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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

In this annual report on Form 20-F (the “Annual Report”), references to “€” or “Euro” are to the Euro and references to
“U.S. dollars,” “dollars,” “U.S.$” or “$” are to United States dollars.

Amounts stated in U.S. dollars, unless otherwise indicated, have been translated from the Euro amount by converting the
Euro amounts into U.S. dollars at the noon buying rate in New York City for cable transfers in foreign currencies as certified for
customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate”) for euros on December 31, 2018 of
U.S.$ 1.1456. The foreign currency conversions in this Annual Report should not be taken as representations that the foreign currency
amounts actually represent the equivalent U.S. dollar amounts or could be converted into U.S. dollars at the rates indicated.

The consolidated financial statements of the Natuzzi S.p.A. as at December 31, 2018 and 2017, and the consolidated
statement of financial position as at January 1, 2017 have been prepared in accordance with International Financial Reporting
Standards as issued by the International Accounting Standards Board (“IFRS”), including interpretations issued by the IFRS
Interpretations Committee (IFRS IC) applicable to companies reporting under IFRS. The consolidated financial statements as at
December 31, 2018 are the Group’s first set of consolidated financial statements prepared in accordance with IFRS and IFRS 1 “First-
time Adoption of International Financial Reporting” has been applied.

The annual audited consolidated financial statements contained in this annual report are the Company’s first consolidated
financial statements prepared in accordance with IFRS. Historical financial results as of and for the year ended December 31, 2017
have been adjusted based on IFRS, which differs from the results included in our annual reports on Form 20-F for the year ended
December 31, 2017. In addition, no consolidated financial statements and no financial information prepared in accordance with IFRS
for the year ended December 31, 2016 have been included in this annual report. See Notes 1 and 43 to the Consolidated Financial
Statements included in Item 18 of this Annual Report.

All discussions in this Annual Report are in relation to IFRS, unless otherwise indicated.

In this Annual Report, the term “seat” is used as a unit of measurement. A sofa consists of three seats; an armchair
consists of one seat.

The terms “Natuzzi,” “Natuzzi Group”, “Company,” “Group,” “we,” “us,” and “our,” unless otherwise indicated or as the
context may otherwise require, mean Natuzzi S.p.A. and its consolidated subsidiaries.

EENT3
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None of the websites referred to in this Annual Report, including where a link is provided, nor any of the information
contained on such websites is incorporated by reference in this Annual Report.

FORWARD-LOOKING INFORMATION

The Company makes forward-looking statements in this Annual Report. Statements that are not historical facts, including
statements about the Group’s beliefs and expectations, are forward-looking statements. Words such as “believe,” “expect,” “intend,”
“plan” and “anticipate” and similar expressions are intended to identify forward-looking statements but are not exclusive means of
identifying such statements. These statements are based on management’s current plans, estimates and projections, and therefore
readers should not place undue reliance on them. Forward-looking statements speak only as of the dates they were made, and the

Company undertakes no obligation to update or revise any of them, whether as a result of new information, future events or otherwise.

Projections and targets included in this Annual Report are intended to describe our current targets and goals, and not as a
prediction of future performance or results. The attainment of such projections and targets is subject to a number of risks and
uncertainties described in the paragraph below and elsewhere in this Annual Report. See “Item 3. Key Information—Risk Factors.”

Forward-looking statements involve inherent risks and uncertainties, as well as other factors that may be beyond our
control. The Company cautions readers that a number of important factors could cause actual results to differ materially from those
contained in any forward-looking statement. Such factors include, but are not limited to: effects on the Group from competition with
other furniture producers, material changes in consumer demand or preferences, significant economic developments in the Group’s
primary markets, the Group’s execution of its reorganization plans for its manufacturing facilities, significant changes in labor,
material and other costs affecting the construction of new plants, significant changes in the costs of principal raw materials, significant
exchange rate movements or changes in the Group’s legal and regulatory environment, including developments related to the Italian
Government’s investment incentive or similar programs. The Company cautions readers that the foregoing list of important factors is



not exhaustive. When relying on forward-looking statements to make decisions with respect to the Company, investors and others
should carefully consider the foregoing factors and other uncertainties and events.

PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION
Selected Financial Data

The following table sets forth selected consolidated financial data for the periods indicated and is qualified by reference
to, and should be read in conjunction with, the Consolidated Financial Statements and the notes thereto included in Item 18 of this
Annual Report and the information presented under “Operating and Financial Review and Prospects” included in Item 5 of this
Annual Report. The statements of profit or loss and statements of financial position data presented below have been derived from the
Consolidated Financial Statements.

The consolidated financial statements of Natuzzi S.p.A. as at December 31, 2018 and 2017, and the consolidated
statement of financial position as at January 1, 2017 have been prepared in accordance with International Financial Reporting
Standards as issued by the International Accounting Standards Board (“IFRS”), including interpretations issued by the IFRS
Interpretations Committee (IFRS IC) applicable to companies reporting under IFRS. The consolidated financial statements as at
December 31, 2018 are the Group’s first set of consolidated financial statements prepared in accordance with IFRS and IFRS 1 “First-
time Adoption of International Financial Reporting” has been applied.

Being a first-time adopter, the Group restated the 2017 consolidated financial statements for comparative purposes, in
order to present the effect of the adoption of the IFRS. Historical financial results as of and for the year ended December 31, 2017
have also been adjusted based on IFRS, which differs from the results included in our annual reports on Form 20-F for the year ended
December 31, 2017. The Group’s date of transition to the IFRS is January 1, 2017 and its first set of consolidated financial statements
prepared in accordance with the IFRS is that as at and for the year ended December 31, 2018. Note 43 to the Consolidated Financial
Statements included in Item 18 of this Annual Report describes the effects of the transition from the generally accepted accounting
principles in the Republic of Italy (“Italian GAAP”) to the IFRS and presents the related reconciliation schedules.



Since these are our first audited consolidated financial statements prepared in accordance with IFRS, pursuant to the
transitional relief granted by the U.S. Securities and Exchange Commission in respect of the first-time adoption of IFRS, we have only
provided financial statements and financial information for the financial years ended December 31, 2018, 2017 and January 1, 2017.
Financial data as of and for the years ended December 31, 2014, 2015 and 2016 derived from our consolidated financial statements
prepared in accordance with the generally accepted accounting principles in the Republic of Italy (“Italian GAAP”’) have not been
included below, and no consolidated financial statements and no financial information prepared in accordance with IFRS for the year
ended December 31, 2016 have been included in this annual report. See Notes 1 and 43 to the Consolidated Financial Statements

included in Item 18 of this Annual Report.

2018

2017

2018
(millions of
dollars,
except per
Ordinary
Share)®
Consolidated Statement of Profit or Loss data:
REVEIUE......oouiiiiiiii s e 505.0
Cost of sales. (363.2)
Gross profit..... 141.8
Other income 7.0
SEUING EXPEIISES ....eoveeerieriairieirieeteeeestaet st sesesess e e s e esesesa s et ses e sae s saese et esscsse s seassse e ieaenas (135.5)
Administrative expenses (41.6)
Impairment on trade rECEIVADIES .........coviuiueiririeieeteieiie ettt eaes (0.8)
OthET EXPEIISES.....ecveveiereerncterstcescietei e ees et eaee et eae st ss ettt ettt sseaessesenaesenses (0.7)
Operating loss (29.9)
Finance income 0.5
Finance costs........ccccveveurreeureuennee (6.6)
Net exchange rate gains / (losses) (4.6)
Gains from disposal and loss of control of @ SUbSIAIArY ........c.ccccoeveirieieiririneeeie e 88.9
Net finance income/(costs) 78.1
Share of profit/(loss) of equity-method INVESLEES .......cccvreveururiirieiereirtreeeieeeeniee e seseeeeeneeseeae (0.4)
Profit/(1058) DefOre taX ............cocuiuiiiiiiiiieiiiicicic ettt ettt s 47.8
Income tax expense (8.8)
Profit/(Loss) before non-controlling interests. 39.0
Non-controlling interests...........coveevevrerereeenenns (0.2)
Profit/(Loss) for the Year ...ttt 39.2
Profit/(Loss) per ordinary share (basic and diluted) .................ccccooevvvovnininiennnnann. 0.72
Weighted average number of Ordinary Shares Qutstanding......................ccccoueevcanencec. 54,853,045
Consolidated Statement of Financial Position Data(3):
CUITEIE ASSETS c.vrvveverreresesetseneesseste et sestesesesseessessseesetssess s eesessesbseesestseeset et sses e bee st esssensecsee $ 2373
Total assets....... 427.0
Current liabilities . 192.9
Long-term borrowings ... 11.9
Non-controlling interests 1.8
Shareholders’ equity attributable to Natuzzi S.p.A. and Subsidiaries(2) ..........cccceeeerrercerverrerunene 156.4
INEE ASSELS ...ttt ettt ettt sttt et ettt ettt b b ettt n b 158.3

(millions of euro, except per Ordinary Share)

4285
(308.2)
1203

59
(115.0)
(35.3)
(0.7)
(0.6)
(25.4)
0.4
(5.6)
(3.9)
75.4
66.3
(0.3)
40.6
(7.5)
331
02)
333
0.61
54,853,045

€ 207.1
372.7

168.4

104

1.6

136.5

138.2

448.9
(318.4)
1305

1.6
(1182)
(36.1)
(1.5)
02)
(23.9)
12
(63)
1.1
0.0
(4.0)
0.0
(27.9)
(2.9)
(30.8)
0.4)
(30.4)
(0.55)
54,853,045

206.6
3325
154.9
20.9
2.0
102.5
104.5

1)  Consolidated Statement of Profit or Loss amounts are converted from euros into U.S. dollars by using the average Federal
Reserve Bank of New York Euro exchange rate for 2018 of U.S.$ 1.1785 per 1 Euro. Consolidated Statement of financial
position amounts are converted from euros into U.S. dollars using the Noon Buying Rate of U.S.$ 1.1456 per 1 Euro as of

December 31, 2018. Source: Bloomberg (USCFEURO Index).

2)  Share capital as of December 31, 2018 and 2017 amounted to €54.9 million and €54.9 million, respectively. Shareholder’s

Equity represents the Total Equity attributable to Natuzzi S.p.A. and its subsidiaries.

3) Consolidated Statement of Financial Position data as of January 1, 2017 were as follows: Current assets: €226.1 million; Total
assets: €356.4 million; Current liabilities: €155.2 million; Long-term borrowings: €6.3 million; Non-controlling interests: €3.4
million; Shareholders’ equity attributable to Natuzzi S.p.A. and Subsidiaries: €140.6 million; Net Assets: €144.0 million.



Exchange Rates

The following table sets forth, for each of the periods indicated, the Noon Buying Rate for the Euro expressed in U.S.
dollars per Euro.

Year: Average® At Period End
2004 et bt e e et e 1.3210 1.2101
1 0 T USSR 1.1032 1.0859
2006, ettt ettt e et e eree e e enns 1.1029 1.0552
2007 e ettt e e e e 1.1396 1.2022
DOT8.eeeeereeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeseesees e eeeeeses e eee e s e eeeeess e 1.1785 1.1456
Month ending on: High Low
B1-OCt-2018 ettt e 1.1594 1.1332
B0-NOV-2018 .ottt e 1.1459 1.1281
B1-DEC-2018 ...t 1.1456 1.1300
31-JAN-2019 oo s 1.1524 1.1322
28-FED-2019 ..oooiiieiieieeie ettt e 1.1474 1.1268
B1-MaAr-2019 oo 1.1376 1.1214
Through April 19, 2019......ccuieieeieieeiee ettt 1.1304 1.1186

(1) The average of the Noon Buying Rates for the relevant period, calculated using the average of the Noon Buying Rates on the
last business day of each month during the period. Source: Federal Reserve Statistical Release on Foreign Exchange Rates—
Historical Rates for Euro Area; Bloomberg (USCFEURO Index).

The effective Noon Buying Rate on April 19, 2019 was U.S.$ 1.1246 to 1 Euro.

Risk Factors

Investing in the Company’s ADSs involves certain risks. You should carefully consider each of the following risks and all
of the information included in this Annual Report.

The Group has a recent history of losses; the Group’s future profitability, financial condition and ability to
maintain adequate levels of liquidity depend, to a large extent, on its ability to overcome macroeconomic and operational
challenges — In 2018, the Group reported a profit of €33.1 million, mainly as a result of a €75.4 million gain following the
finalization of the joint venture in China which occurred in July 2018. See Note 10 to the Consolidated Financial Statements included
in Item 18 of this Annual Report. During the same year, the Group reported an operating loss of €25.5 million. In 2017, the Group
reported a loss of €30.8 million and an operating loss of €24.0 million, mainly resulting from both external factors and new
operational challenges. See “Item 5. Operating and Financial Review and Prospects.” During the 2013-2016 period, the Company
implemented an intensive restructuring of its operations that led to an improving trend in its results.

In 2017 and 2018, the Group concentrated its efforts on the expansion of the Group’s retail network of monobrand stores,
both directly operated and franchised. This activity required significant upfront costs at both the regional and HQ level. Most of the
newly opened mono-brand stores were not fully productive during the first months of their openings in 2017 and 2018 and, therefore,
investments in the retail and marketing organization were, at the beginning, not adequately returned by sales. While the Group expects
the new directly-operated stores will progressively improve in productivity to absorb such up-front costs, there is a chance that these
investments will not be recouped.

As in previous years, the Group continues to operate in a persistently difficult macroeconomic environment affecting the
furniture industry (particularly evident in some mature markets, such as Europe), which includes weak economic activity in certain
Euro-zone countries.

In response to this difficult macroeconomic environment, in 2014, the Group launched a transformation plan which was
aimed at restructuring the Group’s operations, by reducing our Italian workforce. In 2017 and 2018, the Company faced redundant
workforce related challenges. See “Item 5. Operating and Financial Review and Prospects.” The Group may continue to be affected by
difficult macroeconomic conditions and may face operational challenges going forward.

In addition, during the last seven years, pursuant to our obligations under the Italian Reorganization Agreements (as
defined in Item 10. Additional Information—Material Contracts” below), the Group incurred aggregate financial obligations in the
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amount of € 42.8 million (€1.4 million, €16.9 million, €4.5 million, €4.5 million, €13.5 million, €1.4 million and €0.6 million for years
2018, 2017, 2016, 2015, 2014, 2013 and 2012, respectively) in connection with an incentive program aimed at reducing redundant
employees.

Despite these incentive payments, the Group increased its cash and cash equivalents from €52.5 million at the end of 2015
to €65.0 million at the end of 2016. This positive result was due to benefits deriving from the Transformation Plan and improvements
in efficiency, trade receivables securitizations and other improvements in net working capital, despite declining sales. 2016 was also
characterized by an increase in financial credit lines that were initially granted by financial institutions in 2015 on both a short and
long-term basis. In 2017, for the reasons highlighted above, cash and cash equivalents decreased to €55.0 million from €65.0 million
at the end of 2016. Group’s Net Financial Position was equal to €3.3 million at the end of 2017, from €28.9 million in 2016. Group’s
Net Financial Position was equal to €6.0 million at the end of 2018, from €3.3 million in 2017. In 2018, cash and cash equivalents
were €62.1 million, mainly as a result of the joint venture signed in July 2018. See “Item 5. Operating and Financial Review and
Prospects.”

Despite the challenges arising from the restructuring of our Italian operations, management believes that the Group has a
sufficient source of liquidity to fund working capital expenditures and other contractual obligations for the next 12 months. See “Item
5. Operating and Financial Review and Prospects.” The Group has also faced increased labor costs for some of its manufacturing
plants operating abroad. See “Item 4. Information on the Company—Manufacturing” for further information.

Our results of operations and ability to maintain adequate levels of liquidity in the future will depend on our ability to
overcome these and other challenges. Our failure to achieve profitability in the future could adversely affect the trading price of our
shares and our ability to raise additional capital and, accordingly, our ability to grow our business. There can be no assurance that we
will succeed in addressing any or all of these risks, and the failure to do so could have a material adverse effect on our business,
financial condition and operating results.

The Group has redundant workers at its Italian operations. This remains an unresolved issue and the management
of such redundant workers may not be successful and therefore, could significantly impact our operations, earnings and
liquidity in the foreseeable future — In May 2017, the Italian Supreme Court rejected the Company’s appeal of a lawsuit brought by
two former employees of the Company relating to the implementation of the Cassa Integrazione Guadagni Straordinaria (“CIGS”), an
Italian temporary lay-off program, ruling in favor of the plaintiffs. As a result of this decision, the Company accrued €9.3 million in
the “Provision for legal claims” included in the “Provisions (non current)” caption of the Company’s Statement of financial position.
In addition, in October 2016 the Company laid off 176 workers as part of an organization restructuring, 166 of which were then re-
employed in the second half of 2017 as the Bari Labor Court deemed the dismissals to have been carried out improperly. In this
regard, in December 2017, the Company reached an agreement with the Italian institutions representing these workers to extend the
scope of the Solidarity Agreement (as defined below) in order to reduce the impact of the re-employments in 2018.

In December 2018, subject to obtaining any applicable authorizations, the Company, along with the Trade Unions and
relevant Italian authorities, agreed to extend the current Solidarity Agreement (reduced-work schedules) for a one-year period ending
in December 2019. In addition, parties signed an agreement to allow the Company to benefit from a temporary workforce reduction
program, involving up to 491 employees, for a period of 24 months, called CIGS “Cassa Integrazione Guadagni Straordinaria”, in
order to support the reorganization process. Furthermore, the parties involved agreed upon setting up an Incentive Plan for staff who
would voluntarily terminate their employment relationship in 2019. For further information, please see Note 21 of the Consolidated
Financial Statements included in Item 18 of this Annual Report for the amounts accrued by the Company for the probable contingent
liability related to legal procedures initiated by several third parties as result of past events.

Global economic conditions may affect the Group’s business and could significantly impact our operations, sales,
earnings and liquidity in the foreseeable future — Our sales volumes and revenues may be affected by overall general economic
conditions. For example, a significant decline in the global economy, or in consumers’ confidence could have a material adverse effect
on our business. Deteriorating general economic conditions may affect disposable incomes and reduce consumer wealth, thus affecting
client demand, which may negatively impact our profitability and put downward pressure on our prices and volumes. Many factors, all
of which are generally beyond our control, affect the level of consumer spending in the home furnishing industry, including the state
of the economy as a whole, stock market performance, interest and exchange rates, inflation, political uncertainty, the availability of
consumer credit, tax rates, unemployment levels and other matters that influence consumer confidence. In general, sales of home
furnishing goods tend to decline during recessionary periods when the level of disposable income tends to be lower or when consumer
confidence is low. We distribute our products internationally and we may be affected by downturns in general economic conditions or
uncertainties regarding future economic prospects that may affect the Countries in which we sell a significant portion of our products.
In particular, the majority of our current sales are in the EU and in the United States; if we are unable to expand in emerging markets,
a downturn in mature economies, such as the EU and the United States, may negatively affect our results of operations and financial
performance.



More generally, there are many risks to the global macro-economic outlook in 2019, including (among other things)
monetary policy uncertainty; geopolitical tensions globally; political tensions in Europe; unsolved sovereign debt issues in many
southern European countries; threats to globalization by renewed protectionism, including rising trade tensions stemming from
between the U.S. and China regarding trade relations and tariffs; the lack of progress in Brexit negotiations raising the risk of a
disruptive exit with potential far-reaching consequences including the imposition of potential trade barriers, custom duties, logistic
issues and restrictions to the free movement of goods and people; high levels of government, corporate and consumer indebtedness in
various countries (including high levels of indebtedness in emerging markets) and a potentially significant slowdown in Chinese
growth.

In the EU, in particular, despite measures taken by several governments and monetary authorities to provide financial
assistance to certain Eurozone countries and to avoid default on sovereign debt obligations, concerns persist regarding the debt burden
of several countries. These concerns, along with the significant fiscal adjustments catried out in several countries, intended to manage
sovereign credit risk, have led to further pressure on economic growth and may lead to new periods of recession. Furthermore, a
resurgence of the sovereign debt crisis in Europe could diminish the banking industry’s ability to lend to the real economy, thus
creating a negative spiral of declining production, higher unemployment and a weakening financial sector.

In addition, uncertainties regarding future trade arrangements and industrial policies in various countries, such as in the
United Kingdom following the referendum to leave the European Union and in the United States under the current administration,
create additional macroeconomic risk. In the United States, any policy to discourage import into the United States of home furnishings
manufactured elsewhere could adversely affect our operations. Any new policies and any steps we may take to address such new
policies may have an adverse effect on our business, financial condition and results of operations.

These difficult and uncertain conditions could continue to affect our sales and earnings in the future. Sales of residential
furniture are impacted by downturns in the general economy primarily due to decreased discretionary spending by consumers.

Adverse economic conditions may also affect the financial health and performance of our dealers in a manner that will
affect sales of our products or their ability to meet their commitments to us. Economic downturn may also affect retailers, our primary
customers, and may result in the inability of our customers to pay the amounts owed to us. In addition, if our retail customers are
unable to sell our products or are unable to access credit, they may experience financial difficulties leading to bankruptcies,
liquidations, and other unfavorable events. If any of these events occur, or if unfavorable economic conditions continue to challenge
the consumer environment, our future sales, earnings, and liquidity would likely be adversely impacted.

The Group’s ability to generate the significant amount of cash needed to service our debt obligations and comply
with our other financial obligations, and our ability to refinance all or a portion of our indebtedness or obtain additional
financing depends on multiple factors, many of which may be beyond our control — Our ability to make scheduled payments due
on our existing and anticipated debt obligations and on our other financial obligations, and to refinance and to fund planned capital
expenditure and development efforts will depend on our ability to generate cash. See “— The Group has a recent history of losses; the
Group’s future profitability, financial condition and ability to maintain adequate levels of liquidity depend to a large extent on its
ability to overcome macroeconomic and operational challenges.” We will need to generate sufficient operating cash flow from our
operations to service our current and future projected indebtedness. Our ability to obtain cash to service our existing and projected
debts is subject to a range of economic, financial, competitive, legislative, regulatory, business and other factors, many of which are
beyond our control. We may not be able to generate sufficient cash flow from our operations to satisfy our existing and projected debt
and other financial obligations, in which case, we may have to undertake alternative financing plans, sell assets, reduce or delay
capital investments, or seek to raise additional capital on terms that may be onerous or highly dilutive. Our ability to refinance our
indebtedness will depend on the financial markets and our financial condition at such time. To the extent we have borrowings under
bank overdrafts and short-term borrowings that are payable upon demand or which have short maturities to repay or refinance such
amounts on short notice, which may be difficult to do on acceptable financial terms or at all.

At December 31, 2018, we had €35.1 million of bank overdraft and short-term borrowings outstanding. In addition, while
we had €62.1 million of cash and cash equivalents at December 31, 2018, 29.4% of this amount was held by our Chinese subsidiaries,
which can be paid to us incurring withholding taxes. We cannot assure you that any refinancing or restructuring would be possible,
that any assets could be sold, or, if sold, of the timing of the sales or the amount of proceeds that would be realized from those sales.
We cannot assure you that additional financing could be obtained on acceptable terms, if at all, or would be permitted under the terms
of our various debt instruments then in effect. Our failure to generate sufficient cash flow to satisfy our existing and projected debt
obligations, or to refinance our obligations on commercially reasonable terms, would have an adverse effect on our business, financial
condition and results of operations.



The Company uses a securitization program to manage liquidity risk. Should such program be terminated, the
Company’s ability to manage such risk will be impaired — As a means to manage liquidity risk, in July 2015, the Company
entered into a non-recourse securitization agreement (the “Securitization Agreement”) with an affiliate of Banca Intesa (the
“Assignee”). Under the Securitization Agreement, the Company assigns certain customer receivables to the Assignee in exchange for
short-term credit, thereby providing the Company with an important and stable source of short-term funding. The Company’s ability
to continue using this tool to mitigate liquidity risk depends on the assigned receivables meeting certain credit criteria, one such
criterion being the continued solvency of the customers owing such receivables. If these criteria are not met, including, for example,
because the credit quality of the Company’s customers deteriorates, the Securitization Agreement may be terminated, thereby
depriving the Company of an important tool for managing liquidity risk.

The Group’s operations have benefited in 2018 and in previous years from temporary work force reduction
programs that, if not continued, may have an impact on the Group’s future performance — Due to the persistently difficult
business environment that has negatively affected the Group’s sales performance over the years, the Company has in recent years
entered into a series of agreements with Italian trade unions and the relevant Italian Ministry pursuant to which government funds
have been used to pay a substantial portion of the salaries of redundant workers who are subject to either layoffs (as in the case of
Cassa Integrazione Guadagni Straordinaria, or “CIGS,” an Italian temporary lay-off program) or reduced work schedules (as in the
case of the Solidarity Agreement, as defined below).

The agreements signed in recent years have been important. Between October 2013 and October 2015, 500 blue collar
workers voluntarily terminated their employment with Company, which led to a gradual reduction of redundant structural staff.

On March 3, 2015, the Minister of Labour and Social Politics signed new agreements in order to reduce the redundant
staff by reducing the working hours per day (the “Solidarity Agreement”). Pursuant to the Solidarity Agreement, a higher number of
workers, as compared to the Company’s current need, may continue to work at the Company, though with a salary reduction that is
less than proportional to the reduction in working hours (as a result of government financial support). On March 22, 2016, the
Solidarity Agreement was extended for a one-year period, expiring on May 1, 2017. On March 27, 2017, the Company and the trade
unions involved agreed to extend the Solidarity Agreement until December 2018.

In 2017, the Company had to reintegrate 166 workers by carrying out the reinstatement measures of the Bari Labour Court
that canceled the October 2016 dismissals.

The impact of the reintegration of these 166 workers was managed by the Company through the signing of a new
Solidarity Agreement, with the Minister of Labor and Social Politics and trade unions, which extends to all employees, including
reintegrated workers.

In December 2018, subject to obtaining any applicable authorizations, the Company, along with the Trade Unions and
Italian relevant authorities agreed to extend the Solidarity Agreement (reduced-work schedules) in force for a one-year period ending
in December 2019. In addition, parties signed an agreement to allow the Company to benefit from a temporary workforce reduction
program, called CIGS, involving up to 491 employees, for a period of 24 months in order to support the reorganization process. For
further information, please see “Item 5. Operating and Financial Review and Prospects”.

The Company’s inability to continue reducing redundant structural staff could have an adverse effect on our financial
condition, results of operations, and cash flows.

The Group’s operations may be adversely impacted by strikes, slowdowns and other labor relations matters —
Many of our employees, including many of the laborers at our Italian plants, are unionized and covered by collective bargaining
agreements. As a result, we are subject to the risk of strikes, work stoppages or slowdowns and other labor relations matters,
particularly in our Italian plants.

Any strikes, threats of strikes, slowdowns or other resistance in connection with our reorganization plan, the negotiation of
new labor agreements or otherwise could adversely affect our business as well as impair our ability to implement further measures to
reduce structural costs and improve production efficiencies. A lengthy strike that involves a significant portion of our manufacturing
facilities could have an adverse effect on our financial condition, results of operations, and cash flows.

We may not execute our Budget, successfully or in a timely manner, which could have a material adverse effect on
our results of operations or on our ability to achieve the objectives set forth in our plans — On February 8, 2019, the Board of
Directors adopted a budget for 2019. As set out in this Budget, we expect a slight return to profitability, by consolidating investments
made in the retail business through the expansion of our mono-brand stores (either directly or franchised operated) as well as focusing
primarily on a few selected primary customers with reference to our unbranded business, while continuing to implement efficiency
recovery actions in manufacturing and supply chain and a general cost control activity. The profitability of our operations depends on



the successful and timely execution of the Budget. The failure to successfully and timely achieve these objectives could result in a
failure to reduce costs and improve sales and, hence, generate losses for the Group.

A failure to offer a wide range of products that appeal to consumers in the markets we target and at different
price-points could result in a decrease in our future profitability — The Group’s sales depend on our ability to anticipate and
reflect consumer tastes and trends in the products we sell in various markets around the world, as well as our ability to offer our
products at various price points that reflect the spending levels of our target consumers. While we have broadened the offering of our
products in terms of styles and price points over the past several years in order to attract a wider base of consumers, our results of
operations are highly dependent on our continued ability to properly anticipate and predict these trends. The potential inability of the
Group to anticipate consumer tastes and preferences in the various markets in which we operate, and to offer these products at prices
that are competitive to consumers, may negatively affect the Group’s ability to generate future earnings.

In addition, with the vast majority of our revenue deriving from the sale of leather-upholstered furniture, consumers have
the choice of purchasing upholstered furniture in a wide variety of styles and materials, and consumer preferences may change. There
can be no assurance that the current market for leather-upholstered furniture will grow consistent with our internal projections or that
it will not decline.

Demand for furniture is cyclical and may fall in the future — Historically, the furniture industry has been cyclical,
fluctuating with economic cycles, and sensitive to general economic conditions, housing starts, interest rate levels, credit availability
and other factors that affect consumer spending habits. Due to the discretionary nature of most furniture purchases and the fact that
they often represent a significant expenditure to the average consumer, such purchases may be deferred during times of economic
uncertainty such as those being recently experienced in some of our markets, such as Europe, or the United States some years ago.

The furniture market is highly competitive — The Group operates in a highly competitive industry that includes a large
number of manufacturers. No single company has a dominant position in the industry. Competition is generally based on product
quality, brand name recognition, price and service.

The Group principally competes in the upholstered furniture sub-segment of the furniture market. In Europe, the
upholstered furniture market is highly fragmented. In the United States, the upholstered furniture market includes a number of
relatively large companies, some of which are larger and have greater financial resources than the Group. Some of the Group’s
competitors offer extensively advertised, well-recognized branded products.

Competition has increased significantly in recent years as foreign producers from countries with lower manufacturing
costs have begun to play an important role in the upholstered furniture market. Such manufacturers are often able to offer their
products at lower prices, which increases price competition in the industry. In particular, manufacturers in Asia and Eastern Europe
have increased competition in the lower-priced segment of the market. As a result of the actions and strength of the Group’s
competitors and the inherent fragmentation in some markets in which it competes, the Group is continually subject to the risk of losing
market share, which may lower its sales and profits.

Market competition may also force the Group to reduce prices and margins, thereby negatively affecting its cash flows.

The highly competitive nature of the industry means that we are constantly at risk of losing market share, which would
likely result in a loss of future sales and earnings. In addition, due to high levels of competition, it may not be possible for us to raise
the prices of our products in response to inflationary pressures or increasing costs, which could result in a decrease in our profit
margins.

We have identified a material weakness in our internal control over financial reporting which, if not remediated,
could have a material adverse effect on our reputation, business or ADS price — In reviewing the accounting for the significant
unusual transaction (“SUT”’) we completed in 2018 as part of a joint venture agreement with Kuka Furniture (Ningbo) Co., Ltd.
(“Kuka”) (see Note 10 to our consolidated financial statements included in Item 18 of this Annual Report on Form 20-F), our
management identified a deficiency in the effectiveness of our internal control over financial reporting. The deficient internal control
was intended to properly document and review (i) the appropriate accounting under IFRS of the recognition of revenue from the
licensing of Natuzzi’s trademarks to the joint venture Natuzzi Trading Shanghai (IFRS 15, B58) and (ii) the appropriate classification
under IFRS of Natuzzi Trading Shanghai as a joint venture of Natuzzi S.p.A.

As described under “Item 15. Controls and Procedures”, an inappropriate accounting policy was identified and corrected
before finalization and publication of our unaudited consolidated results as at and for the three months and full year ended December
31, 2018. Nonetheless, our management has concluded that the deficiency constitutes a material weakness in our internal control over
financial reporting and, as a result, internal control over financial reporting was not effective as at December 31, 2018.



A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting such that
there is a reasonable possibility that a material misstatement of our consolidated financial statements will not be prevented or detected
on a timely basis.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. We cannot assure you that
additional material weaknesses in our internal control over financial reporting will not arise in the future.

We have developed a plan to remediate this material weakness and believe, based on our evaluation to date, that this
material weakness will be remediated on a timely basis in 2019. Nevertheless, we cannot assure you that this will occur within the
contemplated timeframe. If we are unable to remediate the material weakness, our ability to record, process and report financial
information accurately, and to prepare financial statements within the time periods specified by the rules and forms of the Securities
and Exchange Commission, could be adversely affected. The occurrence of or failure to remediate the material weakness may, in the
event of similar significant unusual transactions in the future, have a material adverse effect on our reputation and business and the
market price of our ADSs and any other securities we may issue.

Fluctuations in currency exchange rates and interest rates may adversely affect the Group’s results — The Group
conducts a substantial part of its business outside of the Euro-zone and is exposed to market risks stemming from fluctuations in
currency and interest rates. In particular, an increase in the value of the Euro relative to other currencies used in the countries in which
the Group operates has in the past, and may in the future, reduce the relative value of the revenues from its operations in those
countries, and therefore may adversely affect its operating results or financial position, which are reported in Euro. In addition to this
risk, the Group is subject to currency exchange rate risk to the extent that its costs are denominated in currencies other than those in
which it earns revenues. In 2018, 64% of the Group’s revenue and almost 46% of its costs were denominated in currencies other than
the Euro. The Group also holds a substantial portion of its cash and cash equivalents in currencies other than the Euro, including a
large amount in Chinese Yuan (CNY or RMB, hereafter) received as compensation for the relocation of its Chinese manufacturing
plant in 2011. The Group is therefore exposed to the risk that fluctuations in currency exchange rates may adversely affect its results,
as has been the case in recent years. During 2018 through the first part of 2019, the foreign exchange markets have been subject to a
high degree of volatility, with the Euro currency strengthening over the major currencies, US dollar in particular, in which the Group
sells its products.

In addition, foreign exchange movements might also negatively affect the relative purchasing power of our clients which
could also have an adverse effect on our results of operations.

Although we seek to manage our foreign currency risk in order to minimize negative effects from rate fluctuations,
including through hedging activities, there can be no assurance that we will be able to do so successfully. Therefore, our business,
results of operations and financial condition could be adversely affected by fluctuations in market rates, particularly if these highly
volatile market conditions persist.

In the normal course of business, the Group also faces risks that are either non-financial or non-quantifiable. Such risks
principally include country risk, credit risk and legal risk. For more information about currency and interest rates risks, see Item 11,
“Quantitative and Qualitative Disclosures about Market Risk.”

The Group faces risks associated with its international operations — The Group is exposed to risks arising from its
international operations, including changes in governmental regulations, tariffs or taxes and other trade barriers, price, wage and
currency exchange controls, political, social, and economic instability in the countries where the Group operates, inflation and
exchange rate and interest rate fluctuations. Any of these factors could have a material adverse effect on the Group’s results.



The Group’s past results and operations have significantly benefited from government incentive programs, which
may not be available in the future — Historically, the Group derived significant benefits from the Italian Government’s investment
incentive programs for under-industrialized regions in Southern Italy, including tax benefits, subsidized loans and capital grants. See
“Item 4. Information on the Company—Incentive Programs and Tax Benefits.” In recent years, the Italian Parliament replaced these
incentive programs with an investment incentive program for all under-industrialized regions in Italy, which is currently being
implemented by the Group through grants, research and development benefits. There are no indications at this time that the Italian
Government will implement new initiatives to support companies located in under-industrialized regions in Italy. Therefore, there can
be no assurance that the Group will continue to be eligible for such grants, benefits or tax credits for its current or future investments
in Italy.

The Group has opened manufacturing operations in China, Brazil and Romania and in some cases was granted tax
benefits and export incentives by the respective governmental authorities in those countries. There can be no assurance that the Group
will benefit from such tax benefits or export incentives in connection with future investments.

Failure to protect our intellectual property rights could adversely affect us — We believe that our intellectual
property rights are important to our success and market position. We attempt to protect our intellectual property rights through a
combination of patent and trademark laws, as well as licensing agreements and third party nondisclosure and assignment agreements
or confidentiality and restricted use agreements. We believe that our patents, trademarks and other intellectual property rights are
adequately supported by applications for registrations, existing registrations and other legal protections in our principal markets.
However, we cannot exclude the possibility that our intellectual property rights may be challenged by others or that agreements
designed to protect our intellectual property will not be breached, or that we may be unable to register our patents, trademarks or
otherwise adequately protect them in some jurisdictions.

