercompany transfers (see the following paragraph). It is
no accident that 54% of the senior managers on active duty in 2011 have had at least one
intercompany assignment in another country during their professional career. Moreover,
at December 31, 2011, 15% of all managers on foreign assignment were women.

PIRELLI is also committed to promoting maximum awareness of the positive and dynamic
differences that exist between the two sexes 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.

Following below is a breakdown of employees by gender in the three-year period
2009/2010/2011, expressed as the percentage weight of women against the total num-
ber of employees in each job category, the data shown in the following table demonstrate
the positive evolution underway. In 2011 the number of women in the Cadre category in-
creased by two percentage points: this category represents the springboard to executive
positions. The percentage of women in managerial positions was 18%, a significant figure
within the Autoparts & Tyres industrial sector in which pireLLi operates.

2 These are countries where Pirelli operates that are internationally defined as “emerging,” i.e. Romania, Argentina, Brazil, Chile, Colombia,
Mexico, Venezuela, Egypt, Turkey and China.
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Since March 1, 2012 the percentage of women on the Board of Directors of pireLLi & C. S.p.A.
has risen to 20%, and thus complying immediately with newly applicable rules for the pireLLI
Board of Directors beginning from the renewal scheduled to take place at the Shareholders’
Meeting held to approve the Annual Financial Report at December 31, 2013.

PERCENTAGE OF WOMEN

EXECUTIVES CADRES EXECUTIVES + CADRES WHITE BLUE TOTAL
COLLARS COLLARS
2009 9% 18% 17% 32% 4% 9%
2010* 8% 18% 17% 31% 4% 9%
2011 8% 20% 18% 31% 5% 9%

* the organic related to the dismissed REAL ESTATE and BROADBAND SOLUTIONS in 2010 is excluded

Analysing the following table, the breakdown by gender in terms of employment agree-
ment shows a substantial balance between men and women. However, there is a small
difference between the two genders: in percentage terms, there are more women with
an indefinite term employment agreement, while there are more men with a temporary
employment agreement. This is an extremely positive phenomenon in view of non-discrim-
ination, since it is a commonly held opinion in society that indefinite term jobs are held
more by men, whereas definite term jobs are held more by women. Well, the pireLLi data
show a positively inverted reality:

TYPE OF EMPLOYMENT CONTRACT BY GENDER

2010 2011
Man Woman Total Man Woman Total
UNLIMITED TERM 92% 95% 92% 92% 93% 92%
LIMITED TERM 8% 4% 8% 8% 6% 8%
AGENCY 0% 1% 0% 0% 1% 0%
TOTAL 100% 100% 100% 100% 100% 100%

In the context of gender diversity, rireLLi dedicates special attention to pay equity, con-
stantly monitoring it and seeking out the causes tied to the differences found in pay.

The countries considered in the analysis at December 31, 2011 are Brazil, China, Ger-
many, Great Britain, Italy, Romania and Turkey, representing about two thirds of the total
workforce covered by the remuneration policy (executives, cadres and white collar em-
ployees). At the methodological level, the remuneration ratios between men and women
have been calculated for each individual country and by equal weight for the positions
held, since a figure calculated at the Group level would not be representative insofar as
it cannot give due consideration to the structural differences on different local markets,
differences in professional seniority, and market remuneration logics whose peculiar char-
acteristics are not comparable with each other.

The average pay differences between men and women measured in the aforemen-
tioned countries was 7% in favour of men in the white collar category and 2% in favour of
men in the cadre category.

The most virtuous countries deserve mentioning:

> Italy, which exhibits a 4% difference between the average pay for men and the average pay
for women, in favour of men both in the cadre category and in the white collar category;

> Turkey, where the ratios are in favour of men in both categories, with the differences
amounting 3% for cadres and 2% for white collar employees;




> Romania, where pay difference was
2% in favour of men in the white collar
category, while there were no dif-
ferences in average pay for men and
women in the cadre category (with a
ratio of 0%).

Finally, in the executives category, where
women represent 8% of all members, there
was an average pay difference of 5% in fa-
vour of men.

The encountered and investigated differ-
ences are substantially attributable to a mix
of factors, including professional seniority
and age of resources in the different cultures
of the local markets.

The method used to calculate the pay dif-
ferences indicated above has been modified
since 2010. Therefore, the 2010 figures have
not been imported, not being comparable
with the 2011 figures. Until 2010 the pay
differences between men and women were
calculated at the same macro levels (cadres
and white collar employees) without consid-
ering the effective weight of the positions in
each macro level, which was instead a fac-
tor considered this year. The new approach
is methodologically more correct, insofar as
it compares the pay of individuals who hold
positions of comparable weight, and insofar
as the averages for each level are less influ-
enced by the different number and distribu-
tion of men and women.

Generally speaking, on the various mar-
kets far men than women have belonging
to the labour force "for years,” and this
means that the “professional seniority” fac-
tor, which has a strong impact on pay per-
formance, still favours men on average. On
the other hand, the positive evolution the
international context in terms of attention
to gender diversity and especially the qual-
ity and quantity of women who are entering
the labour market in increasing numbers will
likely lead over the medium term to a great-
er balance between genders also in regard
to professional seniority, once the seniority
of women will have grown sufficiently to be
assimilable to that of men in most markets.
This will generally and gradually attenuate
the pay differences between genders tied to
the aforementioned factor.

The inclusive culture adopted by rireLLI
as the basis for doing business permeates
corporate life even in regard to individuals
with disability. In order to standardise the
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corporate culture of affiliates towards disa-
bled persons, the pire,i Equal Opportuni-
ties Policy lists disability among protected
differences, as a value and operating model
applicable to all affiliates. In Italy, the Group
has made and signed specific agreements
with the relevant authorities to promote hir-
ing of disabled workers by the Group. It also
participates in social initiatives that facilitate
matching the demand and supply of work
between the Group and candidates with dis-
abilities, as well as between the Group and
foreign candidates. The percentage meas-
urement of employees with disabilities in the
multinational context of the company clash-
es with the objective difficulty in measuring
their number, both because in many coun-
tries where the Group is present there are no
specific laws or regulations promoting their
employment and thus there is not a clear
definition of disabilities as well as monitor-
ing criteria, and because in many countries
this information is deemed confidential and
protected by privacy laws.

Management of the age factor is another
one of pireLLI's priorities. As can be seen in
the following table, the average age of the
managerial and other categories is young in
a homogeneous way between genders, so
that the average age of men and women,
already substantially aligned in 2010, is the
same in 2011.

Average age by category and gender - 2010*

Executives Cadres Staff Blue Grand
Collars Total

Women 45 42 36 33 36
Men 47 44 38 35 35
Grand 47 43 37 35 36
Total
Average age by category and gender - 2011**
Women 46 42 37 33 36
Men 48 44 38 35 36
Grand 48 44 38 35 36

Total

* Figure cover 96% of group employees
** Figure cover 97% of group employees

The next table shows the average job sen-
iority broken down by professional category
and gender: again there are no substantial
differences between men and women. In
spite of the low average age of employees,
their length of service at pireLLI is proportion-
ately high, confirming a high sense of loyalty.



Average job seniority by category and gender - 2010*

Executives Cadres Staff Blue Total
collars
Women 15 14 10 5 9
Men 17 15 12 9 9
Grand 17 15 11 9 9

Total

Average job seniority by category and gender - 2011**

Women 16 14 10 4 8
Men 17 15 11 8 9
Grand 17 15 11 8 9

Total

* Figure cover 96% of group employees
** Figure cover 97% of group employees

The following activities have been well-es-
tablished for years to promote equal oppor-
tunities:

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

> use of training to impact the cultural
change connected with the promotion
of diversity, using specific modules
dedicated to “Diversity Management,”
beginning with the courses dedicated
to new hires (e.g. PIRELLI's way Joining
the Group);

> take positive measures for respect of
cultural and religious diversity, such as
different foods that are clearly marked
in company canteens so that everyone
may freely comply with their own reli-
gious dietary restrictions, multilingual
bookstores in the factory, and multi-
lingual welcome kits for those joining
PIRELLI at a facility in a country other
than their home country.

Monitoring by the company of the level of
acceptance and promotion of diversity as
perceived by employees at its facilities plays
a key role in terms of management opportu-
nities. The Your Opinion survey is conducted
in local languages at the Group level every
two years, with the next scheduled for 2012.
The results of the 2010 survey were highly
appreciated in regard to the high level of
acceptance by rire,i employees of gender,
cultural and age differences. The answers “I
am absolutely in favour” - the highest rank-
ing amongst the possible positive answers
- totalled 82% in regard to respect of gen-
der differences, 85% in regard to respect of
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cultural differences, and 85% in regard to
respect of age differences.

PIRELLI has been active for years in pro-
moting diversity, both nationally and inter-
nationally. Its membership in the European
Alliance for CSR, CSR Europe, preparation
of toolkits for management of multicultural-
ism and gender differences with the Sodali-
tas Foundation (the Group has a seat on its
Management Committee), active participa-
tion in drafting the Italian Charter for Equal
Opportunities and Job Equality are some of
the most representative activities that have
engaged the Group in sharing its good prac-
tices with other responsible companies.

In January 2012, the biennial study pre-
sented by the international rating agency
Vigeo entitled Non-discrimination and equal
opportunities in the workplace ranked rire-
L.l among the 20 most advanced European
companies in terms of equal opportunity
and workplace non-discrimination manage-
ment, on the basis of a survery that covered
539 companies, 34 sectors and 18 countries,
or 80% of European market capitalisation.

PIRELLI has also been engaged in promot-
ing welfare initiatives for its employees.
In 2011 it set up an ad hoc organisational
function, the Welfare Group Manager with
Group level responsibility, confirming the in-
creasing attention dedicated to this issue.

The Group has been historically sup-
porting its own employees, with numerous
measures calibrated to the different socio-
cultural contexts in which the affiliates oper-
ate. Widespread measures include: day care
centres offering special discounts to Group
employees, subsidised holidays for employ-
ee children, scholarships, healthcare benefits,
prevention campaigns, company discount ar-
rangements with various service providers
(from medical exams to car rental).

More details are found in the section
"Measures in favour of the Internal Commu-
nity” in this report.

As announced in November 2011 at the
presentation of the update for 2012-2014
and vision to 2015 of the Industrial Plan,
pIRELLI confirmed that its growth and value
creation goals include increasing manage-
ment diversity, which will be accomplished
through the launch of a three-year hiring
plan at the Group level, as well as definition
of guidelines on corporate welfare that will
be applied to the affiliates.




4.1.3 Compensation
and international mobility

PIRELLI compensation policies have a dual aim:
on the one hand, they seek to attract, retain
and motivate the best human resources; on
the other hand, they seek to promote con-
duct that is as consistent as possible with
corporate culture and values. They are con-
sequently defined and articulated in such a
way as to reward the quality of professional
contribution and individual performance in
view of sustainable remuneration.

The individual countries apply the Group
compensation system with great leeway, ex-
cept for policies and processes applicable to
executives, which are managed centrally.

The Job Evaluation methods were further
refined in 2011. They make it possible to
define a clear framework for the weight and
materiality of executive positions in view of
analysing internal equity and the competitive-
ness of the offered remuneration packages,
as well as implementing a logic of “clustering”
this segment of the population to which cer-
tain compensation systems can be easily tied,
e.g. incentives.

The remuneration policy adopted for ex-
ecutives presumes that an increasingly impor-
tant component of the remuneration package
be variable, i.e. increasingly related to Group
and/or individual performance, consistent
with market best practice.

All pIReLLI executives are entitled to an An-
nual Bonus (MBO) tied to achievement of the
annual Group, Business Unit and/or corpo-
rate function targets. Most are also entitled
to a three-year long-term incentive (LTI) plan,
based on achievement of the targets defined
in the Industrial Plan.

The long-term incentive plan aims at creat-
ing sustainable value over the medium-long
term and develops a strong link between re-
muneration and Group performance, favour-
ing the retention of human resources in view
of aligning shareholder and management
interests. The plan also envisages that the
bonus paid out at the end of the three-year
period (pure LTl) be complemented by co-
investment of a portion (50%) of the annual
MBO bonus. The three-year bonus, including
the "deferred” portion of the annual incen-
tive with the additional amount granted by
the Company on the basis of a certain pre-
defined multiplier is paid out only when the
three-year targets are met.
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If the three-year targets are not met, the an-
nual “invested” amount of the bonus is re-
turned, less 50%.

The long-term incentive plan is entirely
self-funded by the results of the business dur-
ing the three-year reference period.

In 2012 most compensation programmes
will target the non-executive staff, whose
mapping will be updated in all countries with
the support of corporate headquarters in
order to assure consistency throughout the
Group. This activity is connected with defini-
tion at corporate headquarters of the princi-
pal guidelines used for salary reviews.

The issue of international mobility, which
has always been dear to pireLLl in view of cul-
tural and values integration, has interested 90
new expatriate workers in 2011, 55% more
than in 2010.

More than a third of these 90 new expa-
triates have been assigned to new industrial
initiatives in Mexico and Russia. So, interna-
tional mobility is confirmed as a key tool in
support of the Group geographical expan-
sion strategy, which is organised to dissemi-
nate PIRELLI corporate culture worldwide and
transfer precious technical know-how to the
new start-ups. At December 31, 2011, the
aggregate expatriate population was 220
persons, with 74% consisting of non-execu-
tive employees, 15% of them were women,
representing 16 different nationalities and
transferred to 29 different countries on all
five continents.

In 2012 the caring policy applicable to in-
ternationally transferred employees will be
enhanced by tax advice provided by a major
specialized tax consultancy, in addition to
that already offered by corporate headquar-
ters functions.

Also in 2012, the metrics/KPIs used to
measure the ROI of corporate investment in
international mobility will be perfected to ob-
tain management solutions improving the ef-
fectiveness of this precious tool for resource
development.




