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INTRODUCTION

This information document (the “Information Document”) regards the merger by absorption
(the “Merger”) into Pirelli & C. S.p.A. (“Pirelli” or the “Surv iv ing Company”) of its parent
company Marco Polo Industrial Holding S.p.A. (“Marco Polo Industrial Holding” or the
“Absorbed Company” and, together with the Surviving Company, the “Parties to the Merger”)

*°*°*

The Merger forms part of the transaction (the “Transaction”) contemplated by the sale and
purchase and co-investment agreement executed on 22 March 2015 between China National
Chemical Corporation (“ChemChina”), a state owned enterprise incorporated under the laws of
the People’s Republic of China, and China National Tire & Rubber Co., Ltd. (controlled by
ChemChina) (“CNRC”), on one side, and Camfin S.p.A. (“Camfin”) and its shareholders Coinv
S.p.A. and Long-Term Investments Luxembourg S.A. (“LTI”), on the other side (subsequently
amended and integrated in accordance with an amending and supplementing agreement signed
by the same parties on 5 August 2015, the “Sale And Purchase and Co-Inv estment
Agreement”),

The Transaction isaimed at implementing a long-term industrial partnership in relation to Pirelli,
with the goal to strengthen itsdevelopment plans, to cover geographically strategic areasand to
achieve the integration of tire activities of the Industrial segment of CNRC and Pirelli, by
preserving the continuity and independence of the current management structure of the Pirelli
Group (the “Industrial Integration”).

Marco Polo Industrial Holding, which hasasits corporate purpose the exercise of the activity of
purchase, holding and management of corporate stakes, has been incorporated on 21 April
2015 within the frameworkand for the purpose of the Transaction. The share capital of Marco
Polo Industrial Holding is wholly-owned by Marco Polo International Holding Italy S.p.A.
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(“HoldCo”), a holding company incorporated within the framework and for the purpose of the
Transaction. In turn, the share capital of HoldCo iswholly-owned by the holding company Marco
Polo International Italy S.p.A. (“New Co”). The share capital of NewCo is currently owned as
follows: (i) No. 16,475,520 class“A” shares, equal to 58.88% of the share capital, by Fourteen
Sundew S.à r.l., a company incorporated under the lawsof Luxemburg indirectly controlled by
ChemChina and CNRC (1); (ii) No. 7,362,970 class “B” shares, equal to 26.32% of the share
capital, by Camfin, a company incorporated under the laws of Italy indirectly controlled by Mr
Marco Tronchetti Provera (Chief Executive Officer and Executive Vice Chairman of Pirelli, and
Chief Executive Officer of Marco Polo Industrial Holding) (2); (iii) No. 2,148,688 class “B”
shares, equal to 7.68% of the share capital, by Long-Term Investments Luxembourg S.A.
(“LTI”); and (iv) No. 1,992,952 class “B” shares, equal to 7.12% of the share capital, by LTI
Holding S.r.l. (“LTI Ita”), a company wholly-owned by LTI (3).

It is noted that on 11 August 2015, in execution of the Sale and Purchase and Co-Investment
Agreement, Marco Polo Industrial Holding purchased from Camfin, for a price equal to Euro
15.00 per share, No. 96,779,841 Pirelli ordinary shares, representing 20.34% of the ordinary
share capital, and Camfin reinvested in NewCo a portion of the proceeds of the sale and
purchase. Simultaneously, ChemChina, CNRC and other subsidiaries, and Camfin, Coinv, LTI
and LTI Ita, executed a shareholders’ agreement, regulating, inter alia, the corporate
governance of Pirelli, NewCo, HoldCo and Marco Polo Industrial Holding, aswell asthe transfer
of the respective shares (the “Shareholders’ Agreement”).

1

( ) More specif ically, CNRC (controlled by ChemChina) controls Fourteen Sundew S.à r.l. through CNRC
International Limited and CNRC International Holding (HK) Limited, companies incorporated under the
laws of Hong Kong (Silk Road Fund Co., Ltd., a Chinese medium to long term investment f und, indirectly
holds a stake of 25% in CNRC International Holding (HK) Limited).
2

( ) More specif ically, Mr Marco Tronchetti Prov era controls Camf in S.p.A. through Coinv S.p.A. (Intesa
Sanpaolo S.p.A., through Manzoni S.r.l., and UniCredit S.p.A. hold a stake of 12% each in Coinv S.p.A.),
Nuov e Partecipazioni S.p.A. and Marco Tronchetti Prov era & C. S.p.A., companies incorporated under the
laws of Italy .
3

( ) The share capital of LTI is wholly -owned – indirectly by Long-Term Inv estments LLC, a company
incorporated under the laws of Russia – by a closed-end inv estment f und called “RFR Long-Term
Inv estments”, managed by “Management Company RegionFinanceResurs”.

-2-

Again on 11 August 2015, pursuant to Art. 102, par. 1, of Legislative Decree No. 58 of 24
February 1998, as subsequently amended (“TUF”) and Art. 37 of the issuers’ regulation
approved by Consob with resolution No. 11971 of 14 May 1999, assubsequently amended (the
“Consob Issuers Regulation”), Marco Polo Industrial Holding released the notice relating to
the triggering of the legal requirementsfor the launch of a mandatory tender offer, pursuant to
Arts. 106, par. 1-bis, and 109 of the TUF, on the Pirelli ordinary shares(the “Mandatory Tender
Offer”), as well as to its intention to launch a voluntary tender offer, pursuant to Art. 102 of the
TUF, on the Pirelli savings shares (the “Voluntary Tender Offer” and, together with the
Mandatory Tender Offer, the “Offers”).
The Offershave been launched on 20 August 2015 at a price of Euro 15.00 per each Pirelli
share tendered and the related offer document (the “Offer Document”), approved by Consob
on 4 September 2015 with resolution No. 19341, has been released on 8 September 2015.
The Offer Period, which begun on 9 September 2015, ended on 13 October 2015.
Since the occurrence of the conditions referred to in Art. 40-bis of the Consob Issuer
Regulation, the Offer Period of the Mandatory Tender Offer has been reopened from 21 to 27
October 2015. Following the reopening period and also asa result of further purchases of Pirelli
ordinary shares made by Marco Polo Industrial Holding outside the Offers (including the
purchase of the shares held by CAM 2012), the requirements for the exercise by Marco Polo
Industrial of the right to purchase the outstanding ordinary shares pursuant to Art. 111 of the
TUF have been met. On 6 November 2015, Marco Polo Industrial Holding exercised its
squeeze-out right (by meansof a joint procedure, which termsand conditionshave been agreed
with Consob and Borsa Italiana S.p.A., aimed at the simultaneousfulfilment of its obligation to
purchase such shares pursuant to Art. 108, par. 1, of the TUF) and it became the holder,
directly and indirectly (including in the Marco Polo Industrial Holding stake the No. 351,590
treasury ordinary shares held by Pirelli), of 100% of the ordinary share capital of Pirelli. As of
the same date, Borsa Italiana S.p.A. ordered the delisting on the Electronic Stock Market of the
ordinary shares of Pirelli.
With respect to the savings shares, following the Voluntary Tender Offer and further purchases
made by Marco Polo Industrial Holding during and after the offer period, asof today Marco Polo
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Industrial Holding ownsdirectly and indirectly (including in the Marco Polo Industrial Holding
stake also the No. 408,342 treasury savings shares held by Pirelli) more than 93.2% of the
savings share capital of Pirelli. More specifically, as of the date of this Information Document,
No. 824,727 Pirelli savingsshares owned by third party shareholders, representing 0.169% of
the entire share capital and 6.732% of the savingsshare capital of Pirelli are still remaining. The
savings shares are currently listed on the Electronic Stock Market organized and managed by
Borsa Italiana S.p.A.
*°*°*
As a result of the relationship of de jure control that has resulted between the Absorbed
Company and the Surviving Company following the Offers and due to the significance of the
Merger, it constitutes a related-party transaction of “major importance” pursuant to the
Regulation containing the provisions on related-party transactions, adopted by Consob with
resolution No. 17221 of 12 March 2010, assubsequently amended with resolution No. 17389 of
23 June 2010 (the “Regulation on Related-Party Transactions”) and the Procedure approved
by the Board of Directors of Pirelli on 3 November 2010 and subsequently amended on 5
November 2013 and on 31 March 2015 (the “Procedure on Related-Party Transactions”).

Therefore, thisInformation Document has been prepared by Pirelli, pursuant to Art. 5 of the
Consob Regulation on Related-Party Transactions and Art. 18 of the Procedure on RelatedParty Transactions, in order to disclose to the public the information related to the Merger
according to the Template referred to in Annex 4 of the Consob Regulation on Related-Party
Transactions

It is noted that, asalready disclosed to the public, the Boards of Directors of Pirelli and Marco
Polo Industrial Holding on 22 December 2015 approved the Merger Plan referred to in Art.
2501-ter of the Italian Civil Code (the “Merger Plan”), which includes the By-Laws of the
Surviving Company following the Merger, aswell asthe respective explanatory reports referred
to in Art. 2501-quinquies of the Italian Civil Code (the “Explanatory Reports”). With respect to
Pirelli, the abovementioned resolution has been approved with the favourable opinion of the
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committee for related-party transactions established by the Board of Directors of Pirelli in
accordance with the Procedure on Related-Party Transactions (the “Committee for RelatedParty Transactions”).

It is also noted that, taking into account the recourse to the financial debt assumed by Marco
Polo Industrial Holding to launch the Offersand, in general, for the purchase of the ordinary and
savings shares of Pirelli currently held by Marco Polo Industrial Holding, Art. 2501-bis of the
Italian Civil Code (“Merger following leveraged buyout”) applies to the Merger.

The Merger will be submitted to the Extraordinary Shareholders’ of Pirelli and Marco Polo
Industrial Holding, respectively, called on 15 February 2016.

Following the delisting of the Pirelli ordinary sharesand at the same time with the beginning of
the Merger process, on 23 November 2015, due to the limited number of savings shares still
owned by shareholdersother than the controlling shareholder and of the small volume traded,
the Board of Directors of Pirelli resolved to call on 15 February 2016 the Extraordinary
Shareholders’ Meeting also to approve the mandatory conversion of the outstanding savings
shares into a special class of newly issued delisted shares (the “Special Shares”), on the
conversion ratio No. 1 (one) Special Share for each No. 1 (one) savings share, without cash
adjustment (the “Mandatory Conv ersion”).
The Special Shares will have no voting rights in the General Shareholders’ Meeting of the
Company and will carry the same economic privilegesattributed to the Savings Shares by Arts.
6 and 18 of the current Pirelli’s By-Laws. The Special Shares will not be listed.
The Mandatory Conversion will be followed by the delisting of the savings shares from the
Electronic Stock Market organized and managed by Borsa Italiana S.p.A.
The Mandatory Conversion issubject to the approval of the Special Assembly of the savings
shareholders, pursuant to and in accordance with Art. 146 of the TUF. Such assembly hasbeen
called on 15 February 2016, after the Extraordinary Shareholders’ Meeting of Pirelli.
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On 23 November 2015 the Board of Directors of Pirelli also resolved to submit to the
Extraordinary Shareholders’ Meeting of Pirelli called on 15 February 2016 the adoption of the
new text of By-Laws, which reflects, at the same time: (i) the occurred delisting of the ordinary
shares of Pirelli form the Electronic Stock Market organized and managed by Borsa Italiana
S.p.A.; (ii) the Mandatory Conversion; and (iii) the Shareholders’ Agreement provisions.
Therefore, the new By-Laws contains provisions in line with the corporate governance
guidelinesasprovided under the Shareholders’ Agreement and essentially reflecting, mutatis
mutandis, those set forth in the by-laws of Marco Polo Industrial Holding.
The terms of the Mandatory Conversion and of the new By-Laws – which will be the same
adopted by the Surviving Company after the Merger – are detailed in the separate report
pursuant to Art. 125-ter, par. 1, of the TUF that the Board of Directors of Pirelli prepared in
relation to the related proposed resolutionsand published in accordance with applicable laws.
The adoption of the new By-Lawsisalso on the agenda of the Special Assembly of the savings
shareholders on 15 February 2016, for their pertaining resolutions.

The further documentsrequested by the Italian Civil Code and TUF in relation to the Merger
procedure are available to the shareholders of the Parties to the Merger in accordance with
applicable laws.
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1.-

WARNINGS

1.1.- Risks related to potential conflicts of interest arising from the Merger

As of the date of thisInformation Document, Marco Polo Industrial Holdings owns 100% of the
ordinary share of Pirelli (including in the Marco Polo Industrial Holding stake also the No.
351,590 treasury ordinary sharesheld by Pirelli), aswell as93.2% of the savings share capital
of Pirelli (including in the Marco Polo Industrial Holding stake also the No. 408,342 treasury
savings shares held by Pirelli).

Both the Surviving Company and the Absorbed Company are (i) indirectly controlled by
ChemChina, and (ii) subject to the management and coordination, in accordance with Arts.
2497 et seq. of the Italian Civil Code, of NewCo, which owns through HoldCo the entire share
capital of Marco Polo Industrial Holding.

It is noted that Camfin, that currently owns 26.32% of the entire share capital of NewCo, is
indirectly controlled by Mr Marco Tronchetti Provera (Chief Executive Officer and Executive Vice
Chairman of Pirelli, aswell asChief Executive Officer of Marco Polo Industrial Holding) through
Coinv S.p.A., a company incorporated under the laws of Italy (controlled by Nuove
Partecipazioni S.p.A. which holdsa stake equal to 76%, and in which Intesa Sanpaolo S.p.A.,
through Manzoni S.r.l., and UniCredit S.p.A. hold a stake of 12% each), Nuove Partecipazioni
S.p.A. and Marco Tronchetti Provera & C. S.p.A.. It is also noted that Intesa Sanpaolo S.p.A.
and UniCredit S.p.A. are part of the pool of lending financial institutions and acted in theirs
capacity asbook-runner with respect to the loan agreementsexecuted by Marco Polo Industrial
Holding for the implementation of the Transaction.

As of the date of thisInformation Document, the Boardsof Directorsand the Boardsof Statutory
Auditors of the Parties to the Merger are as follows:
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Pirelli & C. S.p.A. (Surviving Company)
Board of Directors
Ren Jianxin (Chairman); Marco Tronchetti Provera (Chief Executive Officer and Executive Vice
Chairman); Bai Xinping; Ze'ev Goldberg; Andrey Kostin; Elisabetta Magistretti; Paolo
Pietrogrande; Alberto Pirelli; Luigi Roth; Igor Sechin; Manuela Soffientini; Tao Haisu; Wang
Dan; Yang Xingqiang; Zhang Junfang.
Board of Statutory Auditors
Francesco Fallacara (Chairman); Fabio Artoni (Effective Auditor); Antonella Carù (Effective
Auditor); Fabio Facchini (Alternate Auditor); Andrea Lorenzatti (Alternate Auditor); Giovanna
Oddo (Alternate Auditor).

Marco Polo Industrial Holding S.p.A. (Absorbed Company)
Board of Directors
Bai Xinping (Chairman); Marco Tronchetti Provera (Chief Executive Officer); Yang Xingqiang;
Shi Jie; Ze’ev Goldberg; Wang Dan; Jiao Chonggao; Yang Xun; Zhang Haitao; Giorgio Luca
Bruno; Carlo Acutis; Alberto Pirelli; Luca Rovati; Viacheslav Sheloputov; Nataliya Mincheva;
Gennady Pavlov.
Board of Statutory Auditors
Domenico Litido (Chairman); Alessandra Tronconi (Effective Auditor); Federico Quaiotti
(Effective Auditor); Fabio Artoni (Effective Auditor); Fabrizio Acerbis (Effective Auditor); Elenio
Bidoggia (Alternate Auditor); Paolo Micanti (Alternate Auditor).

Note that, as provided under the Shareholders’ Agreement, among the current 15 (fifteen)
membersof the Board of Directorsof Pirelli, 7 (seven) have been appointed upon designation
by CNRC (in particular Ren Jianxin, Bai Xinping, Ze'ev Goldberg, Tao Haisu, Wang Dan, Yang
Xingqiang and Zhang Junfang), 3 (three) have been appointed upon designation by Camfin
S.p.A. (in particular Marco Tronchetti Provera, Alberto Pirelli and Luigi Roth) and 2 (two) have
been appointed upon designation by LTI (in particular Andrey Kostin and Igor Sechin).
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Furthermore, asprovided under the Shareholders’ Agreement, among the current 16 (sixteen)
members of the Board of Directors of Marco Polo Industrial Holding, 8 (eight) have been
appointed upon designation by CNRC (in particular Bai Xinping, Yang Xingqiang, Shi Jie, Ze’ev
Goldberg, Wang Dan, Jiao Chonggao, Yang Xun and Zhang Haitao), 5 (five) have been
appointed upon designation by Camfin S.p.A. (in particular Marco Tronchetti Provera, Giorgio
Luca Bruno, Carlo Acutis, Alberto Pirelli and Luca Rovati) and 3 (three) have been appointed
upon designation by LTI (in particular Viacheslav Sheloputov, Nataliya Mincheva and Gennady
Pavlov).

It is also noted that:
(i)

Mr Ren Jianxin is the Chairman of ChemChina and Chairman of the Board of
Directors of the Surviving Company;

(ii)

Mr Marco Tronchetti Provera isthe controlling shareholder and executive Director
of Nuove Partecipazioni S.p.A., Coinv S.p.A. and Camfin S.p.A. aswell asthe Chief
Executive Officer of the Absorbed Company and the Chief Executive Officer and
Executive Vice Chairman of the Surviving Company and certain of its subsidiaries;
he is also personally interested by some of provisions of the Shareholders’
Agreement;

(iii)

Mr Yang Xingqiang isPresident and Director of ChemChina, as well as Director of
NewCo and HoldCo, of the Surviving Company and of the Absorbed Company;

(iv)

Mr Bai Xinping is the Chairman of CNRC, NewCo and HoldCo, as well as of the
Absorbed Company, and Director of the Surviving Company;

(v)

Mr Alberto Pirelli isDirector of the Absorbed Company, Holdco and NewCo as well
as shareholder and Director of Nuove Partecipazioni S.p.A. and Director of the
Surviving Company and of certain of its subsidiaries and holds management
appointments as senior manager in the Pirelli Group;

(vi)

Mrs Wang Dan is Deputy General Manager of the Silk Road Fund (indirect
shareholder of NewCo) and Director of NewCo and HoldCo, as well as Director of
the Surviving Company and the Absorbed Company;
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(vii)

Mr Ze’ev Goldberg is Director of NewCo and HoldCo as well as Director of the
Surviving Company and the Absorbed Company;

(viii)

Mr Giorgio Luca Bruno isDirector of the Absorbed Company and Chief Executive
Officer of HoldCo and NewCo, and holds management appointments as senior
manager in the Pirelli Group and holdscorporate officesin the subsidiariesof Pirelli
and Nuove Partecipazioni S.p.A., Coinv S.p.A., Camfin S.p.A. and certain of theirs
subsidiaries;

(ix)

Mr Luca Rovati isDirector of the Absorbed Company, Holdco and Newco and he is
indirectly shareholder of Nuove Partecipazioni S.p.A. as well as Director of Nuove
Partecipazioni S.p.A. and Coinv S.p.A.;

(x)

Mr Carlo Acutisis Director of the Absorbed Company, Holdco and Newco and he is
indirectly shareholder of Nuove Partecipazioni S.p.A.;

(xi)

Mrs Elisabetta Magistretti is a Director of the Surviving Company as well as a
Director of Mediobanca S.p.A., which is part of the pool of the lending financial
institutionswith respect to the loan agreementsexecuted by Marco Polo Industrial
Holding for the implementation of the Transaction;

(xii)

Mr Fabio Artoni is an effective auditor both of the Absorbed Company and the
Surviving Company.

Moreover, both the Surviving Company and Absorbed Company appointed Reconta Ernst &
Young to audit the respective financial statements.
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2.-

INFORMATION CONCERNING THE TRANSACTION

2.1.- Ov erv iew of the characteristics, methods, terms and conditions of the Merger

The Merger Plan, approved by the Boards of Directors of Marco Polo Industrial Holding and
Pirelli on 22 December 2015, which iscurrently under registration at the Companies’ Registry of
Milan and attached to thisInformation Document asAppendix A, providesthat the merger shall
be implemented through the absorption of Marco Polo Industrial Holding into Pirelli, according
with the so called “reverse” merger model.

Therefore, the Merger will entail the extinction of the Absorbed Company and the continuation
of Pirelli as surviving company resulting from the Merger.

Considering the presence of minority savings shares shareholders in the Surviving Company
(whose current stake represents 0.169% of the entire share capital of Pirelli), it was deemed
necessary to determine the ratio between the assets economic value of the Parties to the
Merger and to establish the exchange ratio (the “Exchange Ratio”).

Since: (a) the minority shareholdersparticipate in the share capital of the Surviving Company
while the share capital of the Absorbed Company is held by a sole shareholder, and (b) the
Absorbed Company’sequity consistsbasically in the stake held in the Surviving Company and
the related debts, the Exchange Ratio isserved by: (i) the allocation to the sole shareholder of
the Absorbed Company of a number of shares (ordinary and special class shares) lower than
the number of sharescurrently held by the Absorbed Company in the Surviving Company, (ii)
the minority shareholders will maintain the shares currently held, and (iii) the cancellation,
without reduction of the share capital, of the sharesof the Surviving Company exceeding to the
allocation set forth in item (i) above.
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Without prejudice to the prohibition of treasury shares allocation pursuant to Art. 2504-ter of the
Italian Civil Code, the Merger exchange of shares in favour of the sole shareholder of the
Absorbed Company will be completed through the allocation of the two classes of shares of the
Surviving Company - ordinary sharesand savings shares (or, if the Mandatory Conversion has
become effective, Special Shares) - originally held by the Absorbed Company, in the same
proportion existing between the two classesof shares owned by the Absorbed Company before
the Merger. The shares of the Surviving Company held before the Merger by the Surviving
Company to be used for the Merger exchange will be allocated directly to the sole shareholder
(Marco Polo International Holding Italy S.p.A.) of the Absorbed Company, which means that
such shares shall not be considered, not even for one moment, as held by the Surviving
Company and, therefore, without the transaction being considered as a “purchase of treasury
shares”. As a result of the simultaneoustransfer of the shares of Pirelli to the sole shareholder
of Marco Polo Industrial Holding, the negative reserve for treasury shares in portfolio required
under Art. 2424, par. 1, of the Italian Civil Code (asamended by the Legislative Decree n. 39 of
18 August 2015) shall not be established, since the above provision isnot applicable in relation
to the Merger.

The Board of Directorsof the Partiesto the Merger (that, in the case of Pirelli, also examined
and shared the advisors’ opinionsand acknowledged the favourable opinion of the Committee
on Related-Party Transactions) have reached the determination of the following common
Exchange Ratio for both classes of shares:
No. 6.30 shares of the Surv iv ing Company to be allocated follow ing the Merger to the
sole shareholder of the Absorbed Company for each No. 1 share of the Absorbed
Company ow ned before the Merger by the sole shareholder of the Absorbed Company.

No cash payments are planned.

As a result of recourse to the financial debt assumed by Marco Polo Industrial Holding to
complete the transaction, Art. 2501-bis of the Italian Civil Code applies. Therefore, pursuant to

- 12 -

Articles2501-bis, par. 2, and 2501-ter of the Italian Civil Code, the Boardsof Directorsof Marco
Polo Industrial Holding and Pirelli indicated in the Merger Plan the financial resources provided
for the fulfilment of the obligations of the company resulting from the Merger and in the
Explanatory Reports, pursuant to Article 2501-bis, par. 3, and 2501-quinquies of the Italian Civil
Code, the reasonsjustifying the Merger, containing an economic and financial plan indicating
the source of the financial resources and the description of the objectives intended to be
achieved. Moreover, the report prepared in accordance with Art. 2501-bis, par. 5, of the Italian
Civil Code by Reconta Ernst & Young S.p.A., the auditing firm in charge in auditing the financial
statements of the Parties to the Merger, is attached to the Merger Plan.
It is noted that, following the joint petition of the Parties to the Merger, in a decree filed on 27
November 2015 the Court of Milan appointed KPMG S.p.A. as common expert (the “Common
Expert”), with the task, among other things, pursuant to and for the purpose of Art. 2501-bis,
par. 4, and 2501-sexies of the Italian Civil Code, of certifying in itsreport the reasonableness of
the guidelinescontained in the Merger Plan pertaining to the financial resources intended to
fulfil the obligations of the company resulting from the Merger and fairness of the Exchange
Ratio. The Common Expert issued its report on 23 December 2015.

The Explanatory Reports, the Parties to the Merger’s financial statements relevant for the
Merger and the Common Expert report are available to the public in accordance with applicable
laws.

2.2.- Indication of the related parties inv olved in the Merger, the nature of the correlation
and the nature and the extent of the interests of such parties in the Merger

The transaction consists in the Merger by absorption of Marco Polo Industrial Holding into
Pirelli.

The Absorbed Company is“Marco Polo Industrial Holding S.p.A.”, an Italian company limited by
shares (società per azioni) with a sole shareholder, with registered office in Milan, via San Primo
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No. 4, share capital of Euro 10,195,652.10, divided into No. 32,777,910 ordinary shares with no
par value, enrolled in the Companies’ Registry of Milan, tax code and VAT No. 09065250962,
subject to the management and coordination of NewCo.

As of the date of thisInformation Document, Marco Polo Industrial Holding owns 100% of the
ordinary share capital of Pirelli (including in the Marco Polo Industrial Holding stake also the
treasury ordinary shares held by Pirelli) aswell as93.2% of the savings share capital of Pirelli
(including also in the Marco Polo Industrial Holding the treasury savings shares held by Pirelli).

In addition, both the Surviving Company and the Absorbed Company are (i) indirectly controlled
by ChemChina, and (ii) subject to the management and coordination, in accordance with Arts.
2497 et seq. of the Italian Civil Code, of NewCo, which owns through HoldCo the entire share
capital of Marco Polo Industrial Holding.

Therefore, Marco Polo Industrial Holding has to be considered as related party of Pirelli
pursuant to letter (a), par. (i), of the definition “Related Parties” referred to in Annex 1 of the
Consob Regulation on Related-Party Transactions.

As of the composition of the administrative and auditing bodiesof the Partiesto the Merger and
the ownership structure, see the Introduction and Section 1.1. above.