The Company relies on information technology to operate its business, and any disruption to its technology
infrastructure could harm the Company’s operations — We operate many aspects of our business including financial reporting,
and customer relationship management through server and web-based technologies. We store various types of data on such servers or
with third-parties who in turn store it on servers and in the “cloud”. Any disruption to the internet or to the Company’s or its service
providers’ global technology infrastructure, including malware, insecure coding, “Acts of God,” attempts to penetrate networks, data
theft or loss and human error, could have adverse effects on the Company’s operations. A cyber attack of our systems or networks that
impairs our information technology systems could disrupt our business operations and result in loss of service to customers. We have
a Business Continuity Plan and cybersecurity test designed to protect and preserve the integrity of our information technology systems
and the business continuity. Our ability to keep our business operating effectively depends on the functional and efficient operation of
our information, data processing and telecommunications systems, including our design, procurement, manufacturing, inventory, sales
and payment process. While we have invested and continue to invest in information technology risk management, cybersecurity and
disaster recovery plans, these measures cannot fully insulate the Company from technology disruptions or data theft or loss and the
resulting adverse effect on the Company’s operations and financial results.

The price of the Group’s principal raw materials is difficult to predict — In 2018, 83% of the Group’s total
upholstered net sales came from leather-upholstered furniture sales. The acquisition of cattle hides represented approximately 18% of
2018 total cost of goods sold. The dynamics of the raw hides market are dependent on the consumption of beef, the levels of
worldwide slaughtering, worldwide weather conditions and the level of demand in a number of different sectors, including footwear,
automotive, furniture and clothing.

The Group is dependent on qualified personnel — The Group’s ability to maintain its competitive position will depend
to some considerable degree upon the personal commitment of its founder, chief executive officer (“CEO”) and chairman of the
Company’s board of directors (the “Board of Directors”), Mr. Pasquale Natuzzi, as well as on its ability to continue to attract and
maintain highly qualified managerial, manufacturing and sales and marketing personnel. There can be no assurance that the loss of
key personnel would not have a material adverse effect on the Group’s results of operations.

Changes in tax laws may affect our results — We are subject to income taxes in Italy and other jurisdictions. Changes
in tax laws, regulations, or administrative practices in those jurisdictions, such as the recently-enacted U.S. tax reform legislation
commonly referred to as the U.S. Tax Cuts and Jobs Act of 2017 (the “2017 Tax Act”) could affect our financial position and results
of operations. The 2017 Tax Act has significantly changed the U.S. federal income tax rules applicable to U.S. corporations, including
by reducing the maximum statutory corporate income tax rate from 35% to 21% as of January 1, 2018. Accounting for the income tax
effects of the 2017 Tax Act requires significant judgments in interpretation of its provisions, which may be affected by additional
guidance that may be issued by the U.S. Treasury Department, the IRS, and standards-setting bodies. We have completed our
evaluation of the impact of the 2017 Tax Act on our U.S. operations and no material impact has arisen for the 2017 and 2018 financial
statements.
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Investors may face difficulties in protecting their rights as shareholders or holders of ADSs — The Company is
incorporated under the laws of the Republic of Italy. As a result, the rights and obligations of its shareholders and certain rights and
obligations of holders of its ADSs (as defined below) are governed by Italian law and the Company’s statuto (or the By-laws). These
rights and obligations are different from those that apply to U.S. corporations. Furthermore, under Italian law, holders of ADSs have
no right to vote the shares underlying their ADSs; however, pursuant to the Deposit Agreement (as defined below), ADS holders do
have the right to give instructions to BNY Mellon, National Association (“BNY” or the “Depositary’”’) the ADS depositary, as to how
they wish such shares to be voted. For these reasons, the Company’s ADS holders may find it more difficult to protect their interests
against actions of the Company’s management, board of directors or shareholders than they would if they were shareholders of a
company incorporated in the United States.

One shareholder has a controlling stake of the Company — Mr. Pasquale Natuzzi, who founded the Company and is
currently CEO and chairman of the Board of Directors, beneficially owns, as of April 19, 2019, an aggregate amount of 30,967,521
ordinary shares of the Company (the “Ordinary Shares”), representing 56.5% of the Ordinary Shares outstanding (61.6% of the
Ordinary Shares outstanding if the Ordinary Shares owned by members of Mr. Natuzzi’s immediate family—the “Natuzzi Family”—
are aggregated). As a result, Mr. Natuzzi has the ability to exert significant influence over our corporate affairs and to control the
Company, including its management and the selection of its board of directors. Since December 16, 2003, Mr. Natuzzi has held his
entire beneficial ownership of Natuzzi S.p.A. shares through INVEST 2003 S.r.1., an Italian holding company wholly-owned by
Mr. Natuzzi and with its registered office located at Via Gobetti 8, Taranto, Italy.

In addition, under the Deposit Agreement dated as of May 15, 1993, as amended and restated as of December 23, 1996,
and as of December 31, 2001 (the “Deposit Agreement”), among the Company, the Depositary, and owners and beneficial owners of
American Depositary Receipts (“ADSs”), the Natuzzi Family has a right of first refusal to purchase all the rights, warrants or other
instruments which BNY Mellon, as Depositary under the Deposit Agreement, determines may not lawfully or feasibly be made
available to owners of ADSs in connection with each rights offering, if any, made to holders of Ordinary Shares.

Because a change of control of the Company would be difficult to achieve without the cooperation of Mr. Natuzzi and the
Natuzzi Family, the holders of the Ordinary Shares and the ADSs may be less likely to receive a premium for their shares upon a
change of control of the Company.

Purchasers of our Ordinary Shares and ADSs may be exposed to increased transaction costs as a result of the
Italian financial transaction tax or the proposed European financial transaction tax — On February 14, 2013, the European
Commission adopted a proposal for a directive on the financial transaction tax (hereafter “EU FTT”) to be implemented under the
enhanced cooperation procedure by eleven Member States initially (Austria, Belgium, Estonia, France, Germany, Greece, Italy,
Portugal, Slovenia, Slovakia and Spain). Following Estonia’s formal withdrawal on March 16, 2016, ten Member States are currently
participating in the negotiations on the proposed directive. Member States may join or leave the group of participating Member States
at later stages and, subject to an agreement being reached by the participating Member States, a final directive will be enacted. The
participating Member States will then implement the directive in local legislation. If the proposed directive is adopted and
implemented in local legislation, investors in Ordinary Shares and ADSs may be exposed to increased transaction costs.

The Italian financial transaction tax (the “IFTT”) applies with respect to trades entailing the transfer of (i) shares or
equity-like financial instruments issued by companies resident in Italy, such as the Ordinary Shares; and (ii) securities representing the
shares and financial instruments under (i) above (including depositary receipts such as the ADSs), regardless of the residence of the
issuer. The IFTT may also apply to the transfer of Ordinary Shares and ADSs by a U.S. resident. The IFTT does not apply to
companies having an average market capitalization lower than €500 million in the month of November of the year preceding the year
in which the trade takes place. In order to benefit from this exemption, companies whose securities are listed on a foreign regulated
market, such as the Company, need to be included on a list published annually by the Italian Ministry of Economy and Finance. The
Company is not included in the list published on December 19, 2018 for transactions to be carried out in 2019. As a result of the IFTT,
investors in the Ordinary Shares and ADSs may be exposed to increased transaction costs. See “Taxation—Other Italian Taxes—The
Italian Financial Transaction Tax.”
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ITEM 4. INFORMATION ON THE COMPANY
Introduction

History and development of the company — Founded in 1959 by Pasquale Natuzzi, Natuzzi S.p.A. is Italy’s largest
furniture house and one of the most important global player in the furniture industry with an extensive manufacturing footprint and a
global retail network. Natuzzi is the best known lifestyle brand in the global furniture industry (Brand Awareness Monitoring
Report—Ipsos 2016). Continuous stylistic research, creativity, innovation, solid craftsmanship and industrial know-how and
integrated management throughout the entire value chain are the mainstays that have made Natuzzi one of the few players with global
reach in the furniture market. Natuzzi S.p.A. has been listed on the New York Stock Exchange since May 13, 1993. Always
committed to social responsibility and environmental sustainability, Natuzzi is ISO 9001 and 14001 certified (Quality and
Environment), OHSAS 18001 certified (Safety on the Workplace) and FSC® certified (Forest Stewardship Council). The Company
first targeted the U.S. market in 1983 and subsequently began entering other European markets. Natuzzi continues to focus its
attention on Brazil, Russia, India, China and other developing markets. Currently, the distribution network covers approximately 100
countries on five continents.

The brand portfolio of the Group is made of three main brands: Natuzzi Italia, Natuzzi Editions and Divani&Divani by
Natuzzi. For a detailed description of the brand and its target markets, please see “Strategy—The Brand Portfolio Strategy” and
“Products” below. The Group also offers unbranded products (also through its private label, Softaly) within a dedicated business unit
to meet the specific needs of key accounts.

As of March 31, 2019, the Group distributed its products as follows:

—  Natuzzi Italia: 220 Natuzzi Italia stores (of which 39 are directly operated by the Group), 12 Natuzzi Italia concessions (store-
in-store points of sale, directly managed by the Mexican subsidiaries of the Group, having closed in the first part of 2019 all the
concessions managed by the Company’s subsidiary located in the UK), and Natuzzi Italia galleries (store-in-store points of sales
managed by independent partners). The Natuzzi Re-vive® is an iconic product of Natuzzi Italia that is sold and distributed in
over 80 different markets.

—  “Natuzzi Editions”: 257 stores (of which 15 are located in Italy through the Divani&Divani by Natuzzi retail chain directly
managed by the Group) and galleries.

—  Private label: includes our unbranded and Softaly products and is currently marketed in North America, Europe, Brazil and the
Asia-Pacific region principally through a selected number of furniture retailers.

The Natuzzi Group presents its products at the world’s leading furniture fairs: I/ Salone del Mobile in Milan, Italy, IMM in
Cologne, Germany, Furniture Market in High Point, North Carolina, U.S., 100% Design in London, United Kingdom, among others.

On June 7, 2002, the Company changed its name from Industrie Natuzzi S.p.A. to Natuzzi S.p.A. The statuto (or the By-
laws) of the Company provide that the duration of the Company is until December 31, 2050. The Company, which operates under the
trademark “Natuzzi,” is a societa per azioni (joint stock company) organized under the laws of the Republic of Italy and was
incorporated in 1959 by Mr. Pasquale Natuzzi, who is currently the CEO, chairman of the Board of Directors and controlling
shareholder of the Company. Most of the Company’s operations are carried out through various subsidiaries that individually conduct
a specialized activity, such as leather processing, foam production and shaping or furniture manufacturing.

The Company’s principal executive offices are located at Via lazzitiello 47, 70029 Santeramo in Colle, Italy, which is
approximately 25 miles from Bari, in southern Italy. The Company’s telephone number is: +39 080 882-0111. The Company’s general
sales agent subsidiary in the United States is Natuzzi Americas, Inc. (“Natuzzi Americas”), located at 130 West Commerce Avenue,
High Point, North Carolina 27260. Natuzzi Americas telephone number is: +1 336 887-8300.

The SEC maintains an Internet site that contains reports, proxy and information statements, and other information

regarding issuers that file electronically with the SEC. The address of that site is www.sec.gov. The Company’s Internet address is
natuzzi.com
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Organizational Structure

Natuzzi S.p.A. is the parent company of the Natuzzi Group. As of March 31, 2019, the Company’s principal operating
subsidiaries were:

Percentage of

Name ownership Registered office Activity

Italsofa Nordeste S/A 100.00 Salvador de Bahia, Brazil @)
Natuzzi (China) Ltd. 100.00  Shanghai, China ()
Italsofa Romania S.r.1. 100.00 Baia Mare, Romania @)
Natco S.p.A. 99.99  Santeramo in Colle, Italy ()
LM.P.E. S.p.A. 100.00 Bari, Italy 3)
Nacon S.p.A. 100.00  Santeramo in Colle, Italy 4)
Lagene S.r.l. 100.00 Santeramo in Colle, Italy (4)
Natuzzi Americas Inc. 100.00 High Point, North Carolina, USA 4)
Natuzzi Iberica S.A. 100.00 Madrid, Spain (4)
Natuzzi Switzerland AG 100.00 Dietikon, Switzerland 4)
Natuzzi Germany Gmbh 100.00 Koln, Germany 4
Natuzzi Japan KK 100.00  Tokyo, Japan C))
Natuzzi Services Limited 100.00 London, UK 4)
Natuzzi Russia OO0 100.00 Moscow, Russia 4)
Natuzzi India Furniture PVT Ltd. 100.00 New Delhi, India 4
Natuzzi Florida LLC 51.00 High Point, North Carolina, USA “)
Natmex S.DE.R.L.DE.C.V 99.00 Mexico City, Mexico “)
Natuzzi France S.a.s. 100.00 Paris, France 4)
Softaly (Furniture) Shanghai Co. Ltd. 96.50 Shanghai, China “4)
Natuzzi Netherlands Holding 100.00 Amsterdam, Holland 5)
New Comfort S.r.l. 100.00 Santeramo in Colle, Italy (6)
Italsofa Shanghai Ltd. 96.50 Shanghai, China (6)
Natuzzi Trade Service S.r.1. 100.00  Santeramo in Colle, Italy (6)
Natuzzi Oceania PTI Ltd. 100.00  Sydney, Australia (6)

(1) Manufacture and distribution

(2) Intragroup leather dyeing and finishing

(3) Production and distribution of polyurethane foam
(4) Services and distribution

(5) Investment holding

(6) Dormant

See item 18 of this Annual Report for further information on the Company’s subsidiaries.
Strategy
Over the last several years, the Group has focused its efforts on brand strengthening, expanding its product offering and
retail network, and efficiency improvements in both procurement and operations. At the same time, the Group has implemented cost

control measures to streamline its headquarter related costs.

Additionally, we launched a new Group organization in July 2016 based on two business models and two Divisions
(Natuzzi Division and Softaly Division). Such strategy has stayed consistent throughout 2017 and 2018.

1) The Natuzzi Division — The Natuzzi Division has further developed its strategy as a widely-recognized, global
consumer brand whose footprint has existed for the past 10 years.

In 2018 the Natuzzi Division executed its plan to evolve into a direct-to-consumer business model, both organizationally
and operationally.

First of all, a new consumer-centric organization has been established to drive the entire go-to-market process, from R&D
to design, merchandising, brand communication, customer acquisition and customer value, supply chain, after sales service and

customer retargeting.
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With regard to customer acquisition worldwide, the direct-to-consumer business model has been accelerated through a
wide set of actions, which included:

—  fine tuning the retail format
. scaling the retail format of Natuzzi Italia stores in USA, EMEA and China;
. launching the retail format of Natuzzi Editions stores also in EMEA and USA,;
. redesigning the retail format of Divani&Divani by Natuzzi stores and preparing an accelerated expansion in 2019.

—  evolving the Merchandising Strategy of each format, in order to maximize both margins by product category and sales per
square foot;

—  launching new Brand campaigns for each brand;

— reaching out to consumers through the digital engagement, which includes:

. corporate websites for each brand;
. social media and digital campaigns;
. a cutting-edge HD 3D product configurator, both online and in-store;

—  evolving the marketing strategy from price-driven into value-driven promotions, which contributed to lower discounts and
higher margins;

—  redesigning the store experience across each format, in terms of layout, customer journey and visual merchandising;

—  rolling-out the selling ceremonies for retail excellence, which includes:

. customer engagement;
. higher customer acquisition (conversion rate);
. higher customer value (average purchase / average ticket);

— rolling-out a trade program to engage interior designers, architects and real estate developers, which contributed to enlarging
the customer audience and increasing the value of average purchases;

—  setting the foundations of Customer Retargeting (CRM), which has been launched in 2018;

— accelerating the upgrade of the existing third-party wholesale distribution network, by closing those accounts which did not
fit with our consumer brand strategy;

—  operating the existing retail network more efficiently with the aim of delivering enhanced like-for-like (i.e., considering
points of sale in operation during the comparable period of both 2019 and 2018) growth and overall profitability against 2018.

The execution of the above strategy is set to continue and be strengthened during 2019, in order to further nurture and
protect the Brand identity of each brand while strengthening the evolution towards a direct-to-consumer business model.

2) The second division is Softaly, our private label business, offering leather upholstery to the largest worldwide
wholesalers at a medium/low-end of the market. Softaly is the Group’s manufacturing project that devotes its foreign plants to the
business and customers at large retailers and department store resellers. This segment of the market is exposed to any other
competition offering uniquely a product “value” at specific market’s price positionings, which clearly affects our margins. In order to
get higher efficiencies, economies of scale and recover competitiveness in this division, we will continue to be focused on simplifying
the Softaly “industrial project”, re-engineering most of the Softaly models and developing new models according to modular platform
bases. Having gone through this process over the past year, we recently presented a new collection during the latest exhibitions in
Europe and the U.S. In 2018, the Softaly division grew in line with our expectation both in the Asia-Pacific and EMEA region,
whereas in the North American region it kept suffering from a downsizing and decline in sales of the most important key retailers in
that specific region combined with the Tariffs impact on the 4th Q’18.

The Company’s plan for this division is to focus on a few selected primary customers.

The implementation of these initiatives is a gradual process; therefore, immediate results are not expected.
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The Brand Portfolio Strategy — The Natuzzi Group, through its three brands, competes in all price segments of the
upholstered furniture market with an increasingly important offer of furnishings and accessories.

Precise market segmentation, clear brand positioning and clearly defined customer and consumer targets are intended to
enhance the Group’s competitive strengths in all market segments to gain market share through its different product lines:

a) Natuzzi Italia is sold mainly through the retail channel in monobrand stores, concessions and galleries in multi-brand
specialized stores and high-end department stores. The offer includes sofas designed and manufactured in Italy at the Company’s
factories, positioned in the high end of the market, with unique and customized materials, workmanship and finishes thanks to the
Natuzzi heritage of fine craftsmanship in the leather sofas segment. The Natuzzi Italia product line includes furnishings and
accessories for the living room and beds, bed linens and bedroom furnishings to further expand its product offerings.

b) Natuzzi Editions was initially designed specifically for the U.S. market. This collection includes a wide range of
leather upholstery products, targeting the medium/medium-high segment of the market and leveraging the know-how and high
credibility of the Natuzzi brand in the leather upholstery industry. Natuzzi Editions products are manufactured at the Group’s overseas
plants (Romania, China and Brazil), as well as in Italy, and are sold through monobrand stores and galleries. The retail and
merchandising format of Natuzzi Editions has evolved and now includes a wider offering of furnishings.

¢) Divani&Divani by Natuzzi represents the branded retail network of the Group in the Italian market, made of both
direct-owned stores and franchised stores.

Private label (Softaly division) is a key account program to compete mainly in the entry price segments of the market by
conducting business mainly through large distributors.

Improvement of the Group’s Retail Program and Brand Development — The Group has made significant
investments to improve its existing distribution network and strengthen its Natuzzi brand. The high level of recognition of the Natuzzi
brand among high-end consumers is the result of investments the Company has made over the past decade in its products,
communication, store experience and customer service. This consumer brand awareness encourages the Company to carry on its brand
development and further enhancement of the Group’s distribution network, in order to further increase consumers’ familiarity with the
Natuzzi brand, and their association of it as a high-end brand.

During 2018, the Group opened 36 Natuzzi Italia stores, 15 of which are located in China, 3 in the USA, 4 in United
Kingdom, 2 in France, 1 in Italy, 1 in Brazil, 10 in other markets worldwide.

Natuzzi Editions as well as the Divani&Divani by Natuzzi retail chains are characterized by a medium positioning in the
upholstery business. During 2018, the Group opened 56 Natuzzi Editions (40 of which in China) as well as 5 Divani&Divani by
Natuzzi stores.

Product Diversification and Innovation — The Group believes that it is crucial to display a coordinated product mix
through its “harmony maker” offer. The “harmony maker” offer is a branded package in accordance with the latest trends in design,
materials and colors, and includes high quality sofas, furnishings (including wall units, dining tables and chairs) and accessories, all of
which are developed mainly in-house and presented in harmonious and personalized solutions. The Group has taken a number of steps
to broaden its product lines, including the development of new models, such as modular and motion frames, and the introduction of
new materials and colors, including exclusive fabrics and microfibers. The Group believes that expanding its “harmony maker” offer
will strengthen its relationships with the world’s leading distribution chains, which are interested in offering branded packages. The
Group has also continued investing in the Natuzzi Style Center in Santeramo in Colle, Italy, to serve as a creative hub for the Group’s
design activities.
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Manufacturing
Our manufacturing facilities are located in China, Romania, Brazil and Italy.

Our Chinese plant is located in Shanghai, extending over 88,000 square meters, and has been in operation since 2011. As
of December 31, 2018, our Chinese plant employed 992 people, of whom 916 were laborers. It manufactures Natuzzi Editions and
private label products for the Americas (apart from South America) and for the Asia-Pacific market. In 2018, the Chinese plant
produced about 32% of the Group’s total consolidated upholstery revenue.

Our Romanian plant is located in Baia Mare, extending over 75,600 square meters, and has been in operation since 2003.
As of December 31, 2018, our Romanian plant employed 1,009 people, of whom 946 were laborers. It produces Natuzzi Editions and
private label products for EMEA. In 2018, the Romanian plant produced about 16% of the Group’s total consolidated upholstery
revenue.

Our Brazilian plant is located in Salvador De Bahia, extending over 28,700 square meters, and has been in operation since
2000. As of December 31, 2018, our Brazilian plant employed 232 people, of whom 172 were laborers.

Since the end of 2016, in addition to Natuzzi Revive, Natuzzi Editions and Private Label, the Brazilian plant also produces
the Natuzzi Italia brand for the Brazil and South America market. During 2017, due to the increase in production volumes, a fourth
and fifth moving line have been set up. The Group previously owned a Brazilian plant located in Pojuca, which it sold in 2015. For
further information on the sale of the Pojuca plant, see “— Manufacturing—Brazilian Production” below.

Our three Italian plants dedicated to the production of upholstered products and two warehouses are located in Santeramo
Jesce, Matera Jesce and Laterza, all of which are located either in or within a 25 kilometer radius of Santeramo in Colle, where the
Group’s headquarters are located. Collectively these sites extend over 120,000 square meters. As of December 31, 2018, these sites
employed 1,570 workers, the majority of whom were subject to the layoff program. See “Item 6. Directors, Senior Managers and
Employees—Employees.” With the exception of our Brazilian and South American markets, the Italian plants are the exclusive
producers of Natuzzi Italia products for the world market and, beginning in the first quarter of 2014, these plants began producing the
Re-vive performance recliner. In 2018, these plants generated about 47% of the Group’s total consolidated upholstery revenue.

In addition to these three Italian plants, we have two plants elsewhere in Italy: one dedicated to the production of leather
and another one dedicated to the production of flexible polyurethane foam, as further described below.

These operations retain many characteristics of hand-crafted production coordinated through a management information
system that identifies by number (by means of a bar-code system) each component of every piece of furniture and facilitates its
automatic transit and traceability through the different production phases up to the warehouse.

In recent years, the Group has been investing in the reorganization of its production processes, following the “Lean
Production” approach. We believe that ongoing implementation of these more efficient production processes will allow us to regain
competitiveness by reducing costs (both in terms of labor and consumption of materials) and improving the quality of our services (by
reducing defects and lead time for production).

The industrialization of the prototyped product lines was further defined in May 2011, and in December 2011 three new
production lines were completed in a new dedicated plant in Matera Jesce. We also moved the manufacturing of wooden frames,
which was originally carried out in the production site located in Santeramo in Colle, Italy, to the Matera Jesce plant, thus further
optimizing both productivity and logistics costs through a direct, in-loco integration of sofa assembly.

During 2012, these new moving lines were gradually introduced in all of the Group’s production facilities. In 2013, the
Group integrated the following production phases in the moving line production process within our plants:

—  direct integration with wood and foam suppliers to serve each plant according to daily needs (“just in time” supplying) with the
advantage of reducing the stock level for semi-finished goods; and

— leather cutting and sewing.

This upgrade in the industrial process allows us to better control every stage in the moving line sequence in terms of
quality, since every worker at every stage supervises the quality of the piece he receives from the immediately previous stage as well
as the piece he passes forward; should a quality issue arise, it must be resolved immediately before getting re-introduced into the
production chain. This on-the-spot product quality monitoring started to slightly reduce our defect claims rate and we expect further
improvement from this monitoring.
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Beginning in 2014, we have been designing a software program in cooperation with the University of Lecce that assists in
assigning models to the moving line to which they are best-suited and where production would be most efficient. In 2015, we
implemented the software in the Romanian plant. A final release was subsequently performed in Matera Jesce and soon after released
in China and Brazil.

Consistent with its commitments under the Italian Reorganization Agreements, the Company has reorganized its Italian
operations by closing its plant located in Ginosa, effective January 2014. This closure has allowed us to concentrate all upholstered
furniture production activities within just three facilities with the aim of reducing logistics costs and industrial costs.

The Company initially also planned to close its warehouse in Matera-La Martella, but, following the decision to execute
the covering-cutting phase within all of the Italian plants, thus reducing space available for products assembled, it decided not to close
it and to continue utilizing the Matera-La Martella plant as a general warehouse for sofas and accessory furnishings.

Furthermore, the Group also utilizes two facilities for the processing of leather (Natco S.p.A. (“Natco”), located in Udine),
and for the production of polyurethane foam (IMPE S.p.A. (“IMPE”), located near Naples).

The Group processes leather hides to be used as upholstery in its Udine plant whose main activities are leather dyeing and
finishing. The Udine facility, which had 145 employees as of December 31, 2018, of whom 122 were laborers, receives both raw and
tanned cattle hides, sends raw cattle hides to subcontractors for tanning, and then dyes and finishes the hides. Hides are tanned, dyed
and finished on the basis of orders given by the Group’s central office in accordance with the Group’s “on demand” planning system,
as well as on the basis of estimates of future requirements.

The movement of hides through the various stages of processing is monitored through our management information
system. See “Item 4. Information on the Company—Manufacturing—Supply-Chain Management.”

The Group produces, directly and by subcontracting, ten grades of leather in approximately 40 finishes and 280 colors.
The hides, after being tanned, are split and shaved to obtain uniform thickness and separated into “top grain” and “split.” Top grain
leather is primarily used in the manufacture of most Natuzzi Italia leather products, while split leather is used, in addition to top grain
leather, in the manufacture of some Natuzzi Italia products and most Natuzzi Editions products. The hides are then colored with dyes
and treated with fat liquors and resins to soften and smooth the leather, after which they are dried. Finally, the semi-processed hides
are treated to improve the appearance and strength of the leather and to provide the desired finish. The Group also purchases finished
hides from third parties.

The Group’s facility for the production of polyurethane foam, IMPE, employed 32 workers as of December 31, 2018, of
whom 19 were laborers, and is engaged in the production of flexible polyurethane foam, and also sells foam to third parties because
the facility’s production capacity is in excess of the Group’s needs. In 2012, IMPE obtained ISO 14001 certification in accordance
with the environmental policy of the Natuzzi Group and also improved safety conditions at the plant. As part of the Group’s efforts to
improve its production process, we have substituted some chemical compounds with more ecologically-friendly materials.

As a result of intensive research and development activity, the Company has developed a new family of highly resilient
materials. The new polymer matrix is safer than others available in the market because of its improved flame resistance, and it is more
environmentally-friendly because it can be disposed of without releasing harmful by-products and because the raw materials used to
make it cause a less harmful environmental impact during handling and storage.

Chinese Production: The original Chinese plant owned by the Group was subject to an expropriation process by local
Chinese authorities, since the plant was located on land that was intended for public utilities. Negotiations involving the expropriation
process began in 2009 and were concluded in 2011. The agreement setting for the payment of compensation for the expropriated plant
was signed with Chinese authorities on January 26, 2011. As compensation for this expropriation, the parties agreed upon a total
indemnity of CNY 420 million, which was equivalent to approximately €46.7 million based on the Yuan-Euro exchange rate as of
December 31, 2011. The Company collected the full amount of the indemnity payment from the local Chinese authorities in 2011.
During 2013, a second supplementary agreement was signed between the Company and the Shanghai Municipality, by which the
Company obtained the reimbursement (€8.7 million) of taxes due and paid on the 2011 relocation compensation.

The Group’s current production plant in Shanghai was made available in January 2011 to compensate for the reduction in
production capacity caused by the expropriation. The relocation process began in February 2011 and was completed, as planned, by
the end of May 2011, after equipment and machinery were moved to the new plant. The relocation resulted in worker turnover of
approximately 20% because of the distance of the new plant to the old one (approximately 35 kilometers).
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Brazilian Production: The Group owned two plants in Brazil that, in the past, have been used for the production of
upholstery for the Americas region. Due to the overall appreciation of the Brazilian Real against the U.S. dollar since these plants
were opened and a consequent decline in competitiveness, the Group decided to temporarily close the Pojuca plant (putting it up for
sale in 2010) and reduced the production capacity of the Salvador de Bahia plant to a level that is sufficient to serve only the Brazilian
market. In February 2015 the Group entered into a sale purchase agreement to sell the Pojuca plant to a Brazilian company. By the end
of 2015, the buyer paid the majority of the agreed sale price. The buyer completed the payment of the remainder of the agreed sale
price in January 2016.

In order to minimize the potential future effects of currency fluctuations and reduce supply lead times, our Brazilian
subsidiary began to increase its local sourcing in 2014.

Raw Materials — The principal raw materials used in the manufacture of the Group’s products are cattle hides,
polyurethane foam, polyester fiber and wood.

The Group purchases hides from slaughterhouses and tanneries located mainly in Italy, Brazil, India, Germany, other
countries in South America and Europe. The hides purchased by the Group are divided into several categories, with hides in the lowest
categories being purchased mainly in South America and India. The hides in the middle categories are purchased in Europe or South
America and hides in the highest-quality categories are purchased in Italy, Germany and the United Kingdom. The Group has
implemented a leather purchasing policy according to which a percentage of leather is purchased at a finished or semi-finished stage.
The Group purchases finished leather hides, which is leather that for either technical or price reasons is not processed by the Group’s
tanneries, from tanneries mainly located in Italy, Brazil and India. The finished leather suppliers ship their goods directly to the
destinations where the Group’s factories are located: Santeramo (Italy), Shanghai (China), Baia Mare (Romania) and Salvador Bahia
(Brazil). Hides purchased from Europe are delivered directly by the suppliers to the Group’s leather facilities near Udine, while those
purchased outside of Italy are delivered to an Italian port and then sent to Udine and inspected by technicians of the Group.

Management believes that the Group is able to purchase leather hides from its suppliers at reasonable prices as a result of
the volume of its orders, and that alternative sources of supply of hides in any category could be found quickly at an acceptable cost if
the supply of hides in such category from one or several of the Group’s current suppliers ceased to be available or were no longer
available on acceptable terms. The supply of raw cattle hides is principally dependent upon the consumption of beef, rather than on the
demand for leather.

During 2018, the prices for hides decreased by about 7% compared to 2017. According to historical trends, in 2018 the
price of raw hides reached the lowest level in the last ten years, even lower than the previous record low in 2009. The current situation
is quite uncertain, and due to the volatile nature of the hides market, there can be no assurance that current prices will remain stable or
that price trends will not rise in the future. See “Item 3. Key Information—Risk Factors—The price of the Group’s principal raw
materials is difficult to predict.”

The Group also purchases fabrics and microfibers for use in coverings. Both kinds of coverings are divided into several
price categories. Most fabrics are purchased in Italy from a dozen suppliers which provide the product at the finished stage.
Microfibers are purchased in Italy, South Korea and China through suppliers. Fabrics and microfibers are generally purchased from
suppliers pursuant to orders given every week specifying the quantity (in linear meters) and the delivery date.

The Group obtains the chemicals for the production of polyurethane foam from major chemical companies located in
Europe (including Germany, Italy and the United Kingdom) and the polyester fiber filling for its cushions from several suppliers
located mainly in Indonesia, China, Taiwan and India. The chemical components of polyurethane foam are petroleum-based
commodities, and the prices for such components are therefore subject to, among other things, fluctuations in the price of crude oil.
The chemical components prices increased significantly in 2018 compared with 2017 and strongly affected the prices of polyurethane
foam. During the last month of 2018, this trend stopped and a decreasing trend began and continued into early 2019. Within our
Romanian industrial plant, we have a woodworking facility that provides wooden frames.

The Group also offers a collection of home furnishing accessories (tables, lamps, rugs, home accessories and wall units in
different materials). Most of the suppliers are located in Italy and other European countries, while some hand-made products (such as
rugs) are made in India and China. The new collections of beds, bedroom furniture and bed linens are produced by Italian companies
that are external to the Group. Before any items are introduced into our collection, they are tested in accordance with European and
world safety standards. In the design phase particular attention is paid to the choice of innovative technological solutions that add
value to the product and ensure long lasting quality.
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Supply-Chain Management

The Logistics Department is responsible for monitoring the solutions in order to ensure their effectiveness. Additionally,
in order to improve access to supply-chain information throughout the Group, the Logistics Department utilizes a portal that allows it
and other departments (such as Customer Service and Sales) to monitor the movement of goods through the supply-chain. The
Company continues to invest in this area so as to continuously improve supply-chain tools and processes.

Production Planning (Order Management, Warehouse Management, Production, Procurement) — The Group’s
commitment to reorganizing procurement logistics is aimed to:

1) the development of a logistics-production model to customize the level of service to customers;

2) optimize the level of the size of the Group’s inventory of raw materials and/or components. A procedure was
implemented for the continuous monitoring of global finished products inventories in order to determine which in-stock goods are
currently not being sold as part of our existing collections (as a result of being phased-out) and enable the different commercial
branches to promote specific sales campaigns of these goods;

3) the implementation of the SAP system.
The Group also plans procurements of raw materials and components:

i) “On demand” for those materials and components (which the Group identifies by code numbers) that require a shorter
lead time for order completion than the standard production planning cycle for customers’ orders. This system allows the Group
to handle a higher number of product combinations (in terms of models, versions and coverings) for customers all over the
world, while maintaining a high level of service and minimizing inventory size. Procuring raw materials and components “on
demand” eliminates the risk that these materials and components would become obsolete during the production process; and

i) “Upon forecast” for those materials and components requiring a long lead time for order completion. The Group
utilizes a forecast methodology that balances the Group’s desire to maintain low inventory levels against the Sales Department’s needs
for flexibility in filling orders. This methodology was developed together with the Group’s Information Systems Department, in order
to create an intranet portal, called Advanced Planning and Optimization (“APO”). APO was launched in March 2011 for sales coming
from the North American and Asian-Pacific markets, under the supervision of a forecast manager and, beginning in June 2011, was
implemented worldwide. This tool currently supports corporate logistics, operations managers and sales managers in our efforts to
better forecast the future demand for the Group’s products and to improve communication between the Sales Department and the
Logistics Department, therefore reducing inventory levels and improving the availability of raw materials.

Since 2012, a new methodology concerning furnishing management has been introduced. A more efficient cooperation
with suppliers enabled the Group to handle furnishings components without storing them in our warehouses, resulting in improved
service and reducing inventory levels.

Lead times can be longer than those mentioned above when a high number of unexpected orders are received. Delivery
times vary depending on the place of discharge (transport lead times vary widely depending on the distance between the final
destination and the production plant).

All planning activities (finished goods load optimization, customer order acknowledgement, production and suppliers’
planning) are aimed to guarantee that during the production process, the materials are located in the right place at the right time,
thereby achieving a maximum level of service while minimizing handling and transportation costs.

Load Optimization and Transportation — The Group delivers goods to customers by common carriers. Those goods
destined for the Americas and other markets outside Europe are transported by sea in 40-foot high cube containers, while those
produced for the European market are generally delivered by truck and, in some cases, by railway. In 2018, the Group shipped 6,439
containers overseas and approximately 4,451 full load mega-trailer trucks to European destinations.

With the aim of decreasing costs and safeguarding product quality, the Group uses software developed through a research
partnership with the University of Bari and the University of Copenhagen that permits us to manage load optimization.