4.1.4 Employer branding,
development and training

KNOWING PIRELLI: EMPLOYER BRANDING
ACTIVITIES

Activity was particularly intense in 2011. Nu-
merous initiatives were taken to enhance the
appeal of pireLLI amongst leading universities
and management schools.

pIRELLI launched its new Employer Brand-
ing campaign. Its tough, gutsy image is in-
spired by the company’s involvement as
supplier to Formula 1 and fully reflects the
dynamic spirit that characterises the Group.
Presented at all leading Italian and foreign
universities of interest to the Group, this
campaign was accompanied by an illustrative
brochure that specially created for students
and new graduates, and was distributed at
career days and special meetings.

Group orientation and presentation meet-
ings were held at Business Schools, universities
and technical institutes, delegations from Ital-
ian and international universities were hosted,
special lectures were given by pIRELLI manage-
ment as part of university courses, and career
and recruiting days were organised.

Special mention should be made of the
project work dedicated to mechanical engi-
neering and aerospace engineering students
at the Milan Polytechnic, with the aim of of-
fering them the possibility of learning about
and confronting specific issues of “corporate
life"” involving, for example, their aptitude
for continuous improvement. This allowed
PIRELLI to raise the consciousness of its poten-
tial job candidates on matters that are both a
part of corporate culture and critical factors of
success. To facilitate transferral of this practical
experience, face-to-face lessons and software
simulations of the production process were
used, complemented by subsequent exercises.

International programmes continued in
2011, including Politong. This project originat-
ed at three major engineering schools: Milan
Polytechnic, Turin Polytechnic, and Tongi Uni-
versity in Shanghai, which give the programme
its name. Through study in alternate years by
Italian and Chinese students at the various uni-
versities in Milan, Turin and Shanghai, Politong
trains students by giving them an international
education, in a dynamic context and, above all,
with the possibility of earning a double degree
that is recognised both in Italy and in China.
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The Bocconi Merit Awards also continued,
offering scholarships to the best Italian and
foreign students enrolled at the university.

The Italian Lessons project was also de-
veloped in 2011. This programme is aimed
at teaching Italian to highly promising for-
eign students of interest to pireLul, facilitat-
ing their future employment at the Company.
Through Italian Lessons, pireLLi has had the
great opportunity — for both the Company
and students - to identify young talents
from areas of the world where pireLLl has a
presence, thereby laying the groundwork for
preparing a new multicultural generation of
PIRELLI employees.

This programme can be summarised by
the following numbers:

> 190 foreign students are candidates;

» 50 students have passed the curriculum
vitae screening, have taken the online
Italian test and have been interviewed
by PIRELLI HR;

» 15 students have been chosen to par-
ticipate in the PIRELLI Italian course;

» 3 students have been introduced to
operations for internships, including:

® 2 Turkish engineers assigned to R&D
Truck + Engineering;

® 1 Russian engineer in Risk Management.

Collaboration also continued with the Uni-
versity of Craiova, in an IT research project
and through the creation of a master in
management engineering that was fully sup-
ported and developed by pireLLi. Other col-
laborations involved the Chinese university
in Shandong and the Brazilian polytechnic
in Santo André. The first of these involves a
research and development project, and the
second involves a plan designed for qualify-
ing specialised technical personnel.

The web is one of the key tools for tal-
ent attraction and employer branding. The
Career section of pirelli.com is constantly
revised to offer maximum clarity and trans-
parency for users. The site presents PIReLLI in
terms of its vision, the opinion of employ-
ees who work there, by indicating the career
paths that characterise the different profes-
sional families inside the firm, training poli-
cies and remuneration development.




DEVELOPMENT

Performance Management

PMT - Performance Management Tool - is
the online performance management and as-
sessment tool launched at the Group level
in 2007 and gradually extended to all staff
(executives, cadres and white collar staff) at
PIRELLI business units around the world. This
process engaged over 5,700 employees in
2011, about 100 persons more than in 2010,
following extension of the online tool to
Group affiliate employees in Southeast Asia.
The pireLi PMT is extremely dynamic, easy to
use, capable of interpreting and expressing
the innovative values and cultural changes
promoted by the Group, while facilitating
their sharing and learning.

Just as in the previous year, the Perfor-
mance Management Tool accompanied the
Leadership project in 2011, which was in-
spired by the new model introduced in 2010.
The section dedicated to identification and
assessment of skills specifically reflects this
alignment. Since 2010 it has included the
nine drivers for the new leadership pro-
gramme for everyone at the Company who
holds positions of responsibility and man-
ages other employees.

In accordance with the importance attrib-
uted to behaviour by the leadership project,
since 2010 the Performance Management
process envisages that assessment of not
only the achieved results but also the actions
taken to achieve them be highlighted. This
facilitates maximum transparency in the as-
sessment and discussion dynamics between
supervisors and their team. The section of
the PM dedicated to the Development Plan
plays a key role. It was created in 2010 to
host the supervisor's and subordinate’s
thoughts in regard to growth and develop-
ment possibilities.

Competence Mapping

In 2011 the skills mapping process was
launched on the Performance Management
platform with the aim of:

» providing the Company with a
complete and exact snapshot of the
distribution of skills;
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» providing the Company with sugges-
tions for planning specific training
campaigns;

» offering the supervisor an opportu-
nity to discuss his/her subordinate’s
strengths and areas needing improve-
ment;

» providing the supervisor with an
overview of his/her subordinate’s
strengths and needs for improvement.

The professional families involved by the
process were Industrial, Quality and HSE, for
a total of 732 persons, originating in seven
countries (China, Egypt, Italy, Romania, Tur-
key, United Kingdom, United States, and
Germany).

The online version of the process made
it possible to measure the extent of specif-
ic 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 Develop-
ment Centre, the initial part of the pireLLI in-
ternational Career Development Programme.

Various initiatives were undertaken in
2011 to motivate, engage and retain talent-
ed individuals at the company.

The first step was to redefine 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 develop-
ment plan for each one. When Performance
Management 2010 was opened, the tal-
ented individuals discussed and agreed on
a medium-term development plan with their
own supervisor.

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

The pool of talented individuals will be
used as a primary source for covering key
personnel openings at the Company.




TRAINING

The approach taken by pireLLl towards the
training of its employees involves pro-
grammes aimed at improving their profes-
sional skills according to strategic challenges,
finding occasions and new stimuli for per-
forming their work better or differently, wid-
ening their professional horizons and sharing
experiences with colleagues. Training cours-
es are normally defined when targets are as-
signed at the beginning of the year. At that
time, the supervisor and his/her subordinate
also define strategies to meet the assigned
targets and the ways to improve the skills to
be used.

The Performance Management Tool con-
tains a section dedicated specifically to
training actions in view of providing better
support for growth at the Company. Here,
everyone can decide with his/her own su-
pervisor on a personal training path and
track it over the years. Many training pro-
grammes are also defined at the general
corporate, functional or business unit level
in order to support and implement new
business strategies and orientation.

The training courses, which are broken
down into international programmes and
country-specific programmes, are increas-
ingly visible to all employees through the
training portal, which is in turn directly ac-
cessible from the intranet home page.

Learning Lab

The international programmes are broken
down in turn into training and development
paths for managerial skills and paths tailored
according to specific professional family.
The following graphic shows that sig-
nificant investments in continuous skills
improvement through on-going training
courses were made once again in 2011. This
approach is going to continue, considering
that the 2015 target forecasts achievement
of seven average days of training pro-capita.
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Average days of training pro-capita: PIRELLI total

2010 6.3

2009 5.1

In 2011 most training in the various coun-
tries focused on safety issues and in-service
technical training at plants and on alignment
with leadership strategies in the business
units, particularly in regard to the Premium
segment for managerial and white collar
staff.

The countries that offered a high number of
training days pro-capita to blue collar work-
ers at plants and laboratories in 2011 were:

> the Settimo Torinese Industrial Centre
in Italy (in 2010 it had undertaken a
major training programme in support
of an extensive project for technologi-
cal and working process change at the
new factory), with an average of almost
six days pro-capita: this programme to
upgrade professional skills significantly
contributed to reaching the Centre’s
quality, efficiency and safety targets;

» Romania, which supports an intensive
apprenticeship programme directly at
the technical high school for incoming
youths at the factory, alternating
classroom lessons with practice on the
machinery: an average of 23 training
days pro-capita are offered annually;

» Mexico, where the first 100 blue
collar workers and technicians hired
at the new industrial start-up partici-
pated in training programmes lasting
two months at best-in-class factories
located in other countries;

» Argentina, where new expansion plans
for production activity have led to
investment in the training of personnel,
with an annual pro-capita average of
14 days.




Average days of training pro-capita: blue collars

2010 6.2

2009 5

Special reference should be made to “Safety
Week”: a week of events, short courses, in-
service training and awareness seminars, held
simultaneously at all company sites during
working hours, aimed at disseminating safety
culture in all working environments and in the
personal and family life of all employees. In
fact, pireLLI is aware that attention to safety
and compliance with rules, after defining pre-
cise rules and adequately training personnel,
must be related to the culture and level of
individual sensitivity that each individual has.

The leadership programme launched in
2010 that targets white collar management
personnel (technicians and staff), and which
is designed to reinforce leadership, remained
a key feature of training in 2011 for all execu-
tives worldwide (about 300 persons).

Average days of training pro-capita: white collars

2010 7

2009 5.7

In this second year, the entire executive staff
participated in another training session that
included a new, comprehensive evaluation
of their management style, on the basis of
which improvements could be planned. Dur-
ing 2011 middle management in all coun-
tries were also involved in local development
of the leadership programme set up in 2010.

About 400 persons participated in specif-
ic training activities, which were also offered
in the local language. These activities aimed
to disseminate knowledge of the leadership
programme and also give middle manage-
ment experience with the comprehensive
process of feed-back and evaluation of their
leadership style.

Another important training activity in-
volved distribution of the Premium strategy
to commercial functions, promoting the log-
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ic of the corporate strategy and exploring
its commercial and marketing implications in
various markets. More than 300 persons in
the European markets participated in the in-
tensive three-day programme, which will be
extended to other regions in 2012, involv-
ing the participation of about 300 additional
commercial staff members.

The "Managing to Le(a)rn” programme in-
volved 170 managers and senior profession-
als at production units and quality functions
of all Group plants. It was developed into
modules divided up over twelve days and
aimed at illustrating and complementing the
Lean Manufacturing approach in production
processes.

The international project Career Develop-
ment Programme continued in 2011, as has
been the case now for several years. It is bro-
ken down into development modules (called
Development Centres) and training modules
(seminars entitled Understanding Business
Complexity and Managing Growing Com-
plexity). The programme, which involved
160 persons from all countries where PpIReLLI

operates, was reconfigured in several parts
so that the skills subject to diagnosis and de-
velopment would be aligned with the previ-
ously mentioned leadership programme and
requested behaviour drivers.

4.1.5 Listening to grow: the Group
opinion survey

Different actions targeting employees were
implemented in 2011, both at the local and
Group levels, aiming at improvement in the
criticalities that emerged during the last edi-
tion of the Group Opinion Survey conducted
in 2010.

Each country elaborated its own improve-
ment plan, focused almost entirely on spe-
cific issues of local interest. These plans were
periodically monitored by the corporate
headquarters Human Resources and Organi-
sation Department.

Here are the corporate initiatives taken at
the global level:

» reinforcement of all supervisors’ lead-
ership skills, at various levels of the
organisation (see the section dedicated
to Training for details);



> greater focus on the benefit and
welfare systems already existing in all
countries, but for which greater visibil-
ity has been requested for employees.

The employee opinion survey is conducted
once every two years: thus a new, worldwide
survery is scheduled in 2012.

4.1.6 Interaction and awareness, internal
communication in 2011

More interactive procedures, capable of
promoting full participation in corporate life,
including through increasing use of multime-
dia language, characterised internal com-
munication in 2011, with the aim of bringing
all employees closer to the strategic choices
made by PIRELLI.

Internationalisation, focus on the tyre busi-
ness, leadership in the Premium segment, and
technological innovation: these were the key
words of the internal communication strategy,
in harmony with the objectives of the 2012-
2014 Industrial Plan.

The corporate intranet and house organs
were the principal communication tools used
in initiatives that, over the course of the year,
directly engaged employees through increas-
ingly prompt and immediately usable formats
of event communication that impacted the
message and through channels developed
specifically for plant staff, with intranet sta-
tions inside the factories, screens in company
canteens and the new newsletters dedicated
to blue collar workers.

Several statistics illustrating the develop-
ment of intranet demonstrate a significant
increase in the engagement of employees
worldwide: first of all, the average time on-
line quintupled from 2010 (from 1 minute to 5
minutes), probably in consequence of greater
publication of news items (about 800) and
steadily growing production of videos. Also
of interest in this regard is the growing share
represented by ‘rest of the world’ (which in-
creased by 3 percentage points, from 62%
to 65%) as compared with Italy, which corre-
sponds to the process of internationalization
desired by the company in communication.

The new intranet project, which engaged
Internal Communications in 2011 and is
scheduled for release in 2012, marks a major
evolution in the process of awareness of the
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role that each employee plays in his/her pro-
fessional group, business unit and, ultimately,
the entire Company.

PROXIMITY AND PARTICIPATION
IN CORPORATE PROGRAMMES

Internal Communications, in collaboration
with other corporate functions, has devel-
oped various initiatives to engage all em-
ployees in strategic corporate events, that
are traditionally or by their nature aimed
only at a narrow group or even external. Fol-
lowing are a number of examples that have
involved all pireLLI employees simultaneously
at the global level through the intranet plat-
form. For example, the Industrial Plan and
the Executives Convention have been pub-
lished for the first time live on :Pnet. Both
initiatives were successes, considering the
number of colleagues that watched the
event live and by delayed broadcast.