2.3.- Economic grounds and conv enience of the Merger for Pirelli

The Merger, that hasto be considered in the context of the wider Transaction described in the
Introduction, entailsa necessary step towards the implementation of the Industrial integration
and, more specifically, it will allow a rationalisation of the current indebtedness structure of the
companies belonging to the group.
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The Merger isstrictly and intrinsically linked with the acquisition of the control of Pirelli by Marco
Polo Industrial Holding and with the Offerswhich led to the current shareholding structure of the
group. Therefore, such transactionswere made possible, among other thing, by the lendersthat
made available to Marco Polo Industrial Holding certain facilities.
As a consequence of the Merger, the current financial debt of Marco Polo Industrial Holding will
be transferred to Pirelli, whose equity will constitute a generic guarantee or a source of
repayment (also) of such facilities. The concentration on a single entity of the indebtedness
arising from the facilitiesand the activities generating cash flows for debt servicing meets the
request of the lendersand it will allow (given the lower risk profile) better economic conditions
with a benefit for the group.

In line with the purposesspecified above, the Merger between Pirelli and Marco Polo Industrial
Holding was part of the program of reorganization and restructuring, to be proposed to the
competent corporate bodiesafter the Offers, asindicated by Marco Polo Industrial Holding in
the Offer Document.

Following the Offersthe delisting of the ordinary sharesof Pirelli has been completed and it is
expected the completion of the delisting also of the savings shares through the Mandatory
Conversion. In addition, considering that Marco Polo Industrial Holding is a simple holding
company that hasa relatively simple financial statementscompared to the one of its subsidiary
(Pirelli), it isdeemed more efficient and suitable, in such circumstances, to proceed with the
Merger (so called “reverse”).

2.4.- Valuation methodologies used to determine the Exchange Ratio and its fairness

The Merger will be completed through the absorption of the parent company Marco Polo
Industrial Holding into Pirelli (so called reverse merger).
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As already said, given that in the Surviving Company there are minority shareholders (whose
stake currently represents0.169% of the share capital), the ratio between the assets economic
value of the Parties to the Merger has been determined and the exchange ratio has been
established (the “Exchange Ratio”).

Since: (a) the minority shareholdersparticipate in the share capital of the Surviving Company
while the share capital of the Absorbed Company is held by a sole shareholder, and (b) the
Absorbed Company’sequity consistsbasically in the stake held in the Surviving Company and
the related debts, the Exchange Ratio isserved by: (i) the allocation to the sole shareholder of
the Absorbed Company of a number of shares (ordinary and special class shares) lower than
the number of sharescurrently held by the Absorbed Company in the Surviving Company, (ii)
the minority shareholders will maintain the shares currently held, and (iii) the cancellation,
without reduction of the share capital, of the sharesof the Surviving Company exceeding to the
allocation set forth in item (i) above.

Without prejudice to the prohibition of treasury shares allocation pursuant to Art. 2504-ter of the
Italian Civil Code, the Merger exchange of shares in favour of the sole shareholder of the
Absorbed Company will be completed through the allocation of the two classes of shares of the
Surviving Company - ordinary sharesand savings shares (or, if the Mandatory Conversion has
become effective, Special Shares) - originally held by the Absorbed Company, in the same
proportion existing between the two classesof shares owned by the Absorbed Company before
the Merger. The shares of the Surviving Company held before the Merger by the Surviving
Company to be used for the Merger exchange will be allocated directly to the sole shareholder
(Marco Polo Industrial Holding S.p.A.) of the Absorbed Company, which means that such
shares shall not be considered, not even for one moment, as held by the Surviving Company
and, therefore, without the transaction being considered as a “purchase of treasury shares”. As
a result of the simultaneous transfer of the shares of Pirelli to the shareholder Marco Polo
Industrial Holding, the negative reserve for treasury shares in portfolio required under Art. 2424,
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par. 1, of the Italian Civil Code (asamended by the Legislative Decree n. 39 of 18 August 2015)
shall not be established, since the above provision isnot applicable in relation to the Merger.

The Board of Directorsof the Partiesto the Merger (that, in the case of Pirelli, also examined
and shared the advisors’ opinionsand acknowledged the favourable opinion of the Committee
on Related-Party Transactions) have reached the determination of the following common
Exchange Ratio for both classes of shares:
No. 6.30 shares of the Surv iv ing Company to be allocated follow ing the Merger to the
sole shareholder of the Absorbed Company for each No. 1 share of the Absorbed
Company ow ned before the Merger by the sole shareholder of the Absorbed Company.

No cash payments are planned.

In order to support its determination, the Board of Directors of Pirelli has retained Prof. Mauro
Bini, professor at the Bocconi University of Milan, to estimate the value of the (ordinary and
savings) shares of Pirelli and of Marco Polo Industrial Holding for the purposes of determining
the Exchange Ratio.
Furthermore, the Committee for Related-Party Transactions, appointed with the functions
provided by Procedure on Related-Party Transactions in relation to the Merger, deemed it
appropriate, in accordance with the Procedure on Related-Party Transactions, to avail itself of
the advice, with regard to the financial aspect of the Merger, of an independent expert, different
from the one assisting the Board of Directors of Pirelli. For such purpose, the Committee for
Related-Party Transactions– also given the assistance already made to independent directors
of Pirelli in the preparation of the opinion issued in the context of the Offers pursuant to art. 39bis of the Consob Issuers Regulation – appointed Citigroup Global MarketsLimited (“Citibank”).
The Board of Directors and the Committee on Related-Party Transactions appointed the
abovementioned advisorsgiven their proven expertise and experience in thistype of transaction
and, therefore, deemed appropriate to support the corporate bodies in their evaluations as far
as each of them isconcerned, also considering the Merger characteristics. The complexity of
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the activitiescarried-out by the abovementioned advisorsand theirshigh reputation have been
also taken into account.
Notwithstanding the above, note that Prof. Bini providesand hasprovided to Pirelli consultancy
services and assistance in relation to accounting matters. The Board of Directors of Pirelli
neverthelessdeemed that such circumstance did not give rise to conflicts of interest that could
affect the independent judgment of the advisor, but, to the contrary, enable him to benefit from
the wealth of information and analyses already acquired.
Further note that Citibank has represented to the Committee on Related-Party Transactions
having economic, patrimonial and economic relationswith a multiplicity of clients, among which
there are, or may be, (i) Pirelli, (ii) Marco Polo Industrial Holding and the entities controlling
Marco Polo Industrial Holding, the subsidiaries of Pirelli or entities under common control by
Pirelli and (iii) the directorsof Pirelli, of Marco Polo Industrial Holding and the managers with
strategic responsibilitiesof the same. However, the Committee on Related-Party Transactions
has requested and obtained from Citibankwritten confirmation, after careful assessment, that,
as of the date of itsfairness opinion, no existing relationship compromises its independence in
relation to the specific financial advisory role in this context.

The estimation report regarding the Exchange Ratio prepared by Prof. Bini at the end of its
analysis is attached to this Information Document as Annex B.

As of the nature of the activity carried out by the Committee for Related-Party Transactions and
its financial advisor Citibank, see Section 2.8 below.

Further note that KPMG S.p.A., asCommon Expert appointed pursuant Art. 2501-sexies, par. 4,
of the Italian Civil Code by the Court of Milan upon joint request of the Parties to the Merger,
issued itsreport on 23 December 2015 pursuant to Art. 2501-sexies of the Italian Civil Code,
certifying, among other things, that “the valuation methods adopted by the board of directors,
including on the basis of the indications of Pirelli’s consultant, are adequate, as they are, in the
circumstances, reasonable and not arbitrary. Moreover, they have been applied correctly to
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calculate the exchange ratio of the shares included in the merger proposal”. Such report is
available to the public in accordance with applicable laws.

Also, has been prepared by Reconta Ernst & Young S.p.A., the auditing firm in charge of
auditing the financial statementsof the Partiesto the Merger, issued itsreport referred to in Art.
2501-bis, par. 5, of the Italian Civil Code, which is attached to the Merger Plan.

The Merger financial statementsare the following: (i) for Pirelli, in accordance with Art. 2501quater, par. 2, of the Italian Civil Code, the half-yearly financial report at 30 June 2015 prepared
pursuant to Art. 154-ter, par. 2, of TUF, approved by the Board of Directors of Pirelli on 6
August 2015; and (ii) for Marco Polo Industrial Holding, the financials at 30 November 2015
prepared on the basisof international accounting principles based IAS/IFRS, approved by the
Board of Directors of Marco Polo Industrial Holding on 22 December 2015.

For the purposesof identification of the evaluation criteria to be used for the determination of
the Exchange Ratio, the peculiaritiesof the Merger were considered, attributable to three main
aspects:
a)

the Merger concernsan operating company (Pirelli) and a pure holding company (Marco
Polo Industrial Holding), it therefore does not involve evaluating two different business,
but the same business characterized by different financial structures(lower indebtedness
for Pirelli);

b)

the pure holding company (Marco Polo Industrial Holding) directly and indirectly holds all
the ordinary shares and 93.2% of the outstanding savings shares of Pirelli and the
exchange ratio istherefore relevant solely for third-party savings shareholders currently
holding 0.169% of the Pirelli share capital;

c)

the Merger envisages that the sole shareholder of Marco Polo Industrial Holding is
offered in exchange Pirelli ordinary shares and savings shares in proportion
corresponding to the number of ordinary shares and savings shares held by the latter
before the Merger.
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These distinctive aspectsresulted in the following choicesfrom a methodological point of view:
a)

the shares of Marco Polo Industrial Holding were evaluated in transparency with respect
to the Pirelli shares held in the portfolio. More precisely, the shares of Marco Polo
Industrial Holding were evaluated by deducting from the value of the Pirelli shares in the
portfolio the financial debt taken out by Marco Polo Industrial Holding for the purchase of
the shares;

b)

it was verified that the Pirelli savings shares and ordinary shares before the Merger had
the same value, taking into account on one hand, the benefit in terms of dividend of the
savings shares with respect to the ordinary shares and on the other, the higher cost of
capital that characterized the savingssharesin the period before the announcement of
the Transaction. Said verification is also supported by the fact that the public Offers for
the ordinary and savings shares were settled at the same price.

In line with these decisions, the evaluation of the Pirelli ordinary and savings shares was made
by adopting a stand-alone perspective and considering only outstanding shares (=shares issued
net of the treasury shares in the portfolio):
a)

on the basis of a main method: DCF - Discounted Cash Flow asset side, in relation to
which the value of the shares is determined by the algebraic sum:
i.

of the present value of unlevered cash flows (expressive of the value of core
operating assets);

ii.

of non-operating assets (taken at book value of the consolidated financial
statements, except for shareholdings in listed companies for which the current
market value was estimated);

iii.

of financial payablesand other liabilities(pension fundsand other personnel funds)
and the additional debt related to the distribution of the minimum dividend to the
savings shares provided by the By-Laws for the 2015 profit;

iv.
b)

of minorities (taken at book value);

on the basis of a control criterion: multiplescriterion of comparable listed companies, in
relation to which the value of the shares was determined by the algebraic sum:
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i.

of the value of the core operating assets obtained on the basis of asset side
multiples based on the Enterprise Value;

ii.

of non-operating assets (taken at book value of the consolidated financial
statements, except for shareholdings in listed companies for which the current
market value was estimated);

iii.

of financial payablesand other liabilities(pension fundsand other personnel funds)
and the additional debt related to the distribution of the minimum dividend to the
savings shares provided by the By-Laws for the 2015 profit;

iv.

of minorities (taken at book value).

With regard to the main criterion (DCF - Asset Side), the main input elementsfor the estimation
of the value of the core operating assets were:
a)

projectionsof Pirelli management for the period from 30.09.2015 to 31.12.2019. These
projectionswere made based on the same logic already followed for the purpose of the
evaluationsin support of the offerings, but updated on the basisof results at 30.09.2015,
the guidance included in the quarterly report at 30.09.2015 and the downward revision of
expectations with regard to the LATAM area;

b)

the weighted average cost of capital calculated at 30.09.2015, placed in the range 8.33%
and 8.86%; for the purposes of the weighted average cost of capital, reference was
made:
i.

to the cost of equity (calculated on the basisof the Capital Asset Pricing Model and
the beta of comparable companies);

c)

ii.

to the marginal cost of the Pirelli debt;

iii.

to the average financial structure of comparable companies;

to the growth rate of unlevered cash flows in the terminal value of zero.

With respect to the control criterion (Multiplesof comparable listed companies), the main input
elements for the estimation of the value of the core operating assets were:
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a)

the average market capitalization at 75 days (with respect to 30.09.2015) of the
comparable listed companies(identified by the 17 listed companiesin the world with SIC
Code 3011 – Tyres and Inner Tubes in addition to Hankook Tire);

b)

the bookvalue of the net financial position, other financial liabilities, non-operating assets
and equity of third parties, in order to obtain an estimate of core Enterprise Value of the
comparable companies at 30.09.2015;

c)

consensus forecasts on revenuesand EBIT for the year 2015 of the comparable listed
companiesin addition to the growth forecastsof EBIT in the two-year period 2015-2017;

d)

projections of Pirelli management related to revenues and EBIT 2015 and expected
growth in EBIT in the two-year period 2015-2017.

The reference date of the valuation of Pirelli shares is 30 September 2015.

For the purposesof determining the value of Marco Polo Industrial Holding shares, the following
were estimated:
a)

the value of assets based on the value of Pirelli ordinary shares and savings calculated
previously and the dividend solely on the savings shares that Marco Polo Industrial
Holding will collect for the 2015 profit (and equal to the statutory minimum corresponding
to 7% of Euro 3.19), which excludes the cash intended to repay the negative working
capital and expenses not yet incurred at the date of 30.09.2015;

b)

the value of the debt at fair value.

The reference date of the valuation of Marco Polo Industrial Holding shares is 30 November
2015.

The misalignment of the valuation datesof Pirelli and Marco Polo Industrial Holding is due to
the fact that in the case of the latter company, the portfolio of Pirelli sharesand the related level
of indebtedness were considered, updated to the current amount of Pirelli shares in the
portfolio.
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The application of the main criterion (DCF – Asset Side), using the range of costs-opportunities
of the capital identified led to a range of value of the Pirelli ordinary and savingsshares between
Euro 13.97 and Euro 15.09. The application of the control criterion (Multiples of comparable
listed companies) led to identify a range of possible values of the Pirelli share between Euro
14.08 and Euro 15.11, valuesthat confirm the estimates obtained through the main criterion
(DCF – Asset Side).To the range of values per Pirelli share identified with the main criterion
corresponds a value of Marco Polo Industrial Holding shares between Euro 79.25 and Euro
95.87. The exchange ratio is thus between 5.67 and 6.35 Pirelli shares per Marco Polo
Industrial Holding share.

The following tables show the sensitivity of the Exchange Ratio as inputs vary (WACC and
growth rate g) used in estimating the value of the Pirelli share based on the main criterion (DCF
- Asset Side).

6,01
-0,50%
-0,25%
0,00%
0,25%
0,50%

Sensitivity Exchange Ratio
WACC
8,08%
8,33%
8,60%
8,86%
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€ 16,61 € 15,97 € 15,32 € 14,73
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Sensitivity Value per Share Marco Polo Industrial Holding
WACC
€ 87,11 8,08%
8,33%
8,60%
8,86%
9,11%
-0,50% € 92,01 € 84,29 € 76,28 € 69,16 € 62,63
-0,25% € 97,95 € 89,78 € 81,62 € 74,05 € 67,23
g
0,00% € 104,33 € 95,87 € 87,11 € 79,25 € 72,12
0,25% € 111,15 € 102,10 € 93,05 € 84,74 € 77,17
0,50% € 118,42 € 108,93 € 99,28 € 90,53 € 82,66

In order to report the difficultiesand limitations in the evaluation of the Exchange Ratio, it is
noted that the estimate of the Exchange Ratio was made:
•

on the basis of a main criterion that is based on the economic-financial projections of
Pirelli from 30.09.2015 to 31.12.2019; said data was updated to incorporate the best
projectionsformulated on the prospectsof the LATAM area, but by nature isuncertain, in
particular precisely with regard to the prospects of countries with the highest risk;

•

on the basis of a verification through a control criterion that makes use of asset side
multiplesof comparable companies; although these multiples constitute the valuation
practice in the industry to estimate the value of the equity of listed companies, it is noted
that the Enterprise Value is obtained from the sum of the market capitalization of the
comparable companiesand the bookvalue of certain financial statement items that may
differ also significantly from their market value (net financial position, other financial
liabilities, non-operating assets and equity of third parties);

•

on the basis of equality of value before the Merger between Pirelli ordinary and savings
shares; however, it isnoted that after the merger, Pirelli may not distribute dividends to
the ordinary shares, even for an extended number of years, while the savings shares will
be entitled to the minimum dividend provided by the By-Laws(equal to 7% of Euro 3.19);
this circumstance ensures that the savings shares benefit in the years following the
Merger from a strengthened privilege with respect to the pre-Merger situation; since the
Exchange Ratio was established by adopting a stand-alone perspective of Pirelli, the
additional benefit after the Merger resulting from the strengthened privilege wasnot taken
into account for the protection of the same third-party savings shareholders.
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2.5.- Illustration of the economic, patrimonial and financial effects of the Merger

The Merger constitutes a transaction of “major importance” pursuant to the regulations
applicable to related-party transactions, since one of the significant indicators, in this case the
indicator of counter-value significance, applicable pursuant to Annex 3 of the by the Regulation
on Related-Party Transactions, exceeds the 5% threshold.
In particular, the indicator of counter-value significance is equal to 43.6% Such indicator has
been calculated considering as numerator (counter-value of the transaction) the net assets of
Marco Polo Industrial Holding resulting from the Financial Statementsasat 30 November 2015
prepared pursuant to Art. 2501-quater of the Italian Civil Code and equal to Euro 3,178,109,916
and, as denominator, the market capitalization of Pirelli as at 30 September 2015 (last market
trading day in the reporting period of the most recent published periodic accounts, that is the
Interim Financial Report as at 30 September 2015) equal to Euro 7,293,738,038.
Since Pirelli appliesthe opt-out regime provided under Art. 70, par. 8, and Art. 71, par. 1-bis, of
the Consob Issuers Regulation, it shall not publish pro-forma data.

The Merger effective date, in accordance with Art. 2504-bis, par. 2, of the Italian Civil Code will
be specified in the deed of Merger and may follow the last filing required under Art. 2504 of the
Italian Civil Code.
Starting from the Merger effective date, the Surviving Company will succeed into all the assets
and liabilities of the Absorbed Company.

For accounting purposes, the operations of the Absorbed Company will be charged to the
financial statement of the Surviving Company as of 1 st of January 2016.

As set forth pursuant to Art. 172, comma 9, of D.P.R. n. 917 dated 22 December 1986, tax
effect will start as of 1 st of January 2016.
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The company resulting from the Merger will continue to prepare its annual and consolidated
financial statementsin accordance with IFRS, aspermitted by Legislative Decree no. 38 of 28
February 2005.

As a consequence of the Merger, the current financial debt of Marco Polo Industrial Holding will
be transferred to Pirelli, whose equity will constitute a generic guarantee or a source of
repayment (also) of such facilities. The concentration on a single entity of the indebtedness
arising from the facilitiesand the activities generating cash flows for debt servicing meets the
request of the lendersand it will allow (given the lower risk profile) to obtain better economic
conditions with a benefit for the group.

In order to meet the obligationsfollowing on from the Merger, Marco Polo Industrial Holding
has foreseen and made available to the company a syndicated credit facility resulting from the
Merger, subscribed to by a pool of 18 banksfor an aggregate sum of Euro 6.8 billion. The sum
of Euro 6.8 billion issplit into two tranches, one of Euro 6 billion foreseen in the technical form
of a term loan (aimed at redemption of the initial and structural debt of the company resulting
from the Merger), and one of Euro 800 million in the technical form of revolving credit facility
(the use of which will allow the company resulting from the merger to meet the seasonal nature
of the business and need for working capital).
The facility, referred to asthe Mergeco Facilities Agreement, has a due date of 31 December
2016 agreed with the lending banks.

Pirelli intendsto achieve a debt structure that is“balanced”, refinancing the company resulting
from the Merger without making use of the Mergeco Facilities Agreement, but having direct
recourse to the bond market and the banking market so as to diversify its sources of financing
and obtain the right mix of due datesand costs. In order to minimise the risk of refinancing the
Group, and financial, market conditionspermitting, Pirelli intendsto stabilise itsdebt in advance
as compared to the effect of the merger and so, prudentially, financial chargesand redemptions
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included in the financial plan are those connected to the more onerous of the scenarios
described, i.e. the one in which the Mergeco Facilities Agreement is not used.

The hypotheses of refinancing foresee:
-

Euro 3.5 billion of bankfinancing in the form of a term loan, split into 2 tranches of which
one of Euro 2 billion with due date at 3 years and cost of 4.0% per annum and one of
Euro 1.5 billion, due date at 5 years, cost 4.5% per annum with amortising profile;

-

Euro 2.5 billion of bond debt in USD and/or Euros, with due date at 7 years and cost of
6% per annum (bullet form);

-

Euro 1 billion in a Revolving Credit Facility with due date at 5 years and estimated cost
amounting to 4.25% per annum;

in addition to the Euro 0.7 billion of local financing in countrieswith structurally weak currencies
which would be maintained and whose cost is approximately 10% per annum.

The cost of debt to Pirelli post-Merger isexpected to be, approximately 6%, in line with that of
pre-Merger thanksto a diverse mix of currencies. In particular, in the post-Merger scenario as
compared to the pre-Merger one, currency in Euro will be privileged and whose rate of interest,
which is relatively less onerous as compared to other currencies, will be counteracted by an
increase, at least initially, in credit spread due to the greater financial leverage of the Group.

Consistent with the Assirevi preliminary guidance regarding IFRS OPI 2, “Accounting treatment
of mergers in the annual financial statements”, the Merger will be accounted for in the annual
financial statementsof the company resulting from the Merger in accordance with the principle
of continuity of values. In fact, the Merger in this case does not qualify as a business
combination, asit doesnot involve the acquisition of a business from third parties but rather as
a reorganization. Moreover, despite Pirelli hasbeen identified asa company that will survive the
Merger, the accounting will follow the economic substance of the same; specifically, the book
valuesthat will require continuity and with respect to which the Merger shall be recorded, are
those resulting from the annual financial statements of Marco Polo Industrial Holding.
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It follows that due to the Merger, the cancellation difference between the cost of the
shareholding in Pirelli & C. S.p.A. held by Marco Polo Industrial Holding and the shareholders'
equity of Pirelli & C. S.p.A., will generate a deficit of about Euro 5.2 billion that will be allocated,
in principle, for the same values of the amount of assets and goodwill resulting from the
consolidated financial statements.
In thiscase, in the annual financial statements of the company resulting from the Merger, the
assets and liabilitiesof Pirelli will be accounted for on the basis of the relative values, as also
resulting from the Purchase Price Allocation procedure asrequired by IFRS for the consolidated
financial statements.
It is also noted that the shareholders’ equity of Pirelli due to the Merger will increase to a value
equal to the difference between the deficit described above and the net debt contributed by the
Merged Company.

As regards the effective date of the Merger, it isspecified that, as part of the options provided
by OPI 2, the Merger will be accounted for according to the so-called "retrospective method",
under which the expenses and revenues of the Absorbed Company (Marco Polo Industrial
Holding) will be represented in the income statement of the Merging Company as of the
effective date of acquisition, through the restatement of comparative figures for the previous
year.

2.6.- Variation of the amount of compensation for members of the Board of Directors of
Pirelli and/or its subsidiaries as a result of the Merger

No variationsare expected in the compensation of the membersof the management bodies of
Pirelli and its subsidiaries as a result of the Merger.

2.7.- Possible members of management and control bodies, general directors and
managers inv olv ed in the Merger
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Without prejudice to the information granted in the Introduction and in Section 1.1 of this
Information Document, no membersof management and control bodies, general directors and
managers of Pirelli are involved in the Merger as related parties.

2.8.- Description of the Merger approv al process

The Board of Directorsof Pirelli approved the Merger transaction on 22 December 2015 and, on
the same date, the Committee for Related-Party Transactionsof Pirelli expressed itsfavourable
opinion.
The Committee for Related-Party Transactions, composed by the independent directors Mr
Luigi Roth (Chairman of the Committee for Related-Party Transactions), Mr Zhang Junfang and
Mr Paolo Pietrogrande, appointed with the functions provided by Procedure on Related-Party
Transactionsin relation to the Merger, deemed it appropriate, in accordance with the Procedure
on Related-Party Transactions, to avail itself of the advice, with regard to the financial aspect of
the Merger, of an independent expert – different from the one assisting the Board of Directorsof
Pirelli – having proven requirementsof professionalism, competence and independence. For
such purpose, the Committee for Related-Party Transactions – also given the assistance
already made to independent directorsof Pirelli in the preparation of the opinion issued in the
context of the Offers pursuant to art. 39-bis of the Consob Issuers Regulation – appointed
Citibank. Asregards the legal aspects, the for Related-Party Transactions has recoursed to the
advice of the law firm NCTM, which has been also previously involved as advisor of the
independent directors in the phase of the Offers.

The Committee for Related-Party Transactionsbecame involved in the preliminary phase for the
approval of the abovementioned resolution of the Board of Directorsof Pirelli and carried out its
functionsby receiving by the management of Pirelli a continuousand timely flow of information
on the terms and conditions of the transaction.
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The Committee for Related-Party Transactionshasrequested information deemed appropriate
and it provided comments to the persons in charge of conducting the transaction. Such
disclosure had as object the existence and extent of the correlation, the execution methods and
the terms of the transaction, as well as the evaluation process adopted, the interest and
underlying reasons and any potential risk that the Parties to the Merger may incur.

The Committee for Related-Party Transactions, supported by its advisors, examined the
proposed Merger transaction and, assaid, in compliance with the provisionsunder Arts 8 of the
Regulation and 12 of the Procedure, having examined the fairnessopinion prepared by Citibank
and on the basisof the information made available in the preliminary phase, on 22 December
2015 expressed its unanimous(without abstentionsor votesagainst) favourable opinion on the
interest of Pirelli and of itsshareholdersto the accomplishment of the Merger as well as on the
cost effectiveness and substantial fairness of the relevant terms.
The opinion of the Committee for Related-Party Transactions, together with the opinion of
Citibankasto the fairness, from a financial point of view, to Pirelli of the proposed Exchange
Ratio, is attached to this Information Document as Annex C.

The Merger Plan and the related Explanatory Report have been unanimously (without
abstentions or votes against) approved on 22 December 2015 by the Board of Directors of
Pirelli, acknowledging and sharing the evaluation about the Exchange Ratio made by itsadvisor
(with this respect, see Section 2.4 above).

Again on 22 December 2015, the Merger Plan, together with the Explanatory Report, have been
approved by the Board of Directors of Marco Polo Industrial Holding.