The Group relies principally on several shipping and trucking companies operating under “time-volume” service contracts

to deliver its products to customers and to transport raw materials to the Group’s plants and processed materials from one plant to
another. In general, the Group prices its products to cover its door-to-door shipping costs, including all customs duties and insurance
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premiums. Some of the Group’s overseas suppliers are responsible for delivering raw materials to the port of departure; therefore,
transportation costs for these materials are generally under the Group’s control.

Products

Products are mainly designed in the Company’s Style Center, but the Group also collaborates with international designers
for the conception and prototyping of certain products in order to enhance brand visibility, especially with respect to the Natuzzi Italia
product line.

New models are the result of a constant information flow from the market, in which preferences are analyzed, interpreted
and turned into a brief for designers in terms of style, function and price point. Designers draw the sketches of new products in
accordance with the guidelines they are provided and, through collaboration with the prototype department, approximately 70 new
sofa models are generally introduced each year. The diversity of customer tastes and preferences as well as the Group’s inclination to
offer new solutions results in the development of products that are increasingly personalized. More than 100 highly-qualified
employees conduct the Group’s research and development efforts from its headquarters in Santeramo in Colle, Italy.

The Group’s wide range of products includes a comprehensive collection of sofas and armchairs with particular styles,
coverings and functions, with more than two million combinations.

—  The Natuzzi Italia collection stands out for its choice of high quality materials and finishes, as well as for the creativity and
details of its design. As of December 31, 2018, this product line offered 120 models of sofas and armchairs and eight models of
beds. With respect to furniture coverings, the Natuzzi Italia collection has 10 leather articles in 80 colors and 28 softcover
articles in 138 colors. This collection also includes a selection of additional furniture pieces (such as wall units, coffee tables,
tables, chairs, lamps and carpets) and accessories (including vases, mirrors, magazines racks, trays and decorative objects) to
offer a complete suite of furnishings and with the aim of enabling the Group to develop a “lifestyle” brand.

—  The Natuzzi Editions collection consisted of 124 models as of December 31, 2018. This vast range of models covers all styles
from casual/contemporary to more traditional, suitable for all markets from Europe to Americas to Asia. The focus of Natuzzi
Editions is leather, and this line offers a wide range of 10 leather types available in 77 colors. In addition, a collection of eight
fabric articles available in 60 colors was added to the line.

—  The private label collection, as of December 31, 2018 had been significantly reduced to approximately 75 models, including
exclusive models for key accounts. The products are mainly offered in top grain leather, but are also available in Next Leather®
(a bonded leather that contains a minimum of 17 per cent of leather). In 2018, we began re-engineering our processes in an
effort to simplify both the industrial platforms and the production processes.

The Group operates in accordance with strict quality standards and has earned the ISO 9001 certification for quality and
the ISO 14001 certification for its low environmental impact. The ISO 14001 certification also applies to the Company’s tannery
subsidiary, Natco, located near Udine, Italy. The Group’s plants in Laterza and the Santeramo in Colle headquarters have also
received an ISO 9001 certification for their roles in design and production.

Innovation

Since the end of 2013, the Company has been implementing a new production model based on the Lean Production
principles.

The sofa production model, under which sofas were traditionally assembled in a department-based factory (or “Isle
Production” model), was subject to review with a view toward implementing moving line-based manufacturing processes, which
would lead to improvements in efficiency, quality and lead time. The moving line production model improves job area ergonomics by
splitting products into lighter pieces at individual phases and also coordinates workers by ensuring that they work at a similar pace.
The finished product tends to be of higher quality and produced more quickly. Tests and development of the moving line production
model at all stages of the production process still continue and are coordinated with our products design.

In the field of process and product innovation, the Group implemented since 2013 the Modular Industrial Platform
System, aimed at reducing manufacturing costs. Industrial platforms represent an industrial base common to many models that can be
technically and aesthetically modified in order to meet customers’ requests. The utilization of such platforms grants substantial
benefits in terms of product simplification (easy assembly), management (fewer codes to be managed), quality (fewer production
failures), and production costs (economies of scale), leading to an increase in competitiveness.
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Beginning in 2015, the Company implemented the following new programs and measures related to the product
development process and product design and engineering systems:

— It launched a holistic quality-based approach to control the quality of the product based on the Finite Element Method, paving
the way to reduce claims and to increase customer satisfaction regarding product durability;

— It established a dedicated comfort team, aimed to improve the ergonomic and comfort performance of the prototyped sofas, also
introducing Virtual Seating and Ergonomic IT solutions in order to increase the wellness comfort experience of customers;

— It implemented a 3D Designing System with the support of a product data management. The system increases the effectiveness
of the engineering team by reducing complexity, facilitating product development activities and testing platforms and the critical
quality points. The Company also improved the design for manufacture and assembly strategy for product development and
aligned it with the Lean Production System;

— It implemented an improved control system for the product development process introducing a visual management system,
making it possible to have a real time understanding of product development requests;

— It established an open innovation office with the aim to lead breakthrough innovations, procure innovative materials and
collaborate with third-party professionals at the most famous research institutes.

Management also continues to encourage innovation and new products by leveraging on the above-mentioned innovations
activities and adopting the most updated technology that exists in the sector.

In reference to the innovation process, we began to implement the moving line production system in our plants at the
beginning of 2014, and the system was implemented across all of our plants by the end of 2015. The following number of moving
lines are currently installed: 24 in China, 15 in Romania, 9 in Italy (4 in Jesce, 4 in Laterza and 1 in the experimental laboratory
located in the HQ) and 4 in Brazil.

As for the Chinese plant in particular, during the first part of 2014, the installation of the moving line production system
was not simultaneously accompanied by the development of an appropriate IT system to support moving line production. It also
lacked an appropriate training plan for workers who had to adapt their skills with the new moving line-based production model. For
these reasons and several others, namely, the need for a reduction in complexity, the unavailability of complete and functioning
moving lines, together with a production planning that was inadequate in terms of mix of products, caused a sharp decline in the
overall production efficiency and productivity of our Chinese plant. In response, beginning in July 2014, we created a dedicated team
(the “lean team”) whose main goal was to increase productivity, in particular through the:

— analysis of the main product platforms produced in different plants of the Group;
— diagnosis of these platforms, resulting in the elimination of underperforming models;

— simplification of production complexity, through the elimination of models, versions, coverings that turned out to be
underperforming;

— test and implementation, in collaboration with the University of Lecce, of a new software able to plan the production of all of
the Group’s plants, with the ultimate goal of increasing the degree of repetitiveness in production, so as to reduce the complexity
of production not only in individual plants but also in each production moving lines;

— use of an additional software necessary to define the best production sequence of models belonging to the same “family of
products” (i.e., having similar components and similar production times) to be assembled and determine a correct balance
between the various stations of the line.

We formally launched the above-mentioned activities in December 2014. These activities started to deliver encouraging
results since from their implementation in early 2015 and are currently part of the ordinary industrial process.

The lean team, with support from all of the departments, continued their activities to achieve these goals in 2015 and
2016. The results in terms of reducing complexity and standardizing the moving lines processes have been very encouraging. As a
result of their analysis, the Company formalized the progressive implementation of a “Last Planner”, a planning tool scheduling the
activity of every single moving line, in all Natuzzi’s plants starting from September 2015.

Furthermore, beginning in July 2014, an experimental laboratory for simulating all single phases within a typical moving
line was built at the headquarters in Santeramo in Colle. In this laboratory, our experts test ideas proposed by the lean team, with the
aim of improving production efficiency, productivity, quality of finished products and workstation ergonomics. The results were better
than expected, thanks also to the proactive involvement of people within this project. All of the ideas that have been tested
successfully in this laboratory are expected to be implemented in all of the Group’s industrial plants. Since 2015, this laboratory has
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tested many of the new models designed and the new work methodology, providing a strong hand in improving the efficiency and
product quality.

In the last 3 years, Natuzzi products have been, both, addressing consumer needs and employing Lean Production
practices. These are two elements that contribute to our continuous pattern of innovation that is vital to our business and that help us
develop products that stand out from those of our competitors and keep pace with changes in the marketplace and consumer needs.

In the past year, we continued to improve the Natuzzi platform system, which allows the Company to achieve a shorter
product development than in the past. Furthermore, the Company’s requirements concerning the testing and approval stages of our
products have become even more stringent through the utilization of a Finite Element Analysis-based software that simulates stress
conditions on materials and functions.

We are using all the resources to provide our customers with durable products and benefits in terms of availability in the
market and higher value products in terms of quality and functionality.

In addition, our research and development teams work to develop new high-tech structural materials, innovative foams
and fibers, ergonomic automated mechanisms and an appealing aesthetic design, intended to contribute to an increased wellness and
health experience.

The Company is still working in an “Open Innovation System”, which enables it to develop and strengthen relationships
with academia, external technology centers of excellence and suppliers, contributing to the development of the next generation of
sofas.

Once new design principles have been defined (i.e. typology and material selection for sofa frame, new foam features), a
re-engineering process starts on less profitable products. From the start of 2018 through the end of 2019, we intend to submit more
than 75 models (and relevant versions) to a deep technical review with the objective to reduce the value of BoM (Bill of Materials)
and production time, maintaining unchanged the aesthetic, comfort and mechanical features, in an effort to increase the margin and
profitability.

Specific focus is given to comfort and its certification. The whole evaluation process is based on an ergonomic-principle
conformity check (Gap Analysis), which includes carrying-out of several tests selected according to the required evaluation type and
performed in the corresponding ergonomic reference areas. Natuzzi carries out several types of ergonomic evaluations, including tests
performed by experts (ergonomic expertise carried out or supervised by Certified European Ergonomists), tests with real users,
suitably selected to represent the final users’ categories (e.g.: biomechanical analysis and usability/distraction tests, interviews, focus
groups), and CAD 3D evaluations and simulations. On the basis of the product type and the request, users are asked to interact with
the products by performing representative tasks of a physical (biomechanical interaction) or cognitive nature (cognitive ergonomics).
Such evaluations are carried out to determine the compliance of products with ergonomic principles and the requirements contained in
the sector technical standards, which may result in the Ergonomic Certification. As regards the physical usage of the products, several
factors are evaluated, including: correct sizing in connection with the users’ anthropometric variations, with reachability, with placing,
with viewing and visibility angles, with the presence of incongruous postures and strains due to the product characteristics and other
possible ergonomic-risk factors (e.g. weight, shapes, etc.) and to product physical components affecting usability (comfort, anti-
decubitus properties, etc.). An Ergonomic Report is issued at the end of every evaluation, detailing the normative standards applied,
the instruments and methods used and the results. If the customer also required the Ergonomic Certification, the product, process or
service compliance is assessed according to the technical standards requirements and acceptability criteria.

Research and development expenses, which include labor costs for the research and development department, design and

modeling consultancy expenses and other costs related to the research and development department, were €3.1 million in 2018 and
€4.5 million in 2017.
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Advertising

Natuzzi S.p.A. Marketing & Communication strategy has been built mainly with the goal to support revenues in each
distribution channel with different communication and media strategies per each branded product line.

We also launched the Natuzzi Digital (r)evolution project and continued to invest in our brand with special projects,
events, media partnerships and advertising on high end lifestyle magazines.

The marketing strategy is executed on monthly basis in the key countries (where each branded product line is distributed),
providing Natuzzi Italia and Divani&Divani by Natuzzi with promotional calls to actions, driven by a clear mission to encourage
qualitative traffic of consumers in each of our retail stores. Thanks to strong integration between the merchandising strategy and the
communication strategy, each marketing campaign advertises specific products, using a specific media kit to hit the right customer
audience that we find most widely active, following an in-depth digital analysis, in the catchment area of a specific store (directly
owned and licensed).

In reference to the Natuzzi Editions galleries, advertising was carried out with the help of the retail advertising kit: a
collection of templates that enables the direct advertising of the product lines in conjunction with the retailer’s brand.

The Group also invested in its online/multichannel digital strategy, making new websites for each brand with a better user
experience and with a more easy and efficient product customization journey. This was made possible thanks to the launch of a
3D HD product configurator developed by the internal Marketing & Communication Lab together with one of the best Italian
application development companies. The configuration application (also available online on our websites) was intended to help the
customer in its digital journey but already showed to be very helpful for the store staff (both in our stores and in our galleries) who are
now able to upsell and cross-sell items that are not available in the store but that can be powerfully seen by a customer on the tablet.

In conjunction with these digital platforms and tools, in 2018, media spending was about 60% of the Group’s total
advertising costs, becoming a fast growing and strong digital media advertiser. Digital advertising helped us to better plan, monitor,
measure and report the performances of each marketing campaign.

As a brand building strategy for Natuzzi Italia, we targeted high-end consumers, architects, designers, interior decorators
and young generations of influencers. The home-philosophy of Natuzzi Italia is narrated trough a communication campaign made with
internationally renowned photographers and advertised on the best interior design, fashion and lifestyle magazines (both printed and
digital).

Ultimately in order to “spread our message” in the design community we have set up projects and contents for it: in 2017
and 2018 in China we presented the “Natuzzi Designers Club”, a yearly contest made for design professionals and students, in

partnership with the best Chinese universities.

In Italy in 2017 and 2018 we partnered with the most influential design academies, sponsoring two classes that exercised
on R&D for projects suggested by Natuzzi: such as multi-functionality and versatility in small spaces.

In Brazil we have finalized also in 2018 a media partnership to launch an interior design contest in the Brazilian
Architects community.

Upon implementing these activities, we received positive press coverage, which showcased our stronger and most up-to-
date vision of Natuzzi in the design community.
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Retail Development

The Group has remained focused on achieving the objectives of its retail development plan in its most important markets
by opening new stores and closing/relocating those stores that have not met expected revenue goals.

The majority of Natuzzi Italia stores that the Company opened since 2017, or which the Company plans to open, currently
follow or will follow the new retail format. This format is aimed at addressing the expectations and spending power of a wider range
of consumers and continuing to provide consistent and satisfactory results.

The process of rationalization of the existing network is now close to the end, so that relocation and closing of existing
point of sales has become proportionally less relevant. New openings of all formats (stores and shops in shops for both Natuzzi Italia
and Natuzzi Editions) increased the overall network of 100 points-of-sale at worldwide level.

Most of the investment in Directly Operated Stores (“DOS”) for Natuzzi Italia has been focused on North America, with 3
new DOS in the USA (one each in Chicago, Costa Mesa and Ft. Lauderdale), and 3 full refits of existing stores in Mexico. There were
also three new DOS in EMEA (2 new stores in Paris and 1 in Westfield, London city commercial center). In April 2019 a new Natuzzi
Italia DOS was opened in Sarasota, FL, USA.

The Group achieved a boost to the retail development plan by the Joint Venture the Company signed for the Greater China
territory, where 17 Natuzzi Italia stores as well as 52 Natuzzi Editions Stores openings took place during 2018.

Brazil and South America provided additional growth opportunities, with 1 Natuzzi Italia store opening and 9 Natuzzi
Editions store openings last year.

The Group designed a new Retail Concept for the Divani&Divani by Natuzzi chain in Italy that has been tested in 3
locations. Company expectations are to increase number of openings within 2019 also leveraging on this new design.

The UK Market continues to increase in importance for Natuzzi as demonstrated by 4 new franchised Natuzzi Italia store

openings and 2 franchised Natuzzi Editions store openings in 2018. Concessions in UK has been closed at the beginning of this year
due to our inability to accomplish our Retail Development strategy goals with this kind of store format in the UK.

Markets

The Group markets its products internationally as well as in Italy. Historically, the distribution of the Group’s product has
been in the wholesale channel, which still represents a significant portion of the entire business.

The Company continues to re-organize its distribution in all its commercial regions, in order to better exploit market
opportunities all over the world. This reorganization includes expanding its retail presence to increase visibility of the Natuzzi brand’s

product lines.

The following tables show the number of Group stores as of December 31, 2018 according to our principal geographic areas.

Divani&Divani

STORES Natuzzi Italia Natuzzi Editions by Natuzzi TOTAL
United States and Canada 13 1 — 14
Americas®  Other Americas 15 41 — 56
Total Americas 28 42 — 70
Europe (ex Italy) 72 6 5 83
Italy 5 — 71 76
EMEA Middle East, Africa and India 27 1 — 28
Total EMEA 104 7 76 187
. . China 61 131 — 192
Asia-Pacific Other Asia-Pacific 24 5 — 29
Total Asia-Pacific 85 136 — 221
TOTAL 217 185 76 478

H Includes the United States, Canada and Latin America (including Brazil) (collectively, the “Americas”).
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As of December 31, 2018, there were 19 Natuzzi Italia concessions, of which were 7 located in United Kingdom and 12 in
Mexico. The concessions are store-in-store concept selling Natuzzi Italia products, and are managed directly by the Company’s
subsidiaries located in the United Kingdom and U.S., respectively.

The following table shows the Group’s consolidated revenue of core products (including sales of upholstery sofas, beds as
well as furnishings) broken down by geographic market and Business Division for each of the years indicated:

2018 2017
Americas® 135.1 33.2% 1509 35.7%
NALUZZIP)...c.iiieeiie ettt st e ettt e 101.4 24.9% 109.4 25.9%
SOTEALY ...ttt e e e e 33.7 8.3% 41.5 9.8%
EMEA® 195.2 47.9%  196.3 46.4%
NALUZZIP)....oiiiiii e e s 140.1 34.4% 139.4 32.9%
SOTEALY ...ttt e e e e 55.1 13.5% 56.9 13.5%
Asia-Pacific 76.9 18.9% 75.9 17.9%
NALUZZIP) ..o e s 71.4 17.5% 69.8 16.5%
SOTEALY ...ttt e e et e e 5.5 1.3% 6.1 1.4%
Total 407.2 100.0%  423.1 100.0%

(1) Includes the United States, Canada and Latin America (including Brazil) (collectively, the “Americas”).

(2) The “Natuzzi” brand includes the Group’s four lines of product: Natuzzi Italia, Natuzzi Editions, Divani&Divani by Natuzzi and
Natuzzi Re-Vive. Starting from the second half of 2014, upholstered net sales under the “Natuzzi” brand also includes net sales
of beds sold under the Natuzzi Italia line.

(3) Due to a reorganization of our sales department, India is included in the EMEA region.

The following table shows the number of seats sold of the Group broken down by geographic market and Business
Division for each of the years indicated:

Leather and Fabric Upholstered Furniture, Net Sales (in seats)

2018 2017
Americas® 439,729 352% 504,171 38.4%
NALUZZIP)....oiiiiii e 275,371 22.0% 301,605 23.0%
SOTEALY ...ttt 164,358 13.1% 202,567 15.4%
EMEA® 658,348 52.7% 641,567 48.9%
NATUZZIP)....ooiiiiiic e 322,851 25.8% 322,741 24.6%
SOTEALY ...ttt 335,497 26.8% 318,826 24.3%
Asia-Pacific 152,069 12.2% 166,711 12.7%
NALUZZIP)...coiiieciiee ettt ettt 122,037 9.8% 129,632 9.9%
SOTEALY ... 30,032 2.4% 37,079 2.8%
Total 1,250,146 100.0% 1,312,449 100.0%

(1) Includes the United States, Canada and Latin America (including Brazil) (collectively, the “Americas”).

(2) The “Natuzzi” brand includes the Group’s four lines of product: Natuzzi Italia, Natuzzi Editions, Divani&Divani by Natuzzi and
Natuzzi Re-Vive. Starting from the second half of 2014, upholstered net sales under the “Natuzzi” brand also includes net sales
of beds sold under the Natuzzi Italia line.

(3) Due to a reorganization of our sales department, India is included in the EMEA region.

In 2018, the Group derived 47.9% of its core business (including sales of upholstery sofas, beds and furnishings) from the
EMEA region, 33.2% from the Americas (Brazil included), and 18.9% from the Asia-Pacific region.

1. The Americas.

In 2018, net sales of products of our core business (leather and fabric-upholstered furniture and beds, as well as
furnishings) in the United States and the rest of the Americas (including Brazil) were €135.1 million, down 10.5% compared to 2017,
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partially negatively affected by currency exchange rate fluctuations, and the number of seats sold decreased by 12.8%, to 439,729 in
2018.

In particular, net sales from our Natuzzi branded products were €101.4 million, down 7.3% versus 2017.

Sales from our Softaly division were €33.7 million, down 18.9% compared to 2017. The Softaly division was affected by
difficult retail conditions experienced in the North American market, as some of our historical partners are restructuring their retail
assets, resulting in a reduction of their points of sales. In order to avoid competing solely on the basis of market price, the Company
has decided to focus primarily on a few selected primary customers going forward.

The Group’s principal customers are major retailers. The Group advertises its products to retailers and, recently, to
consumers in the United States, Canada, and Latin America (excluding Brazil) both directly and through the use of various marketing
tools. The Group also relies on its network of sales representatives and on the furniture fairs held at its High Point, North Carolina,
offices each spring and fall to promote its products.

Natuzzi Americas maintains offices in High Point, North Carolina and provides Natuzzi S.p.A with agency services. The
staff at High Point provides customer service, trademarks and products promotions, credit collection assistance, and generally acts as
the customers contact for the Group. As of March 31, 2019, the High Point North Carolina operation had 53 employees. In addition,
such Company has 11 independent sales representatives.

All of our commerecial activities in Brazil are overseen from our Salvador de Bahia facility. The Group’s commercial
structure in Brazil has been reinforced over the years by an increase in personnel, from 12 representatives in 2012 to 24 as of the end
0f 2018. 2018 sales in Brazil were €14.2 million. As of March 31, 2019, in Brazil there were 6 Natuzzi Italia stores, 38 Natuzzi
Editions stores, in addition to both Natuzzi Editions and Natuzzi Italia galleries.

As a result of the focus to the Brazilian high-end consumer market, the Group currently distributes a Natuzzi Italia “made
in Brazil” collection, entirely manufactured in Brazil and dedicated exclusively to the South American market.

In 2016, the Group acquired 7 Natuzzi Italia stores all located in Florida. In December 2016, the Company established a
new trading subsidiary located in Mexico, Natmex S.DE.R.L.DE.C.V. (“NATMEX"). In January 2017, NATMEX signed an
agreement with the Sandler family — owners of Muebleria Standard — its current partner for the distribution of Natuzzi products in
Mexico. Under the agreement, NATMEX acquired the three existing Natuzzi Italia stores from Muebleria Standard. The stores are
located in Mexico City-Altavista, Guadalajara and Monterrey. In addition to the directly operated stores, NATMEX sells in the
Mexican market through 12 directly managed Natuzzi Italia concessions in Palacio de Hierro, a high-end retailer having shopping
malls in excellent locations throughout Mexico. In June 2017, the Company opened its new North American retail store in West Palm
Beach, Florida. During 2018, the Company opened three new DOS in the USA, namely one in Chicago, one in Los Angeles-Costa
Mesa and one in Philadelphia. These new stores are part of the strategy announced in 2016 to open Company managed stores in high
traffic and prime retail locations, showcasing the new store design, merchandising concept and overall Natuzzi consumer experience.

As of March 31, 2019, the Company operated in the Americas 15 DOS (of which 12 were in the U.S. and three were in
Mexico), and 12 concessions located in Mexico, all of them under the Natuzzi Italia name. As of the same date, there were also 13
Natuzzi Italia stores operating in the Americas that are owned by local dealers (6 in Brazil, two in Venezuela, one in each of the U.S.,
Argentina, Colombia, Panama and Dominican Republic). Furthermore, as of the same date, there were 42 franchised Natuzzi Editions
stores, of which 38 were located in Brazil and one in each of the U.S., Argentina, Paraguay and Peru.

2. EMEA.

During 2018, the Group continued to consolidate its position in Western Europe, and increase its presence in Eastern
Europe, the Middle East, Africa and India (collectively, “EMEA”), by investing mainly in mono-brand stores and galleries. Net sales
of our core business in EMEA (including Italy) were €195.2 million in 2018, down 0.6% compared to 2017, with the number of seats
sold increasing by 2.6%, to 658,348 in 2018. Natuzzi branded sales amounted to a total of €140.1 million in 2018 (up 0.5% from
2017), and private label net sales decreased by 3.3% to €55.1 million.

2a) Italy. Since 1990, the Group has sold its upholstered products within Italy principally through the Divani&Divani by
Natuzzi franchised network of furniture stores. As of March 31, 2019, there were 64 Divani&Divani by Natuzzi stores (of which 15
directly operated by the Company), and five Natuzzi Italia stores (of which four directly operated by the Company) located in Italy.

2b) Europe (Outside Italy). The Group expands into other European markets mainly through stores (local dealers,

franchisees or directly operated stores). As of March 31, 2019, 85 stores were operating in Europe: 5 under the Divani&Divani by
Natuzzi, all located in Portugal; 72 were under the Natuzzi Italia name (15 in each of the United Kingdom, 13 in Spain, six in each of
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France and Turkey, four in each of the Czech Republic and Russia, three in Switzerland, two in each of Bosnia, the Netherlands, and
Ukraine and one in each of Armenia, Azerbaijan, Croatia, Cyprus, Greece, Hungary, Kosovo, Latvia, Malta, Poland, Romania, Serbia,
Slovakia, Slovenia and Uzbekistan). As of the same date, there were eight Natuzzi Editions of which four located in the UK, two in the
Czech Republic and one in each of the Croatia and Serbia. Of these stores, 20 were directly owned by the Group as of March 31, 2019
and all were operated under the Natuzzi Italia name: 11 in Spain, four in the UK, three in Switzerland, and two in France. During the
first months of 2019, the Company decided to close all the 8§ UK based concessions that were operating under the Natuzzi Italia name.

2¢) Middle East, Africa and India. As of March 31, 2019, the Group had a total of 28 Natuzzi Italia stores in the Middle
East, Africa and India region: six in each of India and Israel, three in each of Saudi Arabia and the United Arab Emirates, and one in
each of Algeria, Bahrain, Egypt, Ivory Coast, Jordan, Kuwait, Lebanon, Pakistan, Qatar and Sri Lanka. In addition, one Natuzzi
Editions store was operating in Israel. All of these stores are operated by franchised partners.

In January 2012, following the worsening of the European Union’s diplomatic relations with Iran and Syria, the Company
decided to cease all business relations with these two countries.

No impairment issue arose following the cessation of business relations with those two countries. The Group had no sales
in Iran or Syria in 2018, 2017 and 2016. Our prior interests and activities in Iran or Syria were not a material investment risk, either
from an economic, financial or reputational point of view. The Group has not had, nor does it plan to have, any commercial contacts
with the governments of Iran or Syria, or with entities connected with such governments.

The Group has never generated sales in Sudan or North Korea or Cuba.

3. Asia-Pacific Region.

In 2018, net sales of our core business in the Asia-Pacific region were €76.9 million, up 1.3% from 2017, and the number
of seats sold decreased 8.8%, to 152,069 in 2018. Natuzzi branded sales increased by 2.3% to €71.4 million, and private label sales
decreased by 10.0% to €5.5 million.

The general strategy for the Natuzzi brand is to further expand the store network throughout the region, with a strong
emphasis on the Chinese market.

The Group’s commercial part of the business throughout the Asia-Pacific region was run by Natuzzi Trading (Shanghai)
Co., Ltd. until July 27, 2018. On that date, the Company announced the completion of the transactions (the “Closing”) contemplated
by the joint venture agreement, signed in March 2018, between the Company and Kuka Furniture (Ningbo) co., Ltd. (“Kuka”). As a
result of the Closing, the Company’s wholly-owned Chinese subsidiary, Natuzzi Trading (Shanghai) Co., Ltd. (“Trading Co.”) has
become a joint venture in which each of the Company and Kuka now owns a 49% and a 51% stake, respectively. Kuka invested a total
of €65 million to acquire its stake in Trading Co.

This joint venture is aimed at expanding the Company’s retail network in Mainland China, Hong Kong and Macau (the
“Territory”). Trading Co. will distribute the Natuzzi Italia and Natuzzi Editions branded products through a network of single-brand
directly operated stores and franchised operated stores in the Territory, as well as through online stores.

As of March 31, 2019, 87 franchised Natuzzi Italia stores were operating in the Asia-Pacific market: 63 in China, eight in
Australia, six in Taiwan, three in each of Hong Kong and in South Korea, and one in each of Indonesia, Philippines, Singapore and
Thailand. In addition, as of the same date, the Group had 137 Natuzzi Editions stores, of which 132 located in China, two in Vietnam,
and one in each of Hong Kong Thailand and Taiwan. Following the execution of this joint venture in China, the 11 Natuzzi Editions
Directly Operated Stores (“DOS”) were transferred to Trading Co. and, consequently, are no longer considered in the consolidated
financial statements.

The Group also maintains galleries in the Asia-Pacific region under the Natuzzi Italia and Natuzzi Editions.

Customer Credit Management

The Group maintains an active credit management program. The Group evaluates the creditworthiness of its customers on
a case-by-case basis according to each customer’s credit history and information available to the Group. Throughout the world, the
Group generally utilizes “open terms” in 70% of its sales and obtains credit insurance for 74% of this amount; about 8% of the
Group’s sales are commonly made to customers on a “cash against documents” and “cash on delivery” basis; and lastly, about 22% of
the Group’s sales are supported by a “letter of credit” or “payment in advance.” In July 2015, the Company signed a 5-year non-
recourse (pro-soluto) assignment of trade receivables with a major Italian financial company by means of a securitization program.
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Incentive Programs and Tax Benefits

Historically, the Group derived benefits from the Italian Government’s investment incentive program for under-
industrialized regions in Southern Italy, which includes the area that serves as the center of the Group’s operations. The investment
incentive program provides tax benefits, capital grants and subsidized loans. There can be no assurance that the Group will continue to
be eligible for such grants, benefits or tax credits for its current or future investments in Italy.

In 2013, The Company took part in a businesses temporary association (4Associazione Temporanea di Imprese) (“ATI”),
under a program called “MAIND” that aims to share Research, Development and Training expenses that relate to eco-innovative
materials and advanced technologies for the manufacturing and construction industries. By taking part in ATI, the Company hopes to
receive grants by the Italian Government covering its investments in the moving line of its Italian plants. In November 2014, The
Italian Ministry of Education, University and Research accepted the request for a grant from ATI, and in particular, granted Natuzzi
S.p.A. €0.6 million to cover almost all of its expenses presented under this experimental research and development project. In 2015,
the Company, through the company that leads the ATI, presented to the Italian Ministry of Economic Development a statement of
expenses totaling €0.2 million related to the personnel in the research and development department, as well as training expenses in
moving line. In 2017, the Company collected €0.1 million from the Italian Ministry of Education, University and Research. In 2018,
the Company presented to the Italian Ministry of Economic Development a further statement of expenses under this program totaling
€0.8 million. In July 2018, the Company collected an additional €0.1 million from the Italian Ministry of Education, University and
Research. As of the date of this Annual Report, the Company has not yet been informed by the relevant Italian Ministry of the timing
of collection of the remaining part of the grant.

In September 2015, the Company presented to the Italian Ministry of Economic Development a €49.7 million investment
program for industrial development, which is composed of six programs, including programs in research and development and for
upgrading its Italian facilities located in the Puglia and Basilicata Regions. In 2015, the Company formally requested that the Italian
Ministry of Economic Development grant is €37.3 million from public incentives. Initially, the total amount of €49.7 million was
composed of €27.7 million to upgrade the Italian plants located in Puglia and Basilicata Regions, and the remaining part of
€22.0 million is for innovation, research and development expenses. On September 23, 2015, the Company entered into a formal
agreement (the “Developing Contract”) with the Ministry of Economic Development (Ministero dello Sviluppo Economico) and the
governments of the Puglia and Basilicata regions reflecting this investment. On January 23, 2017, following its review of such
program, the Italian Ministry of Economic Development reduced the amount of investments from €49.7 million to €37.8 million, of
which €27.6 million has been allocated to upgrade the Italian plants located in Puglia and Basilicata Regions and €10.2 million has
been allocated for innovation, research and development expenses. As a consequence, grants from public incentives were reduced
from €37.3 million to €26.9 million. The expected grant should be represented by €11.0 million as a capital grant and €15.9 as
subsidized loan. The Company has already begun the planned investment activity and, specifically, in 2016, invested €5.0 million, and
in 2017 a further €2.0 million. In January 2018, the Ministry issued a decree for the Company to sign. The Company, following the
unfavorable judgement by the Bari Labor Court, which required the Company to re-employ 166 workers, decided not to sign such
decree since the conditions set forth by the decree, among which is an obligation not to fire workers for a 10-year period—are
considered by the Company to be too onerous. Negotiations on such labor issue with the relevant Ministry are still ongoing. On
March 5, 2019, the Company presented to the Ministry of Economic Development an updated document concerning the Developing
Contract. As of the date of this Annual Report, the Ministry of Economic Development has not yet provided the Company with an
official reply. See Note 21 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

In 2018, the Company took part in a business temporary association (4ssociazione Temporanea di Societa) (“ATS”),
under a program called “M2H- Machine to Human” that aims to share Research and Development expenses related to leather
processing. This program was designed and coordinated by the University of Lecce. Such program was presented by the ATS to the
Puglia region in March 2017. In October 2017, the Puglia region accepted the request for a grant in favor of the ATS and in particular
granted Natuzzi S.p.A. €0.7 million to cover almost entirely the expenses presented under this project. In particular, the Company
intends to utilize a new technology that will automatically classify the raw hides (wet blue) according to the degree of imperfections.
This stage of the leather processing is currently carried out by workers rather than machines. The Company has not yet been informed
as for the timing of collection of such grants.
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Management of Exchange Rate Risk

The Group is subject to currency exchange rate risk in the ordinary course of its business to the extent that its costs are
denominated in currencies other than those in which it earns revenues. Exchange rate fluctuations also affect the Group’s operating
results because it recognizes revenues and costs in currencies other than Euro but publishes its financial statements in Euro. The
Group also holds a substantial portion of its cash and cash equivalents in currencies other than the Euro. The Group’s sales and results
may be materially affected by exchange rate fluctuations. For more information, see “Item 11. Quantitative and Qualitative
Disclosures about Market Risk.”

Trademarks and Patents

The Group’s products are sold under the Natuzzi, Natuzzi Italia, Natuzzi Editions, Natuzzi Re-vive, Softaly
trademarks. These trademarks and certain other trademarks, such as Divani&Divani by Natuzzi, have been registered in all
jurisdictions in which the Group has a commercial interest, such as Italy, the European Union and elsewhere. In order to protect its
investments in new product development, the Group has also undertaken the practice of registering certain new designs in most of the
countries in which such designs are sold. The Group currently has approximately 910 design patents and patents (registered and
pending) and approximately 17,500 design patents and patents by model and by country/jurisdiction (the same model may be
registered in more than one country and/or jurisdiction). Applications are made with respect to new product introductions that the
Group believes will enjoy commercial success and have a high likelihood of being copied.

In 2013, the Natuzzi Group launched Re-vive®, an innovative armchair that was the result of a collaborative effort between
Natuzzi’s Style Center and the Formway Design Studio of Wellington, New Zealand. The Re-vive® recliner combines style and
comfort, Italian artisan expertise and innovative New Zealand design. This innovative armchair is internationally protected by several
patents covering both its shape and all of its components. In particular, the design patent was filed in 40 countries, while the
mechanism patent was filed and will be prosecuted in 8 countries. Natuzzi has entered into a 20-year licensing agreement, signed in
January 2011, with Formway that allows it to utilize the design and mechanisms developed for the Re-vive armchair in exchange for a
licensing fee, payable in installments, and royalties representing a percentage of sales of the armchair.

As for the distribution of the products that are manufactured in the Group’s plants and identified under various names
(Natuzzi Italia, Natuzzi Editions, Natuzzi Re-vive), the Group has in place with its customers (retailers and/or wholesalers) business
agreements under the form of a sales license (product supply and brand usage license).

Furthermore, the Group also has supply agreements in place with large wholesalers for the supply of private label
products that are manufactured by the Group’s industrial plants outside of Italy.