Other significant examples are the Leader-
ship and Organisational System, made acces-
sible to everyone on :Pnet. In the first case,
nine instalments were aired on :Pnet in July
2011, illustrating to everyone for the first
time the new leadership model adopted by
pIReLLI. This led to the choice of a television
style format and language that engaged the
participation of the Human Resources and
Organisation Director as show host, flanked
by six internationally recognised leaders from
various fields (innovative businesses, medi-
cine, academia, sports, and special units from
law enforcement organisations).

Likewise, the Human Resources and Or-
ganisation Director illustrated the new organ-
isational structure of pireLLl to all employees
in an October 2011 video broadcast. This was
an informative broadcast that transformed
the topic from an issued reserved for special-
ists into a theme more familiar to everyone.

“THE INTRANET THAT YOU WOULD LIKE":
THE NEW :PNET WAS CREATED WITH
CONTRIBUTIONS BY EVERYONE

The project to develop the new PpireLLl in-
tranet directly involves all employees around
the world by using three principal tools: in-
terviews with top management, workshops
for middle management, and surveys tar-



geting everyone. These three initiatives re-
vealed the real needs of the various groups
of employees. Among these is greater utility
in daily work through the availability of work
tools and collaborative environments. The
project to revise :Pnet takes these priorities
into account.

FOCUS : PBOOK, STARTING FROM BICOCCA

The :Pbook book club organised for em-
ployees at the Bicocca debuted at the end
of January 2012. It is set up as a commu-
nity model focused on interest in reading,
exportable to various countries around the
world. The community meets physically once
a month, but interaction continues online.
:Pbook was born as the pilot experience of
collaboration that the new intranet project
dedicates to non-professional pirReLLl com-
munities, with the aim of promoting social
relations amongst co-workers on a basis that
transcends their professional groups.

FACTORY COMMUNICATION IS UPDATED

Internal communication dedicated ample
space to production, processes, and persons,
emphasizing the sustainability and other
goals achieved in factories around the world.

The objective was to acquaint even blue
collar workers with corporate strategy, by
using direct communication tools such as
Polonline. Launched in 2011, this is an on-
line newsletter that recounts the principal
events that have occurred at the Settimo
Torinese Industrial Centre, in addition to
PIRELLI events in Italy and around the world.

The world of pireLLl production is charac-
terised by the distribution of newsletters at
all plants worldwide, each having its own
characteristics according to local tradition.
These include prireLLl Voice, the newsletter
published at Yanzhou, China, which has a
target of over 2,000 blue collar workers and
was recognised in January 2012 as one of
the best corporate newsletters in Shandong
Province. Stiri is the newsletter distributed
exclusively to employees at pireLLi Romania.
This is a monthly that has generated a good
return for three years in terms of loyal read-
ership and feedback.
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Another step has been taken in the process
of engaging all employees in the life of the
entire Company through the introduction of
new intranet stations in factories.

4.1.7 Initiatives for the internal community

For several years, the Group has been imple-
menting a series of measures in various areas
to support its employees, from healthcare to
company discount arrangements with vari-
ous entities, from social to leisure time ac-
tivities and assistance for families and their
children.

In 2011 it set up an ad hoc organisational
function, the Group Welfare Manager with
Group level responsibility, confirming the in-
creasing attention dedicated to this issue.

The Company's initiatives for the Internal
Community have always varied from country
to country, and address 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 unlimited term, limited term or part-time
employees.

Periodic surveys and exchanges of experi-
ences with the management located in differ-
ent countries has shown that the work/pro-
fessional services and private/family services
offered to the Internal Community can be
broken down into four basic areas of action:

v

healthcare;
> family;
> leisure time;

» workplace (facility, training and group
celebrations).

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 of-
fered on the broad concept of welfare for in-
dividuals and families, and thus including cul-
ture (libraries, tickets to stage performances,
company discounts at book stores) and op-
erating support (scholarships for children,
reimbursements for certain book expenses
or school fees). Studies were conducted in
each country during 2011 to determine im-
plementation of the guidelines.



Among the new initiatives taken in 2010
and continued in 2011, 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 Am-
bulatorio Polispecialistico (“Multi-specialty
Health Clinic”), which typifies the company
healthcare that has been offered for over
80 years and housed in a new home since
2010. Several other services will be subse-
quently added, to provide services and dis-
count programmes with service providers
that free up employee time so that they can
better use their own free time.

"Nasce una mamma" targets future moth-
ers 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 proce-
dures for the parent’s return to work, com-
pany discounts offered by day care centres,
meetings of new mothers with a labour psy-
chologist). But that is not all: upon returning
to work after maternity leave, new moth-
ers are invited to participate in a training
course designed to support the resumption
of work and reconcile personal and profes-
sional commitments.

In 2011, 98% of Italian employees on ma-
ternity leave returned to their job. Parental
leaves granted to new fathers represent an
opportunity receiving growing attention
from male workers, although they are still
rarely requested in Italy.

PIRELLI is extremely sensitive to this issue,
which has already been analysed both inside
and outside Italy for the purpose of better
understanding the dynamics - especially
cultural dynamics - behind it, and giving ad-
ditional support both to new mothers and
new fathers in exploiting the statutory and
corporate opportunities offered to them.

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

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

Health promotion and health prevention
campaigns are also supported at the infir-
maries, being developed in the form of lo-
cal programmes. Once again in 2011, PIRELLI
offered all its employees the opportunity to
be inoculated with the seasonal flu vaccine
free of charge.

Safety Week was held in 2011 at all
Group units (see its description in the sec-
tion dedicated to training initiatives).

4.1.8 Industrial relations

pIRELLI Group industrial relations are con-
ducted on the basis of constructive dialogue,
fairness and respect of the various roles in-
volved. Guaranteeing and respecting free
trade union activities is one of the key val-
ues on which pireLLl bases its human resource
management system.

Relations and negotiations with trade un-
ions are managed locally by each affiliate in
accordance with the laws, national and/or
company-level collective bargaining agree-
ments, and prevailing customs and practices
in each country. At this level, these activities
are supported by the central departments,
which coordinate activities and ensure that
the aforementioned principles are observed
throughout the Group.

This activity achieved important results in
2011 with the signing of renewed collective
bargaining agreements at different Group
sites, including Argentina, Venezuela, Mex-
ico, the United Kingdom, Spain, Germany,
Egypt and Romania. In this last country, the
new Romanian law governing trade union
representation was also incorporated in the
agreement.

These accomplishments were accompa-
nied by the major role played in Italy upon
signing of three supplemental company
agreements applying to the Milan Bicocca,
Bollate and Figline Valdarno sites.

In Italy, the Company also continued the
restructuring and reorganisation process
undertaken at the Settimo Torinese Indus-
trial Centre, undertaken in 2009. In par-
ticular, during the month of November, an
agreement was signed with local trade un-
ion representatives and organisations for



the sharing, definition and management of
the 2012-2014 Industrial Plan, which calls
for additional investments totalling about
euro 27.5 million to rebalance truck and car
production, in accordance with the Indus-
trial Centre guidelines aimed at encouraging
higher value added (Premium) car produc-
tion. With this agreement, the procedures
for non-traumatic management of employ-
ment criticalities were also agreed, including
recourse to welfare benefits.

At the pireLLl Eco Technology S.p.A. plant
in Arese, a cost containment plan was im-
plemented to deal with the consequences
of the drastic fall in sales of retrofit systems
since the beginning of the year due to failure
of issuance of previously announced environ-
mental protection regulations. As part of this
plan, two specific agreements were signed
with trade union representatives and local
union organisations. These acknowledged
realisation of the new industrial plan and
defined the terms for streamlining the com-
pany organisational structure, by encourag-
ing reassignment of redundant employees to
PIRELLI Tyre S.p.A.

At the Bollate plant, two major agree-
ments were signed with trade unions in Feb-
ruary and November. Then a euro 10 million
plan of investments in environment, occupa-
tional safety and products was agreed for
the three-year period 2011-2013, in accord-
ance with the “green technology” strategy.
A new work shift system was also agreed,
involving 19 weekly shifts that replaced the
previous continuous cycle system, in order
to assure the most efficient management of
productive assets.

Consistently with the Company’s sustain-
able approach to restructuring processes,
professional reassignment policies were
adopted through framework agreements
with major international companies for out-
placement plans.

In compliance with local law and/or con-
tractual regulations, these organisational
and production streamlining measures de-
signed to contain costs were implemented
by pireLLi by giving the trade unions and/
or worker representatives advance and/or
prompt notice at each site.

The Group’s commitment on Health and
Safety also involved the participation of In-
dustrial Relations through the participation
of trade unions at many of the sites where
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PIRELLI operates, as allowed by local laws in
different countries. Mixed company — union
representative committees 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. This is done
in view of continuous dialogue aimed at im-
proving the various activities performed by
PIRELLI to protect the health and safety of its
employees. One such example is the afore-
mentioned Bollate agreement.

THE EUROPEAN WORKS COUNCIL (EWC)

The rireLLi European Works Council (EWC),
set up in 1998, holds an ordinary meeting
once a year, following the presentation of
the Group Annual Financial Report, for up-
dates on operating performance, financial-
economic forecasts, investments made and
planned, research progress, etc.

The agreement establishing the EWC also
allows for the possibility of holding other ex-
traordinary meetings to fulfil its obligations
to provide information to delegates in view
of transnational events involving significant
changes to the corporate structure: new
openings, restructuring or closure of sites
and major, widespread changes in the or-
ganisation 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 communication of
official Company press releases. At the an-
nual meeting with the Industrial Relations
Department, scheduled for February 2012,
the members of the EWC will be informed of
the Group's annual operating and earnings
performance and the contents of the Busi-
ness Plan.

The Committee currently has 14 members
from the pireLLI sites located in the countries
entitled to representation on it: Italy, Germa-
ny, Spain, France, Romania, and the United
Kingdom.



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

pIRELLI Group policy has always been focused
on compliance with all legal and/or contrac-
tual requirements concerning working hours,
the use of overtime and the right to regular
days of rest.

These requirements are often the sub-
ject of agreements with trade unions, in line
with the regulatory context of each country.
There are no restrictions on any worker's
right to use his/her total number of holidays.
The holiday period is generally agreed by
the employee and the company.

Likewise, and as also publicly declared in
the Group Social Responsibility Policy, pireLLI
does not use child labour or forced or com-
pulsory labour. In accordance with, inter alia,
the prescriptions of the SA8000® interna-
tional standard, which was adopted by pire-
Lu in 2004 as the benchmark tool for man-
agement of social responsibility at its own
affiliates, pIRELLI monitors application of the
prescriptions governing social sustainability
and, in particular, compliance with human
and labour through periodic audits commis-
sioned to specialised independent consult-
ants. These audits are obviously conducted
after constant coordination and monitoring
by headquarters functions. Special attention
is dedicated to the sustainability of pireLLI
and supplier sites in and emerging countries
and countries at risk (also defined as coun-
tries of concern by EIRIS).

The Auditors conduct their audits on the
basis of a checklist of sustainability param-
eters derived from the SA8000® standard
(a reference tool officially adopted by the
Group for the management of social re-
sponsibility since 2004), from the Group So-
cial Responsibility Policy for Occupational
Health, Safety and Rights, and Environment
and the Group Ethical Code.

In 2008 audits were conducted at Compa-
ny sites located in Turkey, Brazil, Venezuela,
Argentina, Egypt, China, Romania, Colombia,
Mexico and Chile.

In 2011, PIRELLI commissioned new, inde-
pendent audits at production sites located
in Argentina, Venezuela, Brazil, China, Egypt,
Turkey and Romania.

All managers at the affiliates involved in
the audits have been adequately trained and
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informed about the audit aims and proce-
dures by the delegated headquarters func-
tions: Sustainability and Industrial Relations.

The audits, each of which lasts an aver-
age of at least three days in the field, have
included extensive interviews of workers,
management and labour representatives.

Although the instances of non-compliance
revealed by the audits were not serious, they
were addressed in action plans agreed by
the local managers and central management.

The Internal Audit function will be directly
involved in the process of monitoring under-
taken actions beginning in 2012. The pireLLI
Internal Audit function is exquisitely inde-
pendent insofar as it reports to the pireLL In-
ternal Control, Risks and Corporate Govern-
ance Committee, which is comprised solely
of independent directors.

LABOUR AND SOCIAL SECURITY LAWSUITS

In 2011, as in previous years, the level of dis-
putes remained low, generating a very small
number of labour and social security lawsuits
that was virtually unchanged from the previ-
ous year.

The level of litigation remains high in Bra-
zil, to the point of representing about 90%
of all the labour lawsuits currently pending
against the entire Group, just as in previ-
ous years. Labour lawsuits are widespread
in that country and reflects the local culture.
Therefore, it concerns not only pireLLi but
also other multinational companies operat-
ing in Brazil. Labour lawsuits are generally
initiated when an employment agreement is
terminated, and they usually involve the in-
terpretation of regulatory, legal and contrac-
tual issues that have long been controversial.

The Company has made a major commit-
ment both to prevent these disputes —to the
extent possible within the previously men-
tioned 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 pireLLl has a presence (over
160 countries on four continents). However,



it is estimated that about half the Group’s
employees are trade union members. The
percentage of workers covered by a col-
lective bargaining agreement in 2011 grew
from previous years, reaching all'82% as
compared with 78% in 2010 and 2009. This
figure is associated with the historical, regu-
latory and cultural differences between each
country.

The total number of disputes recorded in
2011 was quite limited, in line with what was
reported in 2010. The industrial actions that
occurred during the year mainly affected Ita-
ly and were focused on issues strictly tied to
operating and/or labour organisation mat-
ters and actions in support of political and
union issues of national interest.

OCCUPATIONAL PENSION AND HEALTH-CARE PLANS

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 increas-
es) and in Germany (this scheme was closed
to new hires in 1982). Other defined benefit
plans exist in The Netherlands, but they rep-
resent a relatively insignificant liability for
the Group.