The Merger will be submitted to the Extraordinary Shareholders’ Meetingsrespectively of Pirelli
and Marco Polo Industrial Holding called on 15 February 2016 for approval.
*°*°*
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The Responsible Officer that prepares the accounting documents Mr Francesco Tanzi certify,
pursuant to Art. 154-bis, par. 2, of the TUF, that the accounting disclosure contained in this
explanatory Report of the Directors corresponds to the results in the accounting records,
account books and book entries.
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ANNEXES

A.

Merger Plan and its relev ant attachments.

B.

Ev aluation report on the Exchange Ratio prepared by Prof. Mauro Bini, financial
adv isor engaged by the Board of Directors of Pirelli.

C.

Committee for Related-Party Transactions’ opinion dated 22 December 2015,
together w ith Citibank opinion dated 21 December 2015 as to the fairness, from a
financial point of v iew , to Pirelli, of the Exchange Ratio.
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Annex "A"

Pirelli & C. S.p.A.

Shareholders' Meeting 15 February 2016

Merger plan by absorption of
Marco Polo Industrial Holding S.p.A. into Pirelli & C. S.p.A.

MERG ER PLAN B Y AB SORPTION
OF

MARCO POLO INDUSTRIAL H OLDING S.P.A.
INTO

PIRELLI & C. S.P.A.
(prepared pursuant to and in accordance with Articles 2501-bis, par. 2 and 2501-ter of the Italian Civil Code)
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T he Board of Directors of Pirelli & Co. S.p.A. (“ Pirelli” or the “ Surviving Company”) and Marco Polo
Industrial Holding S.p.A. (“ Marco Polo Industrial Holding” or the “ Absorbed Company”) prepared this
merger plan pursuant to Articles 2501-bis and 2501-ter of the Italian Civil Code (the “Me rger Plan” or the
“ Plan”) related to the merger (so called “ reverse merger”) by absorption of Marco Polo Industrial Holding
into Pirelli (the “ Me rge r”).
1.

Introduction

a) On 22 December 2015, the Boards of Directors of Pirelli and Marco Polo Industrial Holding, in light of
the positive outcome of:


the mandatory tender offer (the “ Mandatory Te nde r O ffe r”), launched by Marco Polo
Industrial Holding – pursuant to Articles 106, par. 1-bis, and 109 of Legislative Decree No. 58 of
24 February 1998, as subsequently amended and integrated (the “Consolidated Financial Act”
or “ TUF”), as well as the applicable implementing provisions set forth in the regulation
approved by Consob resolution No. 11971 of 14 May 1999, as subsequently amended and
integrated (the “Consob Issuers Regulation”) – on all the ordinary shares of Pirelli at a price of
Euro 15.00 per each Pirelli share tendered, further to which Marco Polo Industrial Holding
owns, directly or indirectly (including in the Marco Polo Industrial Holding stake also the
treasury ordinary shares of Pirelli), 100% of the ordinary shares of Pirelli that have been
consequently delisted effective from 6 November 2015, and



the voluntary tender offer (the “Voluntary Te nde r O ffe r” and, together with the Mandatory
T ender Offer, the “Offers”), launched by Marco Polo Industrial Holding – pursuant to Art. 102
of the T UF, as well as the applicable provisions set forth in the Consob Issuers Regulation – on
the savings shares of Pirelli at a price of Euro 15.00 per each Pirelli share tendered, further to
which and to others purchases of savings shares, Marco Polo Industrial Holding owns, directly
or indirectly (including in the Marco Polo Industrial Holding stake also the treasury savings
shares of Pirelli) more than 93.2% of the savings shares of Pirelli,

as well as in line with the reasons for the said Offers and the future plans put forth in the relevant offer
document, have resolved to commence the Merger by approving the Merger Plan which shall be
considered in the context of the transaction contemplated by the sale and purchase and co-investment
agreement executed on 22 March 2015 between China National Chemical Corporation
(“ ChemChina”), a state owned enterprise incorporated under the laws of the People’s Republic of
China, and China National T ire & Rubber Co., Ltd. (controlled by ChemChina) (“ CNRC”), on one
side, and Camfin S.p.A. (“ Camfin”) and its shareholders Coinv S.p.A. and Long-T erm Investments
Luxembourg S.A. (“ LTI”), on the other side, (subsequently amended and integrated in accordance
with an amending and supplementing agreement signed by the same parties on 5 August 2015, the
“ Sale And Purchase and Co-Inve stme nt Agre e me nt”), aimed at implementing a long-term
industrial partnership in relation to Pirelli, with the goal to strengthen its development plans, to cover
geographically strategic areas and to achieve the integration of tire activities of the Industrial segment
of CNRC and Pirelli, by preserving the continuity and independence of the current management
structure of the Pirelli Group (the “ Transaction”).
b)

In light of the shareholders structure consequent to the Offers, it was decided that the legal form most
suitable was the merger by absorption of Marco Polo Industrial Holding into Pirelli (so called “ reverse
merger”) considering the advantages deriving from the continuation of Pirelli as surviving company.

c)

On 23 November 2015 the Board of Directors of Pirelli resolved to call on 15 February 2016 the
Extraordinary Shareholders’ Meeting to approve (i) the mandatory conversion (the “ Mandatory
Conve rsion”) of savings shares into a special class of newly issued delisted non-voting shares (the
“ Spe cial Share s”), (ii) the adoption of a new By-Laws consequent to the delisting of the ordinary
shares and to the Mandatory Conversion, and (iii) the merger of Pirelli with its parent company Marco
Polo Industrial Holding.

d)

Following the joint petition of Pirelli and Marco Polo Industrial Holding, in a decree filed on 27
November 2015 the Court of Milan appointed KPMG S.p.A., with registered office in Milan, via
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Vittorio Pisani No. 25, which is subject to the supervision of Consob, as common expert pursuant to
and in accordance with Art. 2501-sexies of the Italian Civil Code (the “ Common Expe rt”).
e)

As a result of the de jure control by the Absorbed Company over the Surviving Company following
the Offers and due to the significance of the Merger, it constitutes a related-party transaction of “ major
importance” pursuant to the regulations containing the provisions on related-party transactions,
adopted by the Consob with Resolution No. 17221 of 12 March 2010 (the “Regulations on Re late dParty Transactions”) and the procedure approved by the Board of Directors of Pirelli pursuant to Art.
2391-bis of the Italian Civil Code and Art. 4, par. 1, of the Regulations on Related-Party Transactions,
as last amended on 13 May 2013 (the “Procedure on Related-Party Transactions”). T herefore, the
Committee on Related-Party Transactions has been involved in the preliminary phase of the Merger
and the Merger Plan has been approved with the favourable opinion of the Committee on RelatedParty T ransactions pursuant to the Regulations on Related-Party T ransactions and the Procedure on
Related-Party T ransactions with respect to the existence of an interest for Pirelli in the execution of the
Merger, as well as on the expedience and substantive fairness of the terms and conditions set forth in
the Merger Plan (see Section 4 below). In carrying out its work, the Committee for Related-Party
T ransactions of Pirelli relied on financial and legal advisors with proven professional experience.

f)

As a result of recourse to the financial debt assumed by Marco Polo Industrial Holding to purchase the
shares of Pirelli, Art. 2501-bis of the Italian Civil Code applies. T herefore:


pursuant to Art. 2501-bis, par. 2, of the Italian Civil Code, the Merger Plan indicates the
financial resources provided for the fulfilment of the obligations of the company resulting from
the Merger (see Section 7 below);



pursuant to Art. 2501-bis, par. 4, of the Italian Civil Code, the report issued by the Common
Expert must certify the reasonableness of the indications contained in the Merger Plan for the
financial resources provided for the fulfilment of the obligations of the company resulting from
the Merger;



pursuant to Art. 2501-bis, par. 5, of the Italian Civil Code, Reconta Ernst & Young S.p.A., with
registered office in Milan, via della Chiusa No. 2, the auditing firm in charge in auditing the
financial statements of Pirelli and Marco Polo Industrial Holding, issues the report attached to
the Merger Plan as Appendix “ B”;



Pirelli and Marco Polo Industrial Holding will make available to public, in accordance with
applicable laws, pursuant to Art. 2501-bis, par. 3, and 2501-quinquies of the Italian Civil Code, a
report explaining the reasons justifying the Merger, containing an economic and financial plan
indicating the source of the financial resources and a description of the objectives intended to be
achieved.

g)

On the date of the Merger Plan, Pirelli owns No. 351,590 treasury ordinary shares and No. 408,342
treasury savings shares; Marco Polo Industrial Holding does not own any treasury share.

h)

On the date of the Merger Plan, neither Pirelli nor Marco Polo Industrial Holding has stock option
plans in existence.

2.
2.1

Partie s to the Me rge r
Surviving Company

Pirelli & C. S.p.A.
-

Pirelli & C. S.p.A. is an Italian company limited by shares (società per azioni) subject to the
management and coordination in accordance with Art. 2497 of the Italian Civil Code of Marco Polo
International Italy S.p.A.

-

Registered office in Milan, Viale Piero e Alberto Pirelli No. 25.

-

Share capital of Euro 1,345,380,534.66 divided into 487,991,493 shares with no par value, of which
475,740,182 ordinary shares and 12,251,311 savings shares with no par value. It is noted that the
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extraordinary shareholders’ meeting of Pirelli has been called on 15 February 2016 to approve, among
other things, the Mandatory Conversion.
-

Enrolled with the Companies’ Registry of Milan, tax code and VAT No. 00860340157.

T he following table shows the ordinary shareholders and savings shareholders of Pirelli at the date of the
Merger Plan.

Share holder

O rdinary shares

% of the ordinary share
capital

% of the e ntire share
capital

Marco Polo Industrial Holding
S.p.A.
T reasury shares

No. 475,388,592

99.926%

97.417%

No.

0.074%

0.072%

Share holder

Savings shares

% of the savings share
capital

% of the e ntire share
capital

Marco Polo Industrial Holding
S.p.A.
T reasury Shares
Shares of third parties

No. 11,018,242

89.935%

2.258%

No.
No.

3.333%
6.732%

0.084%
0.169%

2.2

351,590

408,342
824,727

Absorbed Company

Marco Polo Industrial Holding S.p.A.
-

Marco Polo Industrial Holding S.p.A. is an Italian company limited by shares (società per azioni) with a
sole shareholder, subject to the management and coordination in accordance with Art. 2497 of the Italian
Civil Code of Marco Polo International Italy S.p.A..

-

Registered office in Milan, via San Primo No. 4.

-

Share capital of Euro 10,195,652.10 divided into no. 32,777,910 ordinary shares with no par value.

-

Enrolled with the Companies’ Registry of Milan, tax code and VAT No. 09065250962.

T he following table shows the ordinary shareholders and savings shareholders of Marco Polo Industrial
Holding at the date of the Merger Plan.

Share holder

O rdinary shares

% of the ordinary share
capital

Marco Polo International Holding Italy
S.p.A.

No. 32,777,910

100%

Pirelli and Marco Polo Industrial Holding S.p.A. are the “ Partie s to the Me rge r”.
3.

By-Laws of the Surviving Company and consequent amendments de riving from the Me rge r

T he Extraordinary Shareholders’ meeting of the Surviving Company called to resolve upon the Merger will
also resolve upon, within the context of the Mandatory Conversion’s approval, the text of the new By-Laws
which reflects the understandings reached by and between ChemChina, CNRC, Camfin, LT I, LT I Holding
S.r.l. (“ LTI Ita”) in the shareholders’ agreement executed on 11 August 2015 (the “ Share holde rs’
Agre e me nt”).
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T he company name (Article 1), the registered office (current Article 3) and the duration (current Article 4) of
the Surviving Company will not be amended.
T he text of the newBy-Laws is illustrated in the relevant Board of Directors’ report referred to in Art. 125ter, par. 1, of the T UF to the shareholders meeting on 15 February 2016, and hereby it is pointed out that:


without prejudice to the transfer of ordinary shares as part of a new IPO of the shares of the Surviving
Company, any transfer of ordinary shares is prohibited until 5 November 2020 (Article 8.2);



the transfer of Special Shares is subject to the pre-emption right granted to the other Special Shares
holders registered on the shareholders’ book (Article 8.3);



the resolutions of the shareholders’ meeting referred to the relocation of the operational and
administrative headquarter of Pirelli out of Milan and the transfer of the Pirelli technology know how as
well as the relevant amendments of the By-Laws are to be approved with the favourable vote of at least
90% (ninety per cent) of the represented ordinary share capital of the Surviving Company (Article 13.2);



the Surviving Company is managed by a board of directors composed of 16 (sixteen) directors,
appointed with the voting list mechanism (Article 16);



pursuant to applicable laws, the shareholders’ meeting appoints the board of statutory auditors which is
composed by (x) 5 (five) members, including 3 (three) effective statutory auditors and 2 (two) alternate
statutory auditors, or, where an express request is made by the Chief Executive Officer of the
shareholder directly Controlling the Company designated by Camfin or by the director of the shareholder
directly Controlling the Company designated by LT I, (y) 7 (seven) members, including 5 (five) effective
statutory auditors and 2 (two) alternate statutory auditors (Article 21);



the statutory accounts audit is exercised by an independent auditing company registered on the relevant
public register (Article 22);



it is contemplated an arbitration clause for resolving any dispute arising out among the shareholders or
between the shareholders and the Surviving Company or between the directors, the statutory auditors
and/or the liquidators and Pirelli regarding rights pertaining to corporate relations (Article 27.2).

T he same Extraordinary Shareholders meeting of the Surviving Company will also resolve upon the clause
according to which the Special Shares held by each shareholder, which individually holds a participation of
less than 2% of share capital represented by such Special Shares, may be redeemed by the Company in the
event that a shareholder owns, directly or indirectly, more than 95% of the share capital represented by
Special Shares (Articles 8.4 and 8.5).
T he resolution of adoption of the newBy-Laws of the Surviving Company and the Mandatory Conversion
will become effective regardless of the completion of the Merger.
Following the Merger and its perfection, the abovementioned post-Merger By-Laws of the Surviving
Company will be further amended solely with respect to Article 5.1 in order to reflect the variation of the
number of shares of the share capital due to the Exchange Ratio. More specifically, Art. 5.1 will be as
follows: “ The fully subscribed and paid-in share capital amounts to Euro 1,345,380,534.66
(onebillionthreehundredandfourtyfivemillionthreehundredandheightythousandfivehundredandthirtyfourpoint
sixtysix) and is represented by no. 208,085,491 (twohundredeightmillioneighty-five thousandfour
hundredninety-first) shares without par value, of which 202,174,767 (twohundredtwo
milliononehundredseventy-fourthousandsevenhundredsixty-seventh) Ordinary Shares (as defined herein)
and no. 5,910,724 (fivemillionninehundredtenthousandsevenhundredtwentyfourth) Special Shares (as
defined herein)”.
T he full text of the abovementioned post-Merger newBy-Laws of the Surviving Company is attached to this
Merger Plan and it forms an integral and substantive part thereof (Appendix “ A”).
4.

Me rge r imple me ntation and e xchange ratio

T he Merger will be completed through the absorption of the parent company Marco Polo Industrial Holding
into Pirelli (so called reverse merger). Given that in the Surviving Company there are minority shareholders
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(whose stake represents, on the date hereof, 0.169% of the share capital), the ratio between the assets
economic value of the Parties to the Merger has been determined and the exchange ratio established (the
“ Exchange Ratio”).
Since: (a) the minority shareholders participate in the share capital of the Surviving Company while the share
capital of the Absorbed Company is held by a sole shareholder, and (b) the Absorbed Company’s equity
consists basically in the stake held in the Surviving Company and the related debts, the Exchange Ratio is
served by: (i) the allocation to the sole shareholder of the Absorbed Company of a number of shares
(ordinary and special class shares) lower than the number of shares currently held by the Absorbed Company
in the Surviving Company, (ii) the minority shareholders will maintain the shares currently held, and (iii) the
cancellation, without reduction of the share capital, of the shares currently held by the Absorbed Company in
the Surviving Company exceeding to the allocation set forth in Paragraph (i) above.
Without prejudice to the prohibition of treasury shares allocation pursuant to Art. 2504-ter of the Italian Civil
Code, the Merger exchange of shares in favour of the sole shareholder of the Absorbed Company will be
completed through the allocation of the two classes of shares of the Surviving Company (ordinary shares and
savings shares or, if the Mandatory Conversion has become effective, Special Shares) originally held by the
Absorbed Company, in the same proportion existing between the two classes of shares owned by the
Absorbed Company before the Merger. T he shares of the Surviving Company held before the Merger by the
Surviving Company to be used for the Merger exchange will be allocated directly to the sole shareholder
(Marco Polo International Holding Italy S.p.A.) of the Absorbed Company, which means that such shares
shall not be considered, not even for one moment, as held by the Surviving Company and, therefore, without
the transaction being considered as a “ purchase of treasury shares”. As a result of the simultaneous transfer
of the shares of Pirelli to the shareholder of Marco Polo Industrial Holding, the negative reserve for treasury
shares in portfolio required under Art. 2424, par. 1, of the Italian Civil Code (as amended by the Legislative
Decree n. 39 of 18 August 2015) shall not be established, since the above provision is not applicable in
relation to the Merger.
T he merger financial statements referred to in Art. 2501-quater, par. 1, of the Italian Civil Code are the
following: (i) for Pirelli, in accordance with Art. 2501-quater, par. 2, of the Italian Civil Code, the halfyearly financial report at 30 June 2015 prepared pursuant to Art. 154-ter, par. 2, of T UF, approved by the
Board of Directors of Pirelli on 6 August 2015; and (ii) for Marco Polo Industrial Holding, the financials at
30 November 2015 prepared on the basis of international accounting principles based IAS/IFRS approved by
the Board of Directors of Marco Polo Industrial Holding on 22 December 2015.
T he Board of Directors of the Parties to the Merger have reached the determination of the following common
Exchange Ratio for both classes of shares:
No. 6.30 shares of the Surviving Company to be allocated following the Me rger to the sole shareholder
of the Absorbed Company for each No. 1 share of the Absorbed Company owne d be fore the Me rge r
by the sole share holde r of the Absorbe d Company.
No cash payments are planned.
T he reasons justifying the Exchange Ratio are explained in the reports prepared by the Boards of Directors of
Pirelli and Marco Polo Industrial Holding pursuant to Art. 2501-quinquies of the Italian Civil Code, which
will be made available to the public in accordance with applicable laws. For identifying the values to be
attributed to Pirelli and Marco Polo Industrial Holding for the determination of the Exchange Ratio the
Board of Directors of the Surviving Company has relied on financial and industrial advisors with proven
professional experience.
As for the Merger Plan, on 22 December 2015, a reasoned favourable opinion was expressed by the
Committee for Related-Party Transactions of Pirelli with respect to the existence of an interest for Pirelli in
the execution of the Merger, as well as with respect to the expedience and substantive fairness of the terms
and conditions set forth in the Merger Plan. As mentioned in the introduction, in carrying out its work, the
Committee for Related-Party T ransactions of Pirelli relied on financial and legal advisors with proven
professional experience.
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T he shares of the Surviving Company to be allocated in exchange will be made available to the single
shareholder of Marco Polo Industrial Holding according to the allocation method and the procedures
provided for the allocation of shares in dematerialised form referred to in Section 5 below.
As mentioned in the introduction, as a result of recourse to the financial debt assumed by Marco Polo
Industrial Holding to purchase the majority stake in Pirelli, Art. 2501-bis of the Italian Civil Code (“ Merger
following leveraged buyout”) applies to the Merger and consequently the Merger Plan will indicate the
financial resources provided for the fulfilment of the obligations of the company resulting from the merger
(Art. 2501-bis, par. 2, of the Italian Civil Code).
T he expert’s report referred to in Art. 2501-sexies of the Italian Civil Code that, in accordance with Art.
2501-bis, par. 4, of the Italian Civil Code, shall certify the reasonableness of the indications contained in the
merger plan pursuant to Art. 2501-bis of the Italian Civil Code, will be prepared by KPMG S.p.A. as
Common Expert of the Parties to the Merger appointed pursuant Art. 2501-sexies of the Italian Civil Code in
a decree filed on 27 November 2015 by the Court of Milan, which is the court of the place where the
Companies to the Merger have their registered office. T he report will be made available to the public in
accordance with applicable laws.
T he report referred to in Art. 2501-bis, par. 5, of the Italian Civil Code, is prepared by Reconta Ernest Young
S.p.A., the auditing firm in charge in auditing the financial statements of the Parties to the Merger, and it is
attached to Merger Plan as Appendix “ B”;
5.

Me thod of allocation of the share s of the Surviving Company

As said, the Merger will be implemented – taking into account the minimal rounding off necessary in order
to balance the operation on a mathematical basis – as follows:


cancellation of all the shares of Marco Polo Industrial Holding;



allocation on the basis of the Exchange Ratio to the sole shareholder Marco Polo Industrial Holding of
No. 201,823,177 Pirelli ordinary shares and No. 4,677,655 Pirelli savings shares (or, if the Mandatory
Conversion has become effective, Special Shares); and



cancellation of the residual No. 273,565,415 ordinary shares of Pirelli and No. 6,340,587 savings shares
of Pirelli (or, if the Mandatory Conversion has become effective, Special Shares) held by Marco Polo
Industries Holding, with no reduction of the share capital since Pirelli shares have no par value;

the above is without prejudice to the adjustments due to the possible purchases, by Marco Polo Industrial
Holding, of additional savings shares of Pirelli (or, if the Mandatory Conversion has become effective,
Special Shares) entered into before the Merger is implemented.
T he other savings shareholders of Pirelli (or, after the Mandatory Conversation, the holders of Special
Shares) will retain the shares held by them. Also the number of treasury shares held in portfolio by Pirelli
(i.e. No. 351,590 ordinary shares and No. 408,342 savings shares or, if the Mandatory Conversion has
become effective, Special Shares) will remain unchanged.
No cash payments are planned.
T he shares representing the entire share capital of Marco Polo Industrial Holding and all the ordinary and
savings shares of Pirelli held by Marco Polo Industrial Holding are pledged in favour of the following
financial institutions:
1. J.P. Morgan Securities plc;
2. Barclays Bank plc;
3. Banca Popolare di Milano S.c. a r.l.;
4. Bank of America, N.A., Milan Branch;
5. T he Bank of T okyo - Mitsubishi UFJ, Ltd.;
6. T he Bank of T okyo - Mitsubishi UFJ, Ltd., Milan Branch;
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7. BNP Paribas, Italian Branch;
8. China Construction Bank (Europe) S.A.;
9. Commerzbank Aktiengesellschaft Filiale di Milano;
10. HSBC Bank plc;
11. ICBC (Europe) S.A.;
12. ICBC (Europe) S.A., Milan Branch;
13. ING Bank N.V., Milan Branch;
14. Banca IMI S.p.A.;
15. Mediobanca – Banca di Credito Finanziario S.p.A.;
16. Mizuho Bank, Ltd., Milan Branch;
17. Naxitis S.A., Milan Branch;
18. Société Générale S.A.;
19. Société Générale, Milan Branch;
20. Standard Chartered Bank;
21. UniCredit S.p.A.;
22. Bank of America Merrill Lynch International Limited;
23. China Construction Bank Corporation, Hong Kong Branch;
24. Intesa Sanpaolo S.p.A.;
25. J.P. Morgan Limited;
26. J.P. Morgan Europe Limited,
to secure the fulfilment of the obligations under the loan agreement “ Bidco Senior Facilities Agreement”
originally executed on 30 April 2015 contemplating, among other things, the facilities granted to Marco Polo
Industrial Holding for the purchase of the Pirelli shares by Marco Polo Industrial Holding, with the
consequent application to the Merger of Art. 2501-bis of the Italian Civil Code (“ Merger following leveraged
buyout”).
T herefore, after the Merger contemplated by this Project, the right of pledge in favour of the abovementioned
secured creditors will remain unchanged on all ordinary shares and savings shares (or, if the Mandatory
Conversion has become effective, Special Shares) of the Surviving Company allocated to the sole
shareholder of Marco Polo Industrial Holding S.p.A. and the allocation in exchange of the pledged shares of
the Surviving Company to Marco Polo International Holding Italy S.p.A. shall be duly registered. T he
pledged shares of the Surviving Company will continue to be deposited through BNP Paribas Securities
Services of Milan, as agent of the secured creditors.
T he share certificates representing the shares of Marco Polo Industrial Holding will be cancelled after the
perfection of the Merger contemplated by this Merger Plan.
While the Mandatory Conversion and, as of competence, the adoption of the new By-Laws, pursuant to Art.
146, par. 1, letter b), of the TUF, are subject to the approval of the special assembly of savings shareholders
that has been called for this purpose by the Board of Directors on 15 February 2016; the Merger does need
not to be submitted for approval to a Special Meeting of savings shareholders (nor of holders of Special
Shares after the Mandatory Conversion has become effective), since the characteristics of the savings shares
(or, if the Mandatory Conversion has become effective, Special Shares) are not amended due to the Merger.
No charge will be made payable by the sole shareholder of the Absorbed Company for the Merger exchange.
T he ordinary shares of the Surviving Company allocated to service the exchange will be made available
starting from the effective date of the Merger.
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6.

Date from which the shares of the Surviving Company allocated in e xchange will be e ntitled to
a share of the profits

T he ordinary shares and savings shares (or, if the Mandatory Conversion has become effective, Special
Shares) of Pirelli that will be allocated in the Merger will have the same dividend entitlement date as the
ordinary shares and savings shares (or, if the Mandatory Conversion has become effective, Special Shares)
outstanding on the effective date of the Merger.
T he savings shareholders that will not vote in favour of the Mandatory Conversion and the new By-Laws (as
far as it pertains to them) will be entitled to exercise the withdrawal right pursuant to Articles 2437-quinquies
and 2437 of the Italian Civil Code. T he Mandatory Conversion will not affect the right to the dividend as
will be resolved by Pirelli with respect to the financial year ending on 31 December 2015, since the Special
Shares will have the same economic rights of the Savings Shares. However, since the Mandatory Conversion
could take place prior to the distribution of the dividend of the financial year ending on 31 December 2015,
the savings shareholders who will exercise their withdrawal right will not be entitled to such dividend.

7.