Regulation

The Company is incorporated under the laws of the Republic of Italy. The principal laws and regulations that apply to the
operations of the Company—those of Italy and the European Union—are different from those of the United States. Such non-U.S.
laws and regulations may be subject to varying interpretations or may be changed, and new laws and regulations may be adopted,
from time to time. Our products are subject to regulations applicable in the countries where they are manufactured and sold. Our
production processes are regularly inspected to ensure compliance with applicable regulations. While management believes that the
Group is currently in compliance in all material respects with such laws and regulations (including rules with respect to environmental
matters), there can be no assurance that any subsequent official interpretation of such laws or regulations by the relevant governmental
authorities that differs from that of the Company, or any such change or adoption, would not have an adverse effect on the results of
operations of the Group or the rights of holders of the Ordinary Shares or the owners of the Company’s ADSs. See “Item
4. Information on the Company—Environmental Regulatory Compliance,” “Item 10. Additional Information—Exchange Controls”
and “Item 10. Additional Information—Taxation.”

Environmental Regulatory Compliance

The Group, to the best of its knowledge, operates all of its facilities in compliance with all applicable laws and
regulations.
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Insurance

The Group maintains insurance against a number of risks. The Group insures against loss or damage to its facilities, loss
or damage to its products while in transit to customers, failure to recover receivables, certain potential environmental liabilities,
product liability claims and Directors and Officer Liabilities. While the Group’s insurance does not cover 100% of these risks,
management believes that the Group’s present level of insurance is adequate in light of past experience.

Description of Properties

The location, approximate size and function of the principal physical properties used by the Group as of March 31, 2019

are set forth below:

Size

Country Location (approximate

square meters)
Italy...... Santeramo in Colle (BA) 27,000
Italy...... Santeramo in Colle (BA) 2,000
Italy...... Santeramo in Colle, Jesce (BA) 28,000
Italy...... Matera La Martella 38,000
Italy...... Matera, Jesce 10,000
Italy...... Laterza (TA) 10,300
Italy...... Laterza (TA) 10,000
Italy...... Laterza (TA) 16,000
Italy...... Qualiano (NA) 12,000
Italy...... Pozzuolo del Friuli (UD) 21,000
U.S.A... High Point, North Carolina 10,000
Romania Baia Mare 75,600
China.... Shanghai 88,000
Brazil.... Salvador de Bahia — Bahia 28,700

Function

Headquarters, prototyping, showroom
(Owned)

Experimental laboratory: Leather cutting,
Sewing, Assembling wooden parts for
frame, product assembly (Owned)

Sewing and product assembly (Owned)
General warehouse of sofas and accessory
furnishing (Owned)

Leather cutting, Sewing, Assembling
wooden parts for frame, product assembly
(Owned)

Leather and fabrics Warehouse, Leather
and fabrics cutting, (Owned)

Sewing, Assembling wooden parts for
frame, product assembly (Owned)
Semi-finished products and accessories
Warehouse (Owned)

Polyurethane foam production (Owned)
Leather dyeing and finishing (Owned)
Office and showroom for Natuzzi Americas
(Owned)

Leather cutting, sewing and product
assembly, manufacturing of wooden
frames, polyurethane foam shaping,
fiberfill production and wood and wooden
product manufacturing (Owned)

Leather cutting, sewing and product
assembly, manufacturing of wooden
frames, polyurethane foam shaping,
fiberfill production (Leased)

Leather cutting, sewing and product
assembly, manufacturing of wooden
frames, polyurethane foam shaping,
fiberfill production (Owned)

Production
Capacity per

day
N.A.

100
800
N.A.

350

N.A.
500

N.A.

46
11,000

N.A.

1,477

1,600

210

Unit of
Measure

N.A.

Seats

Seats

N.A.

Seats

N.A.
Seats

N.A.

Tons
Square Meters

N.A.

Seats

Seats

Seats

The Group believes that its production facilities are suitable for its production needs and are well maintained.
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Capital Expenditures

The following table sets forth the Group’s capital expenditures for each year for the two-year period ended December 31,
2018:

Year ended December 31, (millions of Euro)

2018 2017
Land and plants.........cccceevveeieecieneecieeienieie e 0.7 0.7
EqQUipment........cccooveviiiiiieieeienecee e 6.6 6.0
INtangible aSSetS......cceevueriiereriereeie et 0.9 1.2
TOtal e 8.2 7.9

Capital expenditures during the last two years were primarily made to make improvements to property, plant and
equipment and for the expansion of the Company’s retail network. In 2018, capital expenditures were primarily made to make
improvements at the Group’s existing facilities, in particular in Italy for the improvement of the Group’s retail facilities. The
Company made these capital expenditures as part of the Developing Contract (as defined in “Item 4. Information on the Company—
Incentive Programs and Tax Benefits” and further described below). As of the date of this Annual Report, the Company has not been
officially informed yet by the Government as for the amount and timing of possible government grants and subsidized loans for such
investments.

As of April 20, 2019, the Company has spent €1.1 million on capital expenditures since January 1, 2019.

The Group expects that capital expenditures in 2019 will be in the region of €4.2 million. Capital expenditures in 2019 are
expected to be financed mainly through improved cash flow from operations.

ITEM 4A. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion of the Group’s results of operations, liquidity and capital resources is based on information
derived from the audited Consolidated Financial Statements and the notes thereto included in Item 18 of this Annual Report. These
financial statements have been prepared in accordance with IFRS and are included in Item 18 of this Annual Report. All information
that is not historical in nature and disclosed under “Item 5—Operating and Financial Review and Prospects” is deemed to be a
forward-looking statement. See “Item 3. Key Information—Forward Looking Information.”

The following discussion should be read in conjunction with our audited consolidated financial statements and their
accompanying notes included elsewhere herein. Such consolidated annual financial statements are our first financial statements
prepared in accordance with IFRS. Pursuant to the transitional relief granted by the SEC in respect of the first-time application of
IFRS, no comparative information in respect to the consolidated financial statements and no financial information prepared under
IFRS for the year ended December 31, 2016 have been included in this annual report. Consequently, no discussion is included for the
year 2016. See Note 1 and 43 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

Critical Accounting Policies and estimates

Use of Estimates — The significant accounting policies used by the Group to prepare its financial statements are
described in Note 4 to the Consolidated Financial Statements included in Item 18 of this Annual Report. The application of these
policies requires management to make estimates, judgments and assumptions that are subjective and complex, and which affect the
reported amounts of assets and liabilities as of any reporting date and the reported amounts of revenues and expenses during any
reporting period. The Group’s financial results could be materially different if different estimates, judgments or assumptions were
used. The following discussion addresses the estimates, judgments and assumptions that the Group considers most material based on
the degree of uncertainty and the likelihood of a material impact if a different estimate, judgment or assumption were used. Actual
results could differ from such estimates, due to, among other things, uncertainty, lack or limited availability of information, variations
in economic inputs such as prices, costs, and other significant factors including the matters described under “Risk Factors.”

Impairment of non-financial Assets — Management reviews non-financial assets, including intangible assets with
estimable useful life, goodwill and equity-method investees, for impairment whenever changes in circumstances indicate that the
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carrying amount of the assets may not be recoverable and would record an impairment charge if necessary. For impairment testing,
assets are grouped together into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or Cash Generating Units (hereinafter also CGUs). Following IAS 36, recoverability of
assets or CGUs to be held and used is measured by a comparison of the carrying amount of an asset to the recoverable amount, which
is the higher of the estimated fair value less costs to sell or of future discounted net cash flows expected to be generated by the asset or
CGU. Future discounted net cash flows are significantly impacted by estimates of future prices for our products, capital needs,
economic trends and other factors. If the carrying value of an asset or CGU is considered impaired, an impairment charge is recorded
for the amount by which the carrying value of the asset or CGU exceeds its estimated recoverable amount, in relation to its use or
realization, as determined by reference to the most recent corporate plans. Assets not in use/to be disposed of are reported at the lower
of their carrying amount and their fair value less costs to sell. Estimated fair value is generally determined through various valuation
techniques including quoted market values and third-party independent appraisals, as considered necessary. The Company analyzes its
overall valuation and performs an impairment analysis of its non-financial assets in accordance with IAS 36.

Due to a market capitalization that falls below the carrying amount of the Company, and history of operating loss and
revenue decline, management has performed impairment tests on certain non-financial assets where losses have been generated. The
fair value analysis of each non-financial asset is unique and requires that management use estimates and assumptions that are deemed
prudent and reasonable for a particular set of circumstances. Management believes that the estimates used in the analyses are
reasonable; however, changes in estimates could affect the relevant valuations and the recoverability of the carrying values of the
assets. The cash flows employed in our 2018 discounted cash flow analyses for impairment analysis of non-financial assets, were
based on the budget approved by the board of directors on February 8, 2019.

While management believes its estimates are reasonable, many of these matters involve significant uncertainty, and actual
results may differ from the estimates used. The key inputs and assumptions that were used in performing the 2018 impairment test for

the main CGUs are as follows:

Year Ended Dec. 31,2018

Net book value
of the asset
after impairment Sales
test CAGR
CGU Cash flows (thousands of €) G WACC 2019-23
Italy - production sites Discounted 32,525 0.5% 10% 6%
Italy - assets not in use Third-party independent appraisal 16,011 n/a n/a n/a

G — estimated long-term growth rate from “Damodaran Online” at http://pages.stern.nyu.edu/~adamodar/
WACC — Weighted Average Cost of Capital
Sales CAGR — Sales Compound Annual Growth Rate

The compound annual growth rate for sales for Italian production sites is based on the five-year business plan.

The deterioration of the macroeconomic environment, retail industry and the deterioration of our performance, could
affect our Italian production CGU. In performing the impairment analysis management has performed a sensitivity analysis, which
results in a discounted cash flow exceeding the carrying amount of the CGU with an adequate cushion.

As of December 31, 2018 and 2017, the Company did not record an impairment loss for its non-financial assets.

Recoverability of Deferred Tax Assets — Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the accounting in the consolidated financial statements of existing assets and
liabilities and their respective tax bases, as well as for losses available for carrying forward in the various tax jurisdictions. Deferred
tax assets are recognised to the extent that it is probable that future taxable profits will be available. Deferred tax assets and liabilities
are calculated using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in the period
that includes the enactment date.

In assessing the feasibility of the realization of deferred tax assets, management considers whether it is probable that some
portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the periods in which those temporary differences become deductible and the tax loss
carried-forwards are utilized. Estimating future taxable income requires estimates about matters that are inherently uncertain and
requires significant management judgment, and different estimates can have a significant impact on the outcome of the analysis.
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In 2018 and 2017, because domestic companies and some of foreign subsidiaries realized significant pre-tax losses and
were in a cumulative loss position, management did not consider it probable that the deferred tax assets of those companies would be
realized in the scheduled reversal periods (see Note 36 to the Consolidated Financial Statements included in Item 18 of this Annual
Report). In making its determination that a deferred tax asset was required, management considered the scheduled reversal of deferred
tax liabilities and tax planning strategies but was unable to identify any relevant tax planning strategies available to increase the
recognition of the deferred tax assets.

Changes in the assumptions and estimates related to future taxable income, tax planning strategies and scheduled reversal
of deferred tax liabilities could affect the recoverability of the deferred tax assets. If actual results differ from such estimates and
assumptions the Group financial position and results of operation may be affected.

Provisions — The Group makes estimates and judgements in relation to the provisions for legal and tax claims, service
warranties and one time termination benefits for certain employees. Provisions for legal and tax claims, service warranties and one
time termination benefits for certain employees are recognised when the group has a present legal or constructive obligation as a result
of past events, it is probable that an outflow of resources will be required to settle the obligation and the amount can be reliably
estimated. Provisions are not recognised for future operating losses. Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the same class of obligations may be small.
Provisions are measured at the present value of management’s best estimate of the expenditure required to settle the present obligation
at the end of the reporting period. The discount rate used to determine the preset value is a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the liability. The increase in the provision due to the passage of time
is recognised as interest expense.

Actual results related to such provisions may differ significantly from the estimates, due to, among other things,
uncertainty, lack or limited availability of information and variation in economic inputs.

Fair value of Natuzzi Trading (Shanghai) Co. Ltd. — Following the transaction occurred with Kuka, as fully disclosed
in Note 10 to the Consolidated Financial Statements included in Item 18 of this Annual Report, the Company has lost control over its
former subsidiary Natuzzi Trading (Shanghai) Co. Ltd. In accordance with IFRS 10, the Company has recognized the 49% retained
interest in its former subsidiary at its fair value, which was estimated utilizing a third-party independent appraiser, by applying a
discounted earnings technique. Such fair value is therefore based on significant inputs that are not observable in the market. Actual
results related to such fair value may differ significantly from the estimate, due to, among other things, uncertainty of the significant
assumptions (i.e. forecasted sales), lack of historical information and variation in economic inputs.

Non-GAAP Financial Measures

We monitor and evaluate our operating and financial performance using several non-GAAP financial measures including:
Adjusted EBITDA and Net Financial Position.

We believe that these non-GAAP financial measures provide useful and relevant information regarding our performance
and our ability to assess our financial performance and financial position. They also provide us with comparable measures that
facilitate management’s ability to identify operational trends, as well as make decisions regarding future spending, resource
allocations and other operational decisions. While similar measures are widely used in the industry in which we operate, the financial
measures we use may not be comparable to other similarly titled measures used by other companies nor are they intended to be
substitutes for measures of financial performance or financial position as prepared in accordance with IFRS.

Adjusted earnings before interest, tax, depreciation and amortisation (Adjusted EBITDA)

Management has presented the performance measure Adjusted EBITDA because it monitors this performance measure at
a consolidated level and it believes that this measure is relevant to an understanding of the Group’s financial performance. Adjusted
EBITDA is calculated by adjusting profit from continuing operations to exclude the impact of taxation, net finance costs, depreciation,
amortisation, government grants related to depreciation and share of profit of equity method investees.

Adjusted EBITDA is not a defined performance measure in IFRS. The Group’s definition of Adjusted EBITDA may not
be comparable with similarly titled performance measures and disclosures by other entities.
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The following table shows the reconciliation of Adjusted EBITDA to profit (loss) for the years ended December 31, 2018

and 2017.

2018 2017
Profit (Loss) fOr the YT ..........cooiiiiiie ettt st e et e et e e steeeteesaaeeseeeennaesaneeeeean 33,119 (30,845)
TINCOIMIE tAX EXPEIISE. ...veeeuetiiteiiteeit ettt ettt ettt sttt e eab ettt et ea et et e e bt e e bt e et e e sateesbbe et eesabeenbaeenneesaneenanean 7,429 2,886
Profit (LOSS) DEIOTE tAX ...ecvieuiiiiieiiieiie ettt ettt ettt et s bt bttt esatesbesabesbeesbeeabenseenbesaeenbeeneen 40,548 (27,959)
AJUSTMIENIES TOT7 ...ttt sttt ettt st et et e bt e be e st e s bt ent e e st e e bt et e eneenbe e et sbee st e enbesbeentesebesteenne
—INEt fINANCE INCOME/(COSES) cuvrrrrirrrerieieerierieeteeteeteestesteestesseesteessesseessesssesssasseassassaessasseessesssesssessesssessesssesssessseses (66,296) 4,004
—Share of profit (10ss) of eqUItY-MEthOd INVESTEES .....vecvieieeeieiieiieteieet ettt ettt sre e eraebesebesraenes 290 —
DIEPTECIALION  ...c.ieteateetei ettt sttt st s bttt ea et et she et ea b e et e s bt e a e bt et e e at e a e et e e ae et e et e sheeeheenbeeheenbesheeshaenes 10,154 10,861
N 11 16) 5 1T 15 o) 1 NPT 910 1,569
—GOVETIIMIENIE IANES. .. .eeutieuietietiitiesteettestteteeteesbeetteettesteestesteen bt ebtes st enbesatenbeentesee s eenseentenseeasebeesseenbesstensesebenseenes (1,061) (1,068)
Adjusted EBITDA . ........ccoccooiiiiiiiiit ettt ettt ettt et ettt et eb et st bttt sb et st ea e ae s enenes (15,455)  (12,593)

Adjusted EBITDA is presented by management to aid investors in their analysis of the performance of the Group and to
assist investors in the comparison of the Group’s performance with that of other companies.

Net Financial Position
Net Financial Position is defined as “Cash and cash equivalents”, less “Bank overdraft and short-term borrowings”, less

“Current portion of long-term borrowings”, less “Long-term borrowings”.

The following table sets forth the calculation, in millions of Euro, of Net Financial Position for the years ended
December 31, 2018 and 2017.

2018 2017
Cash and Cash EQUIVAIETILS .......c.eecieiiieriiiieeieieect ettt ettt ettt estaetbeetaesbeesbeeteesbeessesseasseessanseensesssesssensaessensennsensens 62.1 55.0
Bank overdraft and ShOTt-term DOITOWINES ......cc.cevtiriiriiiiieieriiert ettt sttt sttt et ettt e st et e st enbeeneseees (35.1) (26.0)
Current portion 0f 10NZ-1EIM DOTTOWINGS......c..eecvertieriiitiertiesieeterteeiesteeteeaesseereeteesteessesseeseesseseessesssessaesseessensesssessens (10.6) (4.8)
LONGETIIN DOITOWINES ....evveuveentiettetieteeiteteesesstesseestesssesseessesseessesssesssesseassenseessesssessesssesssensesnsensesssesssesseessenssessesssessns (10.4) (20.9)
Net Financial Position 6.0 33

We believe our Net Financial Position provides useful information for investors because it gives evidence of our
consolidated position either in terms of net indebtedness or net cash by measuring our capital resources based on cash and cash
equivalents and the total level of our financial indebtedness.

Results of Operations

Summary — In 2014, the Group started a thorough reorganization process covering its industrial, sales and service
operations. The first signs of efficiency recovery were achieved in 2015 and the process has continued in 2016 with an almost break-
even operating margin. In 2017 and 2018, the Company continued to invest resources to set up its retail and marketing organization
worldwide and restructure its overhead costs.

On July 27, 2018, the joint venture agreement with KUKA Furniture (Ningbo) Co., Ltd. (“Kuka™) was finalized and
consequently the Company’s wholly owned subsidiary, Natuzzi Trading Shanghai Co. Ltd., was deconsolidated. As a consequence of
this disposal, the Company accounted for a non recurring income under the “Gain from disposal and loss of control of a subsidiary”
caption within the statement of profit or loss, for a total of €75.4 million.

Including this non recurring income, Profit attributable to the Owners of the Company in 2018 was €33.3 million.

As of December 31, 2018, cash and cash equivalents for the Group was €62.1 million, from €55.0 million at the end of
2017, and the Group’s Net Financial Position was positive by €6.0 million compared to €3.4 million at the end of 2017.
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The following table sets forth certain statement of profit or loss data expressed as a percentage of revenue for the years

indicated:

Year Ended December 31,

2018 2017
REVEIUE «....coviiniiiiiiiiictcetctce ettt e et 100.00% 100.00%
COSt OF SIS ...vieuieeeieiieeie ettt ettt ettt b e b s e saeenaeseae e 71.9% 70.9%
Gross Profit .......cccooiiiiiiiiiii e e 28.1% 29.1%
OthET INCOME ....vveevieeieeie sttt eie e ettt e et et e ste s e s b e seesseseesseeseesesenes 1.4% 0.4%
SEIlING CXPENSES.....veeenrieiieteeeirieeie ettt ettt ettt eee sttt eae st eseebesae e eeeeeenes 26.8% 26.3%
AdMINISrAtiVe EXPEIISES -...vneevrenieuierieietienieteeiteseetceeeteeteeeeseesaeseeseeseenesnesseenes 8.2% 8.0%
Impairment on trade receivables............ccccveircieiiiriiiiiniecceeiceceecee e 0.2% 0.3%
OthET EXPEIISES ....ceneenieneeiienieteiteieites ettt ettt ese et et be et et eseeseeneeseeneenes 0.1% 0.0%
OPerating loss...........oooueiiiiiiiii e -5.9% -5.3%
NEt fINANCE COSES...uieuiriiriieiiitiiteeetieteie ettt ettt et ene e 15.5% 0.9%
Share of profit/(loss) of equity-method INVeStees ...........coveerereeenineeenenne. 0.1% 0.0%
INCOME tAX EXPENSE.....eevveieiiiiiiieiie ettt e s 1.8% 0.6%
Profit/(Loss) for the year.............ccccoooiiiiiiiiinii e 7.7% -6.9%

The Company intends to follow its vision and strategy for the future by pursuing two parallel paths to gain new market
share and increase profitability: 1) the transformation of the Company into a lifestyle brand coupled with the extension of its mono-
brand store network mainly in U.S., China, the UK and some European Countries, and ii) focusing on selected customers within the
unbranded/private label business.

2018 Compared to 2017

Revenue for 2018, including sales of leather and fabric-upholstered furniture and other sales (principally sales of
polyurethane foam and leather sold to third parties as well as of accessories), were €428.5 million, down 4.5% from 2017, negatively
affected by currency exchange rate fluctuations.

Sales of upholstery furniture and home furnishing accessories (“core business”) were €407.1 million, down 3.8%
compared to 2017, as a result of the 6.2% decrease in upholstery furniture net sales (at €365.3 million), partially offset by the 24.4%
increase in home furnishing accessories sales (at €41.7 million). The 6.2% decrease in upholstery furniture net sales was due
principally to a 4.7% decrease in terms of seats sold, and to a 3.0% negative currency translation, partially offset by price-list increase
and a positive sales mix contribution (+1.5%).

Other sales (sales of polyurethane foam and other goods) were €21.4 million in 2018, versus €25.8 million in 2017.
The Group distributes worldwide its products through the following two divisions:

1) The Natuzzi Division includes Natuzzi Italia, Natuzzi Editions and Divani&Divani by Natuzzi products distributed through
both the Company’s directly operated network as well as third-party operated points of sales. This division addresses the
medium/high-end segment of the market; and

2) The Softaly division, selling unbranded products exclusively through the wholesale channel and addressing the low-end
segment of the market.

1) Natuzzi Division

2018 net sales of this division were €312.9 million, down 1.8% compared to 2017, as a result of the 7.3% decrease in sales
from the Americas, partially offset by the increase in sales from the EMEA and the Asia-Pacific regions (+0.5% and +2.3%
respectively).

Within the Natuzzi division, Natuzzi Italia net sales increased by 7.6% over 2017 and represents 35.6% of the entire
Group’s core business (as compared to 31.8% in 2017). The Divani&Divani by Natuzzi network grew by 5.1% over 2017. On the
contrary, Natuzzi Editions net sales decreased by 11.1% over 2017, due, in particular, to weak performance in some European
Countries.
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1.a) Natuzzi Division: Direct Retail

Within the above-mentioned Natuzzi division, the Group directly operates points of sales (including stores and
concessions) under both Natuzzi Italia and Divani&Divani by Natuzzi name.

During 2018, the Group opened 6 Natuzzi Italia DOS, of which 3 in the U.S. (Chicago, Costa Mesa California and Fort
Lauderdale Florida), two in France both located in Paris, and one in the UK (London Westfield).

As of the date of this Annual Report, there are 67 DOS, of which 40 operated under the Natuzzi Italia name, 15
Divani&Divani by Natuzzi and 12 Natuzzi Italia concessions (these being all located in Mexico, as the Company closed in the first
part of 2019 all the United Kingdom based concessions that were operating under the Natuzzi Italia name).

As disclosed during 2018, following the execution of the joint venture agreement in China, the 11 Natuzzi Editions
Directly Operated Stores (“DOS”) were transferred in July 27, 2018 to the joint venture vehicle and deconsolidated since that date. In
2018, Group’s total direct retail sales were €63.0 million (including sales generated by the 11 Natuzzi Editions DOS in China through
July 27, 2018), and €56.5 million in 2017 (including sales generated by the 11 Natuzzi Editions DOS in China during the twelve
months of the year).

For a more direct comparison, we will no longer consider these 11 Natuzzi Editions in this section.

In 2018 sales from our directly operated retail network (excluding the 11 Natuzzi Editions in China) were €57.1 million,
up 14.3% compared to 2017, with positive results mainly from U.S. (+46.8%), Italy (+4.0%), Switzerland (+10.9%). Sales from our
UK-based points of sale decreased by 21.6% mainly due to the restructuring activity in that region. Direct Retail sales represented
14.0% of our 2018 core business.

Natuzzi Italia DOS sales increased 17.9% to €43.7 million and Divani&Divani by Natuzzi DOS sales increased by 3.8%
million at €13.4 million.

2018 sales on a like-for-like basis (i.e., considering points of sale in operation for both full-year 2018 and 2017) were
€44.1 million, up 6.2% from €41.5 million in 2017, thanks, in particular, to the performance of our DOS located in the USA (+20.6%),
Italy (+6.1%) and Switzerland (+15.9%) and Spain (+1.6%).

1.b) Natuzzi division: wholesale

Natuzzi Sales generated by the wholesale channel (Natuzzi franchised operated stores, or “FOS”, and other selling
formats), were €255.8 million, down 4.8% from €268.6 million in 2017.

Within this wholesale channel, Natuzzi [talia sales were €101.3 million, up 3.7%, Natuzzi Editions sales were
€139.0 million, down 11.1%, and sales from Divani&Divani by Natuzzi network were €15.5 million, up 6.3% compared over 2017.

The Company has recently launched a new store concept for the Natuzzi Editions business in Cardiff, Wales, and
Glasgow, Scotland.

2) Softaly wholesale division

Sales generated by this division, addressing the low-end segment of the market, were €94.2 million, down 9.9% from
€104.5 million in 2017.

The Softaly business in 2018 has been particularly affected by the difficult retail conditions experienced in the North
American market, as some of the Company’s historical partners are restructuring their retail assets, resulting in a reduction of their
points of sales. Due to the price-based competition affecting this segment of the furniture industry, the Company’s plan for this
division is to focus on a few selected primary customers.

Cost of Sales in 2018 was €308.3 million (or 71.9% as a percentage of revenue), as compared to €318.4 million (or 70.9%
of revenue) in 2017.

In 2017 and in 2018, the Group implemented its program to reduce the Italian workforce and therefore, within the
Consolidated statements of profit or loss, it accounted for labor-related costs of €10.0 million in 2017 (almost entirely represented by
the accrual made for legal proceedings risks, in addition to €0.8 million as an incentive program to reduce the workforce) and
€5.6 million in 2018 pertaining mainly to the incentive program to reduce the number of workers.
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In addition, we had an increase in cost of labor, net of the abovementioned labor-related costs, from 18.3% in 2017 to
19.7%, also due to extra work-time necessary to respect the delivery terms required by our customers during 2018.

Gross Profit. During 2018, the consolidated gross margin was equal to 28.1%, versus 29.1% in 2017.
Net of the above mentioned labor related costs, the gross margin would have been 29.4% in 2018 and 31.3% in 2017.
The gross margin in 2018 was also affected by increasing prices in some raw materials.

Selling Expenses. In 2018, selling expenses were €115.0 million (or 26.8% on revenues) compared to €118.3 million (or
26.3% on revenues) in 2017, affected by €0.5 million of costs pertaining to an incentive program to reduce the Italian workforce as
described above.

Administrative Expenses. In 2018, the Group’s administrative expenses decreased by €0.8 million to €35.3 million, from
€36.1 million in 2017, and, as a percentage of revenue, from 8.0% in 2017 to 8.2% in 2018 mainly affected by €0.8 million of costs
pertaining an incentive program to reduce the Italian workforce as described above. Net of this labor-related costs, administrative
expenses on revenues would have been 8.1%.

Operating Loss. As a result of the factors described above, in 2018 the Group had an operating loss of €25.4 million
compared to an operating loss of €23.9 million in 2017.

Net finance income/costs. The Group registered “Net finance costs” of €66.3 million in 2018 as compared to
€(4.0) million in 2017. Net finance costs of 2018 include:

—  Finance income of €0.4 million (€1.2 million in 2017);

—  Finance costs of (€5.6) million (€6.3 million in 2017);

—  Net exchange rate gains/(losses) of (€3.9) million (€1.1 million in 2017);

—  Gains from disposal and loss of control of a subsidiary of €75.4 million (nil in 2017).

The improvement of €70.3 million in “Net finance costs” is primarily due to the €75.4 million gain deriving from the
transaction with Kuka. See Notes 10, 34 and 35 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

The Group recorded a €3.9 million foreign-exchange net loss in 2018, as compared to a net gain of €1.1 million in 2017.
The foreign exchange loss in 2018 primarily reflected the following factors:

— anet realized loss of €0.9 million in 2018 (as compared to a net realized gain of €1.9 million in 2017) on domestic currency
swaps due to the difference between the forward rates of the domestic currency swaps and the spot rates at which the domestic
currency swaps were closed (the Group uses forward rate contracts to hedge its price risks against unfavorable exchange rate
variations);

— anet realized gain of €3.3 million in 2018 (compared to a gain of €0.4 million in 2017), from the difference between invoice
exchange rates and collection/payment exchange rates;

— anet unrealized loss of €0.0 million in 2018 (compared to an unrealized gain of €1.0 million in 2017), from the mark-to-market
evaluation of domestic currency swaps;

— anetunrealized loss of €5.4 million in 2018 (compared to an unrealized loss of €0.0 million in 2017) on accounts receivable and
payable;

— anet unrealized loss of €0.9 million in 2018 (compared to an unrealized loss of €2.2 million in 2017), from the translation of
non-monetary assets for those subsidiaries adopting Euro as their functional currency.

The Group does not use hedge accounting and records all fair value changes of its domestic currency swaps in its
statement of profit or loss. See Notes 27 and 28 to the Consolidated Financial Statements included in Item 18 of this Annual Report.
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Income Taxes. In 2018, the Group income taxes increased to €7.4 million from €2.9 million in 2017. The Group had an
effective tax rate of 18.32% on its profit before taxes and non-controlling interests, compared to the Group’s effective tax rate of
10.32% reported in 2017. See Note 36 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

Profit/(loss) for the year. Reflecting the factors above, the Group reported a profit of €33.1 million in 2018, as compared
to a loss of €30.8 million in 2017. On a per-Ordinary Share basis, the Group had profit of €0.61 in 2018, as compared to losses of
€0.551in 2017.

Liquidity and Capital Resources

In the ordinary course of business, our use of funds is for the payment of operating expenses, working capital
requirements and capital expenditures. The Group’s principal source of liquidity has historically been its existing cash and cash
equivalents and cash flow from operations, supplemented to the extent needed to meet the Group’s short term cash requirements by
accessing the Group’s existing lines of credit.

During 2014, the Group experienced some operating difficulties in the implementation of the Group Business Plan. The
Business Plan foresaw, in its main guidelines, product innovation initiatives, with the introduction of the “moving line” production
system in Group plants and subsequent re-engineering of existing models, and a sharp decrease in fixed and production costs. See
“Item 3. Key Information—Risk Factors—The Group has a recent history of losses; the Group’s future profitability, financial
condition and ability to maintain adequate levels of liquidity depend to a large extent on its ability to overcome macroeconomic and
operational challenges,” “Item 3. Key Information—Risk Factors—The Group’s ability to generate the significant amount of cash
needed to service our debt obligations and comply with our other financial obligations and our ability to refinance all or a portion of
our indebtedness or obtain additional financing depends on multiple factors, many of which may be beyond our control”.

In 2015, as a result of corrective measures introduced in the second half of 2014, the Group achieved positive results in
terms of production efficiency (in particular in the Italian and Chinese plants) and in terms of control and reduction of fixed costs and
rationalization of the DOS network. As a consequence the operating loss improved in 2015 as compared to 2014.

During 2015, the Group was able to obtain new credit lines to support its cash needs. In particular, the Company was
granted a long-term loan of €5 million, and a bank overdraft of €2.5 million, while the Romanian subsidiary obtained a bank facility in
the amount of €10 million. In addition, the existing short-term credit lines were renewed and a non-recourse trade receivable
securitization agreement was signed in July 2015 with a primary Italian financial institution, for the sale of a maximum amount of
€35 million performing receivables, on a revolving basis.

During 2018, the Company finalized the joint venture agreement with “Kuka”, as disclosed in Note 10 of the consolidated
financial statements included in Item 18 of this Annual Report. The agreements with “Kuka”, finally signed on July 27, 2018, have
resulted in an investment by “Kuka” in the Group of €65 million, for the acquisition of the majority stake in the subsidiary Natuzzi
Trading (Shanghai) Co., Ltd. Out of these €65 million, €20 million have remained at Natuzzi Trading (Shanghai) Co., Ltd. to sustain
investments, while €45 million have been paid in favor of Natuzzi S.p.A., as cash consideration for the purchase of the investment in
the subsidiary (€30 million) and right to access of Natuzzi’s trademarks (€15 million).

In 2018, the Group reported an operating loss of €25.4 million from an operating loss of €23.9 million in 2017.

The Group’s Net Financial Position remained positive at €6.0 million at year-end 2018, increasing by €2.6 million as
compared to 2017, also thanks to the cash injection deriving from the transaction finalized with “Kuka”.

As of December 31, 2018, the Group had cash and cash equivalents on hand of €62.1 million, and credit facilities totaling
€138.2 million (€147.7 million as of December 31, 2017). Existing credit lines of 2018 are as follows: a) unsecured credit line for
€29.6 million; b) secured credit line for €61.1 million secured by real estate mortgage and invoice discount facilities; and c)
securitization of trade receivables of €47.5 million. The Group uses these lines of credit to manage its operational needs. The unused
portions of lines of credit were approximately €24.0 million (see Note 24 to the Consolidated Financial Statements included in Item 18
of this Annual Report) as of December 31, 2018. The vast majority of these credit lines are under credit facilities that are not subject to
any restrictions. Bank overdrafts are repayable either on demand or on a short-term basis. See “Item 3 — Key Information — Risk
Factors.” The Group’s borrowing needs generally are not subject to significant seasonal fluctuations.

Although we had €62.1 million in cash and cash equivalents on hand at December 31, 2018, €18.3 million of this amount

is located in our Chinese subsidiaries. To the extent management intends to move the cash from China by a dividend distribution, a
withholding tax of 10% and the income taxes in Italy (equal to 24.0% of 5% of the dividends distributed) would have to be paid.
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Management believes that the Group has sufficient sources of liquidity that can be generated by operating activities to
fund working capital needs, capital expenditures and other contractual obligations for the next 12 months. The Company will continue
to be focused on effective cash management, by rationalizing our overhead structure, finding additional efficiency in our plants,
improving logistics and quality, in order to balance our financial resources between working capital and investments needs.

Cash Flows —The Group’s cash and cash equivalents, net of bank overdraft, were €60.4 million as of December 31, 2018
as compared to €55.0 million as of December 31, 2017. The most significant changes in the Group’s cash flows between 2018 and
2017 are described below.

In 2018, Net Cash used in operating activities was €11.3 million. In 2017, net cash used in operations were €4.9 million
(of which (€8.3) million was related to one-time termination costs).

During 2018, the Group continued to reduce net working capital as a result of: a) €7.4 million as positive contribution
from the extension in days payables outstanding; b) €6.0 million as positive contribution from the improvement in inventories; c)
€3.7 million as negative contribution from receivables, of which €3.5 million relates to the worsening of other trade receivables (not
involved in the securitization process).

Net cash provided by investment activities in 2018 was €14.6 million as compared to net cash used in investment
activities of €10.3 million in 2017. The increase in cash was mainly due to the sale of the 23.54% stake in Natuzzi Trading Shanghai
Co. Ltd. to “Kuka”, for a total consideration of €30 million.

In 2018, capital expenditures were primarily made for the expansion of the Company’s retail network, to make
improvements to property, plant and equipment of the existing facilities worldwide, to increase efficiency in production processes, and
in software, with particular reference to the development of a 3D product-configurator application.

Cash provided by financing activities in 2018 was €2.2 million compared to cash provided by financing activities in 2017
of €12.4 million; this change is mainly due to the obtainment of a €12.5 million long-term loan in 2017, and to a higher use of short-
term borrowings in 2018 by €1.4 million.

As of December 31, 2018, the Group’s long-term contractual cash obligations amounted to €137.8 million, of which
€59.6 million comes due in 2019. See “Item 5. Operating and Financial Review and Prospects—Contractual Obligations and
Commitments.” The Group’s long-term borrowings represented 15.3% of Equity attributable to the Owners of the Company as of
December 31, 2018 (25.1% as of December 31, 2017) (see Note 18 to the Consolidated Financial Statements included in Item 18 of
this Annual Report). As of December 31, 2018 and 2017 the Company was in compliance with the long-term loans covenants. The
Group’s uses of funds are expected to be the payment of operating expenses, working capital requirements, capital expenditures and
restructuring of operations. See “Item 4. Products” for further description of our research and development activities. See “Item 4.
Incentive Programs and Tax Benefits” for further description of certain government programs and policies related to our operations.
See “Item 4. Capital expenditure” for further description of our capital expenditures.

