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RATING ACTION AND RATIONALE

EthiFinance Ratings has upgraded its long-term corporate rating, from BBB- to BBB, for Pirelli & C
S.p.A., the ultimate holding of Pirelli Group, with a Stable outlook. 
The rating upgrade derives from an improvement in the company’s ESG score as well as financial
metrics. Pirelli indeed reported a robust top-line growth of 24% for FY22, primarily driven by an effective
price/mix (c. 19.7%) strategy, despite a volatile tyre market (which experienced a decrease in volumes
within the standard tyre segment by 2% on a yearly basis). Pirelli's business model has proven resilient
due to its specialization in the premium segment, which has helped to mitigate the negative impact of the
underperforming <17'' tyre segment. Despite this segment's weight within sales, Pirelli is poised for
steady growth in revenues thanks to the anticipated recovery in global demand - particularly in China, a
rapidly expanding market for tyres - as well as  price mix optimization. Our adjusted net leverage ratio
has improved significantly, from 3.2x at end-2021 to 2.4x at end-2022, which can be attributed to a
combination of better EBITDA and a reduction of €0.3bn in adjusted net debt. We forecast that this ratio
will further improve to 1.3x by end-2025, which supports our rating. Moreover, we view management’s
target of a net reported leverage ratio of c.1.0x by end-2025 as a strong commitment to reduce leverage,
although a higher payout ratio is still possible given the investment grade credit rating. 
Our rating is, however, constrained by our industry risk assessment (BB) as well as the current weaker
market trend in the aftermarket tyre segment, which represented 29% of Pirelli’s FY22 revenues. On
average, a global decrease of 5% has been observed for the 5 months to end-May 2023, which if it
continues would hamper Pirelli’s organic growth and thus limit the improvement in credit metrics down
the line. In addition, ‘shareholding & control structure’ is a constraining factor as Pirelli is currently faced
with political influences within its ownership and governance structure.   
In line with our methodology, the "auto components industry" has medium-to-high ESG risks (heatmap
score of between 3.5 and 4) given its impact on the environment, which slightly constrains our industry
assessment. Our assessment of the company’s ESG policy is advanced (company ESG score of
between 80 and 100), which weighs positively on our financial assessment - and therefore more than
offsets the impact resulting from our industry assessment.

ISSUER DESCRIPTION

Pirelli, based in Milan, is one of the world’s largest tyre manufacturers. The company is the only one in the
industry that specializes exclusively in the consumer segment, comprising tyres for cars, motorcycles, and
bicycles. The company is listed on Euronext Milan and had a market capitalization of c.€4.6bn as of July 13,
2023.

Pirelli’s customers include both premium (BMW, Audi, Ford Mercedes…) and prestige
(Bentley, Ferrari, Lamborghini, Maserati, and Porsche) car makers. The group has c.31,300 employees
spread across 18 industrial sites located in 12 different countries; its products are distributed globally through
20,000 distributors and specialized resellers and 303 Pirelli points of sale. For FY22, Pirelli reported revenues
of €6.6bn and EBITDA of €1.4bn. Our EthiFinance Ratings-adjusted net leverage ratio was 2.4x at end-2022.

 

FUNDAMENTALS

BUSINESS RISK PROFILE

INDUSTRY RISK ASSESSMENT

Tyre market dynamics: opportunities and challenges amidst the automotive industry's shift to
electrification, and supply chain disruptions

The automotive industry has been shaken for the past two-and-a-half years. The period started with the Covid
lockdowns, which halted production lines. Then the industry was hit by the shortage of electronic components
that began in 2021 and persisted into early 2022. More recently, the rise in raw materials costs in 2H22 as a
result of the macro environment added to the challenges. For 2022, the global automotive tyre market
recorded a 1.7% drop in volumes mainly due to lower demand in the aftermarket segment. However, the
original equipment market offset some of this decrease and the industry key players - such as Pirelli and
Michelin - were obliged to pass on to customers the inflation impact on raw materials costs. The auto
components industry has also been involved in a shift from conventional thermal engines to electrification for a
few years now. Electric vehicle registrations in Europe increased by 15% from 2021 to 2022 (EV-
Volumes.com), a trend we expect to continue in the years ahead. Electrification represents a sound
growth potential for the tyre industry, as tyres will need to be adapted to EV characteristics (finding the right
balance between a higher load index, energy consumption, and noise reduction). 
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Source: Pirelli Tyre Market watch (May 2023)