Economic and financial plan with an indication of the sources of financial resources
foreseen for meeting the obligations following on from the merger

7.1

The economic and financial plan

T he administrative bodies of Pirelli and Marco Polo Industrial Holding have applied the discipline foreseen
under articles 2501-bis and 2501-quinquies of the Civil Code to this transaction.
For this purpose, in preparing the documentation in respect of the Merger, the administrative bodies of the
companies taking part in the Merger have formulated, as is required under the third paragraph of art. 2501bis of the Civil Code mentioned, an economic and financial plan (1 January 2015 – 31 December 2019)
which is based on updating the Strategic Plan 2013-2017 with the addition of the projections for the two-year
period 2018 – 2019 obtained by extrapolation (hereafter referred to as “ the 2015-2019 Plan”). Additionally,
solely for the purpose of verifying the sustainability of financial indebtedness post-merger of Pirelli, the
projections for the two-year period 2018-2019 have been further extrapolated up until 2023. (hereinafter the
“ Inertial Projections” and the 2015-2019 Plan, the “ Economic and Financial Plan of the Me rge r”).
T he Economic and Financial Merger Plan was drafted with the following criteria:


From the economic standpoint:

a) T he 2015-2019 Plan has been prepared starting from the projections for 2015-2019 and contained in
the press release – drafted pursuant to Art. 103, section 3 of the Consolidated Financial T ext and Art.
39 of the Issuer Regulation – approved by the Board of Directors of Pirelli on 2 September 2015,
expressly its assessments of the Offers and published in annex to the relative Offer Document. T hese
forecasts exclude all benefit arising from the partnership that will bring a global leader in the sector
of industrial tyres into being and expansion of the business in Asia by the Pirelli Group, and have
been obtained by updating the 2013-2017 plan and formulating forecasts for 2018 -2019 by means of
extrapolation. The 2018-2019 projections were processed by assuming the non-realisation of new
expansion investments as well. T hese projections have been used by financial advisors to assess
ordinary and savings shares in Pirelli & C. S.p.A. for the purposes of the Offers;
b) T he forecasts and projections set forth under the foregoing point have been updated on the basis of
the results as at 30.09.2015 considering: a) the variances taking place between the guidelines for
August 2015 (in respect of the entire accounting period) and that for November 2015; b) the
significant devaluation of the Brazilian real that occurred in the third quarter of 2015. T he effects
both of the variances and the devaluation of the real have been incorporated into the forecasts for the
subsequent years. T his update has translated into incomes and cash flows that are lower than those
implied in the forecasts and projections used in the evaluations for the purposes of the Offers mainly
in respect of the consequences of the devaluation of the Brazilian currency;
c) T he projections thus updated have then been further extrapolated up until 2023 solely for the
purposes of verifying the sustainability of debt. Consistently with this aim, a hypothesis of extreme
prudence has been adopted in respect of the constancy of the operating results of the Group from
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2019 to 2023, so as to have available a check upon the sustainability of the debt excluding the
contribution made to the growth of operating results (also solely for the mere effects of inflation);


from the financial standpoint:

d) extension of the period of extrapolation up until 2023 solely for the purposes of verifying the
financial sustainability of indebtedness has been defined so as to be able to grant visibility to the
dynamic of indebtedness beyond the normal horizon of five year planning, within a prudent
hypothesis of constancy of operational flows after 2019. Even in the absence of growth in
operational results, the company would record net financial charges for 2023 substantially in line
with those recorded by Pirelli in 2015 pre-Merger).
e) T he Economic and Financial Merger Plan considered refinancing of debt for Pirelli and Marco Polo
Industrial Holding through a mix of financing instruments (secured and unsecured) representing the
best management forecast, formulated also on the basis of the draft proposals made by the financial
advisors. T hese refinancings, if carried out prior to the requirements for redemption of current debt
applying, may render recourse to the mergeco facility set up by Marco Polo Industrial Holding (a
syndicated loan subscribed to by a pool of 18 banks for an aggregate sum of Euro 6.8 billion and
described in paragraph 7.2 below) unnecessary;
f) T hroughout the period covered by the Plan (2015-2019) and the subsequent extrapolations (20202023) an absence of dividend distribution in respect of ordinary shares and solely distribution of
dividends on savings shares (applying to profit from the 2015 accounting period) and Special Shares
(applying to profits for the subsequent accounting periods) up to the limits of the minimum
guaranteed dividend (amounting to 7% of 3.19 Euros per share) has been assumed.
T he Economic and Financial Merger Plan has been prepared using a set of assumptions about the realization
of future events and actions that will have to be undertaken by the Directors that include, inter alia, general
and hypothetical assumptions related to future events and actions by Directors that will not necessarily occur,
and to events and actions that the Directors and management cannot influence or can influence only in part,
regarding the trend of the main economic and financial indicators or other factors that might influence their
evolution, indicated above and primarily related to: i) the non-realisation of new expansion investments in
the period 2018-2019 and in the subsequent periods; ii) the constancy of the operating flows from 2020 to
2023, therefore without any contribution of the growth of the operating results; iii) the refinancing of Pirelli
and Marco Polo Industrial Holding debt through a mix of “ secured” and “ unsecured” financing instruments;
iv) the non-distribution of dividends to ordinary shares and the distribution of dividends only to the saving
shares and to the future special shares within the limits of the minimum guaranteed dividend and v) the
positive completion of the merger transaction.
It should be however noted that, due to the uncertainties of the occurrence of future events, with respect to
the realization of the event and its quantification and time of occurrence, variations between actual results
and those forecasted in the Economic and Financial Merger Plan may be material, even if the events
anticipated under the aforementioned hypothetical assumptions and under the Inertial Projections occur.
T he Economic and Financial Merger Plan was prepared according to accounting principles and criteria that
are consistent with those used by Pirelli in preparing the consolidated financial statements as at 31 December
2014 (International Financial Reporting Standards or “ IFRS”) to which reference is hereby made for a
detailed setting out of these principles and criteria, and have been prepared in accordance with a “ postMerger” logic basis, i.e. considering the aggregate values of the Companies Participating in the Merger, with
effect from as early as 1 January 2016, including especially the net financial position of the Company being
Incorporated.
Here below the 2015-2019 Plan and the extrapolations for the sole purpose of verifying the sustainability of
debt for the period 2020-2023 is shown:
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PROFIT & LOSS
P IRELLI & C POS T M ERGER
Eur o/Mln @ Hystor ica l rate s

INERTIAL PROJECTIONS FOR THE SOLE PURPOSE

AND NET FINANCIAL POS ITION
2016

Net Sales
-V ariation %

6.291,1
4,5%

6.699,7
6,5%

7.057,2
4,3%

7.204,9
2,1%

7.280,7
1,1%

7.280,7
0,0%

7.280,7
0,0%

7.280,7
0,0%

7.280,7
0,0%

EBITDA before restructuring expenses
-% of net sales

1.242,8
19,8%

1.356,1
20,2%

1.466,5
20,8%

1.501,4
20,8%

1.510,8
20,8%

1.510,8
20,8%

1.510,8
20,8%

1.510,8
20,8%

1.510,8
20,8%

EBIT before restructuring expenses
-% of net sales

925,0
14,7%

1.020,7
15,2%

1.116,6
15,8%

1.147,7
15,9%

1.156,6
15,9%

1.160,1
15,9%

1.160,1
15,9%

1.160,1
15,9%

1.160,1
15,9%

Res tructuring expens es

(55,0)

(48,0)

(20,0)

(20,0)

(20,0)

(20,0)

(20,0)

(20,0)

(20,0)

EBIT
-% of net sales

869,9
13,8%

972,7
14,5%

1.096,6
15,5%

1.127,7
15,7%

1.136,6
15,6%

1.140,1
15,7%

1.140,1
15,7%

1.140,1
15,7%

1.140,1
15,7%

Net income/(loss ) from equity investm ents
Financial inc ome/(expens es )

0,0
(259,6)

0,0
(379,4)

0,0
(337,3)

0,0
(306,1)

0,0
(278,4)

0,0
(253,6)

0,0
(228,4)

0,0
(204,8)

0,0
(170,0)

610,3

593,3

759,2

821,6

858,2

886,5

911,7

935,3

970,1

(213,6)
-35,0%

(228,2)
-38,5%

(271,5)
-35,8%

(287,6)
-35,0%

(300,4)
-35,0%

(310,3)
-35,0%

(319,1)
-35,0%

(327,4)
-35,0%

(339,5)
-35,0%

Net Income before discontined oper.

396,7

365,1

487,7

534,0

557,8

576,2

592,6

608,0

630,5

Dis continued operations

(14,6)

0,0

0,0

0,0

0,0

0,0

0,0

0,0

0,0

Net Income

382,1

365,1

487,7

534,0

557,8

576,2

592,6

608,0

630,5

5.038,1

4.756,7

4.361,7

3.911,2

3.426,9

2.940,1

2.377,0

1.798,5

1.257,4

P BT
Fisc al c harges
- Tax rate %

Net financial position

2017

OFSUS TAINABILITY DEBT CHECK

2015

2018

2019

NET CASH FLOW
PIRELLI & C POST MERGER
Eur o/Mln @ Hystor ic al ra tes

2015

2016

2017

2018

2019

EBIT before restr.expenses

925,0

1.020,7

1.116,6

1.147,7

1.156,6

A mortisation and deprec iation

2020

2021

2022

2023

INERTIAL PROJECTIONS FOR THE S OLE P URP OSE
OFSUS TAINABILITY DEBT CHECK
2020
2021
2022
2023
1.160,1

1.160,1

1.160,1

1.160,1

317,8

335,4

349,9

353,7

354,2

350,7

350,7

350,7

350,7

Net capital expenditures
Change in working capital

(390,2)
(152,3)

(386,8)
(42,4)

(397,1)
(46,1)

(328,7)
(47,3)

(318,9)
(47,6)

(318,9)
0,0

(318,9)
0,0

(318,9)
0,0

(318,9)
0,0

P ension funds

(45,0)

(60,0)

(60,0)

(60,0)

(60,0)

(60,0)

(60,0)

(60,0)

(60,0)

0,0
0,0

0,0
0,0

(60,0)
20,0

0,0
20,0

0,0
20,0

(60,0)
20,0

0,0
20,0

0,0
20,0

(60,0)
20,0

655,3

866,9

923,3

1.085,4

1.104,3

1.091,9

1.151,9

1.151,9

1.091,9

0,0

0,0

0,0

0,0

0,0

0,0

0,0

0,0

0,0

OP ERATING CASH FLOW

655,3

866,9

923,3

1.085,4

1.104,3

1.091,9

1.151,9

1.151,9

1.091,9

Financial inc ome/(expenses )
Fisc al c harges

(259,6)
(213,6)

(379,4)
(228,2)

(337,3)
(271,5)

(306,1)
(287,6)

(278,4)
(300,4)

(253,6)
(310,3)

(228,4)
(319,1)

(204,8)
(327,4)

(170,0)
(339,5)

NET OP ERATING CASH FLOW

182,1

259,3

314,4

491,8

525,5

528,0

604,4

619,7

582,3

Financial ass et ac quisition
Financial ass et disposals
Real es tate dis pos als
W rite off Venezuela incl. in financ ial ex p.
Deferred active tax incl. in fis cal charges
Cas h-out for restruc turing operations
Other dividends paid
E xc hange rates differenc e/other

(27,6)
120,0
0,0
23,3
0,0
(39,6)
(10,1)
27,2

0,0
100,0
5,0
0,0
0,0
(48,0)
(7,0)
(25,3)

0,0
115,0
5,0
0,0
0,0
(20,0)
(8,0)
(10,2)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

0,0
0,0
0,0
0,0
0,0
(20,0)
(10,0)
(10,0)

Net cash Flow before divid.

275,3

284,0

396,2

451,8

485,5

488,0

564,4

579,7

542,3

Dividend paid by Parent
Impact of Steel Cord dis mis sal
Debt pus h down

(179,5)
45,6
(4.200,0)

(2,6)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

(1,2)
0,0
0,0

NET CAS H FLOW

(4.058,6)

281,4

395,0

450,6

484,3

486,8

563,1

578,5

541,1

LTI
Other variations
FREE CASH FLOW
Other variations
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7.2

Sources of the financial resources foreseen for meeting the obligations following on from the
Merger

In order to meet the obligations following on from the Merger, Marco Polo Industrial Holding has foreseen
and made a syndicated credit facility available to the company resulting from the Merger, subscribed to by a
pool of 18 banks for an aggregate sum of Euro 6.8 billion. T he sum of Euro 6.8 billion is split into two
tranches, one of Euro 6 billion foreseen in the technical form of a term loan (aimed at redemption of the
initial and structural debt of the company resulting from the Merger), and one of Euro 800 million in the
technical form of revolving credit facility (the use of which will allow the company resulting from the
merger to meet the seasonal nature of the business and need for working capital).
T he facility, referred to as the Mergeco Facility Agreement, has a due date of 31 December 2016 agreed with
the lending banks.
Pirelli intends to achieve a debt structure that is “ balanced”, refinancing the company resulting from the
Merger without making use of the Mergeco facilities Agreement, but having direct recourse of the bond
market and the banking market so as to diversify its sources of financing and obtain the right mix of due
dates and costs. In order to minimise the risk of refinancing the Group, and financial, market conditions
permitting, Pirelli intends to stabilise its debt in advance as compared to the effect of the merger and so,
prudentially, financial charges and redemptions included in the financial plan are those connected to the
more onerous of the scenarios described, i.e. the one in which the Mergeco facilities Agreement is not used.
Prudentially, the hypotheses of refinancing foresee:
- Euro 3,5 billion of bank financing in the form of a term loan, split into 2 tranches of which one of Euro 2
billion with due date at 3 years and cost of 4.0% p.a. and one of Euro 1.5 billion, due date at 5 years, cost
4.5% per annum with amortising profile;
- Euro 2,5 billion of bond debt in USD and/or Euros, with due date at 7 years and cost of 6% p.a. (bullet
form);
- Euro 1 billion in a Revolving Credit Facility with due date at 5 and estimated cost amounting to 4.25%
p.a.;
in addition to the Euro 0.7 billion of local financing in countries with structurally weak currencies which
would be maintained and whose cost is approximately 10% p.a.
Bank debt and bond lands, when they fall due along the forecast horizon have been progressively replaced
with bank financing and bonds for sums that have been increasingly lower. T he financial structure at 2023
sees a reduction in bank debt to 250 million Euros (from the original 3.5 billion Euros) and bond debt at 1.9
billion Euros (from the original 3.5 billion Euros) with a progressively greater weight of secured financial
facilities as compared to unsecured financial facilities.
T he cost of debt to Pirelli post-Merger is expected to be, approximately 6%, in line with that of pre-Merger
thanks to a diverse mix of currencies. In particular, in the post-merger scenario as compared to the preMerger one, currency in Euro will be privileged and whose rate of interest, which is relatively less onerous
as compared to other currencies, will be counteracted by an increase, at lasts initially, in credit spread due to
the greater financial leverage of the Group.
7.3

Sensitivity analysis in a basic scenario and three stressed scenarios

Verification of the capacity of the Company to redeem debt at the due dates set, in addition to on the basis of
the 2015-2019 Plan added to by the extrapolations for the period 2020-2023 (so-called base scenario), has
been founded on alternative stressed scenarios that consider (in increasing order of stress):
a) the effects of the main risk factors as can be represented on the basis of a possible diverse dynamic in
the main key operating variables in the 2015-2019 horizon as compared to what is implicit in the
forecasts. T his diverse dynamic has been simulated through the Monte Carlo method up until 2019
and then extrapolated for subsequent years. T his situation echoes the analysis of risk factors for the
main variables (risk & opportunity assessment) made at the same time as approving each new plan
and attributes a probability of a diverse dynamic in the main key variables as compared to that of the
11

Starting from the Merger effective date, the Surviving Company will succeed into all the assets and liabilities
of the Absorbed Company.
For accounting purposes, the operations of the Absorbed Company will be charged to the financial statement
of the Surviving Company as of 1st of January 2016.
As set forth pursuant to art. 172, comma 9, of D.P.R. n. 917 dated 22 December 1986, the tax effects of the
Merger will start as of 1st of January 2016.
9.

Tre atme nt, if any, for special classes of shareholders and for holders of se curitie s othe r than
share s

T he savings shareholders (and the holders of the Special Shares once the Mandatory Conversion becomes
effective) are granted with the following capital treatment:


priority in the repayment of the capital up to Euro 3.19 for each savings share (or Special Shares);



in the event of a reduction of the share capital due to losses, the reduction has no effect on savings shares
(or Special Shares, if any) except for the portion not included in the full extent covered by the ordinary
shares;



following the mandatory allocations to statutory reserves, the Company's net year-end profits shall be
distributed to the savings shareholders as follows: savings shares shall be awarded a dividend of seven
per cent of Euro 3.19; if a dividend of less than seven per cent of Euro 3.19 is awarded to savings shares
in a given financial year, the difference shall be computed as an increase to be added to the preference
dividend over the subsequent two financial years; and, in any case, a dividend higher, compared to the
dividend awarded to ordinary shares, by an amount corresponding to two per cent of Euro 3.19.

Neither Pirelli nor Marco Polo Industrial Holding issued any other securities with a special treatment
reserved under the Merger.
10.

Spe cial advantage s possibly re se rve d for dire ctors of the Partie s to the Me rge r

No special treatment is provided for the directors of the Parties to the Merger.
11.

Me rge r te rms and conditions

T he completion of the Merger transaction is subject to the following terms and conditions being met:
(a) lack of contrary opinion expressed by the Common Expert regarding the congruence of the Exchange
Ratio; and
(b) the obtainment of the certification by the Common Expert regarding the reasonableness of the
indications contained in the Merger Plan pursuant to Article 2501-bis, par. 2, of the Italian Civil Code.
***
All documentation required under Art. 2501-septies of the Italian Civil Code will be filed in the period
required by applicable laws and it will remain filed until the approval of the Merger.
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* * *
Milan, 22 December 2015.
Pirelli & C. S.p.A.

Marco Polo Industrial Holding S.p.A.

Chief Executive Officer and
Executive Vice Chairman
Marco T ronchetti Provera

Managing Director

Signature on the original Italian version
__________________________________

Signature on the original Italian version
__________________________________

Giorgio Luca Bruno

Appe ndice s
“ A”

By-Laws of the Surviving Company effective after the Merger

“ B”

Report prepared by Reconta Ernst Young S.p.A., the auditing firm in charge in auditing the financial
statements of Pirelli and Marco Polo Industrial Holding, pursuant to Art. 2501-bis, par. 5, of the
Italian Civil Code.
* * *

This is a courtesy English translation of the Italian original document. In case of inconsistency the Italian
original version shall prevail.
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Annex A

ARTICLES O F ASSO CIATIO N
Article 1
(Company Name )
A joint stock company is incorporated with the name of Pirelli & C. Società per Azioni or, in abbreviated
form, Pirelli & C. S.p.A. (hereafter, the “ Company” or “ Pire lli”).
Article 2
(Re giste re d O ffice )
2.1. T he Company has its registered, operational and administrative headquarter in Milan. T he operational
and administrative headquarter may not be transferred outside the Municipality of Milan except with
prior authorisation from the ordinary Shareholders' Meeting in accordance with Article 11.1 below to
be resolved upon with the majorities set out in Article 13.2 below.
2.2. By resolution of the Board of Directors, secondary headquarters, branches, technical, administrative
and representative offices and agencies of any nature may be opened, transferred and closed, in Italy
and abroad.
Article 3
(Corporate Purpose )
3.1. T he Company has as its corporate purpose:
a)

the assumption of Participations in other companies or entities both in Italy and abroad;

b)

the financing and technical and financial coordination of the companies or entities in which it

invests;
c)

the purchase and sale, possession, management or placement of public or private securities.

3.2. T he Company may also perform the following activities:


the production and trade, directly or through Participations in other companies, of tyres, as
well as raw materials, semi-finished products, equipments, machineries, directly or indirectly
related to the tyres production;

1



the research, development, experimentation and industrialization of tyres; studio and
elaboration of manufactoring procedures of tyres and parts thereof, as well as any related and
connected activities;



the financing, technical and financial coordination of the companies or entities in which it
invests; the purchase and sale, possession, management and placement of public and private
securities of social property;



the coordination and organization of the activities of the group in which it invests;



the provision of management and business services, therein including use of the trademark,
strategic planning, research and development, technical manufacturing specifications,
marketing, advertising, sale, distribution, finance, management and data processing.



the production and trade, directly or through Participations in other companies, of sportswear
and clothing in general as well as provisions of services or taking representation agencies
related to different goods as long as produced and commercialized by companies of the Pirelli
Group (as defined herein) with the exception of real estate.

3.3. T he Company may also perform any related, instrumental or in any case useful activity for achieving
the corporate purpose, therein including, without limitation, obtaining patents for trade mark and any
other form of intellectual and industrial property protection, purchasing and selling such rights,
purchasing and licensing the same, as well as the provision of collateral and/or personal guarantees
(also in favour of third parties), the assumption and granting of loans, in any form, or other forms of
financing (therein including corporate guarantees) in favour of companies controlled by the Company.
3.4. T he activities reserved to persons registered on professional registers and the activities set out in Art.
106 of Italian Legislative Decree n. 385 dated September, the 1 st 1993 are excluded, to the extent that
they are performed in relation to the public, along with reserved activities in general and those not
permitted in accordance with applicable legal provisions.
Article 4
(Duration)
T he term of duration of the Company is fixed to 31 December 2100; that term may be extended without the
shareholders being entitled to any withdrawal right.
2

Article 5
(Share Capital and Share s)
5.1.

T he

fully

subscribed and paid-in share capital amounts to Euro 1,345,380,534.66

(onebillionthreehundredandfourtyfivemillionthreehundredandheightythousandfivehundredand
thirtyfourpointsixtysix)

and

is

represented

by

no.

208,085,491

(twohundereightmillioneightyfivethousandfourhundredninetyone) shares without par value (the
“ Share s”

and

each

one

the

“ Share ”),

of

which

202,174,767

(twohundredtwomilliononehundredseventyfourthousandsevenhundredsixtyseven) Ordinary Shares
(as defined herein) and no. 5,910,724 (fivemillionninehundredtenthousandsevenhundredtwentyfour)
Special Shares (as defined herein).
5.2.

T he Shares are registered. T he Shares might be represented by share certificates or dematerialized.

5.3.

In the event of capital increases by issuing shares against payment, the option right may be excluded
or limited in respect of the applicable laws.

5.4.

By resolution of the Shareholders' Meeting, the share capital may be increased even by way of
contributions in kind or of receivables, as well as permitted assets, in compliance with applicable
laws, the provisions of these Articles of Association and the resolutions of the Shareholders'
Meeting.

5.5

Each Share is indivisible. In the event of co-ownership of one or more Shares, the rights of the coowners in relation to the Company, except as provided by Article 2347 of the Italian Civil Code,
must be exercised by a joint representative.
Article 6
(Cate gorie s of Share s)

6.1.

T he shares are divided into ordinary shares (the “ O rdinary Share s”) and special shares (the
“ Spe cial Share s”).

6.2.

Ordinary Shares award the right to one vote per share. T he Special Shares do not carry voting rights.

6.3.

As well as any rights and privileges provided for in other parts of these Articles of Association,
Special Shares shall have priority in the repayment of the capital up to Euro 3.19
(threepointnineteen) for each Special Share. In the event of a reduction of the share capital due to
3

losses, the reduction has no effect Special Shares except for the portion not included in the full extent
covered by Ordinary Shares.
6.4.

In the event of a share capital increase being carried out by issuing shares of only one class, such
shares must be offered on option also to the holders of the other class of shares.

6.5.

In the event of a share capital increase being carried out by issuing of both Ordinary Shares and
Special Shares:


the holders of Ordinary Shares shall be entitled to receive an option on Ordinary Shares, and on
Special Shares to make up any difference;



the holders of Special Shares shall be entitled to receive an option on Special Shares, and on
Ordinary Shares to make up any difference.

6.6.

T he expenses related to the organisation of the special savings shareholders meetings shall be borne
by the Company.
Article 7
(Withdrawal)

T he Shareholders who do not take part in the approval of the following resolutions:
-

extension of the term of duration of the Company; and

-

introduction, modification or removal of restrictions on the circulation of shares

shall not be entitled to exercise the right of withdrawal.
Article 8
(Prohibition of Transfer of Shareholding in O rdinary Shares; Pre-emption on the Transfer of Spe cial
Share s; Re de mption)
8.1

For the purposes of these Articles of Association:
(i) “ Transfe r” means any sale or disposal, with or without consideration, the result of which,
directly or indirectly, involves the transfer to third parties of ownership (or beneficial ownership)
and/or bare ownership and/or detention, and/or possession and/or any other real or personal right of
enjoyment on the Participations in the Company (or part of them), or the constitution or transfer,
with or without consideration, of any real or personal right of enjoyment of the Participations in the
Company (or part of them), therein including, by way of example, the transfer on a fiduciary basis,
4

the constitution in pledge or usufruct, the constitution in trust, the contribution, exchange, merger,
demerger and transfer of business division, and also including disposals implemented for the
purposes and to the effects of the transfer of Control (as defined herein) over companies or entities
holding, directly or indirectly, that Participation;
(ii) “ Participation” means any Share, Ordinary or Special, or option right, subscription or preemption in accordance with the applicable laws, as well as any other instrument, therein including
financial instruments, warrants and/or convertible bonds, granting rights of vote or the right to
purchase, receive or subscribe, in any form, ownership or another real right over Shares and the
related rights, therein including any derivatives, directly or indirectly held, that grant to the
beneficiary a long position on the Shares;
(iii) “ Pe rson” means any individual, corporation, partnership, firm, association, unincorporated
organization or other entity;
(iv) “ Control” has the meaning set out in Article 2359, Paragraph 1, No. 1 of the Italian Civil Code.
T he terms “ Controlling”, “ Subsidiary” and the verb “ to Control” will be interpreted accordingly.
8.2

Except for the T ransfers of Participations in the context of the IPO (as defined below), any T ransfer
of a Participation in Ordinary Shares to any Person is prohibited until 5 November 2020. T he
T ransfer prohibition in this Article 8.2 will not apply in respect of constitution of pledges on the
Company’s Participations in favour of banks or financial intermediaries, as a guarantee of fully
perform of the obligations provided by the Loan Agreements (as defined below), as well as in the
event of enforcement of such pledges, in any way carried out. T he same T ransfer prohibition shall
not apply in respect of any Special Shares, without prejudice to the application of the pre-emption
right of the owners of Special Shares registered in the shareholders’ ledger, referred to in Article 8.3
below.