Contractual Obligations and Commitments

The Group’s current policy is to fund its cash needs, accessing its cash on hand and existing lines of credit, consisting of
short-term credit facilities and bank overdrafts, to cover any short-term shortfall. The Group’s policy is to procure financing and
access to credit at the Company level, with the liquidity of Group companies managed through a cash-pooling zero-balancing
arrangement with a centralized bank account at the Company level and sub-accounts for each subsidiary. Under this arrangement, cash
is transferred to subsidiaries as needed on a daily basis to cover the subsidiaries’ cash requirements, but any positive cash balance at
subsidiaries must be transferred back to the top account at the end of each day, thus centralizing coordination of the Group’s overall
liquidity and optimizing the interest earned on cash held by the Group.

As of December 31, 2018, the Group’s long-term borrowings consisted of €20.9 million (including €10.6 million of the
current portion of such debt) and its short-term borrowings consisted of €35.1 million outstanding under its existing lines of credit,

comprised entirely of bank overdrafts.

The Group maintains cash and cash equivalents in the currencies in which it conducts its operations, principally Chinese
Yuan, U.S. dollars, Euros, New Romanian Leu, British pounds and Canadian dollars.
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The following table sets forth the contractual obligations and commercial commitments of the Group as of December 31, 2018:

Payments Due by Period (thousands of euro)

Contractual Obligations Total Less than 1 year 1-2 years 2-5 years After S years
Long-term DOITOWINGS ....c..eeveruieriieiieiieieeiienieeie st eeeieeniees 20,943 10,582 3,177 5,381 1,803
Bank overdrafts and short term borrowings..........c..cceeeveeevennnee. 35,148 35,148 — —

Total DEbtM......oiiiiiieie e e 56,091 45,730 3,177 5,381 1,803
Interest due on Total Debt @ .......ccccovevievieienieiicree e 963 413 233 282 35
Operating Leases @ .......cocveveeieiieieeeeieciereeie e 80,740 13,503 12,823 32,611 21,803
Total Contractual Cash Obligations ...............c..cocceovinien. 137,794 59,646 16,233 38,274 23,641

m Please see Note 18 to the Consolidated Financial Statements included in Item 18 of this Annual Report for more information on
the Group’s long-term borrowings. See Notes 18 and 24 of the Consolidated Financial Statements included in Item 18 of this
Annual Report on Form 20-F.

@ Interest due on total debt has been estimated using rates contractually agreed with lenders.

® The leases relate to the leasing of manufacturing facilities and stores by several of the Group’s companies. See Note 40 of the
Consolidated Financial Statements included in Item 18 of this Annual Report.

Under Italian law, the Company and its Italian subsidiaries are required to pay a termination indemnity to their employees
when these cease their employment with the Company or the relevant subsidiary. Likewise, the Company and its Italian subsidiaries
are required to pay an indemnity to their sales agents upon termination of the sales agent’s agreement. As of December 31, 2018, the
Group had accrued an aggregate employee termination indemnity of €17.2 million. In addition, as of December 31, 2018, the
Company had accrued an aggregate sales agent termination indemnity of €1.1 million. See Notes 19 and 21 of the Consolidated
Financial Statements included in Item 18 of this Annual Report. These amounts are not reflected in the table above. It is not possible
to determine when the amounts that have been accrued will become payable.

As at December 31, 2018, the provision for legal claims refers for €9.3 million (€9.3 million as at December 31, 2017) to
the probable contingent legal liability related to legal procedures initiated by 141 workers against the Company for the misapplication
of the social security procedure “CIGS—Cassa Integrazione Guadagni Straordinaria”. According to the “CIGS” procedure, the
Company pays a reduced salary to the worker for a certain period of time based on formal agreements signed with the Trade Unions
and other Public Social parties. In particular, these 141 workers are claiming in the legal procedures that the Company applied the
“CIGS” during the period from 2004 to 2016 without foreseeing any time rotation. In May 2017, the Company received from the
Italian Supreme Court of Justice (“Corte di Cassazione”) an adverse verdict for the above litigation related only to two workers. Based
on this unfavorable verdict, the Company, with the support of its legal counsel, has assessed that the liability for legal procedures
initiated by all the 141 workers is €9.3 million. See Note 21 to the Consolidated Financial Statements included in Item 18 of this
Annual Report.

The Group is also involved in a number of claims (including tax claims) and legal actions arising in the ordinary course of
business. As of December 31, 2018, the Group had accrued provisions relating to these contingent liabilities in the amount of
€12.0 million. See “Item 8. Financial Information—Legal and Governmental Proceedings” and Note 21 to the Consolidated Financial
Statements included in Item 18 of this Annual Report.

Trend information

The recovery of the global economy is subject to a number of factors, most of which remain uncertain.

Global trade growth moderated in 2018 amid significant volatility, with a strong performance being recorded in the first
half of 2018, followed by a relatively sharp deceleration. This slowdown reflects weakening global manufacturing activity, heightened
trade tensions and, more recently, a significant deterioration in trade in Asia — particularly in China.

A temporary agreement between the United States and China in December 2018 on tariffs dispute has fueled further trade
tensions. Tariffs on U.S.$200 billion of Chinese exports to the United States had originally been set to rise from 10% to 25% as of
January 1, 2019, but that increase was put on hold as a result of the agreed truce. While this sent a positive signal, there remains
considerable uncertainty as to whether the ongoing trade negotiations will lead to a significant de-escalation of trade tensions. A
formal trade agreement between the United States and China is currently expected to be signed shortly. Risks remain, however, as
trade tensions with China could intensify again and the US administration could also impose new tariffs on imports from other
countries.
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In the USA, favorable financial conditions and fiscal stimulus are continuing to support growth, outweighing the adverse
impact of the trade dispute with China. Annual headline consumer price inflation fell to 1.6% in January from 1.9% in the previous
month, largely on account of falling energy prices, while consumer price inflation excluding food and energy remained unchanged at
2.2%.

Euro area growth remained subdued in the last part of 2018. Most recent data, with particular reference to the
manufacturing sector that has been affected by the slowdown in external demand and some Country-specific factors, suggest that
growth will continue at moderate rates in the near term. The impact of these factors is turning out to be somewhat longer-lasting,
which suggests that the near-term growth outlook will be weaker than previously anticipated, notwithstanding favorable financing
conditions and further, albeit small, employment gains and rising wages.

In the United Kingdom, heightened political uncertainty is continuing to weigh on growth. Even the short-term outlook is
subject to considerable uncertainty as a result of the forthcoming votes on the EU withdrawal agreement in parliament.

In Japan, recovering domestic demand supported growth in late 2018. This recovery followed a sharp contraction in the
third quarter due to natural disasters. Looking ahead, the country’s accommodative monetary policy stance, its strong labor market and
its robust demand for investment (despite a weakening external environment) are all projected to support growth. In addition, fiscal
measures are expected to smooth out the negative impact of the consumption tax increase that is scheduled for October of this year.

In central and eastern European countries, growth is projected to moderate somewhat this year. Investment growth
remains strong, supported by EU funds, and consumer spending also remains robust, underpinned by strong labor market
performance. However, the slowdown in the euro area is weighing on the growth outlook for this region.

Growth in China has lost some of its momentum at the end of 2018. Moreover, monthly indicators suggest that this trend
is likely to continue in 2019. In order to protect the economy from a sharper slowdown, the Chinese authorities have announced a
number of fiscal and monetary policy measures.

Despite the temporary truce between the United States and China, risks stemming from an intensification of global trade
tensions remain high. A sharper slowdown in China’s economy might be more difficult to address using policy stimulus, which will
also pose challenges in the context of the country’s ongoing rebalancing process. Meanwhile, a “no deal” Brexit scenario could have
highly adverse spillover effects, especially in Europe, and elevated geopolitical uncertainties could weigh on global growth.

Prospects remain uncertain in particular in the Euro area due to the general weakness in the job market, ongoing
vulnerability in the real-estate sector, a decreasing level of savings among families, high levels of public indebtedness in most
developed countries, political, austerity measures designed to reduce public expenditures and consequent decreased consumer
spending. Furthermore, a resurgence of the sovereign debt crisis in certain European countries could diminish the banking industry’s
ability to lend to the real economy, thus setting in motion a negative spiral of declining production, higher unemployment and a
weakening financial sector.

Total Group order flow through the first fifteen weeks of 2019 — Total Group’s order flow is down low single-digit
versus the same period of 2018, due to the weak performance of the Softaly division.

1) Natuzzi Division — Order flow for the Natuzzi division was flat as compared to the same period of last year.
We reported a positive performance in the EMEA region and in the Asia-Pacific region, and a decrease in the Americas.

Order flow for the Natuzzi Italia products decreased, notwithstanding the positive performance from our directly operated
segment. Order flow for the Natuzzi Edition products reported an increase.

For 2019, the Group will focus its efforts primarily on North America, China, United Kingdom and Italy.

The efforts the Company has made over the last several years on brand, in expanding its product offering and its
monobrand store network, together with high Natuzzi brand recognition, are expected to support the branded business.

2) Softaly Division — year-to-date order flow, as compared to the same period in 2018, shows a medium single-digit

decrease, due to the negative performance in the EMEA region that has more than offset the increase in the Americas and in the Asia-
Pacific region. The Company’s plan for the Softaly division is to focus primarily on a few selected primary customers.
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Trend in raw materials — For the first part of 2019, the Group has benefitted from the decrease in leather prices and
expects stable trend for the next months.

Off-Balance Sheet Arrangements

As of December 31, 2018, neither Natuzzi S.p.A. nor any of its subsidiaries was a party to any off-balance sheet
arrangements.

Related Party Transactions

Please see “Item 7. Major Shareholders and Related Party Transactions” of this Annual Report.

New Accounting Standards under IFRS

Recently issued Accounting Pronouncements IFRS — Recently issued but not yet adopted IFRS relevant for the
Company are as follows:

(4) IFRS 16 “Leases”

The Group is required to adopt IFRS 16 “Leases” from January 1, 2019. The Group has assessed the estimated impact that
initial application of IFRS 16 will have on its consolidated financial statements, as described below. The Group has completed the
implementation process at the date of approval of the consolidated financial statements as at December 31, 2018, except for the
finalisation of the testing and assessment of controls over its new IT systems.

IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee recognises a right-of-use asset
representing its right to use the underlying asset and a lease liability representing its obligation to make lease payments. There are
recognition exemptions for short-term leases and leases of low-value items. Lessor accounting remains similar to the current standard
—1i.e. lessors continue to classify leases as finance or operating leases.

IFRS 16 replaces existing leases guidance, including IAS 17 “Leases”, IFRIC 4 “Determining whether an Arrangement
contains a Lease”, SIC-15 “Operating Leases — Incentives” and SIC-27 “Evaluating the Substance of Transactions Involving the Legal
Form of a Lease”.

(i) Leases in which the Group is a lessee

The Group will recognise new assets and liabilities for its operating leases that mainly comprise factory facilities and
stores. The nature of expenses related to those leases will now change because the Group will recognise a depreciation charge for
right-of-use assets and interest expense on lease liabilities.

Previously, the Group recognised operating lease expense on a straight-line basis over the term of the lease, and
recognised assets and liabilities only to the extent that there was a timing difference between actual lease payments and the expense
recognised.

In addition, the Group will no longer recognise provisions for operating leases that it assesses to be onerous. Instead, the
Group will include the payments due under the lease in its lease liability.

No significant impact is expected for the Group’s finance leases.

Based on the information currently available, after considering the recognition exemptions mentioned above, the Group
has non-cancellable operating lease commitments of approximately €80 million as of January 1, 2019. Of these commitments, the
Group expects to recognize right-of-use assets (after adjustments for prepayments and accrued lease payments recognised as at
December 31, 2018) and related lease liabilities of approximately €62 million.

The Group expects no significant impact from the application of the new standard on net profit and cash flow from
operating activities, nor on its ability to comply with loan covenants.
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(ii) Leases in which the Group is a lessor

No significant impact is expected for leases in which the Group is a lessor.

(iii) Transition
The Group plans to apply IFRS 16 initially on January 1, 2019, using the modified retrospective approach. Therefore, the

cumulative effect of adopting IFRS 16 will be recognised as an adjustment to the opening balance of retained earnings as at January 1,
2019, with no restatement of comparative information.

The Group plans to apply the practical expedient to grandfather the definition of a lease on transition. This means that it
will apply IFRS 16 to all contracts entered into before January 1, 2019 and identified as leases in accordance with IAS 17 and IFRIC
4.

In addition, the Group will elect to use the exemptions proposed by the standard for which the lease term ends within 12
months as of the date of initial application, and lease contracts for which the underlying asset is of low value. The Group has leases of
certain office equipment (e.g., personal computers, printing and photocopying machines) and company cars that are considered of low
value.

(B) Other standards

The Company is evaluating the provisions of the following standards, but it does not expect adoption to have a significant
impact on the Group’s consolidated financial statements:

— IFRIC 23 Uncertainty over Tax Treatments;
— Plan Amendment, Curtailment or Settlement (Amendments to TAS 19);
— Annual Improvements to IFRS Standards 2015-2017 Cycle — various standards;

— Amendments to References to Conceptual Framework in IFRS Standards.

Whereas, the Company is still evaluating the provisions of the following standards, but it does not expect the adoption
will be applicable to the Company:

— Prepayment Features with Negative Compensation (Amendments to IFRS 9);
— Long-term Interests in Associates and Joint Ventures (Amendments to IAS 28);

— IFRS 17 Insurance Contracts.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

As of the date of this Annual Report, the board of directors of Natuzzi S.p.A. consists of seven members, all of whom
were elected at the Company’s annual general shareholders’ meeting held on April 30, 2018. All of the members of the board of
directors were elected for a three-year period. The directors and senior executive officers of the Company as of April 30, 2019, were
as follows:

Name Age Position within the Company
Pasquale Natuzzi * 79 Chairman of the Board of Directors and CEO

Antonia Isabella Perrone * 49 Non-executive Director

Paolo Braghieri* 65 Non-executive Director

Giuseppe Antonio D’ Angelo * 53 Non-executive Director

Vincenzo Perrone* 60 Non-executive Director

Stefania Saviolo* 54 Non-executive Director

Ernesto Greco* 68 Executive Director

Vittorio Notarpietro 56 Chief Financial and Legal Officer

Michele Variale 39 Chief Auditor

Pierangelo Colacicco 50 Chief Technology & Digital Innovation Officer

Michele Onorato 41 Chief HR & Organization Officer

Pasquale Junior Natuzzi 29 Creative Director & Stylist

Aldo Amati 48 Chief Process Innovation & Product Development Officer
Antonino Gambuzza 59 Chief Operations Officer

Umberto Longobardo 52 Chief Quality & Customer Care Officer

Nazzario Pozzi 47 Chief Commercial Officer Natuzzi

Giovanni Tucci 47 Chief Commercial Officer Private Label & Key Country Wholesales

* The above-mentioned members of the board of directors were elected at the Company’s annual general shareholders’ meeting held
on April 30, 2018.

Pasquale Natuzzi, currently Chairman of the Board of Directors and CEO. He founded the Company in 1959.
Mr. Natuzzi held the title of sole director of the Company from its incorporation in 1972 until 1991, when he became the Chairman of
the Board of Directors. Mr. Natuzzi has creative skills and is directly involved with brand development and product styling. He takes
care of strategic partnerships with existing and new accounts.

Antonia Isabella Perrone is a Non-executive Director and is involved in the main areas of Natuzzi Group management,
from the definition of strategies to retail distribution, marketing and brand development, and foreign transactions. In 1998, she was
appointed sole director of a company in the agricultural-food sector, wholly owned by the Natuzzi Family. She joined the Natuzzi
Group in 1994, dealing with marketing and communication for the Italian market under the scope of retail development management
until 1997. She has been married to Pasquale Natuzzi since 1997.

Paolo Braghieri is a Non-executive Director of the Company. In 2017 he founded and is the controlling shareholder of
G.B.C. S.A,, areal estate company. From 2009 through 2016, he served as CEO and general manager of GE Capital Interbanca. From
2004 through 2008 he was a general manager of Interbanca S.p.A. and from 2001 through 2004 he acted as country manager and head
of the corporate and investment banking division of ABN Amro in Italy. From 1991 through 2001, he worked at Credit Suisse First
Boston in London and was responsible for the management of corporate finance transactions involving Italian clients. He started his
banking career as a credit analyst at The Chase Manhattan Bank N.A. where he eventually held various positions in the investment
banking division of the London, Rome and Milan branches from 1980 through 1991. He served as member of the board of directors
and of the executive committee of Sorin S.p.A. (2006 - 2009) and as member of the board of directors of IMA S.p.A. (2004 - 2006).
He is a member of the Advisory Board of the Department of Mechanical Engineering of the Polytechnic of Milan since 2016. He
earned his degree in Mechanical Engineering from the Polytechnic of Milan and his MBA from the Polytechnic of Milan School of
Management.

Giuseppe Antonio D’Angelo is a Non-executive Director of the Company and is currently Executive Vice President of
Anglo-America & CIS regions with Ferrero International SA. Before joining Ferrero in 2009, he acquired significant international
experience in general management of multinational companies such as General Mills (from 1997 to 2009), S.C. Johnson & Son (from
1991 to 1997) and Procter & Gamble (from 1989 to 1991). Mr. D’ Angelo earned his Bachelor of Arts degree in Economics from
LUISS University of Rome in 1988. He received certification from Harvard Business School in the Advanced Management Program
in 2004.
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Vincenzo Perrone is a Non-executive Director of the Company and is currently Professor of Organizational Theory and
Behavior at Bocconi University—Milan, Italy, where he also previously served as Director of the Organizational and Human
Resource Management Department of the Bocconi School of Management (1996—2002), Chairman of the Institute of Organization
and Information Systems (2001—2007) and Vice-Rector for Research (2008—2012). He was a visiting professor at Carlson School of
Management at the University of Minnesota from 1992 to 1994. He currently serves on the board of publishing company Egea S.p.A.
(since June 2009) and of Aviva Italia Holding (since 2015), an insurance company where he also serves as a member of the risk,
auditing and remuneration committees. He has prior experience as a member of the board of directors of ClarisVita S.p.A. (2003—
2005), ACTA S.p.A. (2004), IP Cleaning S.p.A. (2004—2008) and Societa Autostrada Pedemontana Lombarda S.p.A. (2009—
2011) and served on the advisory boards of Arthur Andersen MBA S.r.1. (1999—2000) and SAP Italia S.p.A. (2000—2001), as a
member of the Technical and Scientific Oversight Board for procurement studies overseen by the Ministry of Economy and Finance —
Treasury Department, on board committees responsible for awarding public tenders organized by Consip S.p.A. (2000—2003), on the
Technical Committee for Research and Innovation of Confindustria (2004—2008) and on the Technical Commission for Public
Finance at the Ministry of Economy and Finance (2007—2008). He has served as the Director of the Bocconi School of
Management’s Economia & Management journal and has served as a reviewer for the Academy of Management Journal, Academy of
Management Review, Organization Science (editorial board member) and Journal of International Business Studies. He has published
several books and articles both in Italian and international journals.

Stefania Saviolo is a Non-executive Director of the Company. She is currently Professor of Management at Bocconi
University and SDA Bocconi School of Management where, since 2013, she has been the Director of the Luxury & Fashion
Knowledge Center and, since 2001, founder and director of the Master in Fashion, Experience & Design Management in partnership
with Fondazione Altagamma. She was a visiting scholar at the Stern School of Business, New York University and also served as a
visiting professor at Fudan University in Shanghai, China. She is a member of the board of directors of TXT e-solutions, a listed
international software products and solutions vendor, where she is also member of the risk committee and President of the
remuneration committee. She has gained expertise in brand and retail management, product marketing and international strategies as a
senior consultant for international fashion, luxury and design companies. She is the author and co-author of several books and articles
diffused at international level, particularly in the luxury, fashion and design industries.

Ernesto Greco is an Executive Director of the Company. Following the ordinary shareholders meeting held on May 2,
2017, the Board of Directors met on the same day and entrusted Director Ernesto Greco with ad hoc powers to supervise and support
activities of the finance staff. Since October 2007 has been the Chief Financial Officer and General Manager for Administration,
Control and Information Systems of the Ferragamo Group. He started his professional career working at large chemical companies,
including Montedison and Eni, as well as in technology companies such as Hewlett Packard and Wang Laboratories in controllership
and finance related positions. From 1989 to 2006 he served as Chief Financial Officer at the Bulgari Group and, from 2006 to 2007, he
served as Chief Executive Officer of the Natuzzi Group.

Vittorio Notarpietro is the Chief Financial & Legal Officer of the Company. He joined the Group in 2009 as Chief
Financial Officer and from 1991 to 1998 was the Finance Director and Investor Relations Manager for the Group. From 1999 to 2006,
he was Vice President for Finance for IT Holding Group. From 2006 to 2009, he was the CEO of Malo S.p.A., a leading Italian
company in the luxury sector. He re-joined the Group in September 2009.

Michele Variale is the Chief Auditor of the Group. He joined the Group at the end of August 2017 with responsibility for
providing assurance to the Board of Directors and the Audit Committee that processes and internal controls are effective and properly
designed to mitigate key business risks. Within the mandate he has been provided by the Board of Directors, his scope of work covers
all key Group risks, including strategic, financial, operational and compliance risks. His main duties include defining and completing
planned audit activities, following up on opportunities for improvement, providing independent advice and periodically reporting to
the Audit Committee and the Board of Directors on matters regarding internal control and risk management. In addition, he is
responsible for providing assurance over design and effectiveness of key controls relevant for SOX. Global Internal Audit team
members fulfill their duties in compliance with the ethical code of the Institute of Internal Audit. During his professional career, he
has performed different roles in Finance, Internal Audit and Financial Crime Compliance in the last 15 years. Previously, he has
worked for PwC, General Electric and Willis Towers Watson, in different industries and sectors. He is a Certified Internal Auditor and
a Certified Anti Money Laundering Specialist.

Nazzario Pozzi is the Chief Natuzzi Division Officer. He joined the Group in 2016 and is responsible for the growth
strategy relating to the brand strategy, brand communication, consumer strategy, research and development, style and design,
merchandising, product development and product engineering, marketing, global retail and sales operations and customer acquisition.
He graduated from Harvard Business School. Throughout his career, he has held general management positions in brands and retail
businesses at global level and in the luxury goods, consumer goods and cross-industry retail sectors. He has managed brand strategies
and profitable growth in brands such as HUGO BOSS, Salvatore Ferragamo and DIESEL, and has served as senior strategy advisor to
the CEO of Baccarat.
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Pasquale Junior Natuzzi is the Chief Creative Director & Stylist Officer of the Group. Pasquale Junior, as son of the
company owner Pasquale Natuzzi, joined the Group in 2012. He is responsible for defining the Group’s strategic direction in style and
creativity, managing the transformation of the Company from a furniture player to a lifestyle brand. He is also Global Marketing &
Communication Director of the Group, a position he assumed in 2017. Pasquale Junior started his career at Natuzzi as Marketing
Program Manager, before his appointment as Global Communication Director and Deputy Creative Director from 2016-2017, where
he oversaw the development of Natuzzi’s global brand strategy.

Giovanni Tucci is the Chief Commercial Officer Softaly & Key Country Wholesale of the Natuzzi Group. He joined the
Group in 2013 and is responsible for worldwide merchandising and sales for both the commercial and the industrial elements of
business, as well as overseeing the Softaly global team. He, will also oversee the management of the entire wholesale business for the
following Key Markets: DACH, the US East Coast and France. He joined the Group in January 2013 as Private Label Sales Director
for EMEA, bringing with him many years of experience in merchandising and sales. He also previously worked in both the
automotive and wholesale furniture industries. Giovanni’s background includes: attending a scientific high school, and flight academy.
He also earned a bachelor’s degree in economics and business administration. His role is presently focused on restructuring sales in
the North American market in line with the EMEA.

Antonino Gambuzza is the Chief Operations Officer of the Group. He joined the Group in January 2019 and is
responsible for worldwide operations, including the Group’s purchases and its supply chain. Antonino is a graduate of Politecnico of
Milan, where he received a degree in Electronic Management Engineering. He has twenty-five years of experience in international
engineering companies, developing technical skills oriented to a lean manufacturing logic and managing complex industrial projects at
an international level. His previous experience includes being Executive Operations Director at ILVA, holding positions of increasing
responsibility up to Manufacturing Executive Director at Indesit Company and serving as Head of the Lacquering Department at the
FIAT Group.

Michele Onorato is the Chief HR & Organization Officer of the Group. He joined the Group in June 2018 with the
responsibility of supporting the realization of the Group strategy through the implementation of an HR Global Management System
that supports the continuous development of the Group’s internal competences in relation to its business priorities. Michele holds a
degree in Economics and Business and a Masters in Human Resource Management. He has developed his professional career in roles
of ever-increasing responsibility within the Human Resources Management and Industrial Relations department. From 2015 to
May 2018, he was Human Resources Director South Area at Ilva SpA. He also gained work experience in the Coesia Group, Philips,
Saeco and Indesit.

Umberto Longobardo is the Chief Quality & Customer Care Officer of the Group. He joined the Company in January
2017 and is responsible for the worldwide quality and customer care departments that include order management, credit collection and
claims management. Umberto started his career in Nuovo Pignone SpA (General Electric) as Plant Quality Manager, then served as
Plant Manufacturing & Maintenance Manager in 2001 He formerly worked at Indesit S.p.A., where he held positions of increasing
responsibility such as Plant Quality Control Manager, Plant Operations Manager and Returns Manager. In 2008 he joined Gucci
Logistics S.p.A. - Kering Group, a global Luxury Group representing Gucci, Bottega Veneta, Saint Laurant, Stella McCartney and
other entities. He developed his career in the field of Quality Management and After Sales, including WW Quality & After Sales
Service Director. He holds a degree in Mechanical Engineering.

Aldo Amati is the Chief Process Innovation & Product Development Officer of the Group. He joined the Group in May
2018 with responsibility focused in two different areas: 1) product development, industrialization and product innovation, and 2)
innovation and integrated production process methodologies. He is an experienced manager with more than 19 years professional
career in the Aerospace field, primarily focused on improvement projects and production processes. About his previous experience, he
served from 2004 to 2006 at Officine Aeronavali S.p.A. as Production Manager. He formerly worked at Alenia Aermacchi S.p.A. in
roles of increasing responsibility, including Manufacturing Engineering & Assembly Production Unit Manager. From 2015 to May
2018 he worked at Salver S.p.A as Production Unit Director.

Angelo Colacicco is the Chief Technology & Digital Innovation Officer of the Group. The Digital department was
created with a clear objective: upgrading our mindset from traditional to digital. This goal is attainable through the discovery, adoption
and implementation of innovative technologies that make processes simple throughout the supply chain, while improving customer
satisfaction and making the brand more competitive. From 2014 to 2018, he was Chief Information Officer (CIO), Process and
Organization Director, and from 2007 to 2014 he was CIO of the Group. He joined the Company’s HR & Organization department in
1994. In 1996, he served as a software specialist in the IT department. From 2000 to 2007, he was the IT manager for all sales and
distribution processes.
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Compensation of Directors and Officers

As a matter of Italian law and under our By-laws, the compensation of executive directors, including the CEQ, is
determined by the board of directors, after consultation with the board of statutory auditors, within a maximum amount established by
the Company’s shareholders. The Company’s shareholders determine the base compensation for all members of the board of directors,
including non-executive directors. Compensation of the Company’s executive officers (for performing their role as such) is
determined by the CEO. None of our directors or senior executive officers is party to a contract with the Company that would entitle
such persons to benefits upon the termination of service as a director or employee, as the case may be.

Aggregate compensation paid by the Group to the directors and officers was approximately €2.9 million in 2018.

The compensation recognised in 2018 to the members of the board of directors is set forth below individually:

Base

Name Compensation

Pasquale NAtUZZI.......ccveoueiieriieiiiieie ettt sseenseeeaes € 120,000.00
Antonia Isabella PErrone.........cooovvvvviiiiiiiiiiiieie e € 25,000.00
Giuseppe Antonio D’ ANEElO ......ccuevueeiirieriiiierieeecee e € 25,000.00
Braghieri Paolo® .........cooiviiiiiiiieieieesee e € 17,333.00
StEfAnia SAVIOLO .. ..vvveiiiiii it € 26,000.00
EINesto GIECO ...vviiiiiiiiiiiie ittt ettt et e e s rae e st et ae e € 25,000.00
VINCENZO PEITONE ..o et € 26,000.00
Cristina FInocchi Mahne® ............cooovvviiiiiiiiiiieiieeeeeiieeee e € 8,333.00

(M Mr. Paolo Braghieri was elected for the first time at the Company’s annual general shareholders’ meeting held on April 30,
2018. His 2018 compensation is prorated accordingly.

@ Mrs. Cristina Finocchi Mahne served until the Company’s annual general shareholders’ meeting held on April 30, 2018, but she
was not re-elected at such meeting. Her 2018 compensation is prorated accordingly.

In 2019, approximately 42, only the first reports of the CEO and only commercial staff from around the world, can
participate in the MBO incentive system. The Company will only pay a bonus pursuant to the MBO system if certain budget results
relating to the operating result are achieved.

Statutory Auditors
At the Company’s annual general shareholders’ meeting on April 27, 2016, the following individuals were elected to the

Company’s board of statutory auditors for a three-year term. Their terms ended in April 2019. The board consists of three members,
one of which is a chairperson, and two alternates.

Name Position
(0814 (X € 11 (o W U U USROS PP Chairman
Cataldo STEITA......cccuvveeiieie ettt e e Member
GIUSEPPE P10 MACAIIO ..ottt sttt ettt st st eeaesseesaesesesee e Member
ANAIEa VENTUIEILL ....c.vveiiiiiiieceeic et et eaaee e eaae e Alternate
Vit PassalacqUa.......ccueeueerieiiieniieie ettt ettt sttt Alternate

During 2018, the Group’s statutory auditors received approximately €0.1 million in compensation in the aggregate for
their services to the Company and its Italian subsidiaries.
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At the Company’s annual general shareholders’ meeting on April 29, 2019, the following individuals were elected to the
Company’s board of statutory auditors for a three-year term. The board consists of three members, one of which is a chairperson, and
two alternates.

Name Position
GIUSEPPE P10 MACAIIO ..ottt sttt st Chairman
Francesco CampoObass0........ccveeeveeeiieiieeiiieiiiesireeseeesteesreesseeesaesseessseesseessseenes Member
Andrea Venturelli ........c..ooouiiiiiioie e Member
Aurelio Franco Colasanto..........c...ccueeeuueieieiieeeie et Alternate
Vit PassalacqUa.......ceueeeeerierieniieiie ettt sttt Alternate

We are subject to Rule 10A-3 (“Rule 10A-3") under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), which requires, absent an exemption, that a listed company maintain an audit committee composed of members of the issuer’s
board of directors that meet certain independence requirements.

The Company relies on an exemption from the Rule 10A-3 requirements provided by Rule 10A-3(c)(3) of the Exchange
Act for foreign private issuers with a board of statutory auditors established in accordance with local law or listing requirements and
subject to independence requirements under local law or listing requirements. See “Item 16D. Exemption from Listing Standards for
Audit Committees” for more information.

Employees
The following table illustrates the breakdown of the Group’s employees by qualification and location for the periods

indicated:

As of December 31, Change Change
Qualification 2018 2017 2016 2018/2017  _ 2017/2016
TOP MANAGETS...c.eeeeeieiie et ettt et et e et e e satesbeeeeteessbeeateeeebeesaaeenneans 55 55 56 0 @8
Middle MANAZETS. ... eeveeeieeiieiieeiie sttt ettt ettt ettt 199 223 202 (24) 21
CLETKS 1.ttt e ettt et ettt a et aee 1,035 1,012 981 23 31
| BF:1 o7 ) () ¢TSRS 3,564 3,849 3,932 (285) (83)
TOtAL ..ottt 4,853 5,139 5171 (286) (32)

As of December 31, Change Change
Location 2018 2017 2016 20182017 2017/2016
71 TSP 2,364 2,436 2,268 (72) 168
OULSIAC TEALY. .ttt ettt 2,489 2,703 2,903 (214) (200)
TOtAL ....ooovoieieiee ettt 4,853 5139 5171 (286) (32)

In 2018, we completed the Reintegration Plan (involving 168 work units) after the Bari Labor Court determined that they
were unjustly dismissed.

Overall, 55 workers in this time period have voluntarily left the Company. Abroad, the reduction is due to a contraction of
production volumes and to the Joint Venture with Kuka, which has caused a shift of employees of Trading Shanghai to another
Company.

In December 20, 2018, the Company announced that, subject to obtaining any applicable authorizations, the Company,
along with the Trade Unions and Italian relevant the authorities agreed to extend the Solidarity Agreement (reduced-work schedules)
for a one-year period ending in December 2019. In addition, parties signed an agreement to allow the Company to benefit from a
temporary workforce reduction program, called CIGS, involving up to 491 employees, for a period of 24 months in order to support
the reorganization process.

HR People Development

The growth and development of Natuzzi employees is the most important mission that the HR People Development
department is pursuing. Natuzzi has the strong conviction that people are the Company. Employee development is a “joint initiative”
by the employee and the employer to improve individuals’ existing skills and knowledge.
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Respecting this fundamental belief, we are aware that Employee Development is a long-term initiative, but also produces
benefits in the short-term like increased loyalty and improved performance and engagement. We are constantly working to put in place
programs and tools to achieve both initiatives.

In order to accomplish our ends, we are following these guidelines to improve development:

1. Continuous Learning & Training: professional training, personal attitude to improve, cross-department training, and
soft-skills training.

2. Coaching & Mentoring: based on assessment activities results, performance evaluation, and other forms of continuous
feedback, HR People Development can design solutions to match learning needs, not only by “classroom or one-way lessons”, but by
leveraging the expertise and knowledge already present in the Company that must be expertly handed down.

The two aforementioned guidelines implement plans and training programs designed on the basis of the needs or any
performance gap to be met. The guidelines align with the Group’s long-term principles, and the continuity of the training courses
started in previous years. In addition, these guidelines shape and direct other aspects of employee hiring, retention and overall
experience, including Recruitment, Induction, Talent acquisition & management, Workforce planning, and others. These processes are
constantly being improved and adapted to the specific needs at Global Organization level.

In 2018, we conducted training activities to support the company strategy with regard to both Commercial Employees and
Corporate Employees.

Commercial training activities at the Company’s Headquarters - 2018

The Commercial Training in 2018 sought not just to guarantee the education of Sales staff to enable them offer the best
retail experience, but to focus on the launch of the e-learning project.

The Natuzzi Digital Academy is a strategic investment, offering the opportunity to train and educate the entire sales force
and effectively support the Company in the achievement of goals set by the business plan. This project is particularly relevant
considering that the current Natuzzi distribution covers five continents and the new brand strategy requires professionals who are even
more skilled, from the store staff to the top management. Thanks to this web-based platform, the trainers at the Company’s
Headquarters will be able to provide direct training about a wide range of topics (Company, Brand, Retail Operations, Sales Tools,
Soft skills, etc.) to different kind of positions (Sales Staff, Visual Merchandiser, Merchandising Managers, Marketing Managers, etc.)
at the same time. Furthermore, after we make an initial major investment to have the platform set up and its contents produced, we
anticipate that this method will make this kind of training more effective also from a cost saving standpoint.

While the platform has been available since April 2019, the Company continues to invest in skills development through
traditional training sessions such as Company and Store Opening training as well educational paths in collaboration with prestigious
consulting firms about technical and soft skills.