In the first half of 2023, a significant rebound for the overall tyre market along with an upward market trend can
be observed on a global scale, following the decline that occurred towards the end of 2022. Original
equipment manufacturers (OEMs) registered a robust monthly average market demand increase of 11%
throughout the first five months of 2023. Conversely, the aftermarket business segment encountered a decline
of 5% during the same period due to the exceptionally high sales to dealers one year earlier in a context of
growing inflation.  

Challenges and barriers to entry in the competitive tyre market 

The tyre market is highly competitive and we believe that the significant capital investments required, along
with the need for traditional tyre players to diversify their product range, will continue to weigh on margins
going forward. This backdrop does also constitute rather strong barriers to entry as not all competitors nor
new entrants will be able to deal with the burden of high capex in a context of limited margin increase and
volatile demand.

The shift towards eco-friendly materials to meet consumer demand, while reducing
environmental impact 

Tyre making is an essential part of the automotive industry, but the manufacturing process requires the use of
significant amounts of energy, water, and raw materials, such as natural rubber, synthetic rubber, and carbon
black. However, the car-making ecosystem (manufacturers and customers) is leaning towards the use of
sustainable raw materials over traditional ones, especially when considering the tyres disposal process.
Consequently, the integration of innovative operational means becomes imperative to facilitate the production
of increasingly environmentally-friendly and easily disposable tyres. 

COMPANY’S COMPETITIVE POSITIONING

Pirelli's dominance in premium and niche tyre markets driving sales and margins

Pirelli is a dominant player in both the premium and prestige segments. Whereas in the field of original vehicle
equipment for sport utility vehicles (SUVs) and light commercial vehicles, Pirelli can rely on a premium
customer market share of c. 20% globally and c. 25% in Europe, in the original equipment prestige segment,
Pirelli’s market share exceeds 50%. 

Around two-thirds of the group's sales come from the high-value segment (≥18 inches), which has regained
and even surpassed pre-pandemic demand/production levels. Pirelli sets itself apart from its rivals by
concentrating on high-value markets, unlike Michelin and Bridgestone, which prioritize being full-range and
mass-market players. Pirelli’s business specialization is reflected in a better margin relative to the benchmark
(the industry’s average EBITDA margin is 13% whereas Pirelli exceeds 20% on average).

Strong geographic diversification with rather limited product offerings

With its strong focus on the premium and prestige segments and strong branding, Pirelli enjoys a global
presence, with some concentration in Europe (including Turkey), where it generated c. 37% of its total
revenues for 2022. Nevertheless, its lack of presence in the mass-market tyre segment means a limited range
of products. This in turn means that Pirelli is more vulnerable to market fluctuations, changes in worldwide
regulations, and shifts in consumer behaviour, all of which could significantly impact its revenue and
profitability.

Pirelli
815600A0C9AFC1F2A709

CORPORATE RATING

Corporate Rating UNSOLICITED
2/7



 

 

Significant R&D efforts towards use of more sustainable raw materials 

R&D activities (4% of net sales in FY22 vs 2.5% industry average) are a strong pillar of Pirelli’s business
model. Nearly 7% of its total workforce is dedicated to innovation across 12 technology centres located all
over the world. In addition, Pirelli partners with some of its strategic suppliers and local universities for the
development of innovative materials bearing low environmental impact. These partnerships help the company
to introduce materials of mineral origin in partial replacement of precipitated silica and carbon black.
Consequently, the share of renewable and recycled materials in a single product reached 38% in 2022 (30%
renewable + 8% recycled), compared to 33% (28% renewable + 5% recycled) in 2021.