8.3

Without prejudice to Article 8.2 above, if a shareholder (the “Transferring Share holde r”) intends
to T ransfer, in whole or in part, its Participation in Special Shares (the “ Participation Subje ct to
Transfe r”) in favour of other shareholders or third parties, all shareholders holding Special Shares
registered in the shareholders’ ledger (the “ Non-Transferring Shareholde rs”) will be entitled to a
pre-emption right in the purchase concerning all, and not less than all, the Participation Subject to
5

T ransfer at the same terms and conditions at which the T ransferring Shareholder intends to perform
the T ransfer of the Participation Subject to T ransfer (the “ Pre -e mption Right”). T o this purpose:
(A)

the T ransferring Shareholder shall offer in pre-emption, all and not less than all, the
Participation Subject to T ransfer to each Non-T ransferring Shareholder by way of written
notice (the “Notice of O ffer of Pre-Emption”), sent, by recorded delivery with return receipt
anticipated by fax or e-mail with notice of receipt, to the Board of Directors of the Company,
it being expressly understood that the Notice of Offer of Pre-Emption must indicate: (i) the
number of Special Shares constituting the Participation Subject to T ransfer which the
T ransferring Shareholder intends to T ransfer, (ii) where identified, the Person to which the
T ransferring Shareholder intends to T ransfer the Participation Subject to T ransfer (the
“ Transfe re e ”), (iii) the terms and conditions, including the purchase price, at which the
T ransferring Shareholder intends to Transfer the Participation. T he T ransferring Shareholder
will attach to the Notice of Offer of Pre-Emption, the copy of the binding offer or any contract
for the purchase of the Participation Subject to T ransfer with the T ransferee Shareholder, if
available. T he Board of Directors will publish, on the Internet website of the Company, a
notice whereby the Non-T ransferring Shareholders are informed about the receipt of the
Notice of Offer of Pre-Emption, disclosing the information of items (i) and (iii) above, but not
on the identity of the Transferring Shareholder, nor of the Transferee, even if indicated. Each
Non-T ransferring Shareholder will be entitled to obtain, at its own expenses, a copy of the
Notice of Offer of Pre-Emption from the Company;

(B)

Where the consideration for the Participation Subject to T ransfer, as indicated in the Notice of
Offer of Pre-Emption, is in kind and not in cash (such as, for example, in the case of exchange,
contribution in kind, merger and demerger, T ransfer of business or business division) or for no
consideration (such as, for example without limitation, mortis causa) within 20 (twenty)
Business Days from receipt of the Notice of Offer of Pre-Emption, the Board of Directors of
the Company will determine the fair market value of the Participation Subject to T ransfer at
which the Pre-Emption Right may be exercised or will appoint an independent expert for the
determination of such fair market value of the Participation Subject to T ransfer within the
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same term. When the fair market value has been determined, the Board of Directors will
publish the notice provided for under (A) above indicating also the fair market value;
(C)

Each Non-T ransferring Shareholder may exercise the Pre-emption Right, under penalty of
forfeiture, within 30 (thirty) days from the date of publication of the notice under (A) above,
by sending, by registered letter with return receipt anticipated by fax or e-mail with notice of
receipt, to the Board of Directors of the Company, an appropriate written notice of acceptance
(the “ Notice of Acceptance”) and the Board of Directors of the Company will communicate it
to the T ransferring Shareholder;

(D)

If the Pre-Emption Eight has been exercised by more than one Non-Transferring Shareholder,
the Participation Subject to T ransfer will be allocated among such Non-T ransferring
Shareholders in proportion to the number of Special Shares owned by each of them. If no
Non-T ransferring Shareholder has exercised the Pre-Emption Right, the Company will be
entitled, in compliance with Art. 2357 of the Italian Civil Code, to purchase the Participation
Subject to T ransfer at the price, terms and conditions set forth in the Notice of Offer of PreEmption, by sending the relevant notice to the Transferring Shareholder within 5 (five) days of
the expiration of the term for the exercise of the Pre-Emption Right;

(E)

In the event that no Pre-Emption Right has been exercised by the Non-T ransferring
Shareholders and by the Company in accordance with (D) above, the T ransferring Shareholder
will be entitled to T ransfer the whole Participation Subject to T ransfer to the T ransferee
possibly identified in the Notice of Offer of Pre-Emption or to third parties within the
subsequent 3 (three) months, provided that such T ransfer shall be carried out under the same
terms and conditions indicated in the Notice of Offer of Pre-Emption. If the T ransfer is not
completed within 3 (three) months and the T ransferring Shareholder intends to T ransfer, in
whole or in part, the Participation Subject to T ransfer, the provisions set out in this Article 8.3
will apply once again. After the completion of the T ransfer of the Participation Subject to
T ransfer to the Transferee Shareholder in compliance with the terms and conditions set out in
this Article 8.3, the T ransferring Shareholder shall notify, by registered letter with return
receipt or by fax or certified e-mail with notice of receipt, the Board of Directors of the
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Company, and confirming the terms and conditions under which the T ransfer of the
Participation Subject to T ransfer was completed and identifying the purchaser;
(F)

If the Pre-emption Right is exercised by one or more Non-Transferring Shareholders or by the
Company under (D) above, the completion of the T ransfer of the Participation Subject to
T ransfer in favour of those Non-T ransferring Shareholders (the “ Exe cution of the Pre e mption Right”) will take place under the terms and conditions set out in this Article 7.3.2
and in accordance with the provisions below:
(i)

the date and, in the event the Special Shares are not de-materialized, the place of
Execution of the Pre-emption Right must be chosen by the Non-T ransferring
Shareholder that has exercised the Pre-emption Right (or, in the case under (D) above,
by the Company) and communicated to the T ransferring Shareholder in the
Acceptance Notice or within the subsequent 5 (five) “ Busine ss Days” (i.e. the
calendar days other than Saturdays, Sundays and any other day on which the financial
institutions are not open for ordinary business in Milan), it being expressly understood
that the Execution of the Pre-emption Right must occur as soon as reasonably possible
and, in any case, within 15 Business Days from the Notice of Acceptance;

(ii)

at the date of Execution of the Pre-emption Right, the Participation Subject to T ransfer
will be T ransferred to the Non-T ransferring Shareholder (or, in the case under (D)
above, to the Company) that has exercised the Pre-emption Right free from any
constraint, encumbrance and/or right of third parties, at the same time as payment of
the respective price in cash by that Non-T ransferring Shareholder;

(iii)

the T ransferring Shareholder and the Non-Transferring Shareholder who has exercised
the Pre-emption Right (or, in the case under (D) above, to the Company), insofar as
each is responsible, will implement and complete any act and formality required by
law and by these Articles of Association in order to T ransfer ownership of the
Participation Subject to T ransfer, as well as the payment of the relevant purchase
price.
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8.4

In the event that a shareholder owns, directly or indirectly, a participation at least equal to 95% of the
share capital of the Company represented by Special Shares, the Special Shares held by each
shareholder, which individually holds a participation of less than 2% of share capital represented by
such Special Shares, may be redeemed by the Company, in compliance with Art. 2357 of the Italian
Civil Code. T he Special Shares owned by the Company as treasury shares are added to the
participation relevant for the calculation of the 95 % threshold above.

8.5

For the purposes of the redemption, the Board of Directors will publish on the Company’s Internet
website, a notice to the Special Shares’ owners setting out: (i) a declaration of redemption, by the
company, of the Special Shares; (ii) the date on which the redemption will become effective and,
consequently, the redeemed Special Shares will be purchased by the Company and transferred to it;
(iii) the purchase price of the redeemed Special Shares, determined pursuant to Art. 2437-ter, par. 2,
of the Italian Civil Code, and the terms of payment; (iv) the modalities relating to the transfer of the
same Special Shares. Art. 2437-quarter of the Italian Civil Code does not apply.
Article 9
(Pire lli Know-How)

For the purposes of these Articles of Association, “ Pire lli Te chnological Know-How” means: all the
industrial and intellectual property rights in tire business, pursuant to any applicable law in effect from time
to time, including, without limitation, patents and models (including applications submitted to obtain them),
know how (including, without limitation, any technical information relating to products and processes,
therein including data, formulations, drafts, software, documentation, technical manufacturing specifications,
management data, facilities layouts, quality standards, and any combination of them), as well as
(notwithstanding the product segment) the Pirelli trademarks and anything that is subject to copyright
protection or similar right; whose ownership or availability pertains to the Company or the companies
directly or indirectly Controlled by the Company.
T he Pirelli T echnological Know-Howmay not be subject, in whole or in part, to any act of transfer and/or
disposal for any reason and in any manner (including through the granting of licences) except with prior
authorisation from the ordinary shareholders' meeting in accordance with Article 10.1 below to be resolved
upon with the majorities set out in Article 13.2 below, except for the granting of non-exclusive licenses at
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market conditions: (a) in favour of the Company or companies directly or indirectly Controlled by the
Company; or (b) in favour of third parties, within the ordinary business management or marketing or
promotional activities. Acts of transfer and/or disposal of Pirelli T echnological Know-Howfunctional to the
company reorganisation of Pirelli's Industrial Company Division and its possible integration with some
strategic assets owned by China National T ire & Rubber Corporation, Ltd. and with the Participation held by
the latter in the company Fengshen T ires Stock Limited Company, a company registered and listed in China
with licence no. 410000100002081 (the “ Industrial Reorganisation”), are not subject to the aforementioned
Shareholders' Meeting authorisation.
Article 10
(Loans)
T he shareholders may provide to the Company, in order to allowthe achievement of the corporate purpose,
financial resources or sums of cash, both interest bearing and non-interest bearing, with or without the
obligation of repayment, in compliance with applicable regulatory and legislative provisions and these
Articles of Association. T he assumption of loans will occur in compliance with, and within the limits
permitted by, applicable laws and in particular the criteria established by the Inter-Ministerial Committee for
Credit and Savings.
Article 11
(Share holde rs' Me e ting; Spe cial Asse mbly)
11.1. T he Shareholders’ Meeting is both ordinary and extraordinary and resolves upon the issues reserved
to it by law and by these Articles of Association. In addition, the Shareholders’ Meeting, in
accordance with and by virtue of Article 2364, Paragraph 1, no. 5) of the Italian Civil Code,
authorises the Board of Directors to complete any of the acts set out in Articles 2.1 and 9 under the
terms and conditions set out therein.
11.2. T he Shareholders’ Meeting may be held in any location in Italy, even a location other than the
headquarters of the Company, or in another State of the European Union or in the People’s Republic
of China; the right to attend or represent others at the Shareholders’ Meeting is regulated by law and
by these Articles of Association.
11.3. Holders of rights to vote may appoint a representative by proxy issued in accordance with existing
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regulatory and legislative provisions. T he proxy must be granted in writing, must be sent to the
Company in electronic format and the respective documentation must be retained in the Company
records.
11.4. T he right to attend and vote at the Shareholders’ Meeting is regulated by the applicable provisions of
law and these Articles of Association.
11.5.

T he Special Assembly of holders of Special Shares may be convened, as set forth in the following
Article 12.1, by the Board of Directors of the Company each time it is deemed appropriate or when
required by applicable laws. T he Special Assembly is validly held and validly resolves with the
majorities provided by applicable laws.
Article 12
(Convocation of Share holde rs’ Me e ting)

12.1. T he Shareholders’ Meeting may be convened by the Board of Directors each time it is deemed
appropriate by sending a notice of convocation, with at least 8 (eight) days' prior notice before the
date of the Shareholders’ Meeting, by way of: (i) letter sent to all holders of Ordinary Shares
indicated in the shareholders’ book, to the directors and to the auditors by postal service or
equivalent means, with notice of delivery; or, alternatively, (ii) any other means, therein including,
by way of example, fax or e-mail message sent and received by all the persons indicated above,
which guarantees proof of receipt of the notice of convocation by the respective recipient. T he notice
of convocation will be prepared in Italian and English, it being understood that, in the event of a
discrepancy between the two versions, the English version will prevail.
12.2.

T he Shareholders’ Meeting may also be convened, within the limits set out in Article 2367 of the
Italian Civil Code, at the request of as many holders of Ordinary Shares as represent at least 10%
(ten per cent) of the subscribed share capital of the Company represented by Ordinary Shares,
provided that the request indicates the matters to be discussed.

12.3.

T he Shareholders’ Meeting must be convened without delay every time a request is made by the
Board of Statutory Auditors.

12.4.

T he notice of convocation may indicate a second date of call for another day, where the
Shareholders’ Meeting at first call is not validly held.
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12.5.

In the absence of the formalities provided for the convocation, the Shareholders’ Meeting is validly
held when the entire share capital of the Company represented by Ordinary Shares is represented and
the majority of members of the Board of Directors and Board of Statutory Auditors are in attendance
at the Shareholders’ Meeting; in that case, each of the participants may object to the discussion of
matters on which they do not feel to be sufficiently informed.

12.6.

T he Shareholders’ Meeting must be convened by the Board of Directors at least once a year, within
120 (one hundred and twenty) days from the end of the financial year or, where permitted in
accordance with applicable provisions of law, within 180 (one hundred and eighty) days.
Article 13
(Re solutions of the Share holde rs’ Me e ting)

13.1.

Except as otherwise provided below, the ordinary and extraordinary Shareholders' Meeting is validly
held and validly resolves with the majorities provided by applicable law.

13.2.

In derogation of the foregoing, the resolutions of the ordinary Shareholders' Meeting referred to in
Articles 2.1 and 9 above, as well as those of the extraordinary Shareholders' Meeting concerning a
change to this Article 13.2 or Articles 2.1, 9 and 11.1 above or Article 27.4 below, are approved with
the favourable vote of at least 90% (ninety per cent) of the share capital of the Company represented
by Ordinary Shares and provided that the shareholder who directly exercises Control over the
Company is represented at the respective Shareholders' Meeting in accordance with Article 13.3 (A)
below.

13.3.

Subject to the foregoing, the following resolutions adopted by the Shareholders' Meeting:
(i)

any decision relating to actions to pursue directors’ liabilities, in accordance with Articles
2392 and 2393 of the Italian Civil Code;

(ii)

any increase and/or reduction of share capital other than any increase and/or reduction of share
capital that:
(x) is required by law; and/or
(y) is necessary to allowfor the refinancing of the debt deriving from the financial documents
(including the guarantee packages) relating to the loan of Marco Polo Industrial Holding
S.p.A. and of the Company executed on 30 April 2015, as from time to time amended and/or
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integrated, in relation to the transaction targeting the acquisition of control over the latter and
the de-listing of the respective shares (the “ Loan Agre e me nts”), at their maturity or in the
case of breach or potential material breach of the financial covenants contained therein;
it being understood that any increase of the share capital in accordance with points (x) and (y)
will be offered as an option to all the shareholders of the Company according to Article 2441
of the Italian Civil Code and the subscription price per Share will have to be determined
according to fair market value;
(iii)

dissolution of the Company;

(iv)

mergers (other than the mergers set out in Articles 2505 and 2505-bis of the Italian Civil
Code) and/or demergers;

(v)

any amendment to the company's Articles of Association other than those (a) set out in Article
2365 of the Italian Civil Code, and (b) set out in Article 13.2 above of these Articles of
Association;

will be legitimately adopted at the respective Shareholders' Meeting provided that:
(A)

the shareholder that directly exercises Control over the Company is represented at the
respective Shareholders' Meeting by a special proxy appointed jointly (i) by the chairman of
the board of directors, (ii) by the chief executive officer, or, from the Significant Date, a
further director of such shareholder that has been directly or indirectly expressed by the
Class B Majority Shareholder, as defined in the articles of association of the company
exercising direction and coordination over the Company (the “ Company Exe rcising
Dire ction and Coordination”) (the “ De signate d Dire ctor B1”), as well as (iii) by an
additional director of such Controlling shareholder (the “ Designated Dire ctor B2”), which
has been directly or indirectly expressed by the Class B Minority Shareholder, as defined in
the Articles of Association of the Company Exercising Direction and Coordination (it being
understood that, for the purposes of this Articles of Association, “ Significant Date ” ha the
same meaning provided in the articles of association of the Company Exercising Direction
and Coordination);

(B)

the shareholder directly Controlling the Company, represented as provided for above, is duly
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authorised in accordance with the provisions of its articles of association, as well as, going
through the related shareholding structure up to the Company Exercising Direction and
Coordination (included), with the provisions of the articles of association of the company in
turn Controlling such shareholder.
Article 14
(Right to atte nd and vote at the Share holde rs’ Me e ting)
14.1 Holders of Ordinary Shares holding the right to vote may attend at the Shareholders’ Meeting, as long
as it is proved their legitimacy also in accordance with the provisions of Article 13.3 (A) above. Each
Ordinary Share attributes the right to 1 (one) vote. Disjointed voting is not permitted.
14.2 In order to attend at the Shareholders' Meeting the prior deposit of the Ordinary Shares or respective
share certificates (if issued) is not required.
14.3

T he Shareholders’ Meeting may even take place with attendees spread in a number of locations,
linked by audio/video, provided that the collegial method and the principles of good faith and
equality of treatment of the shareholders are respected. In particular, it is necessary that:
(i)

the chairman of the Shareholders’ Meeting and the person taking minutes, who will proceed
to draft and sign the minutes, are attending in the same location, with the meeting being
deemed to be held in that location;

(ii)

the chairman of the Shareholders’ Meeting is able, even by way of his office, to ascertain the
identity and legitimacy of the attendees, to regulate the conduct of the meeting, to ascertain
and announce the results of the vote;

(iii)

the person taking minutes is able adequately to hear the events of the Shareholders’ Meeting
being recorded;

(iv)

the attendees are able to participate in the discussion and simultaneous vote on the items on
the agenda, as well as to read, receive and send documents;

(v)

the notice of convocation indicates any special methods of connection by audio and/or video
conference.

14.4

T he chairman of the Shareholders’ Meeting will chair the meeting and lead the discussion in
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compliance with the lawand these Articles of Association. To that end, the chairman, amongst other
things: (i) will verify that the Shareholders’ Meeting is validly held; (ii) will ascertain the identity of
the attendees and their legitimacy – also with respect to the provisions of these Articles of
Association – to attend at the meeting, therein including those attending by proxy; (iii) will ascertain
that the quorum required to adopt the Shareholders’ Meeting resolutions has been reached; (iv) will
lead the meeting, even arranging for a different order of discussion of the items on the agenda
indicated in the notice of convocation of the Shareholders’ Meeting. The chairman will also take the
appropriate measures to allow a proper discussion and vote, will establish its procedure and will
ascertain the respective results. T he chairman will be entitled to use a simultaneous translation
service in English and Chinese.
14.5 T he minutes of the ordinary Shareholders’ Meeting will be drafted in Italian and English, both to be
transcribed in the book; in the case of a discrepancy between the two versions, the English version
will prevail. With reference to the minutes of the extraordinary Shareholders’ Meetings, a translation
in English will be provided to the attendees who request the same; in the case of a discrepancy
between the two versions, the Italian version will prevail.
Article 15
(Chairman and Se cre tary)
15.1.

T he Shareholders’ Meeting will be chaired by the chairman of the Board of Directors or, in the case
of his absence or waiver, by the Chief Executive Officer and Executive Vice Chairman or, in the
case of his absence or waiver, by the person elected by majority of the attendees.

15.2.

T he chairman of the Shareholders’ Meeting will appoint a secretary, even a non-shareholder, and
where necessary one or more scrutineers, even non-shareholders. T he assistance of the secretary is
not necessary when the minutes of the meeting are drawn up by a notary.
Article 16
(Appointme nt of the Board of Dire ctors)

16.1.

T he Company is managed by a Board of Directors composed of 16 (sixteen) directors, even nonshareholders, who remain in office for a maximum period of 3 (three) financial years and may be reelected.
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16.2.

T he appointment of the Board of Directors will occur based upon slates submitted by the
shareholders, in which the candidates must be listed by a sequential number.

16.3.

T he submitted slates must be (a) signed by the shareholders who submitted them, and (b) filed at the
headquarter of the Company and made available at least 2 (two) calendar days prior to the date of the
Shareholders’ Meeting convened to resolve upon the appointment of the directors, except for the
case in which all the shareholders waive such term. T ogether with each list, by the term indicated
above, the representations by which the individual candidates irrevocably accept their candidacy and
certify, under their own liability, the non-existence of causes of ineligibility and incompatibility, as
well as the existence of the requirements prescribed by the applicable law for the respective roles,
must be filed. T he slates are made available to the shareholders at the legal head office of the
Company.

16.4.

T he shareholders that, alone or with other shareholders, hold a Participation in the share capital
represented by Ordinary Shares at least equal to 10% (ten per cent) may submit, or contribute to
submitting, one slate.

16.5.

Each shareholder holding the right to vote, together with its Affiliates, may submit, or contribute to
submitting, a single slate and may vote in favour of a single slate; each candidate may appear on only
one slate. Slates that do not comply with the provisions set out above may not be voted upon.
“ Affiliate” means, in relation to a company or other entity, any company or other entity that, directly
or indirectly, Controls, is Controlled by, or is subject to Joint Control with that company or entity.

16.6.

T he election of the Board of Directors will proceed as follows:
(i)

the members of the Board of Directors will be elected from the slate that obtained
the highest number of votes from those submitted;

(ii)

the first of the candidates indicated in that slate will be elected as Chairman of the
Board of Directors;

(iii)

until the Significant Date the candidate listed at position 9 of the slate will be elected
as Chief Executive Officer and Executive Vice Chairman of the Company.

16.7.

Where no slate is submitted, the appointment of the Board of Directors will not take place in
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accordance with the voting slate system described above, but rather by resolution of the
Shareholders’ Meeting made with the favourable vote of the majority of shareholders attending the
Shareholders’ Meeting and provided that the shareholder directly Controlling the Company is
represented by a special proxy appointed in compliance with the provisions set out in Article 13.3
(A) above. T he same process will be followed with reference to directors still to be elected, where
the slate that obtained the highest number of votes does not contain a sufficient number of
candidates. Without prejudice to Article 2369, Paragraph 3, of the Italian Civil Code.
16.8.

Where, during the course of a financial year, a director resigns or in any case ceases office for any
reason, the process will proceed in accordance with the law.

16.9.

Where, during the financial year, the majority of members of the Board of Directors is missing, the
remaining directors will automatically cease their office and that termination will have effect from
the moment in which the board is reconstituted by appointment of the Shareholders’ Meeting.

16.10. In that case, the Shareholders’ Meeting will be urgently convened by the directors remaining in
office to appoint the new Board of Directors.
16.11. If all the directors cease office, due to resignations or for another reason, the Shareholders’ Meeting
must be convened urgently to appoint the new Board of Directors by the Board of Statutory
Auditors, which may, in the meantime, complete acts of ordinary administration.
Article 17
(Chairman of the Board of Dire ctors and Re pre se ntation of the Company - Se cre tary)
17.1.

In addition to the powers expressly attributed to him by these Articles of Association – and without
prejudice to the exclusive competence of the Chief Executive Officer and Executive Vice Chairman
referred to in Article 18.2 below – the Chairman of the Board of Directors has the legal
representation of the Company, even in court. T he Chairman will therefore have broad powers to
bring judicial actions and appeals at any stage of jurisdiction, also in proceedings before the Corte
di Cassazione, to submit petitions and lawsuits in the criminal venue, to appear as civil party for the
Company in criminal cases, to bring actions and appeals before all administrative jurisdictions, to
intervene and defend in cases of actions and appeals that involve the Company granting the
necessary mandates and powers of attorney for that purpose.
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17.2.

T he other directors have the legal representation of the Company within the limits of the powers
delegated to them or in all other cases provided by these Articles of Association. In the cases and
within the limits of the delegated powers, they will be entitled to the same powers and rights as the
Chairman described above.

17.3.

T he Board of Directors and, within the limits of the powers due to them or granted by the Board of
Directors itself, the Chairman as well as the Chief Executive Officer and Executive Vice chairman,
are authorised to grant the representation of the Company before third parties and in court to
Directors and in general to employees and possibly to third parties.

17.4.

T he Board of Directors may, in addition, appoint, even on a permanent basis, a secretary, even
extraneous to the Board of Directors itself.
Article 18

(Powe rs of the Board of Dire ctors and Chie f Exe cutive O ffice r and Exe cutive Vice Chairman Me e tings and Re solutions of the Board of Dire ctors)
18.1.

T he Board of Directors is invested with all the widest powers for the ordinary and extraordinary
management of the Company, without exception, and it proceeds, in particular, with everything not
reserved by law or by these Articles of Association to the competence, including authorisations, of
the Shareholders’ Meeting, without prejudice to the compliance with the procedures and the
obligations lying upon the Company as a consequence of the direction and coordination activities to
which it is subject, as set forth by the Articles of Association of the Company Exercising Direction
and Coordination. In particular, the Board of Directors of the Company has exclusive competence, in
addition to all the powers provided for by law, including those provided for by art. 2381 of the
Italian Civil Code, over all resolutions concerning the issues listed below, with reference both to
Pirelli, and to any other company (even foreign, provided that it does not have shares listed on a
regulated market) that is subject to the direction and coordination of Pirelli, except for intra-group
operations:
(i)

assumption or granting of loans of a value exceeding Euro 200,000,000 (two hundred
million) and of a duration exceeding 12 (twelve) months;
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(ii)

issuance of financial instruments to be listed on a European or non-European regulated
market, for a total value greater than Euro 100,000,000 (one hundred million), and/or
revocation from listing of those instruments;

(iii)

issuance of guarantees in favour or in the interest of third parties for amounts greater than
Euro 100,000,000 (one hundred million);

(iv)

signature of derivatives contracts (a) with notional value exceeding Euro 250,000,000 (two
hundred and fifty million), and (b) different from those having as their exclusive purpose
and/or effect the hedging of corporate risks (e.g., hedging of rate risk, hedging of exchange
rate risk, hedging of risk linked to market of raw materials);

(v)

purchase or sale of participations of control or association in other companies for a value
greater than Euro 150,000,000 (one hundred and fifty million), when this involves the entry
or exit from geographical and/or commodities markets;

(vi)

purchase or sale of participations other than those described in point (v) above, for a value
exceeding Euro 250,000,000 (two hundred and fifty million);

(vii)

purchase or sale of businesses or business branches of strategic importance or, in any case,
of a value exceeding Euro 150,000,000 (one hundred and fifty million);

(viii)

purchase or sale of assets or other property of strategic importance, or, in any case, of a total
value exceeding Euro 150,000,000 (one hundred and fifty million);

(ix)

completion of particular significance transactions with related parties, being such the
transactions satisfying the conditions provided in Appendix 1 of the “ Procedure for
Transactions with Related Parties” approved by the Board of Directors of the Company on 3
November 2010, as subsequently amended;

(x)

definition of the Company's remuneration policy;

(xi)

determination, in compliance with the Company's internal policies and the applicable
regulation, of the remuneration of the chief executive officers and directors who are vested
with special offices and, where required, the allocation among the members of the Board of
Directors of the aggregate remuneration approved by the Shareholders' Meeting in
accordance with Article 2389, Paragraph 3, of the Italian Civil Code;
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(xii)

approval of the strategic, industrial and financial plans of the Company and the group related
to it (“ Pire lli Group”);

(xiii)

adoption of rules of corporate governance of the Company and definition of the guidelines of
Pirelli Group’s corporate governance;

(xiv)

definition of the guidelines on the internal control system, therein including the appointment
of a director responsible for supervising the internal control system, defining his tasks and
powers;

(xv)

any other matter which should be vested with the competence of the Board of Directors of a
listed company pursuant to provisions of the self-regulation code that the company will
approve to implement;

(xvi)

the issues for which a qualified majority is required in accordance with Article 18.7 below;

(xvii)

the Significant Matters, as defined by Article 18.2(B) below.