Group affiliates still provide supplemental
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 Bra-
zil and the United States.

For measurement of the liabilities and
costs represented by these benefits, refer-
ence is made to note 24 ("Employee benefit
obligations”) and 32 (“Personnel expense”) in
Volume A of the Annual Financial Report at
December 31, 2011.
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4.1.9 Occupational health, safety
and hygiene

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

(The Values and the Ethical Code — Human
Resources).

“The rireLLl Group pursues and supports com-
pliance with internationally proclaimed hu-
man rights. pirReL considers protection of
the integrity, health and welfare of its em-
ployees and the environment as one of the
primary needs to be satisfied in organising
and developing its activities.

[...]

The pireLL Group is committed to:

> management of its activities by
adopting occupational health, safety
and rights and environmental policies
in compliance with the highest interna-
tional standards;

» the dissemination of occupational
health, safety and rights and environ-
mental information to its internal and
external stakeholders, both by commu-
nicating with them and actively co-op-
erating with national and international
government and academic bodies;

» promoting use of the most advanced
technologies to achieve excellence
in occupational health and safety and
environmental protection.”

(Social Responsibility Policy for Occupational
Health, Safety and Rights, and Environment)

“The Pirelli Group considers protection of
the integrity, health 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 commitments set out in the
cited Sustainability documents, which are dis-
cussed in the introductory section of this re-
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port and whose complete text has been dis-
tributed to all Group employees in their local
languages as well as having been published in
the “Sustainability” section of pirelli.com.

SAFETY MANAGEMENT SYSTEM

A Safety Management System organised and
certified to meet OHSAS 18001:2007 stand-
ards has long been in operation at pireLLI Tyre
S.p.A. (which also comprises steel cord pro-
duction plants).

Beginning in 2011 another step was taken
to improve the level of transparency in the
quality certification system. Consequently,
although the current management systems
were already in perfect compliance with
the OHSAS 18001 standard, since 2011 all
certificates have been issued with the SAS
international accreditation (SAS is the Swiss
Accreditation Service, which assesses and ac-
credits compliance assessment bodies - lab-
oratories, inspection and certification bodies
- in accordance with international rules).

All pireLLl Tyre production sites operating
at December 31, 2011 are certified pursuant
to OHSAS 18001, except for the Guacara
plant in Venezuela, which is currently being
certified after having passed the first step.
The Rome plant has not been certified yet
since the management system applied pur-
suant to local law is comparable to applica-
tion of the OHSA18001 standard. This would
render certification a parallel activity of only
relative importance.

Certification of the Eco Technology plant
(anti-particulate filters) operating in Roma-
nia was successfully completed in November
2011 and the certificate will be issued shortly.

The programme for certification of the
environmental and safety management sys-
tems for the new plant that pireLu Tyre has
built in Mexico for the production of tyres
will be undertaken by the end of 2012.

The Safety Management System imple-
mented at the pireLLl Tyre production units
has been developed on the basis of common
procedures and guidelines drafted at corpo-
rate headquarters. This has enabled the use
of a common language within the Group, in
terms of the key elements of occupational
safety management and a uniform shared
mode of operations.
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SAFETY CULTURE

In 2011 the Safety Excellence project
(launched in 2009) intended to introduce the
Du Pont method (best in class for decades)
was concluded at the production units, begin-
ning with the new unit at Settimo Torinese.

In essence, the Du Pont method is char-
acterized by its emphasizing the fact that
Safety is:

> a strategic factor that goes beyond
the corporate dimension to involve the
personal, family and social sphere;

> a tool for motivation and participa-
tion in corporate 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.

During 2011 the Safety Excellence project
at POLO consolidated the pillars developed
in 2010, reinforcing attention on prevention
indicators as compared with reaction indica-
tors. Development and application of this
methodology have reduced the production
site frequency index by about 60%.

In spring 2012, DuPont will conduct a
re-assessment by DuPont to assess the pro-
gress of safety culture, which will be meas-
ured with the Bradley Curve®.

In 2011 the project continued in collabo-
ration with DuPont at five production sites in
South America with the implementation of
an action plan defined in 2010 that will go
on throughout 2012.

The principles and guidelines for “Safety
Excellence” have already been distributed
to other operating units and are at the basis
of Safety training during the start-up phase
of new production sites in Mexico and Russia.

In 2011 initiatives were taken to further
develop internal culture, including the month-
ly newsletter Safety Bulletin and the periodic
publication of significant events through tra-
ditional internal communication channels.

3 The Bradley curve is the tool used to measure the level of operat-
ing maturity on safety issues in an organisation. The curve shows
whether a firm is reactive (i.e. whether it waits for a negative event
to occur before acting) or, through different levels, is pro-active
and inter-dependent (i.e. whether it works on prevention and
whether individuals care not only about their own safety but also
that of others).



PIRELLI continued acting as official partner
of the European Occupational Safety and
Health Agency (EU-OSHA) in 2011.

The Agency confronts a different problem
every two years. The theme for 2010 and
2011 was Safety Maintenance. The aim was
to raise the awareness of Group employees
about the importance of workplace mainte-
nance and the risks that it posed if mainte-
nance is not performed properly.

All production sites undertook to engage
participation by maintenance staff, organiz-
ing specific training days on the topic.

The partnership will continue in 2012-
2013: the campaign will focus on leadership
and involvement of all corporate figures in
reducing workplace accidents.

The zero injuries target is a precise and
strong position taken by the Company that
affects everyone. From an industrial point of
view, this objective is pursued through a ma-
jor plan of investments for technical improve-
ment of work conditions, while constantly in-
sisting on the cultural and behavioural aspect
of all Company players. Safety culture is of
paramount importance, and it is necessary to
pursue it in accordance with the rules, while
maintaining a very clear idea of the respon-
sibilities that everyone has towards oneself,
towards others and towards one’s own family.
In this area as well, involvement and continu-
ous internal dialogue between management
and operators has proven winning.

SAFETY TRAINING

In addition to safety training offered locally
at every pireLLl location (which has been illus-
trated in the section of this report dedicated
to employee training), special mention has
to be made of Group activities and projects,
which simultaneously target several coun-
tries by allowing an alignment of culture and
vision, fully benefiting pursuit of the Com-
pany’s own improvement targets.

The fourth edition of the pirerLi Health,
Safety and Environment global meeting was
held at the Gravatai, Brazil plant, and its aim
was to share their best practices as applied to
various global sites. Theoretical studies and
practical applications were dealt with on that
occasion. The HSE targets and vision were
also shared for the 2012-2015 period to de-
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fine operating guidelines and meet corporate
sustainability targets.

The first pireLLi Health, Safety and Environ-
ment Week (HSE Week) was held September
12-19, 2011 with the simultaneous involve-
ment of all global sites on six fundamental
issues for achieving health, safety and envi-
ronmental targets.

The key theme of the Health focus was ergo-
nomics and proper posture at the workplace.

In regard to Safety, the focus was concen-
trated on use of Individual Protection Devices
and Safe Maintenance (as the natural continua-
tion of the partnership with the European Occu-
pational Health and Safety Agency EU-OSHA).

In accordance with sustainability targets, en-
vironmental themes addressed the proper man-
agement of waste, energy and water savings.

The HSE week, organised with theoreti-
cal and practical events aimed at improving
behaviour, involved over 20,000 persons
worldwide. Employee feedback confirmed
the success and relevance of the initiative.
Ways of repeating the experience are al-
ready under study.

MONITORING OF PERFORMANCE
AND SHARING OF EXPERIENCE

Together with definition of specific guidelines
and procedures for the implementation of
management systems, the web-based Health,
Safety and Environment Data Management
(HSE DM) system, elaborated and managed
at corporate headquarters by the Health,
Safety and Environment Department, makes
it possible to monitor HSE performance at
every production site in the Tyre business and
prepare numerous types of reports as neces-
sary for management or operating purposes.

In particular, the HSE-DM system collects all
information about accidents that occur in fac-
tories (accident analysis, adopted corrective
measures, etc.). If the dynamics of a particu-
larly significant 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 pool
the solutions adopted by the various sites
and share those that are considered the best.
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PERFORMANCE

The accident frequency index (Fl) (the ratio of the number of reported accidents to the

number of hours actually worked) in 2011 fell overall by 30% from the previous year. The

gravity index (Gl) was reduced by 29%.

The information in the following tables is also provided by businesses, i.e. pireLLi Tyre
and others (Corporate, Eco Technology, Ambiente and PZero). The trend of the frequency
index for pireLLl Tyre industrial was particularly significant, showing a reduction of 28%

from 2010 and 42% during the three years 2009-2011. The target set in the Group strate-

gic plan envisages a 60% reduction in the frequency index by 2015 from 2009.

To better understand these data, it should be kept in mind that the Gravity Index (Gl)
was calculated by considering all calendar days (excluding the date of the accident) be-
tween the injured person’s work interruption and the employee’s return to the factory as
"lost,” i.e. the actual days necessary for complete rehabilitation.

The aforementioned figures do not include “in itinere” incidents, which are nonetheless

reported below in a specific table.

The following tables illustrates the principle indicators of the companies belonging to
the pireLLl Group, broken down by business as previously mentioned. The calculation of
the indicators refers to the activities performed by both industrial and office employees

(group consolidated scope).

Frequency Index (Fl)

SCOPE 2011 2010 2009
Tyre (Total: Industrial + Commercial) 1.12 1.60 1.87
Other Businesses 0.18 0.33 0.45
(Corporate + Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (*) (continuing operations) 1.10 1.57 1.83
Result of discontinued operations (**) 0 0.27 0.10
PIRELLI TOTAL 1.10 1.53 1.76
(continuing operations + discontinued operations)

* The 2011-2010-2009 figures are shown on a comparable basis and thus do not include the business units sold in 2010 and belonging to

PIRELLI & C. Real Estate S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.

** Here, the 2010 and 2009 impacts are shown, including the business units sold in 2010 and belonging to PIRELLI & C. Real Estate S.p.A.

(now Prelios S.p.A). and Broadband Solutions S.p.A.

Gravity Index (Gl)

SCOPE 2011 2010 2009
Tyre (Total: Industrial + Commercial) 0.27 0.38 0.54
Other Businesses 0.02 0.12 0.13
(Corporate + Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (*) (continuing operations) 0.27 0.37 0.53
Result of discontinued operations (**) 0 0.06 0.02
PIRELLI TOTAL 0.27 0.36 0.51
(continuing operations + discontinued operations)

The 2011-2010-2009 figures are shown on a comparable basis and thus do not include the business units sold in 2010 and belonging

to PIRELLI & C. Real Estate S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.
**  Here, the 2010 and 2009 impacts are shown, including the business units sold in 2010 and belonging to PIRELLI & C. Real Estate

S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.



Injuries in itinere

SCOPE 2011 2010 2009
Tyre (Total: Industrial + Commercial) 137 110 108
Other Businesses 5 2 5
(Corporate + Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (*) (continuing operations) 142 112 113
Result of discontinued operations (**) 0 3 6
PIRELLI TOTAL 142 115 119

(continuing operations + discontinued operations)

*  The 2011-2010-2009 figures are shown on a comparable basis and thus do not include the business units sold in 2010 and belonging
to PIRELLI & C. Real Estate S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.

** Here, the 2010 and 2009 impacts are shown, including the business units sold in 2010 and belonging to PIRELLI & C. Real Estate
S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.

As previously stated at the beginning of this chapter, pireLLi is firmly dedicated to promo-
tion of the principle of equal employment opportunities, by implementing the provisions
of the Group Equal Opportunities Statement every day worldwide.

Women, especially in the industrial segment, represent 5% of blue collar workers at the
Group, the category in which most pireLLI employees are classified. Considering the substan-
tial predominance of males in the Company workforce, as well as implementation of the
same operating and management procedures at all Group factories through exportation of
a best practices system based on continuous training and the most severe legislation in fa-
vour of workers, regardless of an employee’s gender, reporting the indices required by the
LA7 indicator of GRI - G3.1 according to a breakdown by gender is not material.

Fatalities

No pireLLl employee or employee of outside contractors working at the Group's operating
sites suffered a fatal accident in 2011.

Best practices

Within the scope of pireLLi Tyre, the year-on-year reductions in the frequency index at four
production sites are as follows: New Turin Industrial Centre, Bollate, Sumaré and Merzig,
with values close to 50% and, in the case of the New Industrial Centre, close to 60%.

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 considered as potential near-misses at its own site.

Occupational Diseases

As can be observed in the following table, the Frequency Index of occupational diseases
at the Company fell steeply over the three-year period, to 0.07 in 2011.
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FI OCCUPATIONAL DISEASES

SCOPE 2011 2010 2009
Tyre (Total: Industrial + Commercial) 0.07 0.26 0.29
Other Businesses 0.00 0.00 0.00
(Corporate + Eco Technology + Ambiente + P Zero)

PIRELLI TOTAL (*) (continuing operations) 0.07 0.25 0.28
Result of discontinued operations (**) 0.00 0.00 0.00
PIRELLI TOTAL 0.07 0.25 0.27
(continuing operations + discontinued operations)

*

PIRELLI & C. Real Estate S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.
**  Here, the 2010 and 2009 impacts are shown, including the business units sold in 2010 and belonging to PIRELLI & C. Real Estate
S.p.A. (now Prelios S.p.A). and Broadband Solutions S.p.A.

HEALTH AND SAFETY EXPENDITURE

The 2011-2010-2009 figures are shown on a comparable basis and thus do not include the business units sold in 2010 and belonging to

In 2010 health and safety expenditure by pireLLi Tyre totalled euro 12 million.

pIReLLI Tyre Expenditure (mi

llions of euros)

» 2009 10.0

> 2010 1441

> 2011 12.2

The expenditure made targeted improvements on machines and plant and, more in gen-
eral, workplace environment as a whole (e.g. improvement of microclimate and lighting
conditions, changes in layout for ergonomic improvement of activities, measures to pro-
tect the healthfulness of infrastructure, etc.).