Other training Activities in 2018

We engage in a series of other trainings as well that cover competencies such as specialized R&D concepts and
certifications, packaging, ergonomic design, digital skills, marketing & communications, customer service and production. The
company’s corporate training is a testament to the company’s constant desire for innovation in its mission. An example of a type of
corporate training we offer is a program for the Designers Team on the ergonomic design of sofas. In addition, together with an
external consultant company, the Company organized training courses for part of its finance staff regarding specific international
accounting principles and the related impacts on the operational side.
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Share Ownership

Mr. Pasquale Natuzzi, who founded the Company and is currently its CEO and Chairman of the Board of Directors, as of
April 20, 2018, beneficially owns an aggregate amount of 30,967,521 Ordinary Shares, representing 56.5% of the Ordinary Shares
outstanding (61.6% of the Ordinary Shares outstanding if the 5.1% of the Ordinary Shares owned by members of Mr. Natuzzi’s
immediate family - the “Natuzzi Family” - are aggregated).

As a result, Mr. Natuzzi controls Natuzzi S.p.A., including its management and the selection of the members of its board
of directors. Since December 16, 2003, Mr. Natuzzi has held his entire beneficial ownership of Natuzzi S.p.A. shares through INVEST
2003 S.r.1., an Italian holding company wholly-owned by Mr. Natuzzi and having its registered office at Via Gobetti 8, Taranto, Italy.

On November 6, 2014, INVEST 2003 S.r.1., completed the purchase of 250,000 ADSs, each representing one Ordinary
Share, at a price of U.S.$2.00 per ADS. The purchase was privately negotiated with a single individual and was effected through an
escrow arrangement with BNY Mellon.

On July 30, 2014, INVEST 2003 S.r.1., completed the purchase of 500,000 ADSs, each representing one Ordinary Share,
at a price of U.S.$2.75 per ADS. The purchase was privately negotiated with a single individual and was effected through an escrow
arrangement with BN'Y Mellon. For more information, refer to Schedule 13D (Amendment No. 2), filed with the SEC on
September 14, 2014, that amends and supplements the Schedule 13D, filed with the SEC on April 24, 2008 (as amended by
Amendment No. 1 filed on April 8, 2013 (“Amendment No. 17).

These two purchases, carried out for investment purposes, brought the number of Ordinary Shares beneficially owned by
each of Mr. Natuzzi and INVEST 2003 S.r.I. to 30,967,521 (representing 56.5% of the Ordinary Shares outstanding).

Between September 27, 2011 through April 30, 2013, INVEST 2003 S.r.l. completed the purchase of a total of 859,628
Natuzzi S.p.A. ADSs (representing approximately 1.6% of the Company’s total shares outstanding), at an average price of U.S.$
2.37 per ADS. These purchases were made in accordance with a purchase plan undertaken pursuant to Rule 10b-18 (“Purchases of
Certain Equity Securities by the Issuer and Others ) promulgated under the Securities Exchange Act of 1934 (the “Rule 10b-18
Plan”).

On April 18, 2008, INVEST 2003 S.r.1. purchased 3,293,183 ADSs, each representing one Ordinary Share, at the price of
U.S.$ 3.61 per ADS. For more information, refer to Schedule 13D, filed with the SEC on April 24, 2008, and related Amendment
No. 1 to Schedule 13D, filed with the SEC on April 8, 2013. For further discussion, see Note 22 to the Consolidated Financial
Statements included in Item 18 of this Annual Report.

On February 8, 2019, the Company’s board of directors approved a change in the ratio of its ADSs to Ordinary Shares,
from one (1) ADS representing one (1) Ordinary Share, to one (1) ADS representing five (5) Ordinary Shares. The effective date of
the ratio change was February 21, 2019. There were 4,361,981 ADSs (equivalent to 21,809,905 Ordinary Shares) outstanding as of
February 21, 2019.

Each of the Company’s other directors and officers owns less than 1% of the Company’s Ordinary Shares and ADSs.
None of the Company’s directors or officers has stock options.

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS

Major Shareholders

Mr. Pasquale Natuzzi, who founded the Company and is currently its CEO and Chairman of the Board of Directors, as of
April 19, 2019, beneficially owns an aggregate amount of 30,967,521 Ordinary Shares representing 56.5% of the Ordinary Shares
outstanding (61.6% of the Ordinary Shares outstanding if the 5.1% of the Ordinary Shares owned by the Natuzzi Family are
aggregated). Since December 16, 2003, Mr. Natuzzi has held his entire beneficial ownership of Natuzzi S.p.A. shares through
INVEST 2003 S.r.1., an Italian holding company wholly-owned by Mr. Natuzzi and having its registered office at Via Gobetti 8,
Taranto, Italy.
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The following table sets forth information, as of April 19, 2019, with respect to each person who beneficially owns 5% or
more of the Company’s Ordinary Shares or ADSs:

Number of
Ordinary Shares Percent
owned owned
Pasquale Natuzzi O.........cccoeoievievieiiieeieeiecee e 30,967,521 56.5%
Quaeroq CVBA @ ...t 3,748,180 6.8%
Donald Smith & Co., Inc.®......ccccovvuiiiiiiiiiiiieeiieeee 2,935,525 5.4%
Credit Suisse Group AG @ .....cceevveeiveieriieieeeeie e 2,759,900 5.0%

M Includes ADSs purchased on April 18, 2008, purchases made from September 27, 2011 through April 30, 2013 under the Rule
10b-18 Plan and two privately negotiated purchases executed on July 30, 2014 and November 6, 2014. If Mr. Natuzzi’s
Ordinary Shares are aggregated with those held by members of the Natuzzi Family, the amount owned would be 33,767,521 and
the percentage ownership of Ordinary Shares would be 61.6%.

@ According to the Schedule 13G filed with the SEC by Quaeroq CVBA on May 1, 2017.

®  According to the Schedule 13G filed with the SEC by Donald Smith & Co., Inc. on February 8, 2018.

@ According to the Schedule 13F filed with the SEC by Credit Suisse AG on September 30, 2018.

As indicated in “Item 6. — Share Ownership,” Mr. Natuzzi controls Natuzzi S.p.A., including its management and the
selection of the members of its board of directors. Since December 16, 2003, Mr. Natuzzi has held his entire beneficial ownership of
Natuzzi S.p.A. shares through INVEST 2003 S.r.1., an Italian holding company wholly-owned by Mr. Natuzzi and having its
registered office at Via Gobetti 8, Taranto, Italy.

In addition, the Natuzzi Family has a right of first refusal to purchase all the rights, warrants or other instruments which
BNY, as Depositary under the Deposit Agreement, determines may not lawfully or feasibly be made available to owners of ADSs in
connection with each right offering, if any, made to holders of Ordinary Shares. None of the shares held by the above shareholders has
any special voting rights.

As of April 19, 2019, 54,853,045 Ordinary Shares were outstanding. As of the same date, there were 4,361,981 ADSs
(equivalent to 21,809,905 Ordinary Shares) outstanding. The ADSs represented 39.8% of the total number of Natuzzi Ordinary Shares
issued and outstanding.

On February 8, 2019, the Company’s board of directors approved a change in the ratio of its ADSs to Ordinary Shares,
from one (1) ADS representing one (1) Ordinary Share, to one (1) ADS representing five (5) Ordinary Shares (the “Ratio Change”).
The effective date of the Ratio Change was February 21, 2019. There were 4,361,981 ADSs (equivalent to 21,809,905 Ordinary
Shares) outstanding as of February 21, 2019.

For ADS holders, the Ratio Change had the same effect as a one-for-five reverse ADS split. No new shares were issued in
connection with the Ratio Change. As a result of the Ratio Change, the price of the Company’s ADSs automatically increased
proportionally.

Since certain Ordinary Shares and ADSs are held by brokers or other nominees, the number of direct record holders in the
United States may not be fully indicative of the number of direct beneficial owners in the United States or of where the direct
beneficial owners of such shares are resident.

Related Party Transactions

Transactions that have been entered into with related parties as at December 31, 2018 and 2017 are set forth, in millions of
Euro, in the following table:

31/12/2018 31/12/2017

SALES ..ttt et e b h e sttt bt a et ettt et e e e e ee 16.4 3.6
25 0T34 TSRS 1.0 —

Amount owned DY related PATTIES .......c.eevirrierieriieieriieie ettt ettt ettt ettt et et e bt st enbe et ebe et nees 9.3 1.4
AmMOUNts dUE t0 TelAtEd PATLIES.......eoviertiirieiieiieierteestietee st te ettt ete st eeeaeeteesbeesbeteebessaesseenseeseeseesennns 1.0 0.0
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Other than the foregoing transactions, neither the Company nor any of its subsidiaries was a party to a transaction with a
related party that was material to the Company or the related party, or any transaction that was unusual in its nature or conditions,
involving goods, services, or tangible or intangible assets, nor is any such transaction presently proposed. During the same period,
neither the Company nor any of its subsidiaries made any loans to or for the benefit of any related party.

ITEM 8. FINANCIAL INFORMATION

Consolidated Financial Statements

Please refer to “Item 18. Financial Statements” of this Annual Report.

Export Sales

Export sales from Italy totaled approximately €129.3 million in 2018, down 1.9% from 2017. That figure represents
approximately 35% of the Group’s 2018 net leather and fabric-upholstered furniture sales.

Legal and Governmental Proceedings

The Group is involved in tax and legal proceedings, including several minor claims and legal actions, arising in the
ordinary course of business. The provision recorded against these claims is €12.0 million as of December 31, 2018 (€14.9 million as
of December 31, 2017). See “Item 3. Key Information—Risk factors” and Note 21 to the Consolidated Financial Statements included
in Item 18 of this Annual Report.

Apart from the proceedings described above, neither the Company nor any of its subsidiaries is a party to any legal or
governmental proceeding that is pending or, to the Company’s knowledge, threatened or contemplated against the Company or any
such subsidiary that, if determined adversely to the Company or any such subsidiary, would have a materially adverse effect, either
individually or in the aggregate, on the business, financial condition or results of the Group’s operations.

Dividends

Notwithstanding the Net Profit reported by the Group in 2018 mainly because of the extraordinary income of
€75.4 million and considering the capital requirements necessary to implement the restructuring of the operations and its planned retail
and marketing activities, the Group decided not to distribute dividends in respect of the year ended on December 31, 2018. The Group
has also not paid dividends in any of the prior three fiscal years.

The payment of future dividends will depend upon the Company’s earnings and financial condition, capital requirements,
governmental regulations and policies and other factors. Accordingly, there can be no assurance that dividends in future years will be
paid at a rate similar to dividends paid in past years or at all.

Dividends paid to owners of ADSs or Ordinary Shares who are United States residents qualifying under the Income Tax
Convention will generally be subject to Italian withholding tax at a maximum rate of 15%, provided that certain certifications are
given timely. Such withholding tax will be treated as a foreign income tax which U.S. owners may elect to deduct in computing their
taxable income, or, subject to the limitations on foreign tax credits generally, credit against their United States federal income tax
liability. See “Item 10. Additional Information—Taxation—Taxation of Dividends.”

ITEM 9. THE OFFER AND LISTING

Trading Markets and Share Prices

Natuzzi’s Ordinary Shares are listed on the NYSE in the form of ADSs under the symbol “NTZ.” Neither the Company’s
Ordinary Shares nor its ADSs are listed on a securities exchange outside the United States. BNY Mellon is the Company’s Depositary
for purposes of issuing the American Depositary Shares evidencing ADSs. Trading in the ADSs on the NYSE commenced on May 13,
1993.
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On December 26, 2018 the Company received notice from the NYSE that the Company was no longer in compliance with
one of the NYSE’s continued listing standards for a listed company, particularly, the average closing price of the Company’s ADSs
was less than US$1.00 over a consecutive 30-trading day-period.

The Company notified the NYSE on December 27, 2018 of its intention to cure this deficiency within the prescribed
timeframe.

On February 8, 2019, the Company’s Board of Directors approved a change in the ratio of its ADSs to ordinary shares, par
value €1.00 per share (the “Shares”), from one (1) ADS representing one (1) Share, to one (1) ADS representing five (5) Shares (the
“Ratio Change”). The effective date of the Ratio Change (the “Effective Date”) was February 21, 2019. There were 4,361,981 ADSs
(equivalent to 21,809,905 Ordinary Shares) outstanding as of February 21, 2019.

For ADS holders, the Ratio Change had the same effect as a one-for-five reverse ADS split. No new shares were issued in
connection with the Ratio Change and Natuzzi’s ADSs continue to be traded on the NYSE under the same symbol “NTZ.” As a result
of the Ratio Change, the price of the Company’s ADSs automatically increased proportionally.

On March 1, 2019, the Company received confirmation from the NYSE that it had regained compliance with continued
listing standards.

If, in the future, the Company again falls below the continued listing criterion of a minimum share price of $1.00 over a
30-trading day period, the Company’s security will be subject to immediate review by the NYSE.

The Company is currently in compliance with all the NYSE continued listing standards under Section 802.00 of the
NYSE manual.
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The following table sets forth, for the periods indicated, the high and low market prices on an intraday basis per ADS as
reported by the NYSE. The prices for the periods indicated in the following table already reflect the new ADS ratio.

New York Stock Exchange
Price per ADS (in US dollars)
High Low
2004 e e 16.10 6.65
2015 ettt e 14.50 6.75
20061ttt 11.90 6.40
2017 et 16.50 7.25
B () SRR 9.45 3.75
High Low
2017
First qUArter.........coovievieeciiieie e e 14.45 10.10
SeCONd QUATTET........eeverierieiieiieie st eeve e e eeean 16.50 11.55
Third qUATtETr ......c.cccveeieeeeieeieiee e 14.20 9.50
Fourth quarter...........cccoeeeveniiiieninieeeeeeee e 10.84 7.25
High Low
2018
First quarter.........coceeveereeieneeniieieeeceeeeeee e 9.45 7.05
Second qQUATET........coceeeviiiiieieeieeeie e 8.80 7.40
Third qUATtEr ......c.cccveeeeeeeieeieiee e 8.35 6.80
Fourth quarter............cccooevvieiiieiieniiee e 6.90 3.75
High Low
2019
First qUATter ......ccvvevveeieeecieee e 6.53 4.18
High Low
Monthly data
OcCtober 2018....cvieiieieeeieeeceee e 6.90 5.80
November 2018.......cccvriirieiiriiieeeeee e 6.25 4.10
December 2018 .......cccoevieeiiniieiieiineereeeeeeeee 5.05 3.75
January 2019 ....ccvioiiiiiii e 6.53 4.18
February 2019 ..c.oovviiiiiiieeteeeeeeeeee e 6.23 4.47
March 2019 .....ooovieieeieeceeeeeeee e 5.63 4.65
April, through 19, 2019......cccovieviiiiiieeee e 4.97 4.07

ITEM 10. ADDITIONAL INFORMATION

By-laws

The following is a summary of (i) certain information concerning the Company’s shares and By-laws (statuto) and (ii) the
relevant provisions of Italian stock corporations. In particular, Italian issuers of shares that are not listed on a regulated market of the
European Union are governed by the rules of the Italian civil code (the “Civil Code”). This summary contains all the information that
the Company considers to be material regarding its shares, but does not purport to be complete and is qualified in its entirety by
reference to the By-laws or the relevant provisions of Italian law, as the case may be.

General — The issued share capital of the Company consists of 54,853,045 Ordinary Shares, with a par value of
€1.00 per share. All the issued shares are fully paid, non-assessable and in registered form.

The Company is registered with the Companies’ Registry of Bari at No. 261878, with its registered office in Santeramo in
Colle (Bari), Italy.

As set forth in Article 3 of the By-laws, the Company’s corporate purpose is the production, marketing and sale of sofas,
armchairs, furniture in general and raw materials used for their production. The Company is generally authorized to take any actions
necessary or useful to achieve its corporate purpose.
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Authorization of Shares — At the extraordinary shareholders’ meeting of the Company held on July 23, 2004, the
shareholders authorized the Company’s board of directors to carry out a free capital increase of up to €500,000, and a capital increase
against payment of up to €3.0 million to be issued, in connection with the grant of stock options to employees of the Company and of
other Group companies. On January 24, 2006 the Company’s board of directors, in accordance with the Regulations of the “Natuzzi
Stock Incentive Plan 2004-2009” (which was approved by the board of directors in a meeting held on July 23, 2004), decided to issue
without consideration 56,910 new Ordinary Shares in favor of the beneficiary employees. Consequently, the number of Ordinary
Shares increased on the same date from 54,681,628 to 54,738,538. On January 23, 2007, the Company’s board of directors, in
accordance with the Regulations of the “Natuzzi Stock Incentive Plan 2004-2009,” decided to issue without consideration 85,689 new
Ordinary Shares in favor of beneficiary employees. Consequently, the number of Ordinary Shares increased on the same date from
54,738,538 to 54,824,227. On January 24, 2008 the Company’s board of directors, in accordance with the Regulations of the “Natuzzi
Stock Incentive Plan 2004-2009,” decided to issue without consideration 28,818 new Ordinary Shares in favor of the beneficiary
employees. Consequently, the number of Ordinary Shares increased on the same date from 54,824,227 to 54,853,045, the current
number.

Form and Transfer of Shares — The Company’s Ordinary Shares are in certificated form and are freely transferable by
endorsement of the share certificate by or on behalf of the registered holder, with such endorsement either authenticated by a notary,
in Italy or elsewhere, or by a broker-dealer or a bank in Italy. The transferee must request that the Company enters his name in the
register of shareholders in order to exercise his rights as a shareholder of the Company.

Dividend Rights — Payment by the Company of any annual dividend is proposed by the board of directors and is subject
to the approval of the shareholders at the annual shareholders’ meeting. Before dividends may be paid out of the Company’s
unconsolidated net income in any year, an amount at least equal to 5% of such net income must be allocated to the Company’s legal
reserve until such reserve is at least equal to one-fifth of the par value of the Company’s issued share capital. If the Company’s share
capital is reduced as a result of accumulated losses, no dividends may be paid until the capital is reconstituted or reduced by the
amount of such losses. The Company may pay dividends out of available retained earnings from prior years, provided that, after such
payment, the Company will have a legal reserve at least equal to the legally required minimum. No interim dividends may be
approved or paid.

Dividends will be paid in the manner and on the date specified in the shareholders’ resolution approving their payment
(usually within 30 days of their annual general meeting). Dividends that are not collected within five years of the date on which they
become payable are forfeited to the benefit of the Company. Holders of ADSs will be entitled to receive payments in respect of
dividends on the underlying shares through BNY, as ADR Depositary, in accordance with the deposit agreement relating to the ADSs.

Voting Rights — Registered holders of the Company’s Ordinary Shares are entitled to one vote per Ordinary Share.

As a registered shareholder, the Depositary (or its nominee) will be entitled to vote the Ordinary Shares underlying the
ADSs. The Deposit Agreement requires the Depositary (or its nominee) to accept voting instructions from holders of ADSs and to
execute such instructions to the extent permitted by law. Neither Italian law nor the Company’s By-laws limit the right of non-resident
or foreign owners of the Company’s Ordinary Shares to hold or vote shares of the Company.

Board of directors — Under Italian law and pursuant to the Company’s By-laws, the Company may be run by a sole
director or by a board of directors, consisting of seven to eleven individuals. The Company is currently run by a board of directors
composed of seven individuals (see “Item 6. Directors, Senior Management and Employees”). The board of directors is elected by the
ordinary shareholders’ meeting of the Company, for the period established at the time of election but in no case for longer than three
fiscal years. A director, who may, but is not required to be, a shareholder of the Company, may be reappointed for successive terms.
The board of directors has the full power of ordinary and extraordinary management of the Company and in particular may perform all
acts it deems advisable for the achievement of the Company’s corporate purposes, except for the actions reserved by the applicable
law or the By-laws to a vote of the ordinary or extraordinary shareholders’ meeting. See also “Item 10. Additional Information—
Meetings of Shareholders.”

The board of directors must appoint a chairman (presidente) and may appoint a vice-chairman. The chairman of the board
of directors is the legal representative of the Company. The board of directors may delegate certain powers to one or more managing
directors (amministratori delegati), determine the nature and scope of the powers delegated to each director and revoke such
delegation at any time. The managing directors must report to the board of directors and the board of statutory auditors at least every
180 days on the Company’s business and the main transactions carried out by the Company or by its subsidiaries.

The board of directors may not delegate certain responsibilities, including the preparation and approval of the draft
financial statements, the approval of merger and de-merger plans to be submitted to shareholders’ meetings, increases in the amount of
the Company’s share capital or the issuance of convertible debentures (if any such power has been delegated to the board of directors
by vote of the extraordinary shareholders’ meeting) and the fulfilment of the formalities required when the Company’s capital has to
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be reduced as a result of accumulated losses that reduce the Company’s stated capital by more than one-third. See also “Item 10.
Additional Information—Meetings of Shareholders”.

The board of directors may also appoint a general manager (direttore generale), who must report directly to the board of
directors and confer powers for single acts or categories of acts to employees of the Company or persons unaffiliated with the
Company.

Meetings of the board of directors are called no less than five days in advance by letter sent via fax, telegram or e-mail by
the chairman on his own initiative. Meetings may be held in person, by video-conference or tele-conference, in the location indicated
in the notice convening the meeting, or in any other destination, each time that the chairman may consider necessary. The quorum for
meetings of the board of directors is a majority of the directors in office. Resolutions are adopted by the vote of a majority of the
directors present at the meeting. In case of a tie, the chairman has the deciding vote.

Directors having any interest in a proposed transaction must disclose their interest to the board of directors and to the
board of statutory auditors, even if such interest is not in conflict with the interest of the Company in the same transaction. The
interested director is not required to abstain from voting on the resolution approving the transaction, but the resolution must state
explicitly the reasons for, and the benefit to the Company of, the approved transaction. In the event that these provisions are not
complied with, or that the transaction would not have been approved without the vote of the interested director, the resolution may be
challenged by a director or by the board of statutory auditors if the approved transaction may be prejudicial to the Company. A
managing director must solicit prior board approval of any proposed transaction in which he has any interest and that is within the
scope of his powers. The interested director may be held liable for damages to the Company resulting from a resolution adopted in
breach of the above rules. Finally, directors may be held liable for damages to the Company if they illicitly profit from insider
information or corporate opportunities.

The board of directors may transfer the Company’s registered office within Italy, set up and eliminate secondary offices
and approve mergers by absorption into the Company of any subsidiary in which the Company holds at least 90% of the issued share
capital. The board of directors may also approve the issuance of shares or convertible debentures and reductions of the Company’s
share capital in the case of withdrawal of a shareholder if so authorized by the Company’s extraordinary shareholders’ meeting.

Under Italian law and pursuant to the Company’s By-laws, directors may be removed from their office at any time by the
vote of shareholders at an ordinary shareholders’ meeting. However, if removed in circumstances where there was no just cause, such
directors may have a claim for damages against the Company. Directors may resign at any time by written notice to the board of
directors and to the chairman of the board of statutory auditors. The board of directors, subject to the approval of the board of statutory
auditors, must appoint substitute directors to fill vacancies arising from removals or resignations to serve until the next ordinary
shareholders’ meeting. If at any time more than half of the members of the board of directors appointed by the shareholders’ meeting
of the Company resign, such resignation is ineffective until the majority of the new board of directors has been appointed. In such a
case, the remaining members of the board of directors (or the board of statutory auditors if all the members of the board of directors
have resigned or ceased to be directors) must promptly call an ordinary shareholders’ meeting to appoint the new directors.

The compensation of executive directors, including the CEO, is determined by the board of directors, after consultation
with the board of statutory auditors, within a maximum amount established by the Company’s shareholders meeting. The Company’s
shareholders meeting determines the base compensation for all board members, including non-executive directors. Directors are
entitled to reimbursement for expenses reasonably incurred in connection with their functions.

Statutory Auditors — In addition to appointing the board of directors, the ordinary shareholders’ meeting of the
Company, appoints a board of statutory auditors (collegio sindacale) and its chairman, and set the compensation of its members. The
statutory auditors are elected for a term of three fiscal years, may be re-elected for successive terms and may be removed only for
cause and with the approval of a competent court. Expiration of their office will have no effect until a new board is appointed.
Membership of the board of statutory auditors is subject to certain good standing, independence and professional requirements, and
shareholders must be informed as to the offices the proposed candidates hold in other companies prior to or at the time of their
election. In particular, at least one standing and one alternate member must be a chartered public accountant.

The Company’s By-laws provide that the board of statutory auditors shall consist of three statutory auditors and two
alternate auditors (who are automatically substituted for a statutory auditor who resigns or is otherwise unable to serve).

The Company’s board of statutory auditors is required, among other things, to verify that the Company (i) complies with
applicable laws and the By-laws, (ii) complies with applicable principles of good governance, and (iii) maintains adequate
organizational structure and administrative and accounting systems. The Company’s board of statutory auditors must be convened at
least once every 90days. The board of statutory auditors reports to the annual shareholders” meeting on the results of its activity and
the results of the Company’s operations. In addition, the statutory auditors of the Company must attend the meetings of the
Company’s board of directors and shareholders’ meetings.
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The statutory auditors may decide to call a shareholders’ meeting, ask information about the management of the Company
to the members of the board of directors, carry out inspections and verifications at the Company and exchange information with the
Company’s external auditors. Additionally, the statutory auditors have the power to initiate a liability action against one or more
directors after adopting a resolution with an affirmative vote by two thirds of the auditors in office. Any shareholder may submit a
complaint to the board of statutory auditors regarding facts that such shareholder believes should be subject to scrutiny by the board of
statutory auditors, which must take any complaint into account in its report to the shareholders’ meeting. If shareholders collectively
representing 5% of the Company’s share capital submit such a complaint, the board of statutory auditors must promptly undertake an
investigation and present its findings and any recommendations to a shareholders’ meeting of the Company (which must be convened
immediately if the complaint appears to have a reasonable basis and there is an urgent need to take action). The board of statutory
auditors may report to a competent court serious breaches of directors’ duties.

External Auditor — The audit of the Company’s accounts is entrusted, as per current legislation, to an independent audit
firm whose appointment falls under the competency of the shareholders’ meeting, upon the board of statutory auditors’ proposal. In
addition to the obligations set forth in national auditing regulations, Natuzzi’s listing on the NYSE requires that the audit firm issues
an audit report on the consolidated financial statements included in the annual report on Form 20-F, in compliance with the auditing
standards issued by the Public Company Accounting Oversight Board (PCAOB). Moreover, the independent audit firm is required, if
applicable, to issue an opinion on the effectiveness of the internal control system applied to financial reporting. No such opinion was
required for the Company as of December 31, 2018.

The external auditor or the firm of external auditors is appointed for a three-year term, may be re-elected for successive
terms, and its compensation is determined by a vote at an ordinary shareholders’ meeting of the Company and may be removed only
for just cause by a vote of the shareholders’ meeting.

Meetings of Shareholders — Shareholders are entitled to attend and vote at ordinary and extraordinary shareholders’
meetings. Votes may be cast personally or by proxy. Shareholders’ meetings may be called by the Company’s board of directors (or
the board of statutory auditors) and must be called if requested by holders of at least 10% of the issued shares. If a shareholders’
meeting is not called despite the request by shareholders and such refusal is unjustified, a competent court may call the meeting.
Shareholders are not entitled to request that a meeting of shareholders be convened to vote on matters which, as a matter of law, shall
be resolved on the basis of a proposal, plan or report by the Company’s board of directors.

The Company may hold general meetings of shareholders at its registered office in Santeramo in Colle, or elsewhere
within Italy or at locations outside Italy, following publication of notice of the meeting in any of the following Italian newspapers: “I/
Sole 24 Ore”, “Corriere della Sera” or “La Repubblica” at least 15 days before the date fixed for the meeting.

The ordinary shareholders’ meeting of the Company must be convened at least once a year. The Company’s annual stand-
alone financial statements are prepared by the board of directors and submitted for approval to the ordinary shareholders’ meeting,
which must be convened within 120 days after the end of the fiscal year to which such financial statements relate. This term may be
extended by up to 180 days after the end of the fiscal year, as long as the Company continues to be bound by law to draw up
consolidated financial statements or if particular circumstances concerning its structure or its purposes so require. At ordinary
shareholders’ meetings, shareholders also appoint the external auditors, approve the distribution of dividends, appoint the members of
the board of directors and of the board of statutory auditors, determine their remuneration and vote on any matter the resolution or
authorization of which is entrusted to them by law.

Extraordinary shareholders’ meetings may be called to vote on proposed amendments to the By-laws, issuance of
convertible debentures, mergers and de-mergers, capital increases and reductions, when such resolutions may not be taken by the
board of directors. Liquidation of the Company must be resolved by an extraordinary shareholders’ meeting.

The notice of a shareholders’ meeting of the Company may specify two or more meeting dates for an ordinary or
extraordinary shareholders’ meeting; such meeting dates are generally referred to as “calls”.

The quorum for an ordinary shareholders’ meeting of the Company is 50% of the Ordinary Shares, and resolutions are
adopted by the majority of Ordinary Shares present or represented. At an adjourned ordinary meeting, no quorum is required, and the
resolutions are carried by the majority of Ordinary Shares present or represented. Certain matters, such as amendments to the By-laws,
the issuance of shares, the issuance of convertible debentures, mergers and de-mergers, may only be resolved upon at an extraordinary
meeting, at which special voting rules apply. Resolutions at an extraordinary meeting of the Company are adopted, on first call, by a
majority of the Ordinary Shares. An adjourned extraordinary meeting is validly held with a quorum of one-third of the issued shares
and its resolutions are carried by a majority of at least two-thirds of the holders of shares present or represented at such meeting. In
addition, certain matters (such as a change in purpose or corporate form of the company, demergers, mergers, the transfer of its
registered office outside Italy, its liquidation prior to the term set forth in its By-laws, the extension of the term, the revocation of
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liquidation and the issuance of preference shares) are approved by the holders of more than two-thirds of the shares present and
represented at such meeting that must also represent more than one-third of the issued shares.

According to the By-laws, in order to attend any shareholders’ meeting, each shareholder of the Company, at least five
days prior to the date fixed for the meeting, must deposit its share certificates at the offices of the Company or with such banks as may
be specified in the notice of call of the relevant meeting, in exchange for an admission ticket. Owners of ADRs may make special
arrangements with the Depositary for the beneficial owners of such ADRs to attend shareholders’ meetings, but not to vote at or
formally address such meetings. The procedures for making such arrangements will be specified in the notice of such meeting to be
mailed by the Depositary to the owners of ADRs.

Shareholders may appoint proxies by delivering in writing an appropriate power of attorney to the Company. Directors,
auditors and employees of the Company or of any of its subsidiaries may not be proxies and any one proxy cannot represent more than
20 shareholders.

Pre-emptive Rights — Pursuant to Italian law, holders of Ordinary Shares or of debentures convertible into shares, if any
exist, are entitled to subscribe for the issuance of shares, debentures convertible into shares and rights to subscribe for shares, in
proportion to their holdings, unless such issues are for non-cash consideration or pre-emptive rights are waived or limited and such
waiver or limitation is required in the interest of the Company. There can be no assurance that the holders of ADSs may be able to
exercise fully any pre-emptive rights pertaining to Ordinary Shares.

Preference Shares. Other Securities — The Company’s By-laws allow the Company to issue preference shares with
limited voting rights, to issue other classes of equity securities with different economic and voting rights, to issue so-called
participation certificates with limited voting rights, as well as so-called tracking stock. The power to issue such financial instruments
is attributed to the extraordinary meeting of shareholders.

The Company, by resolution of the board of directors, may issue debt securities non-convertible into shares, while it may
issue debt securities convertible into shares through a resolution of an extraordinary shareholders’ meeting.

Segregation of Assets and Proceeds — The Company, by means of an extraordinary shareholders’ meeting resolution,
may approve the segregation of certain assets into one or more separate pools. Such pools of assets may have an aggregate value not
exceeding 10% of the shareholders’ equity of the Company. Each pool of assets must be used exclusively to carry out a specific
business and may not be attached by the general creditors of the Company. Similarly, creditors with respect to such specific business
may only attach those assets of the Company that are included in the corresponding pool. Tort creditors, on the other hand, may
always attach any assets of the Company. The Company may issue securities carrying economic and administrative rights relating to a
pool. In addition, financing agreements relating to the funding of a specific business may provide that the proceeds of such business be
used exclusively to repay the financing. Such proceeds may be attached only by the financing party and such financing party would
have no recourse against other assets of the Company.

Liquidation Rights — Pursuant to Italian law and subject to the satisfaction of the claims of all other creditors,
shareholders are entitled to a distribution in liquidation that is equal to the nominal value of their shares (to the extent available out of
the net assets of the Company). Holders of preference shares, if any such shares are issued in the future by the Company, may be
entitled to a priority right to any such distribution from liquidation up to their par value. Thereafter, all shareholders would rank
equally in their claims to the distribution or surplus assets, if any. Ordinary Shares rank pari passu among themselves in liquidation.

Purchase of Shares by the Company — The Company is allowed to purchase shares, subject to certain conditions and
limitations provided for by Italian law. Shares may be purchased out of profits available for dividends and out of distributable
reserves, in each case as appearing on the latest stand-alone financial statements approved by the Company’s shareholders’ meeting.
Further, the Company may only repurchase fully paid-in shares. Such purchases must be authorized by the ordinary shareholders’
meeting. The aggregate purchase price of such shares may not exceed the earnings reserve specifically approved by shareholders.
Shares held in violation of the above conditions and limitations must be sold within one year of the date of purchase. Similar
limitations apply with respect to purchases of the Company’s shares by its subsidiaries.

A corresponding reserve equal to the purchase price of such shares must be created in the statement of financial position,
and such reserve is not available for distribution, unless such shares are sold or cancelled. Shares purchased and held by the Company
may be resold only pursuant to a resolution adopted at an ordinary shareholders’ meeting. The voting rights attaching to the shares
held by the Company or its subsidiaries cannot be exercised, but the shares are counted for quorum purposes in shareholders’
meetings. Dividends and pre-emptive rights attaching to such shares will accrue to the benefit of other shareholders.
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The Company does not own any of its Ordinary Shares.

Notification of the Acquisition of Shares — In accordance with Italian antitrust laws, the Italian Competition Authority
prohibits the acquisition of control in a company which would thereby create or strengthen a dominant position in the domestic market
or a significant part thereof and which would result in the elimination or substantial reduction of competition on a lasting basis,
provided that certain turnover thresholds are exceeded. However, if the turnover of the acquiring party and the company to be acquired
exceeds certain other monetary thresholds, the antitrust review of the acquisition falls within the exclusive jurisdiction of the European
Commission and will be assessed under the EU Merger Regulation (Council Regulation (EC) No. 139/2004).

Minority Shareholders’ Rights. Withdrawal Rights — Shareholders’ resolutions which are not adopted in conformity
with applicable law or the Company’s By-laws may be challenged (with certain limitations and exceptions) within ninety days by
absent, dissenting or abstaining shareholders representing individually or in the aggregate at least 5% of Company’s share capital (as
well as by the board of directors or the board of statutory auditors). Shareholders not reaching this threshold or shareholders not
entitled to vote at Company’s meetings may only claim damages deriving from the resolution.

Dissenting or absent shareholders may require the Company to buy back their shares as a result of shareholders’ meeting
resolutions approving, among others things, material modifications of the Company’s corporate purpose or of the voting rights of its
shares, the transformation of the Company from a stock corporation into a different legal entity, or the transfer of the Company’s
registered office outside Italy. The buy-back would occur at a price established by the board of directors, upon consultation with the
board of statutory auditors and the Company’s external auditor, having regard to the net assets value of the Company, its prospective
earnings and the market value of its shares, if any. The Company’s By-laws may set forth different criteria to determine the
consideration to be paid to dissenting shareholders in such buy-backs.

Each shareholder may bring to the attention of the board of statutory auditors facts or actions which are deemed wrongful.
If such shareholders represent more than 5% of the share capital of the Company, the board of statutory auditors must investigate
without delay and report its findings and recommendations to the shareholders’ meeting (which must be convened immediately if the
complaint appears to have a reasonable basis and there is an urgent need to take action).

Shareholders representing more than 10% of the Company’s share capital have the right to report to a competent court all
of the serious breaches of the directors’ duties, which may be prejudicial to the Company or to its subsidiaries. In addition,
shareholders representing at least 20% of the Company’s share capital may commence derivative suits before a competent court
against its directors, statutory auditors and general managers.