GOVERNANCE

Shareholder profile: partly owned by Chinese state-owned companies 

Pirelli’s top shareholders are Chinese state-owned and quasi-state-owned companies. They have a combined
stake of at least 46% of total shares through (i) Sinochem Holdings Corp Ltd. (37%), and (ii) PFQY Srl (9%).
Another 14.1% is held by Camfin SpA, which is controlled by Marco Tronchetti Provera, current CEO and
executive vice chairman of Pirelli. Of the free float of c. 40% c. 17% is held by public entities and 8.3% by
institutional investors. As Pirelli operates in a strategic sector in Italy, the Chinese involvement is somewhat
constrained by the need for government approval for most of the company’s business decisions through the
Golden Power regulation, which was recently enforced. To that regard, the current situation of Pirelli’s
governance is a constraining factor for the company’s rating.

Management quality: prudent financial policy with good track record

We continue to view Pirelli’s financial policy as prudent, given a sound track record of reasonable payout
ratios and M&A operations. The group has also set a strategic goal of reducing its net financial debt position,
with the objective of reaching a reported net leverage ratio of c.1.0x by 2025. Over the past few years, the
group’s strategy has been rather efficient with respect to the deleveraging strategy.

 

ESG policy: ESG score improvement and a progressive integration into the business processes

In 2022, Pirelli reported a reduction of c.5.3% in its scope 1 & 2 emissions, and of c. 12% in its total energy
consumption, all compared to 2020 (the base year for our internal ESG score). As a consequence, its overall
EthiFinance ESG score has improved to 88, which is among the highest within our corporate coverage.
Looking forward, the group’s ESG strategy aims to integrate sustainability factors into the business processes,
such as with the recently placed sustainability-linked bond. By setting ambitious objectives, Pirelli aspires to
attain carbon neutrality and the use of renewable materials for 60% of its tyre manufacturing operations by
2030.
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FINANCIAL RISK PROFILE

CASHFLOW AND LEVERAGE

Strong sales growth although impacted by high inflation and low volumes

In FY22, Pirelli's reported sales amounted to €6.7bn, representing year-on-year nominal growth of 24.1%. The
rise was primarily related to price increases, which contributed 19.7% to the surge. However, there was a
slight decrease in volumes, of 1%, mainly due to a 9.2% decline in the standard segment (≤17”). The company
aims to reduce its exposure to this segment, particularly after the sharp reduction in activities in Russia's 90%
standard market. On the other hand, the high-value segment, which is the company's focal point, witnessed a
7.6% increase in volumes with an enhanced product mix. The remaining sales growth is credited to favourable
foreign exchange rate movements. Considering the anticipated flattish sales volume in the standard segment
and the expected volatility in commodity prices, particularly oil and rubber, we have forecast a growth rate of
1.7% for FY23. Subsequently, we have forecast an increase in revenues of c.2.8% for FY24, driven by robust
expansion in the high-value segment and for electric vehicle technology.

In FY22, EthiFinance Ratings adjusted EBITDA amounted to €1.3bn compared to €1.1bn the previous year,
with a c.70bps contraction in margin (20.2% vs. 20.9%). The slight decrease was due to the sticky prices in
the high-value segment and the considerable decline in standard segment sales volume. In line with
management’s guidance, we have taken a conservative approach and forecast that Pirelli's adjusted EBITDA
margin will fall to 18.5% for FY23 before stabilizing around 19.5% for FY23 and FY24. The margin is exposed
to a set of pressure on input costs such as the cost of energy and overheads. 

The EthiFinance Ratings adjusted free cash flow for FY22 was a positive €323m. The high payout ratio of
56% anticipated for 2023 will temporarily lower FCF to €227m. But we expect that it will rebound from 2024
onwards, assuming a payout ratio of 40%, as guided by Pirelli’s management. 

Pirelli's creditworthiness improves as financial ratios show signs of recovery

At end-2022, the EthiFinance Ratings adjusted net leverage ratio had improved to 2.4x, compared to 3.2x at
end-2021, thanks to EBITDA growth of 19.7% and a reduction of c.€300m in adjusted net debt. With strong
cash generation expected over our forecast period, we anticipate a further gradual improvement in the ratio.
While the interest coverage ratio improved as well, from 8.2x in FY21 to 9.7x in FY22, it is projected to slightly
deteriorate over our forecast period (2023-2025) as a result of the refinancing of debt at a higher interest rate
(> 4%).  