ACHIEVEMENT OF 2011 HEALTH AND SA

FETY OBJECTIVES

QUANTITATIVE:

2011 - 2013 Fl reduction at Pirelli Tyre industrial as satisfied
specified in the strategic plan

2011 Organisation of first Pirelli HSE WEEK at all satisfied
sites worldwide

QUALITAVE

2011 Definition of a new Group standard for satisfied
maintenance activities

2011 OHSAS18001 certification of the Eco satisfied
Technology plant in Bumbesti, Romania

2011 OHSAS18001 certification of Guacara plant in underway
Venezuela

2011 “Safety Bulletin” of leading safety indicators satisfied




HEALTH AND SAFETY TARGETS

Quantitative - 2012-2015

> Reduction in Frequency Index of accidents in accordance with Industrial Plan:
In 2015 the target is -60% compared with the 2009 figure

Qualitative — 2011-2012

» Consolidation of new POWRA (point of work risk assessment) tool for maintenance activities
> Integration of HSE module in Process Kaizen Engineer training process

» Definition of a Group standard for HSE non-monetary rewarding

HEALTHCARE ASSISTANCE DURING WORKING HOURS

The infirmaries at the production units offered all employees care by health care workers
and specialised physicians on duty during working hours. These facilities provide first aid
care, advice on health problems unrelated to work and health supervision for workers
exposed to specific hazards.

PREVENTION CAMPAIGNS

Once again in 2011, pireLul 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 preventive care and health education.

4.2 EXTERNAL COMMUNITY

4.2.1 Relations with institutions and public authorities

“Relations between the pireLLi Group and public authorities at local, national, and supra-
national 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 rireLi Group endorses and, where appropriate, gives support to educational, cul-
tural, and social initiatives for promoting personal development and improving living
standards.

The pireLLi Group does not provide contributions, advantages, or other benefits to po-
litical parties or trade union organizations, or to their representatives or candidates, this
without prejudice to its compliance with any relevant legislation.”

(The Values and Ethical Code — The Wider Community)

In all countries where pireLLI operates, the aim of its institutional relations is focused on
the creation of stable, long-term relations with institutions. The purpose of doing so is
to legitimately represent Group interests through, inter alia, participation in the various
phases of the public decision-making process.
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All activities are characterised by maximum
transparency, legitimate authority and re-
sponsibility for all information that is pub-
lished and all actions taken by the Group in
its institutional relations.

When it develops its institutional relations,
PIRELLI begins by carefully analysing the leg-
islative and regulatory context, in order to
determine possible implications of interest.
In order to guarantee the most adequate
comprehension of the activities performed
and interests represented, institutional in-
terlocutors are engaged through a constant
flow of information about the industrial iden-
tity of pireLLl, its principal business activities,
the development of new process and prod-
uct technologies, and elements of economic,
environmental and social sustainability.

Accordingly, pireLLI also promotes and un-
dertakes numerous projects and initiatives in
collaboration with institutions to support is-
sues of public interest that are specifically re-
lated to road safety and other issues concern-
ing social and environmental sustainability.

The far-flung nature of rirei Group indus-
trial and economic interests demands exten-
sive articulation of institutional relations at
the national, European Union and interna-
tional levels.

In Italy, the Group interacts in a system
of relations involving numerous institutional
bodies at both the national and regional lev-
els. At the parliamentary level, it analyses
draft legislation affecting the Group, focus-
ing on the initiatives taken by the standing
committees of the lower house of Parliament
and the Senate, and occasionally offering
support to parliamentary activity in the form
of specialised information and analyses con-
cerning the Group’s activities. At the gov-
ernment level, pIRELLI maintains constant re-
lations with the Prime Minister's Office and
the principal ministries and related govern-
mental entities that have an impact on the
Group. At the regional level, rireLLi dedicates
special attention to relations with govern-
mental bodies in the Regions of Piedmont
and Lombardy, where pirReLLI owns major pro-
duction plants.

The issues that are studied in greatest
detail during meetings with public institu-
tions have included, inter alia, industrial de-
velopment projects, appropriate initiatives
and procedures for improving road safety,
concerning the use of tyres, employment,
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and various opportunities for financing in-
vestment, scientific research and technol-
ogy projects.

On March 19, 2011, the President of the
Italian Republic, Giorgio Napolitano, and his
wife Clio, accompanied by the Chairman of
the Board of Directors of pireLL, Marco Tron-
chetti Provera, visited the new industrial
technological centre at Settimo Torinese,
where pireLLl has operated for over 60 years.
Other participants during this visit included
the President of the Region of Piedmont,
Roberto Cota, the President of the Province
of Turin, Antonio Saitta, the Mayor of Set-
timo Torinese, Aldo Corgiat Loia, and the
Prefect of Turin, Alberto Di Pace.

On May 19, 2011 the Group Chairman,
Marco Tronchetti Provera, appeared before
the Fifth Parliamentary Select Committee
for the Budget, Treasury and Planning of
the lower house of Parliament as part of the
study “on effective spending and policies in
support of underutilised areas,” illustrating
the history of construction of the Settimo
Torinese Industrial Centre and describing its
characteristics.

At the lower house of Parliament on Octo-
ber 6, 2011, a protocol of understanding be-
tween pireLLl, the Home Affairs Ministry and
the Education, University and Research Min-
istry was signed for the development of joint
activities aimed at reducing road accidents.
During the ceremony at the lower house of
Parliament, an educational video on high-
way safety was presented. This video was
produced in collaboration with the National
Police and targets high school students.

Relations with European institutions — the
European Commission, Council and Parlia-
ment - are also considered extremely impor-
tant. Here again, activities are characterised
by maximum transparency and fairness in
view of participating in the process of mak-
ing adequate and informed legislative choic-
es through the distribution of specialised
information and analyses. The pireLLl Group
is entered in the European Transparency
Register, established and managed by the
European Parliament and European Commis-
sion in view of further improving transparent
decision-making in the European Union.

PIRELLI has operated for over a century in
various regions around the world. This has
meant constant management of institutional
relations that are expressed in all nations




where the Group has industrial interests. In
view of promoting widespread institutional
involvement in development processes, PIre-
L sponsors meetings, projects and public
initiatives with its principal institutional in-
terlocutors.

In Mexico City in April, pre,t Group Chair-
man Marco Tronchetti Provera, accompanied
by Chief Operating Officer Francesco Gori, pre-
sented the new project for the high-end tyre
production plant for the NAFTA market to the
President of Mexico, Felipe Calderon. Subse-
quently, the Governor of the State of Guanjua-
to presided at the cornerstone laying ceremony
for construction of the new plant at Silao.

On August 30, 2011, Romanian Prime
Minister Emil Boc inaugurated the pireLLI tyre
factory expansion at Slatina together with
Group Chairman Marco Tronchetti Provera.
The ceremony was attended by the Italian
Ambassador to Bucharest, Mario Cospito,
the Romanian Secretary of State for Finance,
Bogdan Dragoi, the Secretary of State for
Economic Affairs, Karoly Borbely, the Prefect
of the Olt Region, Leonid Moisiu, and the
Mayor of Slatina, Darius Valcov. The follow-
ing day, Marco Tronchetti Provera illustrated
the activities and developments if pireLLI's
industrial presence in Romania to President
Traian Basescu.

During a meeting held in Buenos Aires in
November 2011, at the Residencia Presiden-
cial de Olivos, the Argentine President, Cris-
tina Ferndndez de Kirchner, the Minister of
Industry Débora Giorgi, and pireLLi Chairman
Marco Tronchetti Provera announced the
project to build a new plant for fabrication
of radial truck tyres. The site aims to rein-
force the leadership already held by pireLLI
in South America and is part of the strategy
that over the last several years has seen its
direct industrial presence steadily increase in
markets that, like Argentina, are character-
ised by higher growth rates and competitive
industrial costs.

4.2.2 Principal international commitments
for sustainability

Certain of the principal commitments made
by pireLLI worldwide are illustrated as follows.
The list does not include the numerous ac-
tivities and agreements existing at the local
level with Group affiliates.
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ETRMA - EUROPEAN TYRE
AND RUBBER MANUFACTURERS ASSOCIATION

Under the chairmanship of Francesco Gori,
Chief Operating Officer of pireri, ETRMA
worked intensively during 2011 in response
to unprecedented regulatory changes in Eu-
rope, in order to complete drafting of the
exact procedures for implementation of new
regulations.

More specifically, in order to implement
the following initiatives taken by the Europe-
an 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 in wet road con-
ditions and reduced fuel consumption;

> regulation of energy efficiency, which
will require that tyres be sold with
disclosure of information to buyers
about energy efficiency, road hold in
wet conditions and tyre noise.

The Association, with the institutional sup-
port of the Group, is the principal partner of
EU institutions for development of new reg-
ulations for the sector and rules for imple-
menting them, with the aim of harmonising
their adoption in all EU countries. In parallel,
ETRMA stimulates those countries to devel-
op policies for monitoring the compliance of
tyres in the EU market with EU regulations.

In addition to playing an active role in final-
ising the new “"Europa 2020" strategy, aimed
at defining European Union action in the eco-
nomic and social fields over the next decade,
ETRMA and its Chairman have been invited
to participate in relaunching CARS 21, the
official advisory body of the European Com-
mission, and contribute to the development
of proposals that can guarantee the competi-
tiveness of the European automotive industry.

In accordance with the commitments made
upon signing the European Highway Safety
Charter, ETRMA is continuing its programme
to raise awareness of highway safety and sus-
tainable mobility.

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 2011. Head-
quartered in Geneva, this is an associa-
tion of about 200 multinational 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 Indus-
try Project, the project launched in 2005 to
identify, from a sustainable development
perspective, the potential impact on health
and the environment of the materials as-
sociated with the manufacture and use of
tyres. This project focuses on raw materials
and tyre debris. It aims to further the de-
velopment of knowledge and devise a new
industrial approach that will not only meet
but even anticipate the challenges of sus-
tainable development. The members of the
group continued promoting best practices
for end-of-life tyre management in emerg-
ing countries, to encourage their recovery
and reuse as a resource (secondary raw ma-
terial). This will make it possible to reduce
the use of raw materials and environmental
impact that this involves.

EUROPEAN OCCUPATIONAL SAFETY
AND HEALTH AGENCY (EU-OSHA)

PIRELLI continued acting as official partner
of the European Occupational Safety and
Health Agency (EU-OSHA) in 2011.

The Agency confronts a different prob-
lem every two years. In 2010 and 2011, the
theme was Safe Maintenance. Its aim was to
raise worker awareness of the importance
of maintenance, and the risks of accidents
stemming from not performing it correctly.

PIRELLI engaged participation by mainte-
nance staff at all production sites, by organ-
izing specific training days on the topic.

This was pireLLI's second partnership, after
the one based on “Risk Assessment” in 2008-
2009, which aimed to promote a participa-
tory approach to risk assessment, based on
consultation and participation by everyone
present at the workplace.

This partnership will continue in 2012-
2013. The new campaign will focus on lead-
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ership in the field of occupational health and
safety, which is fundamental to involving
everyone at the Company in reducing work-
place accidents.
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Healthy Workplaces

CSR_EUROPE

PIRELLI acts as deputy chair of CSR Europe,
and has been delegated responsibility for
governance and finance. CSR Europe is a
network of leading European companies
that addresses corporate responsibility is-
sues. Ilts members include more than 70
multinational companies and 27 national
partner organisations in 23 European coun-
tries. CSR Europe functions as the Europe-
an platform for businesses and interested
parties, enabling them to cooperate and
exchange experiences to become global
leaders with Europe in the areas of sustain-
able competitiveness and social well-being.
The network was founded in 1995 by Eu-
ropean business leaders, in response to an
appeal by European Commission President
Jacques Delors.

Among the initiatives of CSR Europe, Enter-
prise 2020 is certainly one of the most im-
portant initiatives of CSR Europe.
Enterprise 2020 is part of the Europe 2020
strategy adopted by the EU Council. It con-
sists of an alliance between companies that
strategically guides businesses towards re-
sponsibility and transparency by develop-
ing new business models, innovative solu-
tions for the planet and collaborating with
stakeholders, in view of making material
contributions to the construction of a sus-
tainable and inclusive society.

With Enterprise 2020, CSR Europe is com-
mitted to:

> supporting businesses in the creation
of sustainable competitiveness, by
offering a platform for innovation and
the exchange of experiences;

» encouraging close collaboration
between businesses and stakeholders,
by exploring new forms of cooperation
to create a sustainable future;



> reinforcing the global leadership of
Europe in CSR, by engaging European
institutions and a wider range of inter-
national players.

The activity illustrated above is focused on
four fronts: market transformation, inclusive
societies, health and transparency.

In European Commission Communica-
tion 2011/681, which outlines the new EU
strategy for CSR, the European Commission
recognises the Enterprise 2020 di CSR Eu-
rope initiative as an example of business
leadership that is particularly material to the
political objectives in question.

PIRELLI has also participated in the Euro-
pean Alliance for CSR since 2007, fully shar-
ing its approach to sustainability as a stra-
tegic and competitive business management
technique. So far, pireLLI's participation in
the initiative — promoted by the European
Commission in Brussels to encourage the
spread and exchange of the best sustainabil-
ity practices amongst businesses — has been
expressed through its active participation in
the Alliance's European Laboratories, coor-
dinated in Italy by the Sodalitas Foundation
and throughout Europe by CSR Europe.

The Multiculturalism Workshop has cre-
ated the toolkit Multiculturalism, an Asset
for Business. A Comparison of Experiences
and Programmes: Stimulus for Improvement
of Company Life. The Equal Opportunities
Workshop produced a toolkit entitled Prac-
tising Gender Equality in Careers.