The Company may waive or settle the suit unless shareholders holding at least 20% of the shares vote against such waiver
or settlement. The Company will reimburse the legal costs of such action in the event that the claim of such shareholders is successful
and the court does not award such costs against the relevant directors, statutory auditors or general managers.

Any dispute arising out of or in connection with the By-Laws that may arise between the Company and its shareholders,
directors, or liquidators shall fall under the exclusive jurisdiction of the Tribunal of Bari (Italy).

Liability for Mismanagement of Subsidiaries — Under Italian law, companies and other legal entities that, acting in
their own interest or the interest of third parties, mismanage a company subject to their direction and coordination powers are liable to
such company’s shareholders and creditors for ensuing damages suffered by such shareholders. This liability is excluded if (i) the
ensuing damage is fully eliminated, including through subsequent transactions, or (ii) the damage is effectively offset by the global
benefits deriving in general to the company from the continuing exercise of such direction and coordination powers. Direction and
coordination powers are presumed to exist, among other things, with respect to consolidated subsidiaries.

The Company is subject to the direction and coordination of INVEST 2003 S.r.1.

Material Contracts

The Company is not a party to any material contract, other than contracts entered into in the ordinary course of business
and the contracts described immediately below:

—  The Securitization Agreement with Muttley S.r.1., and concerning Banca IMI, Intesa San Paolo for the “without recourse”
factoring of export-related financial receivables for €35 million, dated July 7, 2015. The Securitization Agreement can be found
in Exhibit 4.5 to this Annual Report; in June 21, 2016, we amended the Securitization Agreement to increase the credit line to
€55 million.
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—  The Company has entered into various agreements with representatives of trade unions regarding the reorganization of its
employees, dated March 22, 2016 and March 27, 2017 (the “Italian Reorganization Agreements”). The Italian Reorganization
Agreements are attached as Exhibits 4.3, 4.4, 4.6 and 4.7 to this Annual Report.

—  The Company has entered into a joint venture contract with Jason Furniture (Hangzhou) Co., Ltd. (“Kuka”) on March 22, 2018
(the “Joint Venture Agreement”) under which the Company’s wholly-owned Chinese subsidiary, Natuzzi Trading (Shanghai)
Co., Ltd. (“Natuzzi Trading Shanghai”) would become a joint venture (the “Joint Venture). On July 27, 2018, the Company
completed transactions contemplated by Joint Venture Agreement. As a result of the completion of these transactions, the
Company’s wholly-owned Chinese subsidiary, Natuzzi Trading (Shanghai) Co., Ltd. (“Trading Co.”), has become a joint
venture in which each of the Company and Kuka now owns a 49% and 51% stake, respectively. Kuka invested €65 million to
acquire its stake in Trading Co. The Joint Venture will distribute Natuzzi Italia and Natuzzi Editions branded products through a
network of single-brand directly operated stores and franchised operated stores in Mainland China, Hong Kong and Macau, as
well as through online stores. The Joint Venture Agreement is subject to regulatory approval and approval by Kuka’s
shareholders. The Joint Venture Agreement is attached as Exhibit 4.8 to this Annual Report.

—  The Company has entered into an agreement for the sale and purchase and subscription of shares in Natuzzi Trading Shanghai
with Kuka and Natuzzi Trading Shanghai on March 22, 2018 (the “Share Purchase Agreement”). Under the Share Purchase
Agreement, Kuka will make a €65 million investment in exchange for a majority stake in the Joint Venture. The Share Purchase
Agreement is subject to regulatory approval and approval by Kuka’s shareholders. The Share Purchase Agreement is attached as
Exhibit 4.9 to this Annual Report.

—  On December 18, 2018, the Company, along with the Trade Unions and Italian relevant authorities agreed to extend the current
Solidarity Agreement (a reduced-work schedules) for a one-year period ending in December 2019, and parties signed an
agreement to allow the Company to benefit from a temporary workforce reduction program, involving up to 491 employees, for
a period of 24 months, called CIGS, in order to support the reorganization process.

Exchange Controls

There are currently no exchange controls, as such, in Italy restricting rights deriving from the ownership of shares.
Residents and non-residents of Italy may hold foreign currency and foreign securities of any kind, within and outside Italy. Non-
residents may invest in Italian securities without restriction and may transfer to and from Italy cash, instruments of credit and
securities, in both foreign currency and Euro, representing interest, dividends, other asset distributions and the proceeds of any
dispositions.

Certain requirements however are imposed by law. Regulations on the use of cash and bearer securities are contained in
legislative decree No. 231 of November 21, 2007, as amended from time to time (the “Decree 231”), which implemented in Italy the
European directive on anti-money laundering 2005/60/EC (actually replaced by directive (EU) 2015/849, as amended by directive
(EU) 2018/843). Such legislation requires that, subject to certain exceptions, transfers of cash or bearer instruments in Euro or in
foreign currency, effected for whatsoever reason between different parties, shall be carried out by means of credit institutions, Poste
Italiane S.p.A., electronic money institutions and payment institutions providing payment services which are different from those
indicated under Article 1, paragraph 1, letter d), number 6) of legislative decree No. 11 of January 27, 2010 when the total amount to
be transferred is equal to or more than €3,000. Cash remittance services are subject to a €1,000 limit. Credit institutions and the other
intermediaries effecting such transactions on behalf of residents or non-residents of Italy are required to maintain records of such
transactions for ten years after the end of the relevant business relationship or the closing of the relevant transaction. Such records may
be inspected at any time by the competent Italian authorities.

Non-compliance with, inter alia, the reporting and record-keeping requirements set forth in the above-mentioned Decree
231 may result in administrative fines or, in the case of (inter alia) reporting of false or misleading information or falsification of the
information that is relevant for the purposes of compliance with Decree 231, criminal penalties. The Financial Intelligence Unit of the
Bank of Italy (the “FIU”) may use the information received and/or transfer it to the anti-mafia investigative directorate (Direzione
investigativa antimafia), the special monetary police nucleus (Nucleo speciale di polizia valutaria della Guardia di finanza) and other
competent authorities, to police money laundering, tax evasion and any other unlawful activity. The FIU is required in certain cases to
maintain record of the reports for ten years.

Individuals, non-profit entities and partnerships that are residents of Italy must disclose on their annual tax returns all
investments and financial assets held outside Italy. Such obligation lies also on the aforesaid resident taxpayers who, even if do not
own directly investments and financial assets held abroad, qualify as “beneficial owner” of the same. No such tax disclosure is
required in respect of securities deposited for management with qualified Italian financial intermediaries and in respect of contracts
entered into through their intervention, provided that the items of income derived from such foreign financial assets are
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subjected to withholding tax or substitute tax through the intervention of the same intermediaries. Corporate residents of Italy are
exempt from these tax disclosure requirements with respect to their annual tax returns because this information is required to be
disclosed in their financial statements.

There can be no assurance that the current regulatory environment in or outside Italy will persist or that particular policies
presently in effect will be maintained, although Italy is required to maintain certain regulations and policies by virtue of its
membership of the EU and other international organizations and its adherence to various bilateral and multilateral international
agreements.

Taxation

The following is a summary of certain U.S. federal and Italian tax matters. The summary contains a description of the
principal U.S. federal and Italian tax consequences of the purchase, ownership and disposition of Ordinary Shares or ADSs by a
holder who is a citizen or resident of the United States or a U.S. corporation or who otherwise will be subject to U.S. federal income
tax on a net income basis in respect of the Ordinary Shares or ADSs. The summary is not a comprehensive description of all of the tax
considerations that may be relevant to a decision to purchase or hold Ordinary Shares or ADSs. In particular, the summary deals only
with beneficial owners who will hold Ordinary Shares or ADSs as capital assets and does not address the tax treatment of a beneficial
owner who owns 10% or more of the voting shares of the Company or who may be subject to special tax rules, such as banks, tax-
exempt entities, insurance companies, partners or partnerships therein, or dealers in securities or currencies, or persons that will hold
Ordinary Shares or ADSs as a position in a “straddle” for tax purposes or as part of a “constructive sale” or a “conversion” transaction
or other integrated investment comprised of Ordinary Shares or ADSs and one or more other investments. The summary does not
address the U.S. Medicare tax on net investment income, the U.S. alternative minimum tax, or any aspect of U.S. state or local tax
law. The summary does not discuss the treatment of Ordinary Shares or ADSs that are held in connection with a permanent
establishment through which a non-resident beneficial owner carries on business or performs personal services in Italy.

The summary is based upon tax laws and practice of the United States and Italy in effect on the date of this Annual
Report, which are subject to change.

Investors and prospective investors in Ordinary Shares or ADSs should consult their own advisors as to the U.S., Italian or
other tax consequences of the purchase, beneficial ownership and disposition of Ordinary Shares or ADSs, including, in particular, the
effect of any state or local tax laws.

For purposes of the summary, beneficial owners of Ordinary Shares or ADSs who are considered residents of the United
States for purposes of the current income tax convention between the United States and Italy (the “Income Tax Convention”), and are
not subject to an anti-treaty shopping provision that applies in limited circumstances, are referred to as “U.S. owners”. Beneficial
owners who are citizens or residents of the United States, corporations organized under U.S. law, and U.S. partnerships, estates or
trusts (to the extent their income is subject to U.S. tax either directly or in the hands of partners or beneficiaries) generally will be
considered to be residents of the United States under the Income Tax Convention. Special rules apply to U.S. owners who are also
residents of Italy, according to the Income Tax Convention.

For the purpose of the Income Tax Convention and the United States Internal Revenue Code of 1986, as amended,
beneficial owners of ADSs evidencing ADSs will be treated as the beneficial owners of the Ordinary Shares represented by those
ADSs.

Taxation of Dividends

i) Italian Tax Considerations — As a general rule, Italian laws provide for the withholding of income tax on dividends
paid by Italian companies to shareholders who are not residents of Italy for tax purposes, currently levied at a 26% rate. Italian laws
provide a mechanism under which non-resident shareholders can claim a refund, up to 11/26 of Italian withholding taxes on dividend
income by establishing to the Italian tax authorities that the dividend income was subject to income tax in another jurisdiction in an
amount at least equal to the total refund claimed. U.S. owners should consult their own tax advisers concerning the possible
availability of this refund, which traditionally has been payable only after extensive delays. Alternatively, reduced rates (normally
15%) may apply to non-resident shareholders who are entitled to, and comply with procedures for claiming, benefits under an income
tax convention.

Under the Income Tax Convention, dividends derived and beneficially owned by U.S. owners are subject to an Italian
withholding tax at a reduced rate of 15%.

61



However, the amount initially made available to the Depositary for payment to U.S. owners will reflect withholding at the
26% rate. U.S. owners who comply with the certification procedures described below may then claim an additional payment of 11%
of the dividend (representing the difference between the 26% rate, and the 15% rate, and referred to herein as a “treaty refund”). This
certification procedure will require U.S. owners (i) to obtain from the U.S. Internal Revenue Service (“IRS”) a form of certification
required by the Italian tax authorities (IRS Form 6166), unless a previously filed certification is effective on the dividend payment
date (such certificates, filed together with the statement indicated under (ii) below, should be effective until the end of the fiscal year
for which the statement was originally filed), (ii) to produce a statement in accordance with the Italian tax authorities decree of
July 10, 2013, whereby the U.S. owner represents to be a U.S. owner individual or corporation with no permanent establishment in
Italy, and (iii) to set forth other required information. IRS Form 6166 may be obtained by filing a request for certification on IRS
Form 8802. (Additional information, including IRS Form 8802, can be obtained from the IRS website at www.irs.gov. Information
appearing on the IRS website is not incorporated by reference into this document.) The time for processing requests for certification
by the IRS normally is 30 to 45 days. Accordingly, in order to be eligible for the procedure described below, U.S. owners should begin
the process of obtaining certificates as soon as possible after receiving instructions from the Depositary on how to claim a treaty
refund.

The Depositary’s instructions will specify certain deadlines for delivering to the Depositary the documentation required to
obtain a treaty refund, including the certification that the U.S. owners must obtain from the IRS. In the case of ADSs held by U.S.
owners through a broker or other financial intermediary, the required documentation should be delivered to such financial
intermediary for transmission to the Depositary. In all other cases, the U.S. owners should deliver the required documentation directly
to the Depositary. The Company and the Depositary have agreed that if the required documentation is received by the Depositary on
or within 30 days after the dividend payment date and, in the reasonable judgment of the Company, such documentation satisfies the
requirements for a refund by the Company of Italian withholding tax under the Convention and applicable law, the Company will
within 45 days thereafter pay the treaty refund to the Depositary for the benefit of the U.S. owners entitled thereto.

If the Depositary does not receive a U.S. owner’s required documentation within 30 days after the dividend payment date,
such U.S. owner may for a short grace period (specified in the Depositary’s instructions) continue to claim a treaty refund by
delivering the required documentation (either through the U.S. owner’s financial intermediary or directly, as the case may be) to the
Depositary. However, after this grace period, the treaty refund must be claimed directly from the Italian tax authorities rather than
through the Depositary. Expenses and extensive delays have been encountered by U.S. owners seeking refunds from the Italian tax
authorities.

Distributions of profits in kind will be subject to withholding tax. In that case, prior to receiving the distribution, the
holder will be required to provide the Company with the funds to pay the relevant withholding tax.

ii) United States Tax Considerations — The gross amount of any dividends (that is, the amount before reduction for
Italian withholding tax) paid to a U.S. owner generally will be subject to U.S. federal income taxation as foreign-source dividend
income and will not be eligible for the dividends-received deduction allowed to domestic corporations. Dividends paid in Euro will be
included in the income of such U.S. owners in a dollar amount calculated by reference to the exchange rate in effect on the day the
dividends are received by the Depositary or its agent. If the Euro are converted into dollars on the day the Depositary or its agent
receives them, U.S. owners generally should not be required to recognize foreign currency gain or loss in respect of the dividend
income. U.S. owners who receive a treaty refund may be required to recognize foreign currency gain or loss to the extent the amount
of the treaty refund (in dollars) received by the U.S. owner differs from the U.S. dollar equivalent of the Euro amount of the treaty
refund on the date the dividends were received by the Depositary or its agent. Italian withholding tax at the 15% rate will be treated as
a foreign income tax which U.S. owners may elect to deduct in computing their taxable income or, subject to the limitations on foreign
tax credits generally, credit against their U.S. federal income tax liability. The rules governing the foreign tax credit are complex and
U.S. owners are urged to consult their own tax advisers in this regard. Dividends will generally constitute foreign-source “passive
category” income for U.S. tax purposes.

Subject to certain exceptions for short-term and hedged positions, the U.S. dollar amount of dividends received by an
individual with respect to the Ordinary Shares or ADSs will be subject to taxation at reduced rates if the dividends are “qualified
dividends”. Dividends paid on the Ordinary Shares or ADSs will be treated as qualified dividends if (i) the Company is eligible for the
benefits of a comprehensive income tax treaty with the United States that the IRS has approved for the purposes of the qualified
dividend rules and (ii) the Company was not, in the year prior to the year in which the dividend was paid, and is not, in the year in
which the dividend is paid, a passive foreign investment company (“PFIC”). The Income Tax Convention has been approved for the
purposes of the qualified dividend rules, and the Company believes it is eligible for the benefits of the Income Tax Convention. Based
on the Company’s audited financial statements and relevant market and shareholder data, the Company believes that it was not treated
as a PFIC for U.S. federal income tax purposes with respect to its 2017 or 2018 taxable year. In addition, based on the Company’s
audited financial statements and its current expectations regarding the value and nature of its assets, the sources and nature of its
income, and relevant market and shareholder data, the Company does not anticipate becoming a PFIC for its 2019 taxable year.
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Foreign tax credits may not be allowed for withholding taxes imposed in respect of certain short-term or hedged positions
in securities or in respect of arrangements in which a U.S. owner’s expected economic profit is insubstantial. U.S. owners should
consult their own advisers concerning the implications of these rules in light of their particular circumstances.

A beneficial owner of Ordinary Shares or ADSs who is, with respect to the United States, a foreign corporation or a
nonresident alien individual, generally will not be subject to U.S. federal income tax on dividends received on Ordinary Shares or
ADSs, unless such income is effectively connected with the conduct by the beneficial owner of a trade or business in the United
States.

Taxation of Capital Gains

i) Italian Tax Considerations — Under Italian law, capital gains tax (“CGT”) is generally levied on capital gains
realized by non-residents from the disposal of shares in companies resident in Italy for tax purposes even if those shares are held
outside of Italy. However, capital gains realized by non-resident holders on the sale of non-qualified shareholdings (as defined below)
in companies listed on a stock exchange and resident in Italy for tax purposes (as is the Company’s case) are not subject to CGT. In
order to benefit from this exemption, such non-Italian-resident holders may need to file a certificate evidencing their residence outside
of Italy for tax purposes.

A “qualified shareholding” consists of securities that entitle the holder to exercise more than 2% of the voting rights of a
company with shares listed on a stock exchange in the ordinary meeting of the shareholders or represent more than 5% of the share
capital of a company with shares listed on a stock exchange. A “non-qualified shareholding” is any shareholding that does not exceed
either of these thresholds. The relevant percentage is calculated taking into account the shareholdings sold during the prior 12-month
period.

As a general rule, capital gains realized as of January 1, 2019 upon disposal of a “qualified” shareholding are subject to a
26% substitute tax. If a taxpayer realizes taxable capital gains in excess of capital losses incurred in the same tax year, such excess
amount is subject to the 26% substitute tax. If such taxpayer’s capital losses exceed its taxable capital gains, then the excess amount
can be carried forward and deducted from the taxable amount of capital gains realized by such person in the following tax years, up to
the fourth, provided that it is reported in the tax report in the year of disposal.

The above is subject to any provisions of an income tax treaty entered into by the Republic of Italy, if the income tax
treaty provisions are more favorable. The majority of double tax treaties entered into by Italy, including the Income Tax Convention,
in accordance with the OECD Model tax convention, provide that capital gains realized from the disposition of Italian securities are
subject to CGT only in the country of residence of the seller.

The Income Tax Convention between Italy and the U.S. provides that a U.S. owner is not subject to the Italian CGT on the
disposal of shares, provided that the shares are not held through a permanent establishment of the U.S. owner in Italy.

ii) United States Tax Considerations — Gain or loss realized by a U.S. owner on the sale or other disposition of
Ordinary Shares or ADSs will be subject to U.S. federal income taxation as capital gain or loss in an amount equal to the difference
between the U.S. owner’s basis in the Ordinary Shares or the ADSs and the amount realized on the disposition (or its dollar
equivalent, determined at the spot rate on the date of disposition, if the amount realized is denominated in a foreign currency). Any
such gain or loss generally would be treated as arising from sources within the United States. Such gain or loss will generally be long-
term capital gain or loss if the U.S. owner holds the Ordinary Shares or ADSs for more than one year. The net amount of long-term
capital gain recognized by a U.S. owner that is an individual holder generally is subject to taxation at a reduced rate. The ability to
offset capital losses against ordinary income is subject to limitations. Deposits and withdrawals of Ordinary Shares by U.S. owners in
exchange for ADSs will not result in the realization of gain or loss for U.S. federal income tax purposes.

A beneficial owner of Ordinary Shares or ADSs who is, with respect to the United States, a foreign corporation or a
nonresident alien individual will not be subject to U.S. federal income tax on gain realized on the sale of Ordinary Shares or ADSs,
unless (i) such gain is effectively connected with the conduct by the beneficial owner of a trade or business in the United States or (ii),
in the case of gain realized by an individual beneficial owner, the beneficial owner is present in the United States for 183 days or more
in the taxable year of the sale and certain other conditions are met.

Taxation of Distributions from Capital Reserves

Italian Tax Considerations — Special rules apply to the distribution of certain capital reserves. Under certain
circumstances, such a distribution may be considered as taxable income in the hands of the recipient depending on the existence of
current profits or outstanding reserves at the time of distribution and the actual nature of the reserves distributed. The application of
such rules may also have an impact on the tax basis in the Ordinary Shares or ADSs held and/or the characterization of any taxable
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income received and the tax regime applicable to it. Non-resident shareholders may be subject to withholding tax and CGT as a result
of such rules. You should consult your tax adviser in connection with any distribution of capital reserves.

Other Italian Taxes

Estate and Inheritance Tax — A transfer of Ordinary Shares or ADSs by reason of death or gift is subject to an
inheritance and gift tax levied on the value of the inheritance or gift, as follows:

—  Transfers to a spouse or direct descendants or ancestors up to €1,000,000 to each beneficiary are exempt from inheritance and
gift tax. Transfers in excess of such threshold will be taxed at a 4% rate on the value of the Ordinary Shares or ADSs exceeding
such threshold;

—  Transfers between relatives within the fourth degree other than siblings, and direct or indirect relatives-in-law within the third
degree are taxed at a rate of 6% on the value of the Ordinary Shares or ADSs (where transfers between siblings up to a
maximum value of €100,000 for each beneficiary are exempt from inheritance and gift tax); and

—  Transfers by reason of gift or death of Ordinary Shares or ADSs to persons other than those described above will be taxed at a
rate of 8% on the value of the Ordinary Shares or ADSs.

If the beneficiary of any such transfer is a disabled individual, whose handicap is recognized pursuant to Law No. 104 of
February 5, 1992, the tax is applied only on the value of the assets received in excess of €1,500,000 at the rates illustrated above,
depending on the type of relationship existing between the deceased or donor and the beneficiary.

The tax regime described above will not prevent the application, if more favorable to the taxpayer, of any different
provisions of a bilateral tax treaty, including the convention between Italy and the United States against double taxation with respect
to taxes on estates and inheritances, pursuant to which non-Italian resident shareholders are generally entitled to a tax credit for any
estate and inheritance taxes possibly applied in Italy.

Italian Financial Transaction Tax — The IFTT is applicable, among other transactions, to all trades entailing the
transfer of title of (i) shares or equity-like financial instruments issued by companies resident in Italy, such as the Ordinary Shares; and
(ii) securities representing the shares and financial instruments under (i) above (including depositary receipts such as the ADSs),
regardless of the residence of the securities’ issuer. The IFTT may also apply to the transfer of Ordinary Shares and ADSs by a U.S.
resident.

The IFTT applies at a rate of 0.2% for over-the-counter transactions, reduced to 0.1% for trades executed on a regulated
market or multilateral trading facility established in States or territories allowing an adequate exchange of information with the Italian
tax authorities. The New York Stock Exchange should qualify as a regulated market for such purposes.

The rules governing the IFTT are fairly complex. As to its basic features, it should be noted that the IFTT (i) is levied on a
tax base equal to (x) the market value (calculated by taking the net balance of daily trades on the relevant securities) or, in the absence
of any such market value, (y) the consideration paid for each trade; and (ii) is borne by the purchaser but is collected by the financial
intermediaries (including non-resident financial intermediaries) intervening in the relevant trades.

However, a number of exemptions apply, including with respect to trades of securities issued by companies having an
average market capitalization lower than €500 million in the month of November of the year preceding the year in which the trade
takes place. Companies, the securities of which are listed on a foreign regulated market, and which could benefit from this exemption,
such as the Company, need a confirmation from the Italian Ministry of Economy and Finance: such companies must communicate
their market capitalization for each tax year to the Ministry, which will then prepare a list of the companies in relation to which the
exemption applies.

EU Financial Transaction Tax — On February 14, 2013, the European Commission proposed the implementation of the
EU FTT (see “Item 3. Key Information—Risk Factors™) that may also apply to the transfer of Ordinary Shares and ADSs by a U.S.
resident. This directive has been modified by the European Commission. However, the related EU directive has not yet been enacted.
Moreover, the implementation of the proposed EU FTT may also affect the IFTT, as described above.

United States Information Reporting and Backup Withholding Requirements — In general, information reporting
requirements will apply to payments by a paying agent within the United States to a non-corporate (or other non-exempt) U.S. owner
of dividends in respect of the Company Shares or ADSs, or the proceeds received on the sale or other disposition of the Company
Shares or ADSs. Backup withholding may apply to such amounts if the U.S. owner fails to provide an accurate taxpayer identification
number to the paying agent on a properly completed IRS Form W-9 or otherwise comply with the applicable requirements of the
backup withholding rules. Amounts withheld as backup withholding will be creditable against the U.S. owner’s U.S. federal income
tax liability, provided that the required information is timely furnished to the IRS.
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Specified Foreign Financial Assets — Certain U.S. owners that own “specified foreign financial assets” with an
aggregate value in excess of USD 50,000 are generally required to file an information statement along with their tax returns, currently
on Form 8938, with respect to such assets. “Specified foreign financial assets” include any financial accounts held at a non-U.S.
financial institution, as well as securities issued by a non-U.S. issuer that are not held in accounts maintained by financial
institutions. Higher reporting thresholds apply to certain individuals living abroad and to certain married individuals. Regulations
extend this reporting requirement to certain entities that are treated as formed or availed of to hold direct or indirect interests in
specified foreign financial assets based on certain objective criteria. U.S. owners who fail to report the required information could be
subject to substantial penalties. You should consult your own tax advisors concerning the application of these rules to your particular
circumstances.

Documents on Display

The Company is subject to the information reporting requirements of the Exchange applicable to foreign private issuers.
In accordance therewith, the Company is required to file reports, including annual reports on Form 20-F, and other information with
the U.S. Securities and Exchange Commission. As a foreign private issuer, we have been required to make filings with the SEC by
electronic means since November 4, 2002. Any filings we make electronically will be available to the public over the Internet at the
SEC’s website at http://www.sec.gov. The Form 20-F and reports and other information filed by the Company with the Commission
will also be available for inspection by ADS holders at the Corporate Trust Office of BNY at 101 Barclay Street, New York, New
York 10286.

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The following discussion of the Group’s risk management activities includes “forward-looking statements” that involve
risks and uncertainties. Actual results could differ materially from those projected in the forward looking statements. See “Forward
Looking Information.” A significant portion of the Group’s net sales and its costs, are denominated in currencies other than the euro,
in particular the U.S. dollar.

The Group is exposed to market risks principally from fluctuations in the exchange rates between the Euro and other
currencies, including, but not limited to, in particular the U.S. dollar, and to a significantly lesser extent, from variations in interest
rates.

Exchange Rate Risks — The Group’s foreign exchange rate risks in 2018 arose principally in connection with U.S.
dollars, Euro (for the Company’s subsidiary located in Eastern Europe), British pounds, Canadian dollars, Australian dollars, Swiss
francs, Japanese yen, Swedish kroner, Danish kroner and Norwegian kroner as well as in connection with Chinese yuan, Romanian
Leu, Brazilian Reais, Mexican Peso, Russian Rubles and Indian Rupee, for the Company’s subsidiaries operating in currencies
different from the Euro.

As of December 31, 2018 and 2017, the Group had outstanding trade receivables denominated in foreign currencies
totaling €26.5 million and €17.0 million, respectively, of which 8.2% and 22.0%, respectively, were denominated in U.S. dollars. On
those same dates, the Group had €27.4 million and €21.2 million, respectively, of trade payables denominated in foreign currencies,
principally U.S. dollars. See Notes 14 and 25 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

As of December 31, 2018, the Company was a party to a number of currency forward contracts (known in Italy as
domestic currency swaps), all of which are designed to hedge future sales denominated in U.S. dollars and other currencies. The
Group does not use such foreign exchange contracts for speculative trading purposes.

As of December 31, 2018, the notional amount in Euro terms of all of the Group’s outstanding currency forward contracts
totaled €43.6 million. As of December 31, 2017, the notional amounts of all of the Group’s outstanding currency forward contracts
totaled €49.6 million.
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At the end of 2018, such currency forward contracts had notional amounts of U.S.$ 16.8 million, €11.3 million, British
pounds 9.5 million, Japanese yen 300.0 million, Australian dollars 3.5 million, Canadian dollars 2.0 million, Danish kroner
8.1 million, and Swedish kroner 2.8 million. All of these forward contracts had various maturities extending through June 2019,
except for one USD denominated contract expiring in August 2019 and two contracts expiring in July 2019 (namely, one denominated
in USD and one in JPY). See Note 27 to the Consolidated Financial Statements included in Item 18 of this Annual Report. The table
below summarizes (in thousands of Euro equivalent) the contractual amounts of currency forward contracts intended to hedge future
cash flows from accounts receivable and sales orders as of December 31, 2018 and 2017:

Euro equivalent of contractual amounts of December 31,
currency forward contracts as of: 2018 2017
ULS. dOILATS ...ttt sttt et et e et e e € 14,528 € 21,979
BUIO™ .ottt ettt sttt ettt st e b e ereebeeraeneee 11,407 10,226
BritiSh POUNAS ....veevieiieieciieiieie ettt e s esa s eee 10,612 11,137
JAPANESE YOI ..cnuiiiniiiiiieiiiiiit et e e e e 2,318 1,692
AUStralian dOLLATS .....ocvvvviiiiiiice e 2,129 2,294
Canadian dOLATS........cocuvviiieieie ettt ae e s 1,300 1,338
DaniSh KIOMET .......cvviiiiiiiiiieieee ettt eaae e s 1,086 713
SWEAISH KTONET ..ottt e 265 249
TOtAL.....ooii et € 43,645 € 49,627

in thousands of Euro equivalent
* Used by the Group’s Romanian subsidiary to hedge its net collections denominated in Euro vs. RON.

As of December 31, 2018, these forward contracts had a net unrealized gain of €0.1 million, compared to a net unrealized
gain of €0.08 million as of December 31, 2017. The Group recorded this amount in “net exchange rate gains (losses)” in its
Consolidated Financial Statements. See Note 27 to the Consolidated Financial Statements included in Item 18 of this Annual Report.

The following table presents information regarding the contract amount in thousands of Euro equivalent and the estimated
fair value of all of the Group’s foreign exchange contracts: contracts with unrealized gains are presented as “assets” and contracts with
unrealized losses are presented as “liabilities.”

December 31, 2018 December 31, 2017
Contract Unrealized Contract Unrealized
Amount gains (losses) Amount gains (losses)
ASSEES . areae s 27,459 218 31,089 339
LAADILIEES. e eeesee e 16,186 (320) 18,538 (267)
Total.....oiiiiii e € 43,645 € (102) € 49,627 € 72

in thousands of Euro equivalent

The potential loss in fair value of all of the Group’s forward contracts outstanding as of December 31, 2018 that would
have resulted from a hypothetical, instantaneous and unfavorable 10% change in currency exchange rates would have been
approximately €4.6 million. This sensitivity analysis assumes an instantaneous and unfavorable 10% fluctuation in exchange rates
affecting the foreign currencies of all of the Group’s hedging contracts outstanding as of the end of 2018.

For the accounting of transactions entered into in an effort to reduce the Group’s exchange rate risks, see Notes 3 and 29
to the Consolidated Financial Statements included in Item 18 of this Annual Report.

At December 31, 2018, the Group had €18.3 million in cash and cash equivalents held by our Chinese subsidiaries, almost
entirely denominated in Chinese Yuan (€20.7 million as at December 31, 2017). Exchange rate fluctuations in respect of this currency
could have significant positive or negative effects on our results of operations in future periods. see Note 16 to the Consolidated
Financial Statements included in Item 18 of this Annual Report.

Interest Rate Risk — To a significantly lesser extent, the Group is also exposed to interest rate risk. As of December 31,
2018, the Group had €56.1 million (equivalent to 15.0% of the Group’s total assets as of the same date) in debt outstanding (Bank
overdraft and short-term borrowings plus long-term debt, including the current portion of such debt), which is for the most part subject
to floating interest rates. See Notes 18 and 24 to the Consolidated Financial Statements included in Item 18 of this Annual Report.
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The potential increase in interest expenses on the Group’s total debt (bank overdrafts and long-term debt, including their
current portion) that would have resulted from a hypothetical, instantaneous and unfavorable 1.0% increase in interest rates would
have been approximately €0.5 million. This sensitivity analysis assumes an instantaneous and unfavorable 1.0% increase in the
variable interest rates of Group’s total debt outstanding as of December 31, 2018.

In the normal course of business, the Group also faces risks that are either non-financial or non-quantifiable. Such risks
principally include country risk, credit risk and legal risk.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES
ITEM 12A. DEBT SECURITIES
Not applicable.

ITEM 12B. WARRANTS AND RIGHTS
Not applicable.

ITEM 12C. OTHER SECURITIES
Not applicable.
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ITEM 12D. AMERICAN DEPOSITARY SHARES

Fees paid by ADS holders — The BNY Mellon, as the Depositary of our ADSs, collects its fees for delivery and
surrender of ADSs directly from investors depositing shares or surrendering ADSs for the purpose of withdrawal or from
intermediaries acting for them. The Depositary collects fees for making distributions to investors by deducting those fees from the
amounts distributed or by selling a portion of distributable property to pay the fees. The Depositary may generally refuse to provide
fee-attracting services until its fees for those services are paid.

Persons depositing or withdrawing shares must pay: For:
$5.00 (or less) per 100 ADSs (or portion of 100 ADSS).......ccceveneee. . Depositing or substituting the underlying shares
. Selling or exercising rights

. Cancellation of ADSs for the purpose of withdrawal,
including if the deposit agreement terminates

A fee for the distribution of proceeds of sales of securities or rights Distribution of securities distributed to holders of deposited
in an amount equal to the lesser of: (i) the fee for the issuance of securities which are distributed by the Depositary to ADS
ADSs referred to above which would have been charged as a result registered holders

of the deposit by owners of securities (for purposes hereof treating
all such securities as if they were shares) or shares received in
exercise of rights distributed to them, respectively, but which
securities or rights are instead sold by the Depositary and the net
proceeds distributed and (ii) the amount of such proceeds

Registration or transfer fees . Transfer and registration of shares on our share register to
or from the name of the Depositary or its agent when
holders deposit or withdraw shares

Expenses of the Depositary . Cable, telex and facsimile transmissions (when expressly
provided in the deposit agreement)
. Converting foreign currency to U.S. dollars
Taxes and other governmental charges the Depositary or the . As necessary

custodian have to pay on any ADS or share underlying an ADS,
for example, stock transfer taxes, stamp duty or withholding taxes

Any charges incurred by the Depositary or its agents for servicing As necessary
the deposited securities

Fees payable by the Depositary to the Company

i) Fees incurred in past annual period — From January 1, 2018 to December 31, 2018, the Depositary waived a total of
$2,373.33 in administrative fees for routine corporate actions including services relating to Natuzzi’s annual general meeting of
shareholders.

ii) Fees to be paid in the future — The Company does not have any agreements in place with the Depositary for the

payment or reimbursement of fees or other direct or indirect payments by the Depositary to the Company in connection with its ADS
program.

PART II

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES

None.

ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS

None.
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ITEM 15. CONTROLS AND PROCEDURES

(a) Disclosure Controls and Procedures — Based on the evaluation of our disclosure controls and procedures (as defined
in the Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, or the Exchange Act) required by Exchange Act
Rules 13a-15(b) or 15d-15(b), our Chief Executive Officer and our Chief Financial Officer have concluded that as of the end of the
period covered by this report, our disclosure controls and procedures were not effective as a result of the material weakness in our
internal control over financial reporting discussed below.

(b) Management’s Annual Report on Internal Control Over Financial Reporting — Management is responsible for
establishing and maintaining adequate “internal control over financial reporting”, as defined in Rules 13a-15(f) and 15d-15(f) under
the Exchange Act. Our internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with International Financial
Reporting Standards as issued by the International Accounting Standards Board (IFRS) and includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
the assets of the Company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with IFRS, and that receipts and expenditures of the Company are being made only in accordance
with authorizations of management and directors of the Company; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that could have a material effect on the
financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation.
Because of its inherent limitations, a system of internal control over financial reporting may not prevent or detect misstatements.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting such that
there is a reasonable possibility that a material misstatement of annual or interim financial statements will not be prevented or detected
on a timely basis.

Our management, including our CEO and CFO, is responsible for establishing and maintaining adequate internal control
over financial reporting. Our management conducted an evaluation of the effectiveness of our internal control over financial reporting
based on the framework and criteria established in Internal Control - Integrated Framework (2013) issued by the Committee of
Sponsoring Organizations of the Treadway Commission as of December 31, 2018.