It is understood that the aforementioned provisions will apply to whatever operation related to the
subjects from (i) to (ix) of the present article 18.1, whose value overtakes, for every single operation
or series of related operation (carried out within a common executive program or strategic plan) the
abovementioned thresholds.
18.2.

Subject to the competence of the Board of Directors in relation to the attributions reserved to it
exclusively by law, as well as in accordance with Article 18.1 above, until August, 11 th 2020 the
following powers are necessarily delegated to the Chief Executive Officer and the Executive Vice
Chairman of the Company, with the exclusion of the possibility to delegate them to other or
additional directors, with the power to sub-delegate specific tasks or tasks’ categories:
(A)

exclusively, the powers of ordinary management of Pirelli and Pirelli Group indicated below
concerning the issues listed below, with reference both to Pirelli, and to any other company
(including foreign companies, provided that they do not have shares listed on a regulated
market) which is subject to the direction and coordination of Pirelli that must be
implemented by Pirelli and/or by any other company (therein including any non-listed
foreign company) subject to direction and coordination by Pirelli:
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(i)

assumption or granting of loans of a value no greater than Euro 200,000,000 (two
hundred million) and of a duration up to a maximum of 12 months;

(ii)

issuance of financial instruments to be listed on a European or non-European regulated
market, for a total value not exceeding Euro 100,000,000 (one hundred million), and/or
delisting of those instruments;

(iii)

issuance of guarantees in favour or in the interest of third parties for amounts not exceeding
Euro 100,000,000 (one hundred million);

(iv)

signature of derivatives contracts (a) with notional value not exceeding Euro 250,000,000
(two hundred and fifty million), and (b) having as their exclusive purpose and/or effect the
hedging of corporate risks (e.g., hedging of rate risk, hedging of exchange rate risk, hedging
of risk linked to market of raw materials);

(v)

purchase or sale of participations of control or association in other companies for a value no
greater than Euro 150,000,000 (one hundred and fifty million), when this involves the entry
or exit from geographical and/or commodities markets;

(vi)

purchase or sale of participations other than those described in point (v) above, for a value not
exceeding Euro 250,000,000 (two hundred and fifty million);

(vii)

purchase or sale of businesses or business branches of a value no greater than Euro
150,000,000 (one hundred and fifty million), with the exception of acts of purchase and/or
sale of businesses or business branches having strategic importance for the Company reserved
to the exclusive competence of the Board of Directors in accordance with Article 18.1(vii)
above;

(viii)

purchase or sale of assets or other property of a total value not exceeding Euro 150,000,000
(one hundred and fifty million), with the exception of acts of purchase and/or sale of assets or
other property having strategic importance for the Company reserved to the exclusive
competence of the Board of Directors in accordance with Article 18.1(viii) above;

(ix)

the finalisation of intra-group operations;

(x)

any other issue related to the ordinary management of Pirelli and Pirelli Group not reserved to
the competence of the Board of Directors by law and by these Articles of Association.

It is understood that the aforementioned provisions will apply to whatever operation related
to the subjects from (i) to (viii) of the present article 18.2, whose value does not exceed, for
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every single operation or series of related operation (carried out within the same executive
program or strategic plan) the thresholds mentioned above.
(B)

the power to propose to the Board of Directors (the “ Power of Proposal”) the adoption of
the following resolutions (jointly, the “ Significant Matte rs”):
(i)

approval of the budget and business plan of the Company and the Pirelli Group, as
well as any significant change to those documents;

(ii)

any resolution concerning industrial partnerships or strategic joint ventures involving
Pirelli and/or Pirelli T yre S.p.A. and/or any Affiliate of Pirelli..

it being understood that: (a) the competence to resolve upon the Significant Matters will be
reserved exclusively to the Board of Directors and/or to the Shareholders' Meeting, where
appropriate; and (b) where the Board of Directors does not approve the proposal of the Chief
Executive Officer and Executive Vice Chairman, the respective resolution must be motivated
and in any case take account of the best interest of the Company;
(C)

the power, that shall be exercised within the term of November, 5 th 2019, to commence and
complete the procedure of newadmission to listing of the Ordinary Shares of the Company,
by way of (i) an initial public offering (“ IPO ”) in accordance with the provisions of the
shareholders' agreement entered into between China National T ire & Rubber Corporation,
Ltd., China National Chemical Corporation, Camfin S.p.A., Long-T erm Investments
Luxembourg S.A. and LT I Holding S.r.l. on August, 11 th 2015 (the “ Share holde rs’
Agre e ment”) and (ii) the merger by incorporation of the Company and all companies at that
time Controlled by the Company Exercising Direction and Coordination into the latter
company (the “ Merge r”) which will become effective only at the completion date of the
IPO.

Where the Board of Directors of the Company decides to reserve to its competence any of the
powers attributed to the Chief Executive Officer and Executive Vice Chairman by virtue of this
Article 18.2(A), that decision must be adopted by the unanimous vote of all directors in office.
18.3.

T he Chief Executive Officer and Executive Vice Chairman will have the exclusive power, until
November, 5 th 2019 or, in case the IPO procedure would be started within such date until April, 5 th
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2020, to represent the Company in the IPO procedure and to decide - taking account of the best
interest of Pirelli and Pirelli Group and the success of the IPO - the terms and conditions of the IPO including, without limitation, the selection and appointment of consultants, including the joint global
coordinators, one of which will be appointed by the Board of Directors of the Company at the
indication of the Chairman of the Board of Directors of the Company - and to perform all activities
deemed necessary or opportune at its sole discretion to guarantee the success of the IPO, it being
understood that:
(i)

the choice of the stock market for the purposes of the IPO will be under the exclusive
competence of the Board of Directors of the Company, which will resolve in that regard at the
proposal of the Chief Executive Officer and Executive Vice Chairman and with the majorities
provided in Article 18.5 below, it being understood that any possible decision adopted by the
Board of Directors against the respective proposal of the Chief Executive Officer and
Executive Vice Chairman must be motivated and must in any case take account of the best
interest of the Company; and

(ii) where the per Share price defined as part of the IPO is lower than Euro 15,00 per Share, the IPO
will be continued only subject to resolution of the Board of Directors adopted with the
qualified majority referred to in Article 18.7 below.
18.4.

T he Board of Directors may appoint one ore more than one advisory and purposeful comitee.

18.5.

Unless otherwise provided by other provisions of these Articles of Association, all resolutions of
the Board of Directors are adopted in the presence of majority of directors in office and with the
favourable vote of the absolute majority of directors present, provided that at least (x) 1 (one) of the
directors appointed by the Chief Executive Officer of the Company directly Pirelli, and (y) 1 (one)
of the directors expressed, directly or indirectly, by the Class B Minority Shareholder (as defined in
the Articles of Association of the Shareholder Company Exercising Direction and Coordination) are
present. In the event of equal votes, the vote of the Chairman will be decisive.
Where, however, a meeting of the Board of Directors is convened and this cannot be validly held
due to the absence of the requirements set out in letters (x) and (y) above, in that case the Chairman
of the Board of Directors will reconvene the Board of Directors as soon as possible to resolve upon
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the same agenda and that newmeeting of the management body will be validly held in the presence
of at least a half of the directors, irrespective of whether or not the directors referred to in letters (x)
and (y) are present, and every resolution will be validly adopted with the favourable vote of the
majority of directors present notwithstanding that, in the case of equal votes, the vote of the
Chairman will be decisive.
18.6.

Where the Chairman exercises his decisive vote, it must be motivated and in any case take account
of the best interest of the Company.

18.7.

Notwithstanding what is indicated in Articles 18.5 and 18.6 above, the approval of the following
resolutions of the Board of Directors will always require (at any convocation) the presence and
favourable vote of at least 11 (eleven) directors, without prejudice to the compliance with the
procedure and the obligations lying upon the Company as a consequence of the direction and
coordination activities to which it is subject, as set forth in the articles of association of the
Company Exercising Direction and Coordination:
(a) any proposal or recommendation to be submitted to the Shareholders' Meeting in relation to
any of the issues indicated in Article 13.2 above;
(b) any resolution in relation to increases and/or reductions of capital, as well as mergers,
demergers and/or liquidation of the Company, of Pirelli T yre S.p.A. and/or any Affiliate of
Pirelli;
(c) any decision relating to the Assumption of Indebtedness (as defined below), except where
necessary for the purpose of refinancing the debt subject to the Loan Agreements at their
expiry (where “ Assumption of Indebtedness” means: (i) the assumption by the Company of
debt financing or other form of indebtedness, other than those provided by the Loan
Agreements and (ii) the granting of guarantees in favour of third parties, provided that in both
cases (i) and (ii): (a) they concern a debt financing or indebtedness or guarantees for an amount
exceeding Euro 450,000,000 (four hundred and fifty million) per individual transaction or
series of connected transactions; and/or (b) such transaction or series of connected transactions
causes the breach by the Company of the financial covenants and/or ratios provided by the
Loan Agreements, and/or provides financial covenants and/or ratios that are less favourable for
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the Company with respect to those provided for, and agreed, in the Loan Agreements; and/or
(iii) any subsequent refinancing of debts of the Company in accordance with the Loan
Agreements, including through the issuance of bonds; and/or (iv) material changes to the terms
of the Loan Agreements, including, by way of example, the financial covenants and ratios);
(d) any proposal regarding the distribution of dividends and/or reserves and/or any other form of
distribution of income, with the exclusive exception of the distribution of profits and/or
reserves and/or income that is necessary for the purpose of refinancing the debt under the Loan
Agreements and/or within the limits of a ratio between distributed dividends and net financial
year profits not exceeding 40% (forty per cent);
(e) any transaction with Related Parties other than those provided in the Shareholder Agreement,
meaning, by “ Re late d Party”, with reference to each shareholder and/or direct or indirect
Parent Company of that shareholder, to the Company and its direct or indirect Subsidiaries, any
Person which may be considered as a “ related party” in accordance with Annex 1 to CONSOB
Regulation No. 17221/2010, as amended with Resolution No. 17389/2010;
(f) (i) any transfer and/or act of disposal, according to any method, of the Pirelli T echnological
Know-How (including the concession of licences), except for those functional to the Industrial
Reorganisation and (ii) any transfer of the operational and administrative headquarter outside
the Municipality of Milan, subject in both cases to the prior authorisation of the ordinary
Shareholders' Meeting in accordance with Article 11.1 above to be resolved upon with the
majorities set out in Article 13.2 below;
(g) any decision relating to liability actions provided by Article 2393-bis of the Italian Civil Code;
(h) any transaction overspending the annual budget and/or the business plan of the Company and
the Pirelli Group of a value exceeding of Euro 35,000,000 (thirty-five millions);
(i) any decision concerning industrial partnerships or strategic joint ventures involving Pirelli
and/or Pirelli T yre S.p.A. and/or whichever Affiliate of Pirellis.
18.8.

Resolutions concerning the approval and/or modification of the budget and/or the business plan of
the Company and of Pirelli Group are made in compliance with the provisions set out in Article
18.7 above and with the majorities provided therein, it being understood that, where after 2 (two)
25

meetings of the Board of Directors those majorities are not reached, at the third meeting the
resolution will be approved with the favourable vote of the majority of the directors attending the
meeting and, in the case of equal votes, the Chairman will have a casting vote.
18.9.

T he Company will exercise the activity of management and coordination in accordance with and
by virtue of Articles 2497 et seq of the Italian Civil Code over the direct and indirect Subsidiary
companies.
Article 19
(Me e tings of the Board of Dire ctors)

19.1.

T he Board of Directors may meet even in a location other than the registered office, provided that
that location is in Italy, in a State of the European Union or in the People’s Republic of China, every
time the Chairman of the Board of Directors deems it opportune or at the written request of at least 2
(two) directors of the Company.

19.2.

T he meetings of the Board of Directors are chaired by the Chairman of the Board of Directors or by
any other director who may act as a substitute. T he meetings of the Board of Directors are convened
by written notice prepared in Italian and English (it being understood that, in the case of a
discrepancy between the two versions, the English version will prevail), to be sent to all directors
and to all auditors at the domicile recorded in the corporate books by way of recorded delivery letter,
letter sent by hand, fax or e-mail with notice of receipt, which must be received at least 3 (three)
Working Days – or, in urgent cases, at least 24 (twenty-four) hours before – prior to the day of the
meeting. “ Business Day” means any calendar day other than Saturday, Sunday and any other day on
which the banks are not engaged in day to day business operations in Milan (Italy), Beijing (People’s
Republic of China), Luxembourg or Moscow (Russia).

19.3.

T he notice of call shall indicate the day, location and time of the meeting, the list of items to be
discussed and any special methods of connection by audio and/or video conference. In the absence of
formal convocation, the Board of Directors is validly held when all directors in office and the
effective statutory auditors are in attendance.

19.4.

At the request of each director, meetings of the Board of Directors may also be held with attendees
spread in a number of locations, linked by audio and/or video.
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19.5.

At the request of any director, submitted in good time, the meetings of the Board of Directors will
use the simultaneous translation service in English. T he translation will be done by one or more
qualified translators who speak accurate Italian and English and who are reasonably acceptable for
all the directors.

19.6.

T he minutes of the meetings of the Board of Directors will be prepared in Italian and English, both to
be transcribed in the book. In the event of discrepancy between the two versions, the English version
will prevail.
Article 20
(Re mune ration of Dire ctors)

20.1. Subject to the provisions of Article 20.3 below, the members of the Board of Directors will not
receive any fee for the role, with the exception for attendance at individual meetings of the Board of
Directors.
20.2. In any case, the directors are entitled to the reimbursement of reasonable documented expenses,
incurred in the exercise of their office.
20.3. T he remuneration of the directors invested with the role of Chairman and Chief Executive Officer and
Executive Vice Chairman is established by the Board of Directors, having liaised with the Board of
Statutory Auditors, in respect of any limits determined by the Shareholders' Meeting.
Article 21
(Board of Statutory Auditors)
21.1.

T he Board of Statutory Auditors is composed by a number of members determined by the
Shareholders’ Meeting at the time of appointment and equal to, as appropriate, (x) 5 (five) members,
including 3 (three) effective statutory auditors and 2 (two) alternate statutory auditors, or, where an
express request is made by the Chief Executive Officer of the shareholder directly Controlling the
Company (or, from the Significant Date the Designated Director B1) or the Designated Director B2
by registered letter sent to the Board of Directors of the Company at least 5 (five) Working Days
prior to the final deadline for filing the slates (y) 7 (seven) members, including 5 (five) effective
statutory auditors and 2 (two) alternate statutory auditors. T he Board of Statutory Auditors remains
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in office for 3 (three) financial years until the date of the Shareholders' Meeting convened to approve
the financial statements relating to the third financial year of its mandate.
21.2. T he appointment of the Board of Statutory Auditors will occur on the basis of slates submitted by
shareholders. T he slates will be split into two sections: one for candidates for the role of effective
statutory auditor and the other for candidates for the role of alternate statutory auditor.
21.3. T he slates submitted by the shareholders must (a) be signed by the shareholders submitting them, (b)
be filed at the headquarter of the Company and be made available at least 2 (two) calendar days prior
to the date of the Shareholders’ Meeting convened to resolve upon the appointment of the Board of
Statutory Auditors. T he slates are made available to the shareholders at the registered office.
21.4.

Shareholders holding Shares that, alone or with other shareholders, hold a participation in the share
capital of the Company represented by Ordinary Shares at least equal to 10% (ten per cent) may
submit, or contribute to submitting, one slate.

21.5.

Each shareholder, together with its Affiliates, may submit, or contribute to submitting, a single slate
and may vote in favour of a single slate; each candidate may appear in only one slate. Slates not
complying with the provisions set out above may not be voted upon.

21.6.

T ogether with each slate, the declarations by which the individual candidates accept their candidacy
and certify, under their own liability, the non-existence of causes of ineligibility and incompatibility,
as well as the occurrence of the requirements prescribed by the applicable law for the respective
offices, must be filed.

21.7.

T he election of the Board of Statutory Auditors will proceed as follows:
(i)

the members of the Board of Statutory Auditors will be chosen from the candidates of the
slate that obtained the highest number of votes from those submitted;

(ii)

the first of the candidates indicated in that slate will be appointed Chairman of the Board of
Statutory Auditors.

Where no slate is submitted, the appointment of the Board of Statutory Auditors will not take place
in accordance with the voting slate system identified above, but rather by resolution of the
Shareholders’ Meeting assumed with the favourable vote of the majority of Shareholders attending
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and provided that the Controlling shareholder is represented by a special proxy appointed in
accordance with Article 13.3(A).
21.8.

T he Chairman of the Board of Statutory Auditors must be registered in the register of statutory
auditors.

21.9.

T he members of the Board of Statutory Auditors must have the requirements of integrity,
professionalism and independence required by applicable provisions of law.

21.10. T he effective statutory auditors are due a remuneration calculated based upon professional rates,
where not otherwise determined by the Shareholders’ Meeting.
21.11. T he Board of Statutory Auditors must meet at least once every 90 (ninety) days at the initiative of
any of its members. T he meetings of the Board of Statutory Auditors are validly held with the
presence of the majority of the effective statutory auditors and resolve with the favourable vote of
the absolute majority of the auditors attending the meeting.
21.12. Meetings of the Board of Statutory Auditors may even take place with attendees spread in a number
of locations, linked by audio and/or video, provided that all participants can be identified and can
participate in the discussion and intervene in real time in the discussion of the items on the agenda,
can examine, receive and send documents. Where the requirements set out above are complied with,
the meeting will be deemed to be held in the place in which the Chairman of the Board of Statutory
Auditors is in attendance or, in his absence, in the place in which the eldest auditor is located.
Article 22
(Statutory Accounts Audit)
22.1.

T he statutory accounts audit is exercised by an independent auditing company registered on the
appropriate public register. However, where the conditions provided by Article 2409-bis, Paragraph
2, of the Italian Civil Code are met, the statutory accounts audit may be attributed by the ordinary
Shareholders’ Meeting to the Board of Statutory Auditors.

22.2.

T he requirements, duties and attribution of the statutory accounts audit and the responsibilities of the
auditing company are regulated by law.
Article 23
(Financial Ye ar)
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T he financial year ends on 31 December each year.
Article 24
(Profits)
24.1.

5% (five per cent) of the net profits resulting from the annual financial statements of the Company
will be deducted to be allocated to the ordinary legal reserve until the latter has reached a fifth of the
share capital of the Company.

24.2.

T he remaining portion will be divided between the shareholders as follows:
a) Special Shares are awarded a dividend of 7% (seven percent) of Euro 3.19
(threepointnineteen); if a dividend of less than 7% (seven percent) of Euro 3.19
(threepointnineteen) is awarded to Special Shares in a given financial year, the difference shall
be calculated as an increase to be added to the preference dividend over the subsequent two
financial years;
(b) any profits remaining following the award of the aforementioned dividend to Special Shares
are distributed amongst all the Shares – unless the Shareholders’ Meeting, at the proposal of the
Board of Directors, resolves to make special allocations to extraordinary reserves, or for other
uses or decides to carry forward some of such profits to the next year - in such a way that
Special Shares shall receive an aggregate dividend which is higher, compared to the dividend
awarded to Ordinary Shares, by an amount corresponding to 2% (two percent) of Euro 3.19
(threepointnineteen).

24.3.

In case reserves are distributed Special Shares shall be awarded the same rights as Ordinary
Shares.

24.4.

Interim dividends may be distributed in compliance with the law.
Article 25
(Dissolution)

25.1

T he Company dissolves for the causes established by law.

25.2

In the event of dissolution of the Company, Articles 2484 et seq of the Italian Civil Code will
apply.
Article 26
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(Share holde rs’ Book)
T he domicile of the shareholders, directors, auditors and independent auditors, the respective fax numbers, email addresses or other contact details – as regards relationships with the Company and for the purpose of
any communication required by these Articles of Association or that must be sent by the Company to its
shareholders - are those recorded by the shareholders’ book.
Article 27
(Final Provisions)
27.1

Reference

For anything not provided by these Articles of Association, the provisions of law will be applied.
27.2

Arbitration Clause

Any controversy arising out between the shareholders, or between shareholders and the Company, or among
Directors, Statutory Auditors and/or liquidator and the Company, relating available rights related to the
social relationship – including the controversy related to the validity, effectivness, execution and
enforceability of the current Articles of Association – as well as relating available rights related to the
Shareholder Agreement – including the controversy related to the validity, effectivness, execution,
enforceability and resolution of the current Shareholder Agreement – shall be settled by the exclusive
jurisdiction of an arbitration composed of three arbitrators, the arbitration shall be accordant to the Rules of
arbitration of the International Chambers of Commerce (the “ICC Rule s”).
All the arbitrators shall be appointed by the International Court of Arbitration of the International Chambers
of Commerce (the “Court”). T he nationality of the President of the Arbitrators could not be Italian as well
as Russian or Chinese. T he place of arbitration shall be Paris, the hearings, as well as pleadings, shall be in
English. T he Arbitrators will decide in the customary manner, according to Italian law. T he arbitration award
shall be final and binding for the parts.
27.3

Temporary composition of the Board of Directors

As a temporary waiver to Article 16.1 above, until the draft financial statements as of 31 December 2015 is
approved, the Board of Directors of the Company will be composed by 15 (fifteen) directors.
27.4

New admission to listing of Ordinary Shares of the Company
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Where the procedure of newadmission to listing of the shares of the Company is completed in accordance
with Article 18.2(C) above, Articles 2.1, 9 and 11.1 will be maintained in their current formulation and
Article 13.2 will be replaced by this Article:
“ The resolutions of the ordinary Shareholders' Meeting referred to in Articles 2.1 and 8 above, as well as
those of the extraordinary Shareholders' Meeting concerning an amendment to this Article or Articles 2.1, 9
and 11.1 above, are approved with the favourable vote of a number of shareholders who represent at least
90% (ninety per cent) of the share capital of the Company.”
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1. Assignment received
Following the assignment received by Pirelli & C. S.p.A. (hereinafter also Pirelli) the
undersigned, Prof. Mauro Bini hereby presents the results of the valuation analyses to
support the determination of the exchange ratio of the ordinary shares of Marco Polo
Industrial Holding S.p.A. (hereinafter also Marco Polo) with Pirelli ordinary and savings
shares as part of the merger by incorporation of Marco Polo (merged company) in Pirelli
(merging company).
Since Marco Polo has control of Pirelli (and more precisely, 100% of the outstanding ordinary
shares 1 and 93.036% of the outstanding savings shares), the merger:
(a) has the characteristics of a “reverse” merger with extinction of Marco Polo (merged
company) and continuation of Pirelli (merging company);
(b) is configured as a transaction between related parties 2 , with minority shareholders
participating in Pirelli's capital (merging company), as the share capital of Marco Polo
(merged company) is held by a sole shareholder.
The Pirelli ordinary and savings shareholders that will be assigned during the merger shall
have accrual date identical to that of the Pirelli outstanding ordinary and savings shares. As
part of the integration, the extraordinary meeting of Pirelli shareholders (convened for
February 15, 2016) will be called upon to resolve the mandatory conversion of savings shares
into new unlisted “special shares” without voting rights and with the same rights of the
savings shares. Shareholders who shall not approve the mandatory conversion, shall be
entitled to exercise the right of withdrawal (adjusted at the price of euro 14.98 per savings
share in accordance with article 2437-ter of the Civil Code). Since the mandatory conversion
shall presumably be effective on a date prior to the distribution of the dividend related to the
2015 profit, shareholders who exercise the right of withdrawal shall not receive any
dividend.

2. Professional profile and ethical code
The author is:
a)

ordinary professor of Corporate Finance at the Università L. Bocconi in Milan;

b)

member of the Professional Board of the IVSC - International Valuation Standards
Council (www.ivsc.org), the international standard setter in the field of valuations;

1

Outstanding shares correspond to the difference between the number of shares issued and the number of treasury shares
held by Pirelli.
2
Where third parties are represented by the savings shareholders other than Marco Polo, holding 6.964% of the outstanding
savings shares, equal to 0.169% of the total outstanding shares (ordinary + savings).
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c)

President of the Management Board of the OIV- Italian Valuation Body sponsored by
AIAF, Andaf, Assirevi, Italian Stock Exchange, CNDCEC, Università Bocconi,
(www.fondazioneoiv.it), the Italian standard setter in the field of valuations;

d) member of the Consultative Advisory Group (CAG) of the International Auditing and
Assurance Standards Board (www.iaasb.org), the standard setter in the field of auditing;
e)

author of manuals that are a reference in the profession of company valuations including
(with Luigi Guatri) “New Treaty on the Valuation of companies” and “Valuation of
intangibles”;

f)

member of the management committee of the journals “La valutazione delle aziende”
(The valuation of companies) and “Le società” (Companies).

For the purposes of the assignment, the undersigned declares to adhere to the “Code of
Ethical Principles for Professional Valuers” issued by the International Valuation Standards
Council (IVSC) in December 2011. In particular, pursuant to paragraph 12 of the Code,
entitled Fundamental Principles, the ethical principles that the expert is required to comply
with in the performance of the assignment are recalled herein:
“It is fundamental to the integrity of the valuation process that those who rely on valuations have
confidence that those valuations are provided by valuers who have the appropriate experience, skill and
judgement, who act in a professional manner and who exercise their judgement free from any undue
influence or bias. Accordingly, a professional valuer is expected to comply with the following ethical
principles:
a) Integrity: to be straightforward and honest in professional and business relationships.
b) Objectivity: not to allow conflict of interest, or undue influence or bias to override professional or
business judgement.
c) Competence: to maintain the professional knowledge and skill required to ensure that a client or
employer receives a service that is based on current developments in practice, legislation, and
valuation techniques.
d) Confidentiality: to respect the confidentiality of information acquired as a result of professional and
business relationships and not to disclose such information to third parties without properand specific
authority (unless there is a legal or professional right or duty to disclose), nor to use information for
the personal advantage of the professional valuer or third parties.
e) Professional behaviour: to act diligently and to produce work in a timely manner in accordance
with applicable legal requirements, technical and professional standards. To always act in the public
interest and to avoid any action that discredits the profession.”
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3. The industrial integration project of the merger
The merger is part of a broader project of industrial reorganization and valorization of Pirelli
aimed at sustaining growth, strengthening international leadership and the ability to oversee
geographically strategic areas. In this context, China National Tire & Rubber Co Ltd
(hereinafter also CNRC), Camfin S.p.A. (hereinafter also Camfin) and the shareholders of
Camfin stipulated a long-term, binding industrial partnership agreement.
As a result of the agreement:


CNRC bought the shareholding (26.2% of the ordinary capital of Pirelli) held by
Camfin, through the newly formed Marco Polo (as a newly-established corporate
vehicle with the role of Bidder Company). Camfin reinvested part of the income
from the sale of Pirelli shares. Thus, upon finalization of the sale, Marco Polo is
also owned by Camfin;



Following the finalization of the purchase, Marco Polo promoted a mandatory
Tender Offer for all Pirelli outstanding ordinary shares and a voluntary Tender
Offer for all Pirelli savings shares, with the objective of acquiring the entire share
capital and achieving delisting on the market. Both bids were settled at the price of
euro 15 per share;



As a result of the bids and subsequent purchases, Marco Polo now holds 100% of
the outstanding ordinary shares and 93.036% of the outstanding savings shares;



the Boards of Directors of Pirelli and Marco Polo therefore approved the merger by
incorporation of Marco Polo in Pirelli, deeming that the reverse merger constitutes
the most appropriate legal solution to benefit from the continuation of Pirelli as the
company resulting from the merger.