SIGNING OF THE 2°C
CHALLENGE COMMUNIQUE

In 2011 pireLLl continued its commitment to
climate change, both by pursuing its own
objectives to reduce CO, emissions, and
through signing of the 2°C Challenge Com-
muniqué.

Together with other business leaders, the
company has signed the Corporate Leaders’
Group on Climate Change, a programmatic
document first drafted at Cambridge Uni-
versity on initiative by the Prince of Wales.
Since the beginning, it has aimed at bringing
together the biggest British, European and
international business enterprises that share
the conviction that new long-term policies are
indispensable for dealing with climate change.
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The 2°C Challenge Communiqué invites to
break the stall in international negotiations
and take the necessary measures at the na-
tional level to guarantee sustainable growth
and a climate-friendly economy.

In 2010 pireLu signed the Cancun Commu-
niqué, after having signed the Copenhagen
Communiqué in 2009 and the Bali Communi-
qué in 2007, which was the first document for
development of concrete strategies through
joint government action to reach a compre-
hensive global agreement on the climate.

4.2.3 Company initiatives for
the external community

Since it was founded in 1872, rireLLl has been
aware that it plays a major role in promot-
ing civil progress in all communities where it
operates. Consistently with the Ethical Code
and the Group Social Responsibility Policy
for Occupational Health, Safety and Rights,
and Environment, pirerLi has developed a
global strategy for protection of the territo-
ry, supporting health, education and training,
environmental, cultural and sport initiatives.

The principal initiatives undertaken in
2011 are documented as follows.

SOCIAL SOLIDARITY

The inclusive approach taken by pireLLI to in-
volvement and inclusion takes the form of
social solidarity worldwide. In Brazil, where
PIRELLI has been historically active in the local
community with social initiatives, support for
the “Projeto Guri” continued. This project of-
fers musical instrument and singing lessons
to 200 children from disadvantaged families.
PIRELLI also supports Alianca da Misericérdia,
an orphanage in Sdo Paulo that offers shel-
ter to 300 orphans and homeless children, as
well as the Asilo Nido Dr. Klaide in Santo An-
dré. pireLL supports the Fundacié Mambre in
Spain, a foundation that operates as facilita-
tor in social inclusion processes, supporting
homeless people on their individual growth




paths. Its goal is to create dwelling solutions.
In Romania the employees of pireLLI Eco Tech-
nology organised themselves with Christmas
gifts for disabled children at the Complexul
de Servicii Comunitare PT. Copilul Cu Handi-
cap centre at Targu- Jiu. In Turkey pireLLI has
supported the Foundation for the Training
and Protection of Mentally Handicapped
Children (ZICEV) by covering the cost of gas
to heat the centre. Tiirk pireLLl Tyres has also
supported Bizimkdy — Handicapped People
Manufacturing Centre, a training and em-
ployment for disabled persons, by cover-
ing the cost of constructing new buildings.
In China pireLLl has supported the neediest
families amongst its employees by offer-
ing money and food. In Germany rpireLLI has
supported a centre to feed the poor and
an association for poor people, as well as a
hospice for children and the Red Cross. In
Venezuela pireLLl has organised donations for
toys given to needy children.

In 2011 pireLu rallied all its employees in
response to the serious emergency result-
ing from the tsunami in Japan. After the
campaigns “My Time for Haiti” and "My
Time for Indonesia,” pirerLi launched “My
Time for Japan,” another solidarity initiative
that is stands out for the mobilisation of co-
workers and company together and direct
involvement in choosing the destination of
the project.

It was not easy to determine what solidar-
ity project to which this money was to be do-
nated. rireLLl targeted children and their hun-
ger for "food for the soul,” and their need
to overcome the traumas and difficulties of a
post-earthquake world.

With the aid of the UNHCR, United Na-
tions High Commission for Refugees, which
had already proved itself to be a valid part-
ner in the project "My Time for Haiti,” pIReLLI
made contact with SVA - Shanti Volunteer
Association, an international NPO active in
various regions of Asia, and particularly in
the areas devastated by the earthquake in
Japan. SVA proposed financing the commu-
nity building project of “traveling libraries,”

already tested with great success in other
Asian countries in similar situations. With
the traveling libraries, the volunteers create
initiatives to bring together child victims of
the earthquake and also engage their fami-
lies, many of whom live in temporary hous-
ing. With the funds collected as part of the
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“My Time for Japan” campaign, a vehicle was

purchased for use as the traveling library, as
well as thousands of books.

Destination: 32 stations in Ilwate Prefec-
ture, one of the areas devastated by the
earthquake, Yamada Town, Otsuchi Town,
Ofunato City and Rikuzentakata City, reach-
ing a total of 2,500 children.

HEALTH

PIRELLI considers contributing to improvement
in the health services of the communities
where it operates to be a priority. Since 2008
pIRELLI Tyres Romania, in collaboration with
the Niguarda Hospital in Milan, supports the
professional training of medical and nursing
professionals and the donation of medical
equipment and devices to the Slatina Hos-
pital. Over 100 professional who annually
take care of more than 40,000 patients were
trained in this programme. Together with
two other companies operating at this loca-
tion, pireLLI Tyres Romania covered the costs
for that hospital’s 2011 audit. pireLL Tyres Ro-
mania has also provided for the dental care
of 360 children in Slatina and Bals with the
Overland for Smile project. Since 2010 pire-
LLl supports the Hospital Pequeno Principe
in Curitiba, the biggest paediatric hospital in
Brazil. In 2011 it focused resources on treat-
ing high-risk patients. In the United Kingdom,
pIReLLl has supported fund-raising events for
Sheffield Children’s Hospital, Burton Hospi-
tal, Rainbows Children’s Hospice and Temple
Street Children’s Hospital, Dublin. As part of
its sponsorship of Formula 1, pireLLi UK Tyres
Ltd. has made a commitment to support the
not-for-profit Great Ormond Street Hospital
Children’s Charity. In July the Company co-
sponsored a benefit party on behalf of the
Charity and, coinciding with the Silverstone
Grand Prix, donated all proceeds from the
pIRELLI Activation Area to it. This commit-
ment has been renewed for the 2012 season.
Moreover, prireLLi employees in various parts
of the world have donated their blood to
health-care institutions.

In 2011 pirel has also supported Emer-
gency, a neutral Italian non-governmental or-
ganisation created to offer free, high-quality
medical and surgical care to war, landmine
and poverty victims. pireLLi has given its sup-
port to the Salam Heart Surgery Centre in




Khartoum, Sudan, which was opened by
Emergency in 2007 to provide free, highly
qualified car to patients suffering from con-
genital and acquired cardiovascular diseases
treatable by surgery, particularly rheumatic-
origin heart valve pathologies whose devel-
opment is often linked to poverty and the lack
of basic care. rpireLLI has covered the travel
and care costs of 145 paediatric patients and
adolescents suffering from heart disease who
visited the Khartoum Centre from 18 African
countries.

EDUCATION AND TRAINING

PIRELLI promotes education, instruction, and
technical training as a basic value. The Com-
pany supports educational programmes that
can give poor children the tools for escaping
poverty. It contributes to scholarships and
research projects. It offers technical training
to its own workers but also to the commu-
nities where it operates, firmly believing in
training as key to individual growth and the
economic growth of a nation.

In Brazil pireLLl supports Educandario Imac-
ulado Coracao de Maria in Amélia Rodrigues,
an elementary school run by Italian nuns. In
Turkey the company supports the Tiirk pireLLi
Primary School and Tiirk pirerti High School
with ad hoc initiatives such as renovation of
the kindergarten and library, career day, and
others. pireru offers school and university
scholarships in various countries, from M
to Venezuela, and from Romania to Spain.
The Company offers internships, finances
student projects like “Formula Student” in
Spain for the construction of a racing car, and
promotes international exchanges between
students (like the programme for Romanian
students in Qatar). In Germany pireLLI supports
the association of women engineers. In Turkey
it made a donation to the European College.
Special mention must be made of the recent
agreement between pireLLi and Qufu Normal
University in China: pireLu will finance 25 excel-
lent students from poor backgrounds so that
they can complete their studies. At the same
time, it will support research on Confucian-
ism by subsidizing the China Confucius web-
site and “Confucius Culture Month" activities.
PIRELLI also continues cooperating with the Uni-
versity of Shandong in China and the Univer-
sity of Craiova in Romania, among others.
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In Venezuela, the programme “Time for Re-
flection” has received an extremely positive
response, by offering lessons on various top-
ics open to the community.

PIRELLI also is accustomed to promoting
training projects on traffic and tyre safety is-
sues for law enforcement officers in Italy and
around the world. In Turkey, the Company
is also involved in preparing bus drivers on
traffic related topics.

Externally, pireLui has supported projects
in the communities where it operates for
technical training useful to create a good
balance between labour supply and demand.
In Romania the project “CORE: Linking la-
bour market needs with the workforce in S-V
Oltenia Region” is a partnership between
pIReLL, certain NGO'’s (e.g. the "Fondazione
Luigi Clerici”) and other firms operating lo-
cally. CORE offers courses on vulcanization
and other training projects for rubber work-
ers, mechanics, and industrial electricians. In
Romania the programme “Train yourself for
success” is aimed at school-age kids and of-
fers them useful vocational technical training.
In Egypt, pireLLi is launching a major project
to promote an industrial technique training
school in the community of El-Nahda, in col-
laboration with CDS (Centre for Develop-
ment Services).

WHEN SPORT BECOMES AN EXPRESSION
OF SOLIDARITY

There is a close link between solidarity and
sport, in a virtuous circle where commit-
ment to sports becomes synonymous with
the commitment to promoting solidarity
and ethics, especially amongst young peo-
ple. Two Inter Milan football players Este-
ban Cambiasso and Javier Zanetti, set up
the project “Leoni di Potrero - Calcio per
tutti” (Protrero Lions — Soccer for Everyone)
several years ago. It is a free training centre
in Milan that is supported by pireLLl and tar-
geted 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, fi-
delity, respect and tolerance. This represents
a way to teach the concept of integration to
children from different social classes, work-
ing to prevent negative situations like isola-
tion and loneliness.




But pireLLI also sponsors baseball in Venezuela
with the pireLLi Baseball School, with over 300
children and teenagers enrolled, basketball,
volleyball, soccer and cycling in Brazil, dance,
golf and horseback riding in Germany, and
basketball in Turkey just to mention a few.

One hundred youths in the black commu-
nity of Cape Town will develop their sailing
talent with a contribution from pireLi South
Africa. The Company has sponsored the
Izivungu Sailing School in Simon'’s Town, the
first sailing school in South Africa created to
offer disadvantaged kids an opportunity for
personal and professional growth through
education in the values and techniques
of sailing. Founded in 2001, the school is
supported by the South African Navy. The
youths “sponsored” by pirerui will train at
two “sailing bases” according to different
programmes. Most of them will train at the
head school in Simon’s Town, at the naval
base, while ten of them will be admitted to
the school in Cape Town, which is reserved
to those who have already reached a certain
level of skill.

PIRELLI, as is now customary in its strategy
of setting down deep local roots, has fo-
cused on soccer in New York as well, where it
has contributed to the soccer project of the
Citizens Committee for New York City.

Since 2008 FC Internazionale Milano, pire-
i and Comunita Nuova have operated the
“Inter Campus” social project in Slatina, Ro-
mania. Sports and recreational activities are
organised for the whole year, with the par-
ticipation of over 80 children from different
social backgrounds. Through soccer, they
have been learning the values of teamwork,
social integration and the importance of
friendship. An annual football tournament is
organised in July, at the end of the sports
year, for children at the Campus and for chil-
dren from Slatina. In August, the children at
Inter Campus Slatina were able to play soc-
cer with Prime Minister Emil Boc, who made
a special visit to the pireLLI factory.

In 2012 pirertt and F.C. Internazionale
Milano intend to repeat this experience with
Inter Campus in Silao, Mexico, close to the
new PireLLI factory.
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FOCUS: BUSINESS CULTURE

The Fondazione Pirelli,
driver of business culture

The Fondazione rireLLl (PIRELLl Foundation)
was established in 2009 to provide continu-
ing, holistic and authoritative support for the
business culture espoused by the Group. Its
guiding principle is to promote the creativity
of new generations of artists and research-
ers, offer a platform for the thought that
links tangible industrial experience with the
historic memory of the Company, while pro-
moting the value of current experience as it
gradually becomes history.

In 2011 visits to the Foundation increased
significantly to attend the usual round of
conferences, seminars and training courses:
over 5000 persons (40% more than in 2010)
representing schools, institutions, associa-
tions, entities, corporate museums, founda-
tions and customers. The number of users
at the historic archive (researchers and stu-
dents) also increased significantly from 2010,
by about 10%.

An emblematic example of the steady con-
solidation of the pireLui Foundation in the so-
cio-cultural fabric of the Bicocca site has been
the success (about 500 participants) at the
event “Special Opening” held on November
26, 2011, when the Foundation promoted
an open day for public visits to the site, to
the Bicocca degli Arcimboldi and the Hangar
Bicocca. These sites comprised a three-stage
visit to the heart of pirReLLI culture, between
traditional sites and contemporary life.

The same strong signal of consolidation
can be found in the continuous increase
since 2011 of access to the site www.fon-
dazionepirelli.org, which has undergone in-
cessant restyling and fine-tuning of its func-
tions, culminating with its complete overhaul
in November.

Of all the activities that report to the pire-
i Foundation, management and improve-
ment of the Historic Archive have always
been a top priority.

Among current activities, restoration work
continued in 2011 on the total of 240 origi-
nal advertising sketches that represent one
of the most valuable assets of the Archive.
Work also continued on organising and digi-
talising the photographic archive, involving
over 3,500 images of fashion and car racing




subjects. Two hundred fifty feature length
films were restored in the audio-visual sec-
tion in collaboration with the Fondazione Ci-
neteca lItaliana in Milan.