 

 

SOLVENCY AND LIQUIDITY PROFILE

A steady solvency ratio, expected to improve as the company continues to deleverage 

As of end-2022, Pirelli’s gross reported debt stood at €4.5bn, a noteworthy decrease compared to €5.3bn as
of end-2021. This decline was predominantly the result of the redemption of €0.75bn in bonds and repayment
of c.€1.0bn in unsecured credit facilities. Our debt adjustments amounted to c. €0.3bn (mainly employee
benefits). We have also been more conservative than the company regarding financial assets included in the
calculation of net debt. Pirelli’s solvency is considered average relative to its industry peers due to its high
gearing relative to its business scale. Consequently, equity covered 114% of total adjusted debt at end-2022,
which is higher than the previous year’s figure of c. 90%, but inferior compared with most tier-1 industry
players. 

Good liquidity profile with strong refinancing capacity

We consider Pirelli’s liquidity profile to be ‘Adequate’ as the company can repay all its upcoming debt
maturities without refinancing for two years.  The company can also get financing relatively easily, given its
solid financial profile.
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MAIN FINANCIAL FIGURES AND FORECASTS

 

CREDIT RATING 
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RATING SENSITIVITY

Long-term rating positive factors (↑)

We could upgrade our rating should Pirelli’s credit metrics improve further on a sustainable basis. Specifically,
a potential catalyst for such upgrade would be an EthiFinance Ratings adjusted net leverage ratio persistently
below 1.0x and an interest coverage ratio above 9.0x. Also, an upgrade is subject to stable prospects for the
whole tyre industry, which is closely tied to the trend in global automotive production. 

Long-term rating negative factors (↓)

We may consider lowering our long-term rating in the event of a significant deterioration in Pirelli’s credit
metrics, such as an EthiFinance adjusted net leverage exceeding 3.0x and/or an interest coverage ratio falling
below 5.0x. Additionally, a less cautious financial strategy pursued by the company, such as significant debt-
financed M&A, could constitute another potential catalyst for a rating downgrade.

 

REGULATORY INFORMATION

LEI: 815600A0C9AFC1F2A709

Initiation report: No

Rating initiation: Initiated at BBB- on November 29, 2022

Last rating action: Initiated at BBB- on November 29, 2022

Rating nature: Unsolicited long-term corporate rating (this report is paid by investors, not the issuer)

With rated entity or related third party participation: No - The report was published without having been
reviewed by the issuer.

With access to internal documents: No

With access to management: No 

Ancillary services provided to the entity: In accordance with Article 6 (2), in conjunction with Annex I, section B
(4) of the Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16 September
2009, it is reported that during the last 12 months EthiFinance Ratings has not provided ancillary services to
the rated entity or its related third parties.

Name of the rating committee chair: Marc PIERRON, Senior Director

Material sources used to support the rating decision:

Annual reports 2020, 2021, 2022
Half-year reports 2020, 2021, 2022
Investor presentations and press releases 2020, 1H21, 1H22, FY22

Limitation of the Rating action:

EthiFinance Ratings believes that the quality and quantity of information available on the rated entity is
sufficient to provide a rating
EthiFinance Ratings has no obligation to audit the data provided

Methodology used for this rating: 

https://files.ethifinance.com/documents/methodologies/CRA_190_V3.CorporateRatingMethodology_Long_Term.pdf

EthiFinance Ratings SL 

Calle Velázquez nº18 

28001 - Madrid  
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Conditions of Use for this document and its content:

For all types of Ratings that ETHIFINANCE RATINGS, S.L. (the “AGENCY”) issues, the User may not, either by themselves or via third parties,
transfer, sublease, sublicense, sell, extract, reuse, or dispose of in any other way the content of this Document to a third party, either for free or for
consideration.