The agreement envisages that a plan be defined for the reorganization and industrial
valorization of Pirelli based on:
a. the spin-off of the Industrial segment through the establishment of a separate entity
(“Pirelli Industrial”);
b. integration of Pirelli Industrial with some strategic assets owned by CNRC, initially
through a management contract that attributes the management of said assets to the
relevant business units of Pirelli Industrial;
c. the realization of the integration of Pirelli Industrial and activities of CNRC, through
the establishment of a joint venture based in Beijing;
d. the realization of the aggregation between the joint venture referred to in the
preceding point and Aeolus.
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4. Information used
For the valuation, the author used the following information:
a. By-laws of Pirelli & C.
b. Consolidated financial statements at 30.06.2015 of Pirelli and subsequent updates at
30.09.2015;
c. Pirelli 2015-2019 Plan and related inertial projections until 2023;
d. Risk & Opportunity Assessment of the 2015-2019 Pirelli Plan;
e. By-laws of Marco Polo Industrial Holding
f. Financial Statements at 30.11.2015 of Marco Polo Industrial Holding;
g. Information on the fair value of the debt of Marco Polo, working capital items,
capitalized costs and allocation of cash and cash equivalents at 30.11.2015;
h. Market data and financial statements figures related to companies comparable to
Pirelli.
The author also had several meetings with the management of Pirelli for a more detailed
analysis of the criteria used in the development of the Plan, its risk profile and the
underlying financial and economic rational. However, the author did not make any
independent verification of the data and information obtained and therefore resorted to the
information provided by the management of Pirelli as reliable, accurate and complete.

5. Peculiarities of the merger in question and architecture of the
valuation system
The peculiarities of the merger are attributable to three main profiles:
a. the merger concerns an operating company (Pirelli) and a pure holding company (Marco
Polo) set up specifically to acquire control of the operating company also through the use
of debt; therefore, it does not involve evaluating two business but the same business
characterized by various financial structures;
b. the pure holding company holds all the ordinary shares and 93.036% of the outstanding
savings shares and the exchange ratio is therefore relevant solely for third-party savings
shareholders holding 0.169% of outstanding shares (ordinary + savings) and 6.964% of
outstanding savings shares;
c. the merger envisages that the sole shareholder of Marco Polo Industrial Holding is offered
in exchange Pirelli ordinary shares and savings shares in proportion corresponding to the
number of ordinary shares and savings shares held by the latter before the merger.
These profiles resulted in the following choices from a methodological point of view:
a. the Marco Polo shares were evaluated in transparency with respect to the Pirelli shares
held in the portfolio. More precisely, the Marco Polo shares were valued by deducting
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from the value of assets (Enterprise Value) of the holding, consisting of Pirelli portfolio
shares (ordinary and savings) and liquidity related to the dividend on the 2015 profit that
will collect on the savings shares (equal to the 7% statutory minimum of euro 3.19 per
share), the net debt of the holding for the purchase of the Pirelli shares;
b. particular prudence was adopted in the valuation of the Pirelli shares, aware that to a
higher value attributed to these shares corresponds a dilution effect on the savings shares
following the merger because of the financial leverage effect for the holding company3 .
Said prudence was reflected in the choice of a growth rate of revenues over the explicit
forecast period (2019) – to estimate the terminal value – equal to zero;
c. it was verified that the Pirelli ordinary and savings shares before the merger had the same
value, taking into account on one hand, the benefit in terms of dividend of the savings
shares with respect to the ordinary shares and on the other, the higher cost of capital that
characterized the savings shares in the period before the announcement of the integration
(March 2015). Said verification is also supported by the fact that the public offer for the
ordinary and savings shares was settled at the same price (euro 15 per share).
The valuation was therefore conducted through three well-defined phases:
i.
ii.

iii.

firstly, equality of value was verified between Pirelli ordinary and savings shares
before the merger.
secondly, the exchange ratio was estimated based on the value of the Pirelli and
Marco Polo shares in stand-alone perspective through a main criterion (DCF _
Discounted Cash Flow, unlevered) and a control criterion (multiples of comparable
listed companies);
lastly, it was verified that the savings shares would not reduce in value after the
merger due to the higher indebtedness that will weigh on Pirelli after the merger with
respect to the situation before the merger.

Below are the main methodological choices that characterized each phase and the results
reached to estimate the value of the shares of Pirelli, Marco Polo and the consequent
exchange ratio.

6. Verification of equality of value between Pirelli ordinary and
savings shares before the merger.
Since the merger envisages that the Marco Polo shares be exchanged into Pirelli ordinary and
savings (or special) shares on the basis of the same proportion by which the latter are
represented in the portfolio of Marco Polo, it is necessary prior to the estimate of the
exchange ratio to verify the actual equality of value between Pirelli ordinary and savings
share before the merger. To this end, it is necessary to consider:
3

The financial leverage effect consists in the fact that if the value attributed to the Pirelli shares increases, the value of the
shares of the holding shall increase more than proportionally thus increasing the exchange ratio.
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a. the benefit in terms of dividend of the savings shares with respect to the ordinary
shares (benefit that, in accordance with the Pirelli By-laws: (i) in the case of
distribution of dividends also on ordinary shares, is equal to 2% of euro 3.19 per
share and (ii) in the case of absence of distribution of dividends on ordinary shares, is
equal to 7% of euro 3.19 per share);
b. the higher cost of capital (due to a higher beta coefficient) of the savings shares
compared with ordinary shares in the period before the announcement of the
integration (March 2015).
To this end, the procedure was as follows:
i.

ii.
iii.

Through the DDM _ Dividend Discount Model4 , from the market capitalization at TO
price of Pirelli (equal to euro 7,308 million) and the dividends that would be
distributed to the ordinary shares and savings shares in the absence of the merger,
the implicit (2.17%) capitalization rate of dividends (= cost of equity – g) was derived;
from the implicit capitalization rate (2.17%) and the estimate of the cost of equity of
Pirelli5 (9.13%) the expected growth rate (g) of the dividends (= 6.96%) was derived;
given the growth rate (g) and obtaining the capital cost of the savings shares (9.55%)
and ordinary shares (9.12%), on the basis of the higher beta coefficient of the savings
shares (1.27 vs. 1.20), the value of both share classes was estimated based on the
respective dividend of relevance and obtaining a value of euro 14.97 per savings
share and euro 15 per ordinary share.

Considering that:
a) the value per savings share is substantially aligned with the value of the ordinary
share (it is only 0.2% lower);
b) the derived value of the savings shares is substantially aligned to the liquidation
value for the withdrawal of these shares (euro 14.98);
for the subsequent analysis to estimate the exchange ratio, the two types of shares (ordinary
and savings) were considered as equivalent.

7. Determination of the exchange ratio
For the purposes of determining the exchange ratio, two criteria were used to estimate the
value of the Pirelli shares: a main criterion (DCF - Discounted Cash Flow unlevered) and a
control criterion (multiples of comparable listed companies). In both criteria:
4

Based on the DDM, the equity value (market capitalization at TO price) is equal to: Dividend / (cost of equity – g); where:
Dividend 1 is equal to the dividend expected in 2016 on the 2015 profit and g is the implicit growth rate of the dividend
consistent with the portion of non-distributed profits.
5
The cost of equity of Pirelli is equal to the weighted average cost of savings shares and the cost of the ordinary shares.
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the reference date of the valuation is 30.09.2015;
a stand-alone valuation perspective was adopted, which therefore excludes any
benefit that may derive from the industrial integration project of which the merger is
part.

The valuation formula adopted with both criteria (DCF and multiples) is as follows:
Enterprise Value Core
+ Non-operating assets
= Total Enterprise Value
- Net Financial Debt
- Other financial liabilities
= Total Equity Value
- Third-party equity
= Group Equity Value
The two criteria (DCF and multiples) were used to estimate the Core Enterprise Value, for
the other addenda and minuend of the valuation formula, the following values were taken
(equal in both methods):
a) non-operating assets were taken at book value of the consolidated financial
statements, except for shareholdings in listed companies for which the current market
value was taken;
b) financial payables and other financial liabilities (pension funds and other personnel
provisions) were taken at book value and increased by the minimum dividend
required by the By-laws to the savings shares for the 2015 profit 6 ;
c) third-party equity was taken at book value.
The Group Equity Value was translated into value per Pirelli share (ordinary and savings)
based only on sheer number of outstanding shares (= shares issued net of Pirelli portfolio
treasury shares).
After obtaining the value per Pirelli share, the value of the assets (Enterprise Value) of Marco
Polo was derived for transparency including: a) the shareholding in Pirelli (valued at the
previous estimate values of the Pirelli shares); b) the dividend on the savings shares that
Marco Polo will collect on the 2015 profit (and equal to the 7% statutory minimum of euro
3.19) and excluding: c) cash and cash equivalents in excess of the trade payables and other
current liabilities at November 30, 2015, as intended for the coverage of integration costs.
From the Enterprise Value, the Equity Value of Marco Polo was then derived by deducting

6

The dividend was calculated on the outstanding savings shares before the merger as the dividend on the 2015 profit will be
distributed before the merger and thus before the partial annulment of the savings shares.
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the fair value of the debt 7 at November 30, 2015. The value per Marco Polo share was
obtained by dividing the Equity Value by the number of Marco Polo ordinary shares.
The different reference dates for the accounting data referred to Pirelli and Marco Polo are
justified on the basis of the fact that in the case of Marco Polo, it was necessary to consider
the level of indebtedness updated to the current figure of Pirelli portfolio shares.
After estimating the values of the Pirelli and Marco Polo shares, the exchange ratio was
derived based on the value per Pirelli share and the value per Marco Polo share.
Below are the main criterion (DCF) and the control criterion (multiples of comparable
companies) to estimate the value of the Pirelli shares, and the implicit exchange ratio in this
valuation and the related sensitivity analysis.

7.1.Main valuation criterion (DCF – Unlevered)
The main valuation criterion is the DCF – Discounted Cash Flow unlevered, according to
which the value of the core asset is measured by the present value of operating cash flows
discounted at the tax-free weighted average cost of capital (WACC). In formula:

where:
t= reference periods from Q4 2015 to 2019 (with 0.25 = Q4 2015; 1.25 = 2016, etc.)
UFCFt = unlevered cash flows in the years of the explicit forecast from 2015 to 2019
UFCFTV = normalized cash flow to estimate the terminal value. Normalization regarded the
equality between investments and amortization, in line with the assumption of a growth rate
g equal to zero;
WACC = weighted average cost of capital after tax
g = growth rate of unlevered cash flows equal to zero.
In estimating the unlevered cash flows, the data of the 2015-2019 Plan was used 8 , developed
by Pirelli on the basis of the following methodology:
a) the 2015-2019 Plan was prepared by moving from the 2015-2019 projections contained
in the press release – drafted pursuant to article 103, paragraph 3 of the CFA and
article 39 of the Issuers' Regulations – approved by the Board of Directors of Pirelli on
September 2, 2015, when it expressed its evaluations regarding the Bids, and

7

The fair value of the debt amounts to euro 4,200 million, with respect to an amortized cost of the debt amounting to euro 4,138
million. The difference between the fair value of the debt and the amortized cost is represented by the upfront fee.
8
The details of the Plan are contained in the Merger Plan prepared by Pirelli for the Shareholders' Meeting of February 15,
2016.
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published as an annex to the related bid document. These projections exclude any
benefit resulting from the partnership that will create a global leader in the industrial
tyre sector and from the expansion of activities in Asia of the Pirelli group and were
obtained by updating the 2013-2017 plan and formulating 2018-2019 projections by
extrapolation. The 2018-2019 projections were prepared by assuming also the absence
of expansion investments. These projections were used by the financial advisors for
the valuation of the Pirelli ordinary and savings shares for the purposes of the bids 9 ;
b) the forecasts and projections referred to above were updated based on the results at
30.09.2015 considering: i) any deviations between the guideline of August 2015
(related to the entire year) and that of November 2015; ii) the significant devaluation
of the Brazilian real in the third quarter of 2015. The effects of both the deviations and
the devaluation of the real were incorporated in the forecasts for subsequent years.
Said update derived lower income and cash flows than those implied in the forecasts
and projections used in the assessments for the Bid mainly for the consequences of
the devaluation of the Brazilian currency10 .
For the purposes of estimating the weighted average cost of capital (WACC), the following
choices were made:
a) the CAPM - Capital Asset Pricing Model was adopted to estimate the cost of equity of
Pirelli11 . In particular, the beta coefficient was obtained from the five listed companies
operating in the premium sector and competitors of Pirelli (Bridgestone, Nokian
Renkaat, Michelin, Continental, Goodyear) on the basis of: (a) daily returns; (b) a fiveyear horizon (c) market indices differentiated by geographic area (i.e.: the Stoxx 600
for the European players, the S&P 500 for Goodyear and the Nikkei 500 for
Bridgestone). The beta historic crude was adjusted to Blume to make it prospective.
The deleveraging of the beta was based on the Hamada formula 12 and with a
financial structure at average market value (market capitalization /net debt) in the
period 2011-2015 13 (the same time horizon of reference for the calculation of the beta
coefficient) of each peer. The beta coefficient was then re-levered on the basis of the
normal financial structure of the sector derived from the median multiple Net debt /
EBITDA of peers and 2015 EBITDA of Pirelli. For the purpose of estimating the cost
of equity in accordance with the calculation criterion of the beta coefficient, a risk-free
rate of return was taken corresponding to the average five-year Interest Rate Swap
9

The methodology for updating the 2014-2017 plan forecasts and 2018-2019 projections adopted by Pirelli was identified by the
author in an opinion issued on July 30, 2015 and based on the AICPA Prospective Financial Information guide, updated to
March 1, 2009 (Opinion on the most appropriate methodology to update the 2014-2017 plan forecasts and 2018-2019
projections requested by the financial advisors for the purposes of the assessments to support the decisions of the Board of
Directors of Pirelli & C. S.p.A. following the TO).
10
For the sole purposes of verifying the financial sustainability of the debt, Pirelli then extrapolated operational flows further up
to 2023. However, as the hypothesis of constancy of operating results between 2019 and 2023 was assumed for the
extrapolation, forecasts beyond 2019 were not considered since their development is already captured by the estimate of the
terminal value with growth rate null.
11
On the basis of the CAPM, cost of equity is given by: risk-free rate + β x Equity risk premium
12
Based on the Hamada formula: unlevered beta = levered beta/[1+ (1-tc)x Net debt/market capitalization]
13
For 2015, the debt ratio was calculated on the basis of market capitalization at 30.09.2015 and the forecast of the average net
financial position of consent (45 days) of Facset source.
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for 10-year maturity of Datastream source. The equity risk premium was estimated at
between 5.75% and 6.25% (the central value - 6% - corresponds to the median equity
risk premium used by the financial advisors who performed the valuations to
support the TO price. The cost of equity ranged between 8.83% and 9.43% (central
value 9.13%);
b) the marginal cost of debt of Pirelli was considered, as inferred from the financial plan
in support of the merger (and equal to 6%);
c) the weighted average cost of capital was obtained by using the normal financial
structure of the sector already used to calculate the re-levered beta (Net Debt /
Enterprise Value = 10.2%). Given the range of cost of equity also in the estimation of
the weighted average cost of capital (WACC), a range between 8.33% and 8.86% was
obtained.
Assuming:




a WACC of between 8.33% and 8.86%;
flows of the 2015-2019 Plan;
a growth rate “g” of the operating flows beyond the Plan horizon equal to 0;



and by using the formula described above to go up from the Core Enterprise Value to
the value of the share;

a value per Pirelli share of between euro 13.97 and euro 15.09 was derived.

7.2.Control valuation criterion
The control valuation criterion is represented by multiples of comparable listed companies.
The limit of this criterion - and the reason for which it was used only as a control method - is
represented by the fact that there are no listed players on the market that can be considered
close comparables of Pirelli. For this same reason, it was considered inadequate to use a
simple average (or median) of one or more multiples of listed companies operating in the
tyre sector. Therefore, use was made of a “value map” or the study of the relation between
the level of a multiple and its main fundamental determinants.
The choices made in this regard are the following:
a) the sample of comparable companies was identified on the basis of objective
parameters: four-digit SIC Code 3011 – “Tires and Inner Tubes” that has allowed the
identification of 17 listed companies in addition to Hankook Tire (a company
operating in the tyre sector, but censused by the data provider Facset with SIC Code
9999 – “non classifiable Establishments”). Therefore, the sample includes 18
comparable companies.
b) for each comparable company, the following were calculated: the multiple
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EVcore14 /Sales2015 the EBIT growth rate expected by the consensus of analysts for
the three-year period 2015/2017 (= CAGR EBIT 2015/17) and 2015 EBIT margin (=
ratio of EBIT and sales);
c) the coefficients of the following regression (value map) were identified:
EVcore/Sales 2015 = α + β1 x Ebit Margin2015 + β2 x CAGR Ebit 2015/2017 + ᵋ
Based on two samples that respectively consider and exclude the company Nokian
Renkaat 15 .
d) the coefficients of the regressions were applied to Pirelli considering the growth rate
of 2015/2017 EBIT implicit in the Plan (= 12.28%) and the 2015 EBIT margin 2015 (=
13.83%);
e) after obtaining the core Enterprise Value of Pirelli, the Equity Value and the value per
share were derived based on the formula described above. The value per Pirelli share
estimated on the basis of the multiples is between euro 14.08 (value map that
excludes Nokian Renkaat) and euro 15.11 (value map that includes Nokian Renkaat)
Since the results obtained on the basis of the control criterion substantially confirm the
results of the main criterion (DCF), the values estimated with the main criterion were
assumed to estimate the exchange ratio.

7.3.Exchange ratio and sensitivity analysis of results
For the purposes of estimating the exchange ratio, the value of Marco Polo shares was
obtained in transparency based on the value assigned to the Pirelli shares.
To the value per Pirelli share of euro 13.97 (minimum value obtained with the main
criterion), corresponds a value per Marco Polo share of euro 79.25. The implicit exchange
ratio is 5.67 Pirelli shares per Marco Polo share (= minimum exchange ratio).
To the value per Pirelli share of euro 15.09 (maximum value obtained with the main
criterion), corresponds a value per Marco Polo share of euro 95.87. The implicit exchange
ratio is 6.35 Pirelli shares per Marco Polo share (= maximum exchange ratio).
The following tables show the variability of the results (in terms of value per Pirelli share,
value per Marco Polo share and exchange ratio) as the weighted average cost of capital
(WACC) and growth rate g change (= growth rate of the unlevered cash flows to estimate the
terminal value).

14

Core EV = Core Enterprise Value = Market capitalization + net debt + third-party equity + Pension funds – shareholdings in
associates and other surplus assets. The Market capitalization was calculated based on the average at 75 days at 30.09.2015;
the other items were considered at book value at 30.09.2015 or on the basis of the latest data available.
15
Nokian is a manufacturer of premium winter tyres characterized by a significantly higher margin than all other companies in
the sample. Since Pirelli has a margin above average (and median) of the comparable companies (including Nokian), it was
decided to estimate the parameters of the value map respectively including and excluding Nokian.
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-0.50%
-0.25%
g

0.00%
0.25%
0.50%

Sensitiv ity Pirelli Value per Share
WACC
8.08%
8.33%
8.60%
8.86%
€14.83
€14.31
€13.77
€13.29
€15.23
€14.68
€14.13
€13.62
€15.66
€16.12
€16.61

€15.09
€15.51
€15.97

€14.50
€14.90
€15.32

€13.97
€14.34
€14.73

Sensitiv ity Marco Polo Industrial Holding Value per
WACC
8.08%
8.33%
8.60%
8.86%
€92.01
€84.29
€76.28
€69.16
-0.50%
€97.95
€89.78
€81.62
€74.05
-0.25%
€79.25
g
0.00% €104.33 €95.87 €87.11
0.25%
0.50%

g

-0.50%
-0.25%
0.00%
0.25%
0.50%

€111.15 €102.10
€118.42 €108.93

€13.49
€13.83
€14.20
Share
9.11%
€62.63
€67.23
€72.12

€84.74
€90.53

€77.17
€82.66

Sensitiv ity Exchange Ratio
WACC
8.08%
8.33%
8.60%
8.86%
6.20
5.89
5.54
5.20
6.43
6.12
5.78
5.44
6.66
6.35
6.01
5.67

9.11%
4.87
5.11
5.35

6.90
7.13

6.58
6.82

€93.05
€99.28

9.11%
€12.85
€13.16

6.24
6.48

5.91
6.15

5.58
5.82

8. Verification of absence of dilutive effects for savings shareholders
after the merger
The absence of dilutive effects for the savings shareholders who did not adhere to the TO
and who did not sell their shares to Marco Polo was verified by comparing the value of the
savings shares of Pirelli after the merger (combined entity) and their value before the merger
(which corresponds to the value of ordinary shares used in the determination of the
exchange ratio). For there to be no dilution, the value of the savings after the merger needs to
be at least equal to the value before the merger.
The choices made for the purposes of said verification are the following:
a) the value of the equity of the combined entity was estimated on the basis of a DCF levered or equity side (based on the Free Cash Flow to Equity - FCFE). To this end, it
was considered that until 2019, the combined entity will not distribute dividends to the
ordinary shares (because of the need to repay the debt) and thus the savings (or special)
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shares will be entitled to the statutorily guaranteed minimum dividend of 7% of euro
3.19 per share. From 2020 (year of estimate of the terminal value), the cash flow shall be
fully distributed to the savings and ordinary shareholders 16. In formula:

M inimum savings dividendݐ
where:
t= reference periods from Q4 2015 to 2019 (with 0.25 = Q4 2015; 1.25 = 2016, etc.)
Minimum savings dividend t = minimum dividend guaranteed to savings shares (equal to
7% of euro 3.19 per share) after the merger;
FCFE Tv = free cash flow to equity available at 2020 assuming debt constancy;
coe = cost of equity = cost of equity that considers the financial risk of the higher debt of the
combined entity;
g = growth rate of unlevered cash flows equal to zero.
b) Prudently, the valuation neutralizes the tax benefits of the debt (assuming that said
benefits are entirely offset by the higher risk associated with the increased debt). To this
end, the cost of equity (coe - cost of equity) is identified, which guarantees equality
between the equity value of the combined entity and the equity value of Pirelli obtained
with the DCF unlevered criterion net of the debt of Marco Polo (for the purchase of the
Pirelli shares). The cost of equity of the combined entity of course is significantly higher
than that of the Pirelli stand-alone (= 11.98% vs. 9.13%).
c) the value of the savings shares of the combined entity (after the merger) was thus
derived based on the higher cost of capital of the savings shares (= 12.40% vs. 11.98%)
and the expected dividends of savings shares (equal to the minimum guaranteed
dividend of 7% of euro 3.19 per share up to 2019 and the dividend increased by 2% of
euro 3.19 per share compared to ordinary shares from 2020).
The analysis allowed verifying that the higher dividends guaranteed up to 2019 (the period
in which no dividends will be distributed to the ordinary shares and instead the minimum
guaranteed dividend will be distributed to the savings shares) results in a higher value of the
savings shares compared to the ordinary shares.
The result is reasonable if one considers that: (i) in the perspective before the merger, the
value of the savings shares is in line with the value of the ordinary shares (the higher
dividend offered to the savings shares compared to the ordinary shares - equal to 2% of euro
16

The operating cash flow of the combined entity is equal to that of the Pirelli stand-alone. Free cash flow to equity considers, in
addition to the operating cash flow, the effects of the Pirelli and Marco Polo debt, in terms of financial costs, repayment of debt
and taxation.
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3.19 per share
- offset the increased risk as reflected in the cost of capital) while (ii) in the perspective after
the merger, the privilege of the savings shares in terms of additional dividends is
strengthened (7% of euro 3.19 per share) and more than offsets the increase of the cost of
capital.
In correspondence of the minimum value of the Pirelli shares identified with the main
criterion equal to euro 13.97 (corresponding to an exchange ratio of 5.67), the value of the
savings shares after the merger would be euro 14.15
In correspondence of the maximum value of the Pirelli shares identified with the main
criterion equal to euro 15.09 (corresponding to an exchange ratio of 6.35), the value of the
savings shares after the merger would be euro 15.28

9. Main limitations encountered in the estimation of the exchange
ratio
The main limitations in the estimation of the exchange ratio concern:
a) Main criterion (DCF – unlevered): the criterion is based on economic - financial
projections of Pirelli from 30.09.2015 to 31.12.2019. Said projections were updated to
incorporate the best projections that can formulated by management on the prospects
of the LATAM area, but by nature are highly uncertain, specifically with regard to the
prospects of countries with the highest risk;
b) Control criterion (multiples of listed companies): the criterion is based on asset side
multiples of comparable companies (as operating in the same sector of Pirelli, but
with different size, profitability, growth and risk profiles). Although the asset side
multiples constitute the valuation practice in the industry to estimate the value of the
equity of listed companies, it is noted that the Enterprise Value is obtained from the
sum of the market capitalization of the comparable companies and the book value of
certain financial statement items (net financial position, other financial liabilities, nonoperating assets and third-party equity) that may differ also significantly from their
market value;
c) Equality of value between Pirelli ordinary and savings shares. The stand-alone
valuation of the Pirelli shares, made to estimate the exchange ratio, does not consider
that after the merger, the savings shares shall benefit from a reinforced privilege,
since after the merger it is not envisaged that Pirelli will distribute dividends to the
ordinary shares at least up to 2019, while the savings shares will be entitled to the
minimum dividend provided (7% of euro 3.19 per share). Since this benefit is to
protect third-party savings shareholders, it was considered appropriate not to
consider it for the purposes of estimating the exchange ratio.
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10. Conclusions
The author was assigned by Pirelli & C. to estimate the value of the shares (ordinary and
savings) of Pirelli & C. S.p.A. and Marco Polo Industrial Holding S.p.A. in determining the
exchange ratio of the merger by incorporation of Marco Polo in Pirelli.
The merger takes the form of reverse merger as Marco Polo is the parent company and Pirelli
the subsidiary.
Since the merger concerns a pure holding company (Marco Polo) and an operating company
(Pirelli), the estimation of the exchange ratio does not require the valuation of two different
business, but rather the valuation of the same business (Pirelli) with different financial
structures.
Therefore, the valuation concerned the estimate of the Pirelli equity, from which then – for
transparency – the equity value of the parent company Marco Polo was derived.
The valuations resorted to a main estimate criterion (DCF – Discounted Cash Flow
unlevered) and to a control criterion (multiples of comparable listed companies).
In applying both criteria, the effects were excluded of possible benefits (synergies) arising
from the industrial integration project of Pirelli with the group of belonging of the
controlling shareholder. The valuation perspective adopted is therefore Pirelli and Marco
Polo stand-alone.
The results achieved are the following:



Minimum value of the Pirelli shares euro 13.97
Maximum value of the Pirelli shares euro 15.09






Minimum value of Marco Polo shares euro 79.25
Maximum value of the Marco Polo shares euro 95.87
Minimum exchange ratio of 5.67 Pirelli shares for each Marco Polo share
Maximum exchange ratio of 6.35 Pirelli shares for each Marco Polo share

The exchange ratios contained within the range of 5.67 – 6.35 shall be considered all equally
reasonable also in light of the estimation results obtained with the control criterion.
Prof. Mauro Bini

Milan, 24 December 2015
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Annex "C"

O PINION OF THE
C OMMITTEE FOR RELATED PARTIES TRANSACTIONS OF
PIRELLI & C. S.P.A. OF
22 DECEMB ER 2015

pursuant to article 12.4 and the following of the Procedure for related parties transactions
approved by the Board of Directors of Pirelli & C. S.p.A. on 3 November 2010 and amended on 5
November 2013 and 31 March 2015 and to article 8 of the Regulation for related parties
transactions, adopted by Consob resolution no.17221/2010

This is the opinion expressed by Committee for Related Parties Transactions (the “Committee ”) of
Pirelli & C. S.p.A. (“Pirelli” or the “Company”) pursuant to article 12.4 and the following of the
Procedure for related parties transactions, approved by the Board of Directors of Pirelli & C. S.p.A.
on 3 November 2010 and amended on 5 November 2013 and 31 March 2015 (the “ Proce dure ”),
and to article 8 of the Regulation for Related Parties Transactions, adopted by Consob resolution
no.17221/2010 (the “Re gulation”) with reference to the merger by incorporation of Marco Polo
Industrial Holding S.p.A. (“ Marco Polo”) into Pirelli (the “ Merger”).