This last activity enabled the pireLi Foun-
dation to make the DVD “pireLLi in 35mm":
a selection of films that tell the history of
corporate communication from 1912 to the
end of the 1970’'s, from historic documenta-
ries to advertising films and advertising hour
clips (“Caroselli”). “pireLLi in 35mm” was pre-
sented on November 27, 2011 at the Spazio
Oberdan in Milan, as part of the Business
Culture Week.

Another event in the field of industrial
cinema and initiatives organised during the
Business Culture Week was participation by
the pirel Foundation in the 11th Industrial
Cinema Day. On that occasion, a conference
was held in collaboration with the Industrial
Cinema Archive, entitled ”l volti della pireLL::
comunicazione e identita nella storia di una
grande impresa” (“The Faces of pireLLi: Com-
munication and Identity in the History of a
Great Company”). About 100 students par-
ticipated.

Among the other activities organised by
the Historic Archive in 2011 was the com-
pleted digitalisation of the entire collection
of the magazine Rivista pireLLi, which is now
entirely available online at the Foundation
site. This accomplishment was accompanied
by continued computer cataloguing of the
archive Storia delle Industrie pireLLi ("His-
tory of pireLLl Industries”) on the standard-
ised GEA system together with the restored
sketches and about 400 technical drawings
produced by the Tyre Sector between the
1950's and 1970's.

In April, a partnership agreement was
signed between the Fondazione ISEC in
Sesto San Giovanni and pireLLi for promotion
of a series of initiatives aimed at distribut-
ing the business culture of the national so-
cioeconomic system. On this basis, the pireLLI
Foundation transferred of the technical and
scientific library to its own Historic Archive.
In view of exploiting this heritage, the Fon-
dazione ISEC will participate on catalogu-
ing the over 20,000 volumes (published be-
tween the end of the 19th century and now)
held by the library.
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Tyres have a soul

Fashion and car races were the stars in 2011.
These two themes were the ideal guideposts
for the initiatives organised by the PIReLLI
Foundation over the entire year.

Between June 20 and July 24, the Milan
Triennale hosted the exhibition Lanima di
gomma. Estetica e tecnica al passo con la
moda (“The Tyre's Soul: Aesthetics and Tech-
nique in Step with Fashion”). Organized by
the pire,t Foundation and visited by over
15,000 persons in one month, “Tyre's soul”
aimed to recount — through the display of
original sketches and multimedia installa-
tions - the history and advertising commu-
nication pireLLi brand fashion, from the Com-
pany’s foundation at the end of the 19th
century to the present day, arranged around
the theme of research applied to materials
and processes. The lead player here is rub-
ber, so versatile as to be a tyre or elastic
thread, fabric or a commonly used object.

The success realised by the Milan ex-
hibition meant that “Tyre's soul” was ap-
proached as a “case history” at the meeting
held in Venice in November on design and
fashion company archives.

In 2011, the return of pireL to Formula
1 necessarily focused the spotlight on the
world of tyres and car racing.

The About a tyre photography exhibition
opened at the Foundation pireLui in April. An
installation comprised of 22 visual works was
realised by 15 students enrolled in the pho-
tography course of NABA-Nuova Accademia
delle Belle Arti in Milan, where pireLLI asked
to interpret the corporate values of its core
business, from safety to speed and eco-sus-
tainability. This installation attracted about
2,000 visitors.

Concurrently with the initiatives organ-
ised for the Monza Formula 1 Grand Prix,
the exhibition “Si va che & un incanto...Pire.
L, storie di gare, piloti, sfide e successi” ("It
Drives Like a Dream...rireLLl, Stories of Races,
Drivers and Successes"”) was opened in Sep-
tember. Seven sections - arranged along the
virtual route of the Monza race track traced
out in the Open Space of the Foundation -
covered the history of pireLLI participation in
car races. The exhibition featured the most
beautiful and significant images and docu-
ments to recount over a hundred years of
races held under the “P lunga” pireLLI logo.




The exhibition was opened together with
the event The invisible heart of a tyre that
accompanied presentation of the new PZero
Silver tyre, which was created specifically on
the basis of pireLLI experience with Formula
1. On the special stage set up in the Bicocca
Hangar, the invisible hear of the tyre was re-
counted by economists, actors, race car driv-
ers and technicians, revealing to the public
an industrial reality that is as fascinating as
it is complex.

Tyres took centre stage yet again at the
end of the year, as part of the Business Cul-
ture Week. In Milan on November 24, a meet-
ing was held at Assolombarda with the title
Gli oggetti che hanno fatto la storia (“The
Objects that Have Made History"). The pireLLI
Foundation participated with two tyres — the
one that one the Peking-Paris Rally in 1907
and a modern PZero slick used in Formula 1
racing — to lead the young people attending
the event through a course to comprehend
the past and interpret contemporary econo-
my and society.

Promotion of a work culture

Apparel and tyres are the final, tangible result
of a long, complex process that can be easily
summed up in just one word: work. It can also
be summed up by its place: the factory.

In September 2011 nearly seven hundred
persons attended the orchestral concert |
pomeriggi musicali ("Musical Afternoons")
promoted and sponsored by the foundation as
part of the event MiTo Settembremusica. This
performance was staged against the backdrop
of the profound transformations in relations
and languages that have roots in the 20th cen-
tury and prefigure our contemporary world.

The central role of the factor as the place
where business culture is made was once
again confirmed by completion of a vast pro-
ject — begun back in 2010 - to collect testi-
monial documentation from employees at the
Settimo Torinese factories. The pireLLl Founda-
tion and the director Serena Sinigaglia drew
inspiration from the several thousand pages
comprising the final document to create the
stage piece Settimo. La fabbrica e il lavoro
("The Factory and Work") was staged at the
Piccolo Teatro of Milan in February 2012. It
will be followed by publication of a volume by
Laterza of the research results.
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The industrial modernity of Settimo Torinese
is the immediate icon of the company’s ca-
pacity to create industrial culture. However, it
is in turn part of a broader narrative of work:
a narrative that from the new industrial cen-
tre in Turin dates back to the Milano Bicocca
complex, where pireLLl has its industrial roots.
Cultura dove sei? ("Culture, Where Are
You?”) is the title of the conference that the
pIReLLI Foundation held in May 2011 in collab-
oration with the Museum of Contemporary
Photography in Cinisello Balsamo, with the
aim of analysing the types of places where
culture is disseminated and enjoyed, particu-
larly in view of development of the Bicocca
area as a cultural district. Over one hundred
professional photographers and others in
the photography business participated.

Development of the Bicocca cultural dis-
trict explains the participation by the pireLLI
Foundation as lead manager of the Cariplo
Call for Entries, Valorizzare le attivita cultura-
li come fattore di sviluppo delle aree urbane
(“Promoting Cultural Activities as a Factor
for Development in Urban Areas”) by jointly
presenting with the University of Milan Bico-
cca a project for territorial development en-
titled Doppia c/Cultura e crescita. Progetti
e strategie di sviluppo culturale e artistico
per il miglioramento della qualita della vita
di abitanti e city users dell’area metropoli-
tana Milano /NNE (“Double c¢/Culture and
Growth. Projects and cultural and artistic de-
velopment strategies for improving the qual-
ity of life of inhabitants and city users in the
metropolitan area of Milan /NNE”).

The commitment to education at all levels
must also be construed as part of the “work
culture” pursued by the pireLi Foundation.

Since 2010 the Foundation has had a
seat on the Board of Trustees of the Scu-
ola dell’Infanzia G.B.pireLLi nursery school in
Varenna, Province of Lecco. It is also active
in supporting the activities of the Istituto di
Istruzione Superiore “Leopoldo Pirelli” high
school in Rome. Collaboration with this latter
school led in 2011 to establishment of the
first Premio Leopoldo Pirelli prize. This con-
sists of a euro 5,000 scholarship earmarked
for students have particularly distinguished
themselves for merit over the year.

Since 2009 the pireri Foundation has
been a partner, together with the Fondazi-
one Agnelli and the Fondazione Edoardo
Garrone, of the Associazione per la Formazi-




one d'Eccellenza (Association for Training in
Excellence). This is a non-profit association
whose purpose is to promote and encour-
age excellence in education and training
to meet the demands and prospects of the
working world, research and business. The
experience of this association has led to
foundation of the Scuola di alta formazione
al Management (Management Specialisation
School) in collaboration with the Collége des
Ingénieurs.

Support for art

The pireLl Foundation operates in the tradi-
tion carried forward by the pireLLi Group for
one hundred forty years, by sponsoring ini-
tiatives in favour of the external community,
aware that it plays a key role in the promo-
tion of business culture and civil progress in
all communities where it operates. For this
reason, the Group realises and supports ini-
tiatives for the diffusion of education and
culture, promotion of the arts, solidarity,
protection of human rights and improve-
ment of the living conditions of local popula-
tions. A series of activities are carried out in
collaboration with public institutions and lo-
cal private partners that are chosen accord-
ing to criteria designed to guarantee a high
standard of quality, and which are promoted
amongst pireLLi employees over the intranet.

So, support for art and culture are part of
the Group's own tradition. So, it was in this
sense that the institutional partnership be-
tween the pirei Group and the Triennale di
Milano continued in 2011. This involves co-
operation between two historic institutions
in Milan: the Triennale on the one hand - Mil-
anese by birth and one of the world’s great-
est institutions in the field of visual arts and
architecture — and the pireLLi Group on the
other, one of the business enterprises that
have contributed the most to development
of graphics not only in Italy but in the world.

The support that pireLLI gives to a cultural
project must always satisfy the base require-
ments of being authoritative and prestig-
ious, as well as being consistent with the
core business of the Group. In other words,
it must satisfy the vocation for innovation,
research, development of new technologies
and investment in young people. This is the
case of the historic partnership with the Pi-

145

SOCIAL DIMENSION

nacoteca di Brera art museum, where PIRELLI
has not limited itself to financing a series of
restorations but has also supported the de-
velopment of an innovative restoration tech-
nology - designed by Ettore Sottsass - capa-
ble of making it possible to execute publicly
the long process of restoring a work.

On March 15, 2011 pireLu purchased from
Prelios the Bicocca Hangar and art works
installed there, “The Seven Celestial Pal-
aces” by Anselm Kiefer and “La sequenza”
by Fausto Melotti, thereby becoming spon-
soring founding member of the Fondazione
HangarBicocca, of which Marco Tronchetti
Provera was named Chairman. Together with
the other members of the Foundation, the
Region of Lombardy and the Milan Cham-
ber of Commerce, pRELLI aims to relaunch
HangarBicocca as a focal point for interna-
tional contemporary art and position it as
a cultural centre rooted in the territory of
Greater Milan, in keeping with the pireLLI tra-
dition of operating as a multinational com-
pany with deep roots in Milan. HangarBico-
cca consequently stands as an example of
public-private collaboration, for stimulation
of artistic creativity and enriching national
cultural heritage with innovative choices.

The fifteen thousand square metres at
HangarBicocca, open to visitors beginning
April 2012, feature renovated spaces, a new
image, more functional area for exhibition
and cultural activities: from the new space
dedicated to children to the interactive
multimedia wall, and the multipurpose area
for workshops and conferences. But that is
not all: the changes also involve extended
evening opening hours, free admission,
continuing education activities, personnel
prepared to explain the themes presented
at the exhibition, visual, informative and
popularising material created with a new
graphic format.

Support for art and support for the en-
vironment. For years pireLLi has been associ-
ated with the FAI-Fondo Ambiente Italiano,
with which it collaborates on various initia-
tives aimed at education and protecting the
environment and ltalian artistic heritage. In
this ambit, between April and May 2011 pire-
LLi sponsored the exhibition La mano del gra-
fico for FAIl, an exhibition of over 360 auto-
graph drawings and sketches by 107 of the
most authoritative Italian and international
graphic artists donated to the Fondo Ambi-




ente ltaliano. At the end of the exhibition,
the FAI organised a charity benefit auction
of the displayed sketches, and then donated
the proceeds to restoration of Villa Necchi
Campiglio and the Biblioteca del Castello di
Masino library.

The pireLLI approach to culture is also real-
ised in its collaboration in the world of stage
theatre. In 2011 pireLul 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 Fondazi-
one Pier Lombardo. This foundation was es-
tablished to support the growth of one of
the most active, firmly rooted theatres in
Italy.

The previously mentioned production in
February 2012 of the theatre piece “Settimo.
La fabbrica e il lavoro” has reaffirmed the
participation of pireLLI, as supporting partner,
at the Piccolo Teatro di Milano, in view of
focusing the Group on cultural topics with
local roots. The partnership between pireLLI
and the Piccolo Teatro dates back to 1947,
when pireLLI became a supporting member of
the first permanent public theatre in Milan.
Now the Piccolo Teatro operates worldwide.

In celebration of the 150th anniversary of
the Unification of Italy, an event was held be-
tween March and April 2011 entitled “Lezio-
ni di storia. L'ltalia prima dell’ltalia” (“History
Lessons. Italy before Italy”), a series of nine
free lessons dedicated to the most impor-
tant events that led over time to the birth
of Italy. After "Milano 900" in 2010, PIReLLI
decided to be one of the sponsors of this
event in 2011, created by the publisher Lat-
erza, and intends to renew its commitment
again in 2012.

Art and culture is also supported in Brazil,
and particularly the Museu de Arte Moderna
(MAM) in Sao Paulo. A very important photo-
graphic exhibition is scheduled for 2012: ex-
hibition of the pireLLi MASP Collection, one of
the most important photography collections
in Brazil, at the Museu de Arte de Sao Paulo
(MASP). pireLLl also supported the Italian cin-
ema week in Brazil, the Mozarteum orches-
tra, and the staging of a play by Pirandello.