For the purpose of these Conditions of Use, any client who might have subscribed for a product and/or a service that allows him to be provided with
the content of this Document as well as any privileged person who might access the content of this Document via www.ethifinance.com shall be
considered as a User.

Nor may they alter, transform or distort the information provided in any way. In addition, the User will also not be permitted to copy and/or duplicate
the information, nor create files which contain the information of the Document, either in its entirety or partially. The Document and its source code,
regardless of the type, will be considered as the elaboration, creation, or work of the AGENCY and subject to the protection of intellectual property
right regulation. For those uses of this Document which are permitted, the User is obliged to not allow the removal of the copyright of the AGENCY,
the date of the Document's issuance, the business name as established by the AGENCY, as well as the logo, brands and any other distinctive symbol
which is representative of the AGENCY and its rights over the Document. The User agrees to the conditions of Use of this Document and is subject to
these provisions since the first time they are provided with this Document no matter how they are provided with the document. The Document and its
content may not be used for any illicit purpose or any purpose other than those authorised by the AGENCY. The User will inform the AGENCY about
any unauthorised use of the Document and/or its content that may become apparent. The User will be answerable to the AGENCY for itself and its
employees and/or any other third party which has been given or has had access to the Document and/or its content in the case of damages which
arise from the breach of obligations which the User declared to have read, accepted and understood upon receiving the Document, without prejudice
to any other legal actions that the AGENCY may exercise in defence of its lawful rights and interests. The Document is provided on the acceptance
that the AGENCY is not responsible for the interpretation that the User may make of the information contained. Credit analyses included in the
Document, as well as the ratings and statements, are to be deemed as opinions valid on the date of issuance of the reports and not as statements of
fact or recommendations to purchase, hold or sell any securities or to make any investment decision. The credit ratings and credit rating prospects
issued by the AGENCY are consider to be its own opinion, so it is recommended that the User take it as a limited basis for any purpose that it intends
to use the information for. The analyses do not address the suitability of any value. The AGENCY does not act as a fiduciary or an investment advisor,
so the content of the Document should not be used as a substitute for knowledge, criteria, judgement or experience of the User, its Management,
employees, advisors and/or clients in order to make investment decisions. The AGENCY will devote every effort to ensure that the information
delivered is both accurate and reliable. Nonetheless, as the information is elaborated based on data supplied by sources which may be beyond the
control of the AGENCY, and whose verification and comparison is not always possible, the AGENCY, its subsidiaries, and its directors, shareholders,
employees, analysts and agents will not bare any responsibility whatsoever (including, without any limitations, loss of revenue or income and
opportunity costs, loss of business or reputational damage or any other costs) for any inaccuracies, mistakes, noncorresponding information,
incompleteness or omission of data and information used in the elaboration of the Document or in relation to any use of its content even should it have
been warned of potential damages. The AGENCY does not make audits nor assume the obligation of verifying independent sources of information
upon which the ratings are elaborated. Information on natural persons that may appear in this document is solely and exclusively relevant to their
business or business activities without reference to the sphere of their private life and should thus be considered. We would like to inform that the
personal data that may appear in this document is treated in accordance with Regulation (EU) 679/2016, on the protection of natural persons with
regard to the processing of personal data and the free movement of such data and other applicable legislation. Those interested parties who wish to
exercise the rights that assist them can find more information in the link: www.ethifinance.com in the Privacy Policy page or contact our Data
Protection Officer in the mail dpo@ethifinance.com. Therefore the User agrees that information provided by the AGENCY may be another element to
consider when making business decisions, but decisions will not be made based solely on it; that being the case the AGENCY will not be held
responsible for the lack of suitability. In addition, the use of the information before courts and/or tribunals, public administrations, or any other public
body or private third party for any reason shall be solely the User's responsibility and the AGENCY shall not be held responsible for any liabilities on
the grounds of inappropriateness of the information's contents. Copyright © 2022 ETHIFINANCE RATINGS, S.L. All Rights Reserved. C/ Benjamín
Franklin S/N, Edificio Camt, 1º Izquierda, 18100, Granada, España C/ Velázquez nº18, 3º derecha, 28001 - Madrid
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