1.

Fore word

1.1

Description of the Merger framework

On 22 March 2015, (i) China National Chemical Corporation (“ChemChina”) and China National
T ire & Rubber Co. Ltd. (“CNRC”), a company under the law of China, subsidiary of the former,
engaged in the field of research, development and manufacturing of tires and rubber products, of
the one part, and (ii) Camfin S.p.A. (“Camfin”), Coinv S.p.A and Long-T erm Investment
Luxembourg S.A. (“ LTI”), of the other part, entered into a sale and purchase and joint investment
agreement (subsequently amended on 5 August 2015) aimed at setting up a transaction for an
indirect joint investment in Pirelli, with the specific purpose to create an industrial partnership
between the group controlled by CNRC and the group controlled by Pirelli (the “ Partne rship
Agre e ment”).
As a result, inter alia, of the provisions of the Partnership Agreement:
(i)

on 11 August 2015, Marco Polo, the vehicle chosen pursuant to the understandings
underlying the partnership relating to Pirelli, purchased from Camfin at a price of € 15.00
per share, a number of shares representing 20.34% of Pirelli’s ordinary share capital;

(ii)

Camfin reinvested part of the revenue arising out of the above sale and purchase into
Marco Polo International Italy S.p.A. (“ Ne wco”), a company holding, indirectly, through
Marco Polo International Holding Italy S.p.A. (“ Holdco”), the entire share capital of
Marco Polo;

(iii)

a shareholders agreement was entered into in relation to the governance and circulation of
Pirelli’s shares;

(iv)

on 20 August 2015 Marco Polo promoted (a) a mandatory takeover bid, pursuant to articles
106 and 109 of Legislative Decree no. 58 of 24 February 1998, as subsequently amended
(“ TUF” - Consolidated Law on Finance), on Pirelli ordinary shares and (b) a voluntary
takeover bid, pursuant to article 102 of TUF, on Pirelli saving shares (the “ Bids”);

(v)

following the Bids, Marco Polo launched the procedure for the exercise of the right to
purchase pursuant to article 111 of TUF with respect to the remaining Pirelli ordinary
shares.

As a result of the aforesaid transactions and of subsequent purchases (altogether, the
“ Transaction”), Marco Polo is holding (considering also treasury shares held by Pirelli) a stake
equal to 97.489% in the overall share capital of Pirelli and, in particular (still considering also
treasury shares):
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-

all Pirelli ordinary shares; and

-

a stake equal to 93.268% of Pirelli savings shares.

On the date hereof, Pirelli is holding no. 351,590 ordinary treasury shares (equal to 0.074% of the
ordinary share capital and to 0.072% of the overall share capital) and no. 408,342 treasury savings
shares (equal to 3.333% of the savings capital and to 0.084% of the overall share capital).
The Transaction contemplated in the Partnership Agreement and, in particular, the purchase by
Marco Polo of the stakes in Pirelli’s share capital illustrated above, were financed in part through
own funds and partly by recourse to bank debt.
The Merger is one of the transactions that the parties to the Partnership Agreement considered,
right from the execution thereof, as necessary and appropriate, within the T ransaction, to
implement the industrial partnership relating to Pirelli. Indeed, the hypothesis to integrate Pirelli
and Marco Polo was expressly included among the information illustrated in the documents
published in the context of the Bids.
Finally, please note that the Extraordinary shareholders’ meeting and the Savings shareholders’
meeting of Pirelli have been called on 15 February 2016 to resolve, inter alia, on:
(i) the mandatory conversion of savings shares into new shares not listed on regulated markets,
with no voting rights and the same economic privileges granted to savings shares (“Special
Share s”);
(ii) the adoption of new by-laws providing, among other things: (a) a right of pre-emption for
shareholders holding Special Shares in case of transfer of Special Shares to other shareholders
or to third parties (the “ Right of Pre-emption ”); and that (b) Special Shares held by each
shareholder, which individually holds a participation of less than 2% of the share capital
represented by such Special Shares, may be redeemed from the Company, in compliance with
articles 2437-sexies and 2357 of the Italian civil code, should one of the shareholders hold,
directly or indirectly (and counting also the treasury Special Shares held by Pirelli), a stake of
at least 95% of the share capital represented by Special Shares (the “ Statutory Re demption”).
Since the mandatory conversion resolution implies the delisting of savings shares, and considering
the adoption of the new by-laws with the contents described above, savings shareholders that did
not take part in the approval of the aforesaid resolutions are entitled to exercise the right of
withdrawal pursuant to articles 2437 and 2437-quinquies of the Italian civil code (the “ Right of
Withdrawal”).
1.2

Reasons why the intervention of the Committee is required

As anticipated, as a result of the Transaction, considering also treasury shares hold by the
Company, Marco Polo is holding all the ordinary shares of Pirelli and a stake equal to 93.268% of
Pirelli savings capital.
Moreover, both Pirelli and Marco Polo are (i) indirectly controlled by law by ChemChina, as well
as (ii) subject to Newco’s direction and coordination activity pursuant to articles 2497 and ff. of the
Italian civil code, which, in turn, holds through Holdco, the entire capital of Marco Polo.
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Therefore, Marco Polo is to be considered a related party of Pirelli pursuant to letter (a), point (i),
of the definition of “ Related Parties” under Annex 1 of the Regulation and Annex 3 of the
Procedure.
The Merger transaction falls, moreover, within transactions with related parties of “ greater
relevance” pursuant to article 8 and to Annex 3 of the Regulation and to article 4 and Annex 1 of
the Procedure.
1.3

Characteristics of the Merger

As already illustrated, the Merger envisages the incorporation of the controlling company, Marco
Polo, into the controlled company, Pirelli, in accordance with the model of the so-called reverse
merger. T he Merger will therefore establish the dissolution of Marco Polo and the continuation of
Pirelli as company resulting from the Merger.
Furthermore, as a consequence to the recourse to the financial debt taken out by Marco Polo for the
implementation of the Transaction described in paragraph 1.1. above, article 2501-bis of the Italian
civil code applies to the Merger since as a result of the same Pirelli’s assets and its income
generation capacity will become the sources of repayment of the debts taken out for its own
acquisition.
2.

Pre liminary Phase

As a result of the resolutions adopted by the Board of Directors of Pirelli of 20 October 2015, the
members of the Board of Directors are Luigi Roth (acting as Chairman), Zhang Junfang and Paolo
Pietrogrande, all independent. T he composition of the Committee has not changed since then until
today.
For the purposes of the formulation of this opinion, the Committee deemed it appropriate to avail
itself of the advice, with regard to the financial aspect of the Merger, of an independent expert –
different from the one assisting the Board of Directors of Pirelli – having proven requirements of
professionalism, competence and independence. For such purpose, the Committee – also given the
assistance already made to independent Directors of Pirelli in the preparation of the opinion issued
in the context of the Bids pursuant to art. 39-bis of the issuers Regulation (adopted by Consob with
resolution no. 11971 of 14 May 1999) – appointed Citigroup Global Markets Limited (“Citigroup”
or the “ Advisor of the Committee”).
On 21 December 2015, the Advisor of the Committee issued its own fairness opinion about the
consistency of the financial terms of the Merger and, in particular, of the share exchange ratio.
As regards the legal aspects, the Committee has recoursed to the advice of the law firm Nctm,
which has been also previously involved as advisor of the independent Directors in the phase of the
Bids.
The Committee was involved during the preliminary phase preparatory to the Merger and, as
described below, received the documentation prepared for the Merger procedure and the other
documents which will be submitted to the Extraordinary shareholders’ meeting and to the Savings
shareholders’ meeting of Pirelli called on 15 February 2016.
The Committee met on 2 November 2015, 9 December 2015 and on 22 December 2015, also at the
presence of Citigroup and Nctm, to examine the Merger transaction. Moreover, the Chairman of
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the Committee met with the management of Pirelli and with the advisor appointed by the Board of
Directors, prof. Mauro Bini.
The Committee and Citigroup have made their assessments based on a preliminary share exchange
ratio hypothesis, communicated to them by the structure of Pirelli, which provides for a unitary
share exchange ratio for both classes of shares of Pirelli equal to 6.3 Pirelli shares to be assigned
post-Merger to the sole shareholder of Marco Polo (Holdco) for each n. 1 Marco Polo share held
prior to the Merger by the sole shareholder of Marco Polo.
For the purpose of its evaluations, the Committee viewed and examined the following documents:
-

draft of the project of merger by incorporation of Marco Polo into Pirelli drawn up
pursuant to articles 2501-bis, paragraph 2 and 2501-ter of the Italian civil code;

-

draft of the explanatory report of the Board of Directors of Pirelli on the project of merger
by incorporation of Marco Polo into Pirelli drawn up pursuant to articles 2501-bis,
paragraph 3 and 2501-quinquies of the Italian civil code;

-

draft of the information document relating to transaction of greater relevance with related
parties drawn up pursuant to article 5 of the Regulation relating to the merger by
incorporation of Marco Polo into Pirelli;

-

draft of the report of the Board of Directors to the Extraordinary Shareholders’ Meeting of
Pirelli of 15 February 2016 with regard to the mandatory conversion of savings shares and
to the adoption of the newby-laws;

-

draft of the report of the Board of Directors to the Special Meeting of the Savings
Shareholders of Pirelli of 15 February 2016 with regard to the approval of the mandatory
conversion of savings shares and to the adoption of the newby-laws;

-

draft of the new by-laws that will be submitted to the Extraordinary shareholders’ meeting
and to the Savings shareholders’ meeting of Pirelli called on 15 February 2016;

-

oral reports and slides of the Advisor of the Committee on the Merger;

-

fairness opinion of the Advisor of the Committee on the Merger.

This opinion is formulated on the assumption that the information received by the Committee and
the documents listed above are not subjected to substantial amendments and that no new or further
elements emerge that would be suitable to affect the following evaluations.
3.

Analysis and e valuations

3.1

Interest of Pirelli in the accomplishment of the Merger

The Merger between Pirelli and Marco Polo is part of the overall T ransaction that resulted in
Marco Polo, the vehicle chosen by joint-investors parties of the Partnership Agreement and
controlled by ChemChina, holding the entire ordinary share capital and almost the entire savings
capital of Pirelli.
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In consideration of the actual ownership structure of Pirelli and within the overall Transaction as
described above, the Merger is an instrument to rationalise the chain of control consistently with
the new structure of the group to which Pirelli belongs and with the purpose to achieve the targets
of the partnership explained in the offer document published by Marco Polo in the context of the
Bids, in which the Merger is, indeed, expressly considered among the transactions appropriate to
achieve the industrial integration underlying the T ransaction.
Very briefly, the information provided to the Committee during the carrying out of the T ransaction
and in the preliminary phase relating to the Merger and the subsequent beliefs reached within the
Committee itself, also in the light of its own duties and knowledge, may be summarised as follows:
(i) the Transaction is aimed at creating among CNRC, Camfin and LTI a long-term industrial
partnership relating to Pirelli with the aim to make Pirelli a global leader in the industrial
tires sector, to strengthen developments plans, to control geographically strategic areas,
expanding activities in Asia, and to obtain the integration of tyre businesses in the
Industrial segment of CNRC and Pirelli, maintaining the continuity and autonomy of the
actual managerial structure of the Pirelli group;
(ii) the Merger represents a step necessary in view of the industrial integration under the
Transaction described above and leads to the rationalisation and reorganisation of the
actual corporate structure, reducing the chain of Pirelli’s corporate control and bringing the
latter closer to Newco, that is the vehicle in which the parties to the Partnership Agreement,
Camfin and CNRC have, directly and indirectly, a holding, which exercises the activity of
direction and coordination on Pirelli pursuant to articles 2497 and ff. of the Italian civil
code.
In light of the foregoing, the Merger seems to be consistent with the objective to crate a leading
operator in the sector of industrial tyres, able to effectively compete with the main competitors and
to create value for all shareholders concerned.
With regard to the remarks on the debt resulting from the Merger, in compliance with the rules
under article 2501-bis of the Italian civil code:
(i) the draft merger project under article 2501-ter of the Italian civil code shows the financial
resources provided for the fulfilment of the obligations resulting form the Merger, and
explains that Pirelli will be reasonably able to meet the commitments arising out of the debt
following the Merger, both in terms of capital repayment plan and in terms of interests
payment. Indeed, financial resources that will be generated over the course of the economic
and financial plan of the Merger will enable the fulfilment of the obligations arising out of
the Merger transaction, allowing the Company to maintain at the same time the capacity to
make the investments necessary to carry out the business;
(ii) the draft of the report of the Board of Directors of Pirelli pursuant to article 2501-quinquies
of the Italian civil code shows the reasons that justify the Merger determining the same in
the fact that the Merger is part of the wider T ransaction already described and is a step
necessary in view of the industrial integration under the Partnership Agreement and will
enable, specifically, the rationalisation of the actual financial debt structure that involves
the companies of the group;
(iii) the report of KPMG S.p.A., appointed by the Court as joint expert pursuant to and for the
purposes of article 2501-sexies of the Italian civil code, shall confirm the reasonableness of
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the indications contained in the merger project as to the fulfilment of the obligations of the
company resulting from the Merger.
In this regard, the Committee analysed the data illustrated in the documents mentioned above and
shared the reasons for the Merger from a group point of view and acknowledged the assertion about
the reasonableness of the indications supporting the sustainability of the debt resulting from the
Merger; hence, the fact that Pirelli’s assets would become a security and/or the source of repayment
for the debts taken out for its acquisition is justified, also for Pirelli, in light of the greater
efficiency that would arise therefrom for the group as a whole in terms of financial structure
supporting the debt repayment.
The concentration on a single entity of the debt resulting from the lines of credit as well as of the
businesses generating cash flows destined to repay the debt, as illustrated in the draft report of the
Board of Directors of Pirelli pursuant to Article 2501-quinquies of the Italian civil code, meets the
request of the financing banks and may allow to obtain better economic conditions in consideration
of the lower risk profile that would be undertaken by the same banks.
Finally, the Committee believes that the choice of a so called reverse merger (that is implemented
by means of the incorporation of Marco Polo, the controlling company, into Pirelli, the controlled
company), instead of the alternative direct merger (where, on the contrary, the controlled company
Pirelli would be incorporated into the controlling company Marco Polo), seems to be the solution
that, without prejudice to the equivalence of the final effects of the Merger, better corresponds to
the interest of both Pirelli, considered individually, and of the group in the aggregate.
The choice of such a legal structure is justified, indeed, in light of the fact that the reverse merger is
the most effective instrument when, as in the case at issue, the controlled company (Pirelli) is the
operating company while the controlling company (Marco Polo) is a holding company. Such
structure allows, indeed, to avoid the fulfilment of all the formalities relating to the transfer, as a
result of the Merger, of the numerous legal relationships referred to the operating company and,
hence, realises a saving of costs and assures the continuity in Pirelli’s operations.
3.2

Cost effectiveness and substantial fairness of the Merger terms

As regards cost effectiveness and substantial fairness of the terms of the transaction examined
herein, the Committee observed that such evaluation – within the Merger – concerns essentially the
share exchange ratio.
In such respect the Committee observed that:
(i) in compliance with the provision of articles 2501-bis, paragraph 4, and 2501-sexies of the
Italian civil code, the Board of Directors of Marco Polo and Pirelli jointly requested and
obtained from the Court of Milan the appointment of a joint expert, with the task, inter alia,
to draw up a report on the consistency of the share exchange ratio. By order filed on 27
November 2015, the Court of Milan appointed KPMG S.p.A., a company subject to the
supervision of Consob, as joint expert;
(ii) the Board of Directors of Pirelli, within the evaluations relating to the share exchange ratio,
availed themselves of the advice of an independent advisor with solid expertise, Prof. Mauro
Bini.
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As further precaution, to perform the analysis relating to the share exchange ratio that it was
entrusted with, as already mentioned, the Committee availed itself of the assistance of Citigroup,
which on 21 December 2015 issued its fairness opinion attached hereto as Annex 1, on the
consistency, in financial terms, of the share exchange ratio proposed by the Board of Directors of
Pirelli.
The methodological approach adopted by Citigroup is consistent with the one adopted by the Board
of Directors, which – based on the draft of the project of Merger pursuant to articles 2501-bis,
paragraph 2 and 2501-ter of the Italian civil code and on the draft of the explanatory report
pursuant to articles 2501-bis, paragraph 3 and 2501-quinquies of the Italian civil code, made
available to the Committee – in determining the share exchange ratio took into consideration the
peculiarity of the Merger and, in particular, that:
(i)

the Merger concerns an operating company, Pirelli, and a pure holding, Marco
Polo, and therefore it is not a matter of evaluating two different businesses, but the
same business characterised by different financial structures;

(ii)

the holding owns directly and indirectly all the ordinary shares and 93.268% of the
outstanding savings shares (counting as well savings shares held by Pirelli itself),
while third parties savings shareholders hold 6.732% of the saving shares
representing 0.169% of the capital of Pirelli;

(iii)

the Merger contemplates that the sole shareholder Marco Polo be offered a swap
with Pirelli ordinary and savings shares in a proportion corresponding to the
number of ordinary and savings shares held by the same before the Merger.

The peculiar aspect pointed out in point (i) above implied that Marco Polo shares have been valued
in transparency with respect to Pirelli shares held in the portfolio. More precisely, Marco Polo
shares have been valued deducting from the value of Pirelli shares in portfolio the net debt taken
out by Marco Polo for the purchase of the shares.
Moreover, Pirelli savings shares and ordinary shares before the Merger were given the same value,
taking into account on the one hand the benefit in terms of dividend of savings shares compared to
ordinary shares and on the other hand the greater cost of the capital that characterised savings
shares in the period before the announcement of the transaction. Such check is also confirmed by
the fact that the Bids for ordinary shares and savings shares were settled at the same price.
In consideration of the foregoing, the Board of Directors will determine the exchange ratio in a
unitary way for both categories of shares, without making distinctions between the value of
ordinary shares and of savings shares (both the “Shares”), establishing that the awarding of the
Shares of the company resulting from the Merger will take place by means of:
(i) the swap assignment to the sole shareholder of Marco Polo, Holdco, of a number of Shares
lower than the number of Shares hold today by Marco Polo in Pirelli;
(ii) the retention by Pirelli minority shareholders of the Shares they own today; and
(iii) the cancellation without capital reduction of Pirelli shares exceeding the assignment under
point (i) above.
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While referring to Citigroup’s opinion attached hereto for a thorough description of the analyses
performed by the Advisor, the Committee notes that, as concerns the methods for the evaluation of
the companies involved in the Merger, Citigroup has performed a variety of financial and
comparative analyses, and specifically:
(a) a discounted cash flow analysis (or “ DCF”) of Pirelli during the period starting from last
quarter 2015 and through 31 December 2019;
(b) a selected companies analysis, which is an analysis designed to estimate an implied value
of a company through an analysis of the public valuation and trading multiples of similar
publicly traded companies..
Citigroup has confirmed that, while considering the DCF analysis to be more relevant to its opinion
than other analyses Citigroup also performed, Citigroup’s opinion is based on the results of all
analyses undertaken and assessed as a whole.
Upon conclusion of the evaluation process, Citigroup:
(i)

has determined a range of values for the exchange ratio, based on the DCF method,
between 5,36 and 7,35 Pirelli shares to be assigned post-Merger to the sole
shareholder of Marco Polo (Holdco) for each n. 1 Marco Polo share held prior to
the Merger by the sole shareholder of Marco Polo;

(ii)

has expressed the opinion that, assuming that the hypothesis of 6.3 Pirelli shares to
be assigned post-Merger to the sole shareholder of Marco Polo (Holdco) for each
n. 1 Marco Polo share held prior to the Merger by the sole shareholder of Marco
Polo, will be confirmed, the exchange ratio is fair, from a financial point of view,
to Pirelli.

In light of the foregoing, the Committee observed that the share exchange ratio that Pirelli Board of
Directors shall have to approve in the meeting of 22 December 2015, will be fair, from a financial
point of view, if (i) it will be confirmed the hypothesis of 6.3 Pirelli shares to be assigned postMerger to the sole shareholder of Marco Polo (Holdco) for each n. 1 Marco Polo share held prior to
the Merger by the sole shareholder of Marco Polo or if (ii) the exchange ratio will be encompassed
in the range indicated by the Advisor of the Committee.
3.3. Conversion of Pirelli savings shares
As noticed above, such Merger framework provides for the mandatory conversion of savings shares
into Special Shares (not listed, with no voting rights and with the same economic privileges granted
to savings shares) and the adoption of a new by-laws providing, with regard to the regulation of
circulation of Special Shares, for the Right of Pre-emption and for the Statutory Redemption. Both
resolutions will be submitted to the Extraordinary shareholders’ meeting and to the Savings
shareholders’ meeting of Pirelli called on 15 February 2016.
In this regard the Committee observed how the conversion of savings shares and the adoption of
the new by-laws do not represent transactions with related parties and hence are not being
evaluated in this opinion. However, the brief considerations below were formulated by the
Committee for the sake of completeness, also considering that shareholders outside the group of
control, to whom this opinion is mainly directed, identify themselves with shareholders different
from Marco Polo.
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In such respect, the committee remarked that:
(i)

the Board of Directors provided that, since the resolution for the mandatory conversion
implies the delisting of savings shares and considered moreover the adoption of the new
by-laws providing for the contents already described, savings shareholders, which did not
take part in the approval of the aforesaid resolutions will be entitled to exercise the Right of
Withdrawal, at a price calculated according to the criteria provided for by law;

(ii)

savings shareholders deciding not to exercise the Right of Withdrawal will become the
owners of Special Shares and will maintain the same economic privileges granted today to
savings shares;

(iii)

the Special Shares will be subject to a different regulation concerning their circulation and
providing for the Right of Pre-emption, and to the Statutory Redemption.

To conclude the analysis, the Committee drew the attention on the fact that, in case the aforesaid
resolutions be approved by the Extraordinary shareholders’ meeting and by the Savings
shareholders’ meeting of Pirelli, the possible exercise of the Right of Withdrawal by the savings
shareholders and the consequent pre-emption offer to shareholders of the savings shares of
withdrawing shareholders provided for by article 2437-quarter of the Italian civil code may imply
the occurrence of the Statutory Redemption conditions (and this in the event that a shareholders
becomes, directly or indirectly, the owner of a holding equal to at least 95% of the share capital
represented by Special Shares), with the consequent possibility, for Pirelli, to exercise the
redemption right provided for by the by-laws on the Special Shares held by each shareholder,
which individually holds a participation of less than 2% of the share capital represented by such
Special Shares.
The draft by-laws examined by the Committee in such respect provides that, for the purposes of the
exercise of the redemption, the Board of Directors publishes a communication addressed to the
owners of Special Shares, containing, inter alia, the purchase price of the Special Shares subject to
redemption right, determined in compliance with article 2437-ter, paragraph 2, of the Italian civil
code. Therefore, it should be noted that the price so determined, by virtue of the different point in
time taken as reference and of the different criteria applied since as a result of the conversion
resolution savings shares will no longer be listed, could be different, and therefore also lower, form
the consideration granted to savings shareholders, which did not take part in the adoption of the
shareholders’ meeting resolutions relating to the mandatory conversion, to the Right of Pre-emption
and to the Statutory Redemption and which on that occasion exercised their Right of Withdrawal.
4.

Conclusions

In compliance with the provisions under articles 8 of the Regulation and 12 of the Procedure, the
Committee, having examined the fairness opinion prepared by the Advisor of the Committee and
on the basis of the information made available in the preliminary phase, unanimously expressed a
favourable opinion on the interest of Pirelli and of its shareholders to the accomplishment of the
Merger as well as on the cost effectiveness and substantial fairness of the relevant terms.

Milan, 22 December 2015
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Om behalf of the Committee for T ransactions with Related Parties

Luigi Roth (Chairman)

[ANNEX:
1.

Fairness opinion on the consistency of the share exchange ratio of the Merger issued by
Citigroup Global Markets Limited.]
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