In Turkey, pirRe.i sponsors the Istanbul
Culture & Art Foundation for cultural and
artistic activities. In Germany PIRELLI supports
a music festival for young people. And in Ro-
mania PIRELLI sponsors the Slatina theatre and
the Romania-Italia Cultural Institute.
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As part of the celebrations for the 150th an-
niversary of the Unification of Italy, rireLLi de-
cided to support recovery of the statute do-
nated by Italy to Mexico City in 1968. That
was the year the Olympic Games were held
in Mexico, on occasion of which Italy donat-
ed the Consantino Nivola work “Hombre de
Paz,” as part of the “La Ruta de la Amistad,”
i.e. “The Path of Friendship,” a complex ar-
tistic and cultural project that marked the
constant link between two countries that
was bound to last and grow through the
contribution made by the many Italian com-
panies that operate in Mexico. This initiative,
which falls in the scope of a broader plan for
urban renewal of the city, supported by Italy,
received support from rireLLi for the place-
ment of a statue in a big garden traversed
by a 25-metre long gangway that allows visi-
tors to view Costantino Nivola’s work and at
the same time enjoy the protected species
that blossom in spring, and the complex of
volcanic rocks from 2,000 years ago, without
sullying the environment.

Art triumphed on Friday, September 16 in
Bucharest, courtesy of pireLLi Romania, which
restored Susanna e i vecchioni, a master-
piece of Seicento ltalian painting by Alessan-
dro Varotari, "Il Padovanino.”

PIRELLI supported the restoration of this
important art work, which was meticulously
and patiently carried out by specialists at the
Bucharest Art Museum, who completed this
complex project in the record time of almost
three months.

The President of the Republic of Italy,
Giorgio Napolitano, on a two-day state visit
to Romania, attended this event at the Bu-
charest National Art Museum.
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GRI - G3.1 REPORTING ELEMENTS

Strategy and Analysis

SUMMARY TABLES

This section is designed to enable readers to relate the issues addressed in the report to
the international experience of the GRI (G3.1) and the Global Compact.

Volumes A, B, C

Volume A page 9+13;
Volume C pages 18-19;
23-24; 31+41

Organisational Profile

2.1,2.2,2.3,24,25,2.6,2.7,2.8,
2.9,2.10

Volume A - Data highlights
page 2; Volume B page 31;
Volume C page 23

Report Parameters

Report Profile

3.1,3.2,33,34

Volume A page 3;
Volume C page 15

Report Scope
and Boundary

3.5,3.6,3.7,3.8,3.9,3.10, 3.11

Volume A page 3;
Volume C page 15

GRI Content Index

3.12

Volume C pages 148+150

Assurance

3.13

Volume A pages 219+221;
Volume C pages 152-153

Governance, Commitments
and Engagements

Corporate Governance

4.1,4.2,43,4.4,45,4.6,4.7,4.38,
4.9,4.10

Volume B All; Volume C
pages 26+31; 36+42

Commitments to
External Community

4.11,4.12,4.13

Volume C pages 52-53;
137+146

Stakeholder
Engagement

4.14, 4.15,4.16, 4.17

Volume C pages 29+31; 42;
53+55; 55+65; 65+69; 74;
98; 118-119; 121+124;
124-125; 130-131;
135+139; 153

Volume A: Annual Financial Report at December 31, 2011; Volume B: Annual Report on Governance and the structure of Share Ownership;

Volume C: Sustainability Report.

GRI - G3.1 PERFORMANCE INDICATORS

Area Aspect Indicators Volumes A, B, C
Economic Economic Performance |EC1, EC2, EC3 Volume A pages 199-200;
Volume C pages 17-18; 24;
31+33; 43-44; 51+55;
67-68; 104; 134
Financing from Public |EC4 Volume C page 53
Administration
Local Suppliers ECé6 Volume C pages 66+68
expenditure policies
Hiring procedures and |EC7 Volume C pages 113; 118
percentage of local
senior management
Indirect economic EC8 Volume C pages 51; 52
impact
Environmental Raw materials EN1, EN2 Volume C pages 32; 67-68;

78-79

Energy-water

EN3, EN4, EN5, EN6, EN7, EN8

Volume C pages 17-18; 33;
95-96; 99101

Biodiversity

EN11, EN12, EN13, EN14

Volume C pages 96+99; 104

Emissions, Effluents

EN16, EN17, EN18, EN19, EN20,

Volume C pages 96+104

and Waste EN21, EN22, EN23, EN24*

Products and Services |EN26 Volume C pages 78+89
Packaging EN27 Volume C page 103
Compliance EN28 Volume C page 91
Transport EN29 Volume C pages 98-99
General EN30* Volume C page 104




Labour Practices Employment LA1, LA2, LA3 Volume C pages 25;
109+116; 124-125
Industrial Relations LA4, LAS Volume C pages 124+127

Occupational Health
and Safety

LA6, LA7*, LAS, LA9

Volume C pages 17; 19; 33;
120-121; 127+135

Education and training

LA10, LA11

Volume C pages 17; 19; 33;
120-121; 131

Diversity and equal
opportunities, Equal
Remuneration for
Women and Men,
Return to Work after
Parental Leave and
Retention Rate

LA12, LA13, LA14, LA15

Volume C pages 17; 19; 33;
42; 110+112; 113+117

Human Rights Investment and HR1, HR2, HR3 Volume C pages 18-19;
Procurement Practices 27-28; 33; 40-41; 65+69
Non-discrimination HR4 Volume C pages 17; 19; 28;

33; 40-42; 113+117
Freedom HR5 Volume C pages 28; 40+42;
of Association and 66; 69; 124+127
Collective Bargaining
Child Labour HR6 Volume C pages 28; 40+43;
66; 69; 113; 126
Forced and HR7 Volume C pages 28; 40+43;
Compulsory Labour 66; 69; 113; 126
Assessment: HR 10 Volume C pages 40-41; 69;
Operations subject to 126; 139+142; 153
human rights reviews
or impact assessments
Remediation: Reports [HR 11 Volume C page 42

received regarding
human rights, handled
and resolved by means
of a formal reporting
mechanism

Company

Local Communities

SO1, SO9, SO10

Volume C pages 19; 30; 33;
52; 135+146

Corruption S0O2, 503, S04 Volume C pages 27-28;
41-42; 53; 135-136

Public policy, SO5, SO6, SO7 Volume A page 198;

Anti-competitive Volume C pages 30; 53;

behaviour 135+137

Compliance SO8 Volume C page 53
Product Liability Customer Health PR1 Volume C pages 57-58;

and Safety & product 62+65

life cycle

Product Information PR3 Volume C pages 56+58

Compliance with PR4 Volume C pages 56-57

regulations and

voluntary codes

concerning

Product information

and labelling

Customer Satisfaction |PR5 Volume C page 59
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Programs for PR6 Volume C page 56
adherence to law,
standards and
voluntary codes
related to marketing,
advertising, promotion
and sponsorship

Compliance with PR7 Volume C page 56
regulations and
voluntary codes
concerning
marketing activity,
including advertising,
promotion and
sponsorship

Compliance with PR9 Volume C page 53
laws and regulations
concerning the
provision and use

of products

Volume A: Annual Financial Report at December 31, 2011; Volume B: Annual Report on Governance and the structure of Share Ownership;
Volume C: Sustainability Report.
* partially accounted

THE GLOBAL COMPACT PRINCIPLES AND GRI - G3.1 INDICATORS

Areas of the Global Compact Global Compact Principles Directly Relevant GRI Indirectly Relevant GRI

Indicators Indicators

Human Rights Principle 1 - Business HR1,2,3,5,6,7 SO1
should promote and respect
internationally proclaimed
human rights in their respective
spheres of influence.

Principle 2 - Business should HR1-2, HR10,11
ensure that they are not, albeit
indirectly, complicit in human
rights abuses.

Labour Standards Principle 3 - Businesses HR5, LA4-5, LA9
should uphold the freedom

of association of workers and
recognise the right to collective
bargaining.

Principle 4 - Business should HR7 HR1-3
uphold the elimination of all
forms of forced and compulsory
labour.

Principle 5 - Business should HRé6 HR1-3
uphold the elimination of the
effective elimination of child
labour.

Principle 6 - Business should HR4, LA2, LA7, LA12, LA13, |HR1-2, EC5, EC7, LA3, LA4
uphold the elimination of LA14, LA15
discrimination in respect of

employment and occupation.

Environment Principle 7 — Businesses should Profile disclosure 4.11 EN1, EN3, EN4, EN7, ENS,
support a precautionary EN11, EN12, EN16, EN17,
approach to environmental EN19, EN20, EN21, EN22,
challenges. EN23, EN24, EN27, EN28,

EN 29, EN30, EN2, ENS5,
ENé6, EN10, EN18, EN26

Principle 8 - Business should EN1, EN3, EN4, EN8, EN11, |EC2, SO1

undertake initiatives to EN12, EN13 EN16, EN17,

promote greater environmental |EN19, EN20, EN21, EN22,

responsibility. EN23, EN24, EN27, EN28,
EN 29, EN30

Principle 9 — Businesses should EN2, EN5, ENé6, EN10,
encourage the development EN18, EN26
and diffusion of environmentally
friendly technologies.

Anti-Corruption Principle 10 — Businesses should |SO2, SO3, SO4, SO8 SO5-6
work against corruption in all its
forms, including extortion and
bribery.
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ASSURANCE STATEMENT

ASSURANCE STATEMENT

ASSURANCE STATEMENT OF PIRELLI & C. S.p.A. 2011 SUSTAINABILITY
REPORT

5G5S Nalia S.p.A. was commissioned lo conduct an independent assurance of Pirelli & C. SpA
2011 Sustainability Report.

The information in the Sustainability Report is the exclusive responsibility of Pirelll & C. 3.p.A.
SG5 Nalia SpA. was not involved in the preparation of any of the material included in this
document.

The responsibility of SGS llaka Sp.A. is lo express an opinion conceming the information, the
graphs, the lables and the stalements included in the Report, within below mentioned assuwrance
scope, with the purpose to infarm all the interested parties.

SG5 halla S.p.A. affims its independence from Pirelll & C. S.p.A., being free from blas and conflict
of interests with the organisation, its subsidiaries and stakeholders.

Scope of Assurance

The scope of assurance agreed with Pirell & C. S.p.A. includes the verification of following aspects:
evaluation of the report against the Global Reporting Initiative Guidelines (GRI-G3.1), with
refarence to level A+,

iy Gl i dala
ype 2 evaluafion of the Accountability Principles and of the Performance information
against AA1000 Assurance Standard (2008).

The specific information, subjected to High Assurance level, are those included in chaplars:

= “Our Supplers”,

= “Our Chants",

- and the section "Compliance with statutory and confractual obligations governing overtime,
time off and bans against child and forced labour”, within the chapter “Industrial Relations™,

5G5S lalia was also commissionad 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 150 26000.

Assurance methodology and limitations

The audit was camied out by conducting pre-assurance research , examination of registrations and
documents, interviews with personnel and management, and analysis of policies, procedures and
customs of the organisation. Texts, graphs and lables included in the Reporl have been audited by
salecting, on a sample basis, qualitative andlor quantitative information, in view of confirming the
accuracy and refiability 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 carmied out during February 2012 at the head office of Pirelli & C. S.p.A in ltaly
and at several Group sites in Germany, Egypt and Venezuala.

The financial data comespond with the ligures conlained in the Annual Financial Reporl al December
3, 2011, which has already been cerified by the Independent Auditor.

GPEO0E Insum 1
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Assurance Opinion

On the basis of our audit, we confirm that the information and data contained within Pirelli & C.
S.p.A. 2011 Suslainabilily Report are reliable and accurate, reliable and provides a fair and
balanced representation of Pirelli & C. SpA., and represents a key communication tool with
Stakeholders.

In regard to compliance with AAT000 principles, the Audit Team isswes the following opinion:

= Inclusivity: this is the foundation principle of AA1000, identifying how and to what extent an
organisation listens and responds to the aspirations and needs of its stakeholders. We believe
that Pirelli & C. S.p.A. engages in a consiant dialogue with its stakeholders and through
different communication channels. The engagement process of listening and responding varies
according to the categories of Slakeholder. Pirelli has shown that it takes a proactive approach
in the implementation of processes and procedures that can monitor and manage this
relationship. We hope that the organization will continue to adopt this approach,

Materiality and Responsiveness: as has been noted in previous assessments, we believe that
Firelli & C. 5.p.A, has adequately and extensively identified the material issues of interest to
its Stakehciders and s capable of responding to them prompitly. The voluntary agreements
with instilulions, signed by Pirelli, concerning environment and road safely, are positive
examplas of this approach.

With reference to the assurance of specified performance sustainability information, the audit team
believe that the stated information is reliable and in compliance with AA1000 principles. Evaluation
practices and supplier imvolvement in suslainability issues, as well as internal monitoring to assess
the actual level of compliance of the production sites, especially those located in the “countries of
concem,” reflect the commitment of Pirelli 1o pursue enforcement of human rights, internally and

alang the supply chain.

Furthermone, we confirm that the framewark of the sustainability model adopted by Pirelli & C. is in
line with the requirements of the Social Responsibility Guidelines UNI IS0 26000. In this regard, it
should be pointed out that the Sustainability Steering Commitiee is also responsible for the
Important issue of equal opportunities.

We confirm that the report satisfies the requirements of the GRI-G3.1 A+ application leved with the
following recommendations and suggestions for improvement:

The reporting principles used to define content and for ansure the quality of reportad informaticn
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 organisation is invited to
persevers in its constant process of revision and qualitative extension of the indicators.

Milan, March 29, 2012 AA1000

Licensed Assurance Provider
000-8
SGS Italia S.p.A.

Paola Santarelli Marina Piloni
Systems & Services Certification Systems & Services Certification
Buginess Manager Project Leader
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