Based on its evaluation, our management identified the following control deficiency: ineffective design, implementation,
operation and documentation of the management review control over the significant unusual transaction (“SUT”) we completed in
2018 as part of a joint venture agreement with Kuka Furniture (Ningbo) Co., Ltd. (“Kuka”), specifically with respect to (i) the
appropriate accounting under IFRS of the recognition of the revenue from the licensing of Natuzzi’s trademarks to the joint venture
Natuzzi Trading Shanghai (IFRS 15 B58) and (ii) the appropriate classification under IFRS of Natuzzi Trading Shanghai as a joint
venture of Natuzzi S.p.A. (IFRS 11).

This control deficiency created a reasonable possibility that a material misstatement to the consolidated financial
statements would not have been prevented or detected on a timely basis, and therefore we concluded that the deficiency represents a
material weakness in our internal control over financial reporting and our internal control over financial reporting was not effective as
of December 31, 2018.

We have investigated the cause of this material weakness, and concluded it was due to Company personnel relying on the
work of external experts engaged to assist the Company, without performing the management review control themselves at the level of
precision required to verify the conclusions reached by the external experts in interpretation of accounting standards IFRS 11 and
IFRS 15 B58.

The inappropriate accounting policy was identified and corrected before finalization and publication of our unaudited
consolidated results as at and for the three months and full year ended December 31, 2018.

We have investigated whether the material weakness indicates a more pervasive issue in other components of internal
control and concluded that the material weakness is isolated to the management review control over the SUT.

Remediation Plan.

Management has developed a remediation plan to address the internal control deficiency that led to the material weakness.
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The remediation plan includes strengthening our control framework over significant unusual transactions (“SUT”) by:

— enhancing our internal procedures on management review controls over SUTs; and

—  improving documentation standards through the implementation of checklists aimed to facilitate operating effectiveness of SUT-
related management review controls.

In addition, we will include targeted training on IFRS 11 and licensing-related matters described in IFRS 15 (paragraphs
B52 to B62) within the continuous training program for Finance personnel. We intend to remediate this material weakness on a timely
basis in 2019.

(d) Changes in Internal Control over Financial Reporting — Except for the material weakness described above in
Management’s Annual Report on Internal Control Over Financial Reporting, there were no changes in our internal control over
financial reporting as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) that occurred during our most recently completed fiscal
year that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 16. [RESERVED]
ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

The Company has determined that, because of the existence and nature of its board of statutory auditors, it qualifies for an
exemption provided by Rule 10A-3(c)(3) of the Exchange Act from many of the Rule 10A-3 audit committee requirements. The board
of statutory auditors has determined that each of its members is an “audit committee financial expert” as defined in Item 16A of Form
20-F. For the names of the members of the board of statutory auditors, see “Item 6. Directors, Senior Management and Employees—
Statutory Auditors” and Item 16G. Corporate Governance—Audit Committee and Internal Audit Function.”

Each of the audit committee financial experts is independent under the NYSE Independence Standards that would apply to
audit committee members in the absence of our reliance on the exemption in Rule 10A-3(c)(3).

ITEM 16B. CODE OF ETHICS

The Company has adopted a code of ethics, as defined in Item 16B of Form 20-F under the Exchange Act. This code of
ethics applies, among others, to the Company’s CEO and CFO. The Company’s code of ethics is downloadable from its website at

http://www.natuzzigroup.com/pdf/ir/coe_inglese.pdf.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

KPMG S.p.A. (“KPMG”) served as Natuzzi S.p.A.’s principal independent registered public auditor for fiscal years 2018
and 2017, for which it audited the consolidated financial statements for the years-ended December 31, 2018 and 2017 included in this
Annual Report.

The following table sets forth the aggregate fees billed and billable to the Company by KPMG in Italy and abroad during
the fiscal years ended December 31, 2018 and 2017, for audit fees, audit—related fees, tax fees and all other fees for audit.

2018 2017
(Expressed in thousands of euros)
AUAIE TEES ..ttt e 575 480
Audit-related fees.......c.ooovieiiieiiiieeeee e — —
TaX FEES vt — —
AllL Other S ...cviiivieiiieiieeiieie e — —
Total fees........cccoevvviiiiiiiieeeeee e 575 480

Audit fees in the above table are the aggregate fees billed and billable in connection with the audit of the Company’s
annual financial statements.

The Company’s board of statutory auditors expressly pre-approves on a case-by-case basis any engagement of our

independent auditors for audit and non-audit services provided to our subsidiaries or to us. All services rendered by our independent
auditors for audit and non-audit services were pre-approved by our board of statutory auditors in accordance with this policy.

70



At the Company’s annual general shareholders’ meeting on April 29, 2019, the Company appointed KPMG as Natuzzi
S.p.A.’s principal independent registered public auditor for fiscal years 2019, 2020 and 2021.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES.

The Company is relying on the exemption from listing standards for audit committees provided by Exchange Act Rule
10A-3(c)(3). The basis for this reliance is that the Company’s board of statutory auditors meets the following requirements set forth in
Exchange Act Rule 10A-3(c)(3):

—  the board of statutory auditors is established and selected pursuant to Italian law expressly permitting such a board;
—  the board of statutory auditors is required under Italian law to be separate from the Company’s board of directors;

— the board of statutory auditors is not elected by management of the Company and no executive officer of the Company is a
member of the board of statutory auditors;

— Italian law provides for standards for the independence of the board of statutory auditors from the Company and its
management,

— the board of statutory auditors, in accordance with applicable Italian law and the Company’s governing documents, is
responsible, to the extent permitted by Italian law, for the appointment, retention and oversight of the work (including, to the
extent permitted by law, the resolution of disagreements between management and the auditor regarding financial reporting) of
any registered public accounting firm engaged for the purpose of preparing or issuing an audit report or performing other audit,
review or attest services for the Company, and

—  to the extent permitted by Italian law, the audit committee requirements of paragraphs (b)(3), (b)(4) and (b)(5) of Rule 10A-3
apply to the board of statutory auditors.

The Company’s reliance on Rule 10A-3(c)(3) does not, in its opinion, materially adversely affect the ability of its board of
statutory auditors to act independently and to satisfy the other requirements of Rule 10A-3.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS

On November 6, 2014, INVEST 2003 s.r.l. completed the purchase of 250,000 ADSs, each representing one Ordinary
Share, at a price of U.S.$2.00 per ADS. The purchase was privately negotiated with a single individual and was effected through an
escrow arrangement with BNY Mellon. On July 30, 2014, INVEST 2003 s.r.l. completed the purchase of 500,000 ADSs, each
representing one Ordinary Share, at a price of U.S.$2.75 per ADS. The purchase was privately negotiated with a single individual and
was effected through an escrow arrangement with BNY Mellon. For more information, refer to Schedule 13D (Amendment No. 2),
filed with the SEC on September 14, 2014, that amends and supplements the Schedule 13D, filed with the SEC on April 24, 2008 (as
amended by Amendment No. 1 filed on April 8, 2013).

From January 1, 2014 to December 31, 2018, no purchases were made by or on behalf of the Company or any other
affiliated purchaser of the Company’s Ordinary Shares or ADSs.

ITEM 16F. CHANGE IN REGISTRANT’S CERTIFYING ACCOUNTANT

None.

ITEM 16G. CORPORATE GOVERNANCE

Under NYSE rules, the Company is permitted, as a listed foreign private issuer, to adhere to the corporate governance
rules of our home country in lieu of certain NYSE corporate governance rules.

Corporate governance rules for Italian stock corporations (societa per azioni) like the Company, whose shares are not
listed on a regulated market in the European Union, are set forth in the Civil Code. As described in more detail below, the Italian
corporate governance rules set forth in the Civil Code differ in a number of ways from those applicable to U.S. domestic companies
under NYSE listing standards, as set forth in the NYSE Listed Company Manual.

As a general rule, Company’s main corporate bodies are governed by the Civil Code and are assigned specific powers and
duties that are legally binding and cannot be derogated from. The Company follows the traditional Italian corporate governance
system, with a board of directors (consiglio di amministrazione) and a separate board of statutory auditors (collegio sindacale) with
supervisory functions. The two boards are separate and no individual may be a member of both boards. Both the members of the board
of directors and the members of the board of statutory auditors owe duties of loyalty and care to the Company. As required by Italian
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law, an external auditing firm (societa di revisione) is in charge of auditing the Company’s financial statements. The members of the
Company’s board of directors and board of statutory auditors, as well as the external auditor, are directly and separately appointed by
shareholder resolution at the shareholders’ meetings. This system differs from the unitary system envisaged for U.S. domestic
companies by the NYSE listing standards, which contemplate the board of directors serving as the sole governing body.

Below is a summary of the significant differences between Italian corporate governance rules and practices, as the
Company has implemented them, and those applicable to U.S. issuers under NYSE listing standards, as set forth in the NYSE Listed
Company Manual.

Independent Directors

NYSE Domestic Company Standards — The NYSE listing standards applicable to U.S. companies provide that
“independent” directors must comprise a majority of the board. In order for a director to be considered “independent,” the board of
directors must affirmatively determine that the director has no “material” direct or indirect relationship with the company. These
relationships “can include commercial, industrial, banking, consulting, legal, accounting, charitable and familial relationship (among
others).”

More specifically, a director is not independent if, inter alia, such director or his/her immediate family members has
certain specified relationships with the company, its parent, its consolidated subsidiaries, their internal or external auditors, or
companies that have significant business relationships with the company, its parent or its consolidated subsidiaries. Ownership of a
significant amount of stock, by itself, is not a per se bar to independence.

Our Practice — The presence of a prescribed number of independent directors on the Company’s board is neither
mandated by any Italian law applicable to the Company nor required by the Company’s By-laws.

However, Italian law sets forth certain independence requirements applicable to the Company’s statutory
auditors. Statutory auditors’ independence is assessed on the basis of the following rules: a person who (i) is a director, or the spouse
or a close relative of a director, of the Company or any of its affiliates, or (ii) has an employment or a regular consulting or similar
relationship with the Company or any of its affiliates, or (iii) has an economic relationship with the Company or any of its affiliates
which might compromise his/her independence, cannot be appointed to the Company’s board of statutory auditors. The law sets forth
certain principles aimed at ensuring that any member of the board of statutory auditors who is a chartered public accountant (iscritto
nel registro dei revisori contabili) be substantively independent from the company subject to audit and not be in any way involved in
the company’s decision-making process. The Civil Code mandates that at least one standing and one alternative member of the board
of statutory auditors be a chartered public accountant. Each of the current members of the board of statutory auditors is a chartered
public accountant.

Executive Sessions

NYSE Domestic Company Standards — Non-executive directors of U.S. companies listed on the NYSE must meet
regularly in executive sessions, and independent directors should meet alone in an executive session at least once a year.

Our Practice — Under the laws of Italy, neither non-executive directors nor independent directors are required to meet in
executive sessions. The members of the Company’s board of statutory auditors are required to meet at least every 90 days.

Audit Committee and Internal Audit Function

NYSE Domestic Company Standards — U.S. companies listed on the NYSE are required to have an audit committee that
satisfies the requirements of Rule 10A-3 under the Exchange Act and certain additional requirements set by the NYSE. In particular,
all members of this committee must be independent and the committee must adopt a written charter. The committee’s prescribed
responsibilities include (i) the appointment, compensation, retention and oversight of the external auditors; (ii) establishing procedures
for the handling of “whistle blower” complaints regarding accounting, internal accounting controls, or auditing matters; (iii) engaging
independent counsel and other advisers, as it determines necessary to carry out its duties and (v) determine appropriate funding for
payments to the external auditor, advisors employed by the audit committee and other necessary administrative expenses of the audit
committee. A company must also have an internal audit function, which may be outsourced, except to the independent auditor.

Our Practice — Rule 10A-3(c)(3) of the Exchange Act provides that foreign private issuers with a board of statutory
auditors established in accordance with local law or listing requirements and meeting specified requirements with regard to
independence and responsibilities (including the performance of most of the specific tasks assigned to audit committees by Rule 10A-
3, to the extent permitted by local law) (the “Statutory Auditor Requirements”) are exempt from the audit committee requirements
established by the rule. The Company is relying on this exemption on the basis of its separate board of statutory auditors, which is
permitted by the Civil Code and which satisfies the Statutory Auditor Requirements. Nevertheless our board of statutory auditors,
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consisting of independent and highly professional experts, complies with the requirements indicated at points (i), (iii) and (iv) of the
preceding paragraph. The Company also has an internal audit function, which has not been outsourced.

Compensation Committee

NYSE Domestic Company Standards — U.S. companies listed on the NYSE are required to have a compensation
committee (or equivalent) comprised solely of independent directors and have a written charter addressing certain corporate
governance matters. The compensation committee must approved the compensation of the CEO and make recommendations to the
board of directors with regard to the compensation of other officers, incentive compensation plans and equity-based plans. Disclosure
of individual management compensation information for these companies is mandated by the Exchange Act’s proxy rules, from which
foreign private issuers are generally exempt.

Our Practice — The Company has not established a compensation committee. As a matter of Italian law applicable to
Italian stock corporations whose shares are not listed on a regulated market in the European Union and under our By-laws, the
compensation of executive directors, including the CEQ, is determined by the board of directors, after consultation with the board of
statutory auditors, within a maximum amount established by the Company’s shareholders, while the Company’s shareholders
determine the base compensation for all members of the board of directors, including non-executive directors. Compensation of the
Company’s executive officers is determined by the CEO. The Company does not produce a compensation report. However, the
Company discloses aggregate compensation of all of its directors and officers as well as individual compensation of each director in
Item 6 of its Annual Report.

Nominating Committee

NYSE Domestic Company Standards — Under NYSE standards, a domestic company must have a nominating/corporate
governance committee (or equivalent) comprised solely of independent directors, which is responsible for nominating directors, and a
written charter addressing certain corporate governance matters.

Our Practice — As allowed by Italian laws, the Company has not established a nominating/corporate governance
committee (or equivalent) responsible for nominating its directors. Directors may be designated by any of the Company’s shareholders
but shall be appointed by the shareholders’ meeting. If, during the term of the appointment, one or more directors of the Company
ends its directorship, the other directors shall replace them by a resolution approved by the board of statutory auditors, provided that
the majority is still made up of directors appointed by the shareholders. Replacement directors remain in office until the next
shareholders’ meeting. If at any time more than half of the members of the board of directors appointed by the shareholders’ meeting
resigns, such resignation is ineffective until the majority of the new board of directors has been appointed. In such a case, the
remaining members of the board of directors (or the board of statutory auditors if all the members of the board of directors have
resigned or ceased to be directors) must promptly call an ordinary shareholders’ meeting to appoint the new directors. Invest 2003
s.r.l., a company controlled by Mr. Pasquale Natuzzi, by virtue of owning a majority of the outstanding shares of the Company,
controls the Company and the appointment of its board of directors.

Corporate Governance and Code of Ethics

NYSE Domestic Company Standards — Under NYSE standards, a company must adopt governance guidelines and a code
of business conduct and ethics for directors, officers and employees. A company must also publish these items on its website and
provide printed copies on request. Section 406 of the Sarbanes-Oxley Act requires a company to disclose whether it has adopted a
code of ethics for senior financial officers, and if not, the reasons why it has not done so. The NYSE listing standards applicable to
U.S. companies provide that codes of conduct and ethics should address, at a minimum, conflicts of interest; corporate opportunities;
confidentiality; fair dealing; protection and use of company assets; legal compliance; and reporting of illegal and unethical
behavior. Corporate governance guidelines must address, at a minimum, directors’ qualifications, responsibilities and compensation;
access to management and independent advisers; management succession; director orientation and continuing education; and annual
performance evaluation of the board.

Our Practice — In January 2011, the Company’s board of directors approved the adoption of a compliance program to
prevent certain criminal offenses, according to the Italian Decree 231/2001. The task of supervising the application of the compliance
program requested by the above-mentioned Italian Decree has been entrusted to an autonomous supervisory body (“Organismo di
Vigilanza™) that consists of two (they were three until September 21, 2018) independent and qualified members. In February 2016, the
board of directors approved a new code of ethics that applies to all employees and officers of the Company, including the board of
directors and the board of statutory auditors, the CEO, the CFO and principal accounting officer. The Company believes that its code
of ethics and the conduct and procedures adopted by the Company address the relevant issues contemplated by the NYSE standards
applicable to U.S. companies noted above. The code of ethics is available on Natuzzi’s website.

Certifications as to Violations of NYSE Standards
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NYSE Domestic Company Standards — Under NYSE listing standards, the CEO of a U.S. company listed on the NYSE
must certify annually to the NYSE that he or she is not aware of any violation by the company of the NYSE corporate governance
standards. The company must disclose this certification, as well as the fact that the CEO/CFO certification required under Section 302
of the Sarbanes-Oxley Act of 2002 has been made in the company’s annual report to shareholders (or, if no annual report to
shareholders is prepared, its annual report). Each listed company on the NYSE, both domestic and foreign issuers, must submit an
annual written affirmation to the NYSE regarding compliance with applicable NYSE corporate governance standards. In addition,
each listed company on the NYSE, both domestic and foreign issuers, must submit interim affirmations to the NYSE upon the
occurrence of specified events. A domestic issuer must file such an interim affirmation whenever the independent status of a director
changes, a director joins or leaves the board, a change occurs to the composition of the audit, nominating/corporate governance, or
compensation committee, or there is a change in the company’s classification as a “controlled company.”

The CEO of both domestic and foreign issuers listed on the NYSE must promptly notify the NYSE in writing if any
executive officer becomes aware of any non-compliance with the NYSE corporate governance standards.

Our Practice — Under the NYSE rules, the Company’s CEO is not required to certify annually to the NYSE whether he
is aware of any violation by the Company of the NYSE corporate governance standards. However, the Company is required to submit
an annual affirmation of compliance with applicable NYSE corporate governance standards to the NYSE within 30 days of the filing
of its annual report on Form 20-F with the SEC. The Company is also required to submit to the NYSE an interim written affirmation
any time it is no longer eligible to rely on, or chooses to no longer rely on, a previously applicable exemption provided by Rule 10A-3,
or if a member of its audit committee ceases to be deemed independent or an audit committee member had been added. Under NYSE
rules, the Company’s CEO must notify the NYSE in writing if any executive officer becomes aware of any material non-compliance
by the Company with NYSE corporate governance standards.

Shareholder Approval of Adoption and Modification of Equity Compensation Plans

NYSE Domestic Company Standards — Shareholders of a U.S. company listed on the NYSE must approve the adoption
of and any material revision to the company’s equity compensation plans, with certain exceptions.

Our Practice — Although the shareholders’ meeting of the Company must authorize (i) the issuance of shares in

connection with capital increases, and (ii) the buy-back of its own shares, the adoption of equity compensation plans does not per se
require prior approval of the shareholders.

ITEM 16H. MINE SAFETY DISCLOSURE.
Not applicable.
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PART III

ITEM 17. FINANCIAL STATEMENTS

Our financial statements have been prepared in accordance with Item 18 hereof.

ITEM 18. FINANCIAL STATEMENTS

Our audited consolidated financial statements are included in this Annual Report beginning at page F-1.

Index to Consolidated Financial Statements
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Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors of
Natuzzi S.p.A.

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated statements of financial position of Natuzzi S.p.A. and subsidiaries (the Company) as
of December 31, 2018 and 2017, the related consolidated statements of profit or loss, comprehensive income, changes in equity, and
cash flows for each of the years in the two-year period ended December 31, 2018, and the related notes (collectively, the consolidated
financial statements). In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position
of the Company as of December 31, 2018 and 2017, and the results of its operations and its cash flows for each of the years in the
two-year period ended December 31, 2018, in conformity with International Financial Reporting Standards as issued by the
International Accounting Standards Board.

Change in Basis of Accounting

As discussed in Note 1 to the consolidated financial statements, in 2018 the Company changed its basis of accounting from generally
accepted accounting principles in the Republic of Italy to International Financial Reporting Standards as issued by the International
Accounting Standards Board.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits. We are a public accounting firm registered with the Public
Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission
and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to
error or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial
reporting. As part of our audits, we are required to obtain an understanding of internal control over financial reporting but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial statements,
whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test
basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our audits also included evaluating the

accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ KPMG S.p.A.
We have served as the Company’s auditor since 2016.

Bari, Italy
April 30,2019
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Natuzzi S.p.A. and subsidiaries
Consolidated statements of financial position as at December 31,2018, 2017 and January 1, 2017
(Expressed in thousands of euros except as otherwise indicated)

December 31,2018 December 31, 2017 January 1, 2017 Note

ASSETS
Non-current assets
Property, plant and eqUIpMENt ...........cceeeeviervereenieeieneeeeseesreees 111,086 115,190 121,705 8
Intangible assets and goodWill ...........cceveeviiriiiieniniiiceicceeee, 5,892 5,837 3,927 9
Equity-method iNVEStEES......c.eecveriereeieeeeieeiesie e 40,220 79 97 10
Other non-current reCeivableS..........oovvvvveviiiiiiiiiieee e 4,533 1,402 2,137 11
Other NON-CUITENT ASSELS ....ecvvveeieeiieeirieeeeieeeeeieee et eeeaee e enaees 3,359 2,851 1,323 12
Deferred taX SSELS .....civvuvriieeeeieeeieee et 475 626 1,146 36
Total NON CUITeNt aSSES ..........eoeviiiiiiiiiiieiee e 165,565 125,985 130,335
Current assets
TNVENTOTIES Lovviiiiiieciiieetie ettt et ebe e e et estbe e sseeeateenns 84,227 91,077 91,014 13
Trade rECEIVADIES ......ooiveeiiieeeiie et 40,967 37,549 40,138 14
Other current reCeivables ......ccuvviiiiiiiiiiiiie e 9,507 12,910 18,237 15
Other CUITENT ASSELS......vvvviieeeeieieieee et eeeeeeeeaee et e e eaee e eaaeas 8,107 7,232 10,243 12
Current iNCOME tAX ASSELS ...evvuveriieeiiiiiiieeeeeeeeireeeeeeeerirrereeeeessnnns 1,986 2,413 1,254 36
Gains on derivative financial inStruments.............ccceeeeeveeeecnveeenne.. 218 339 223 27
Cash and cash equivalents ...........ccocveviereerenienieieceeseeee e 62,131 55,035 64,981 16
Total current assets.............cccoovveieieieiiiiiieeeeeiicieee e 207,143 206,555 226,090
TOTAL ASSETS ... 372,708 332,540 356,425
EQUITY
Share Capital......c.cccveeieriiriesiieieeeere ettt 54,853 54,853 54,853 17
RESEIVES ..ttt ettt ettt e e e stbeeeaeeaneaens 17,198 16,398 24,065 17
Retained €arnings.........c.cccvieeeeiivieiiienieeiieereeeveesreeeieeseveesaeseneeens 64,496 31,244 61,636 17
EQUITY ATTRIBUTABLE TO OWNERS OF THE

COMPANY ..o 136,547 102,495 140,554
Non-controlling INtETESES ......c.eevverreeriirierierie et 1,634 2,039 3,445
TOTAL EQUITY ..ottt et 138,181 104,534 143,999
LIABILITIES
Non-current liabilties
LoNg-term DOITOWINGS .....c.verveerierirereeienteeieeeesieeeessesseeeeseeseennes 10,361 20,877 6,329 18
Employees’ leaving entitlement...........ccccoevvervenieniieciineeieseeneenen. 17,181 18,820 19,426 19
Non-current contract labilities ..........cooevvvviviiiiiiiiiiieee e 9,934 2,560 1,652 20
PIOVISIONS ..eiuviiiiieiiiieetie ettt et e e e eaaeevaeesaeestbeesteeenteenns 14,502 16,715 13,253 21
Deferred income for capital grants..........cccceeevevieriirveneereeneennennnn. 13,002 13,771 14,760 22
Other HADIITIES ...ooievviiieiieie et 1,119 — — 23
Deferred tax Habilities.......c.covvuuiiiiiiiiiiiiiiieee e 42 320 1,763 36
Total non current liabilities....................c.cooovviiiiiii, 66,141 73,063 57,183
Current liabilities
Bank overdraft and short-term borrowings.............cceceevviercieenenn. 35,148 25,967 24,427 24
Current portion of long-term borrowings...........ccecveeevereereervennenen. 10,582 4,840 11,632 18
Trade PAYADIES ..c..ecvveeeieiieeeieie ettt 77,901 76,035 70,457 25
Other PayabIes .....c..eeviiiieieiieie et 26,914 27,587 29,407 26
Current contract liabilitieS..........cooveeeeviiieiieieeeiiie e 12,165 12,973 10,647 20
PIOVISIONS «.vviiiiviieieiieeeteee ettt eeee et eatae e e eaee e ennes 4,476 5,957 5,687 21
Liabilities for current inCOME taX...........coevveeeivveeevneeeenneeeeineeeennes 880 1,317 1,693 36
Losses on derivative financial inStruments ............c.cccoeevevevveeeeenen. 320 267 1,293 27
Total current liabilities..................coooviiiiiiiiiii e, 168,386 154,943 155,243
TOTAL LIABILITIES ..........oooniiiieeeeeeeeeee e 234,527 228,006 212,426
TOTAL EQUITY AND LIABILITIES............ccoeoiiiiiieeena, 372,708 332,540 356,425
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Consolidated statements of profit or loss for the years ended December 31, 2018 and 2017
(Expressed in thousands of euros except as otherwise indicated)

2017

2018 Restated (*) Note
REVEIUE ... et e ettt e e e et et e e e e e e et ateeeeeeeeeataeeeeeeeenaabeeeeeeennrneans 428,539 448,880 29
COST OF SALES ...ttt ettt sttt sttt st et sttt e et na e be e naen (308,250) (318,401) 30
GIOSS Profit ... et e e et re e e e e e ettaaae e e e e e aranaeeas 120,289 130,479
(03753 a0 11 TeTe) 1 1= TSRO PPPRRRRRRPIN 5,944 1,650 31
SIlING EXPEIISES . .evveuvrereeiirieteeieeitesteestesteesteestesteetesteesseesseassesseessenseenseessaseessenssansesnsensaansanssansennsennes (114,997) (118,254) 32
AJMINISTIALIVE EXPEIISES ..euveuveerrirriertieiteetienteettesteenteesteseeseeseesseestesasesseessesseensesnsesssenseensesseessesseesseen (35,344) (36,105) 33
Impairment on trade TECEIVADIES ........ccuiruiiririiiieit ettt sttt ebte et sae et ene (745) (1,475) 14
OHET EXPEIISES ...vevveteenieetteieeite et ettt et e bt e te et e s it eat e et e bt e tesate st e eateebeesbeesbesseesaesheesbesmbeesbenseentesaeenteans (605) (250) 31
OPErating LOSS........ooouiiiiiiiiiie ettt et e et et e et e ettt te et e et e nteenneean (25,458) (23,955)
FINANCE INCOMIE ...ttt e e e et sttt eeaeaeeemaaeesenaaessesaseesnteeesnneseesnneens 379 1,252 34
FANAINCE COSES..viiutiiiiiiitiiiiii et e et ettt eete e st ee ettt eetbeesbeeetbeesaaeesteeasbeessseassseesseaasssassseessseensaesssaesssesnseeesns (5,580) (6,289) 34
Net exchange 1ate gains (IOSSES) ......eeueruieuiiiiruietiriieieettrt ettt sttt et e sttt sttt etestesbeaesaen e eeseebenaeneens (3,914) 1,033 35
Gain from disposal and loss of control of @ SUDSIAIATY .......cccevvieriiiienieieeieie e 75,411 — 10
Net finance INCOME / (COSTS) ........ooiiiiiiiiiiiie ittt et e et e e ete e e e e te e e eete e e eeraeeeanneas 66,296 (4,004)
Share of profit/(loss) of equity-method INVESLEES ........ceecveeieiieeieiiee et (290) — 10
Profit / (I085) DefOre taX ...........ccooiiiiiiiiiiiie et e e e e 40,548 (27,959)
INCOME tAX EXPEIISE. .. veeveeieuteeiieettetteit ettt ettt e bttt e sb et e et e bt e besheesbeesbesatenbesatesbeenbesssenseenbesaeenteans (7,429) (2,886) 36
Profit / (108S) fOr the Year............ccoooiiiiiiieie e s 33,119 (30,845)
Profit / (10ss) attributable t0:...............coocoiiiiiiii e
OWNETS Of the COMPANY .....oviiiiiiiieiieieiteeeere ettt sttt sttt e st estesatesbe e s e estenbeeatesaeenteens 33,289 (30,392)
NON-CONIOIIINE INEETESTS ....evieiteetieiiete ettt ettt ettt ettt et sttt eae st beebese et et sae e saeseebeneesaens (170) (453)
Profit / (loss) per share
BasSic 10SS PEI SNATE......c.ueiuiiieiiie ettt ettt sttt st e st shte bt st et enbesaeebe e 0.61 (0.55) 37
Diluted 10SS POT SNATE.......ecuiiiieiiiciieit ettt sttt st sa e sttt sete e eabesaeenbeens 0.61 (0.55) 37
(*)  The Group has initially applied IFRS 9 as at January 1, 2018. Under the transition method chosen, comparative information has

not been restated except for separately presenting impairment losses on trade receivables. See note 5.
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Consolidated statements of comprehensive income for the years ended December 31,2018 and 2017

(Expressed in thousands of euros except as otherwise indicated)

Profit / (loss) for the year
Other comprehensive income

Items that will not be reclassified to profit or loss

Actuarial gains/(losses) on employees’ leaving entitlement............c..ceceverenenccrenenennn
TAX TIMPACE 1.vveevienieeieetiesie e et ete et et et e st e et e b e et esseestessaesseeseeseesseessesssanseensesseanseessanseansenns
TOLALL ..ottt st e
Items that are or maybe reclassified subsequently to profit or loss

Exchange rate differences on translation of foreign operations .............cceceeeevueeieneennenne
TAX TIMPACE 1.vveeeienieereeieesie e et ete et et et et e et ebe et esseessessbesseeseesaesseessesssanseessesseenseessenseansenns
] | USRS UUUSRU PRSPPI
Other comprehensive income/(loss) for the year, net of tax.......................coooennen.
Total comprehensive income/(loss) for the year...................ccooooiiiiiiiniiniiie
Total comprehensive income/(loss) attributable to:

OWNErs Of the COMPANY .....cceeuieiiiiiriiiieriet ettt sttt et ebe et eabesaeenbe e
NON-CONTOIIING INEETESTS ...vevvieeretiestietieeiieiestie e eiesteeiestaesteesresseesaeessenseessesssenseessesseenseans

2018 2017 Note
33,119  (30,845)
573 (108) 19
— (8) 36
573 (116)
573 (116)
251 (7,778)
251 (7,778)
824 (7,894) 17
33,943  (38,739)
34,089 (38,059)
(146) (680)



Consolidated statements of changes in equity for the years ended December 31, 2018 and 2017
(Expressed in thousands of euros except as otherwise indicated)

Equity
Equity attributable
attributable to owner
Share to owners of Non-
Capital Translation IAS 19 Other Retained the controlling Total
amount reserve reserve reserves earnings Company interests equity
Balance as at January 1,

2017 54,853 12,606 — 11,459 61,636 140,554 3,445 143,999
Dividends distribution........... — — — — — — (726) (726)
Loss for the year ................... — — — — (30,392) (30,392) (453) (30,845)
Other comprehensive loss for

the year.......ccocovevvvevenne. — (7,551) (116) — — (7,667) (227) (7,894)
Balance as at December 31,

2017 54,853 5,055 (116) 11,459 31,244 102,495 2,039 104,534
Adjustment on initial

application of IFRS 9, net

Of taX coveeeeieece e, — — — — 37) 37) — (37
Adjusted balance as at

January 1, 2018 .............. 54,853 5,055 (116) 11,459 31,207 102,458 2,039 104,497
Dividends distribution........... — — — — — — (453) (453)
Capital contribution .............. — — — — — — 194 194
Profit for the year.................. — — — — 33,289 33,289 (170) 33,119
Other comprehensive

income/(loss) for the year. — 227 573 — — 800 24 824
Balance as at December 31,

2018, 54,853 5,282 457 11,459 64,496 136,547 1,634 138,181

F-5



Consolidated statements of cash flows for the years ended December 31, 2018 and 2017
(Expressed in thousands of euros except as otherwise indicated)

Cash flows from operating activities:
Profit / (10ss) for the Period.................cooiiiiiiiiiiiii e e

AdUStMENtS FOT:.......ooiiiiiiiiii ettt et ettt et
DEPTECIALION. . .euveeiieeeieie et et et et e et et et e e teesteeteeseesbesebesseesseessesseessesssanseensesssenseessanseensensnas
AMOTEIZATION ...ttt sttt st er et et sa e bt sh et sbesae b sheebesae i enes
INEEIESE EXPEIISES ....eeineiieiiiee ettt et e ettt e ettt e et e e ettt e e sh bt e e eabee e snreeeeaae
Share of (profit) loss of equity-method investees, net 0f tax .......cccevvvevvieviirienieecieniieie s
(Gain) from loss of control in a former SUbSIAIArY ........coveveeierieiieiienieeee e
(Gain) loss on sale of property, plant and eqUIPMENt ...........cccueevieeeiiiriieiieeieeee e
Unrealized foreign exchange (Zains) 10SSES......ccuevieruirriirienieiiiniieieeie et
Deferred income for capital Grants...........coccuiieiieeriieiieeie ettt sreesreeevee e s
TAX EXPEIISE .. ueeeeeiiiie ittt ettt ettt e ettt e e ettt ettt e e et e e s bt e e ettt e e bt t e e eabt e e e ea bt e e eabeeesnraeeeane

Trade and Other PAYADIES .......cccviiiuiiiiiiiciieiie ettt et et e sere e e e este e beesneesaeeens
CONLLAC HHADIIITIES ...e.vveveieevieieiieeteet ettt ettt ettt st e e e e e sbeenbestaesteessesseenseesnesseenseennas
PTOVISIONS ...tetiiiieiieeetiie ettt e st et e et st et eeteestaestesseebeetaesbaessesssesseesseessesseensenseenseessenssansennsen
Other HADIIITIES ...eevveeviiietiitesiet ettt ste sttt steeaestaesaeeebesebenseensesssanseesseseaneennnas
One-time termination benefit PAYMENTS........cveeverieriieiieiieie ettt
Employees’ leaving entitlement. ...........ceuevieriierienieniiiiinieseee ettt s

TOtAL CRANGES ...t
Cash provided by (used in) operating activities ...................ccceeviiiiiiiiiniiie e

INEETESE PAIA ...evviieiieeiie ettt ettt et e et e e eteeetbeeeabeebbeesbeeesbeeseeesseessseasseeasseenns
INCOME tAXES PAIA ...eveiniieiiiiiiieet ettt ettt et sttt et et e st eneeeneas

Net cash used in operating activities..................ccciiiiiiiiiiiii e

Cash flows from investing activities:
Property, plant and QUIPIMENL: .........cceecviiierrierieeiertieiesteeteeeesreeveeraeseeesesseeseessesssanseenses
AAITIONS ..ttt e et e et st s
DISPOSALS ...ttt ettt ettt sttt ettt et e ettt e e e beett e e sbeeenbeentteebaenseeeaeeennes
INEANEZIDIE @SS ..ecuveviiitietietesieteet ettt ette e e ste st e bt etaestaestessaesaeesseesbenseensesseanseessenseensesnsas
Purchase of business, net of cash acqUIred ..........cceevvieieiieieeiececie e
Disposal of a business, net of cash disposed off..........cccccveveeieicieciieiineeeeee

Net cash provided by (used in) investing activities................c.ccooiiiiiiiiiiii e,

Cash flows from financing activities:
LONZ-EIMM DOTTOWINZS: ...veiiviieiiieeie ettt eetieeeteeite et e e bt e ete et eebaesaseesseeeseesssaessseessesaseesssens
PTOCEEAS ...ttt ettt ettt e ettt e e eereeeae
REPAYIMENLS ..ottt et e et e st e
SHOTt-LEITN DOTTOWINZS ..c.evevieiieiieetieie ettt ettt sttt ettt et s bt sntebeesesreens
Dividends distribution to non-controlling iNterests............cccvrerriercieeriieesiieeeeecreesreeeree e

Net cash provided by financing activities............c....cocooiiiiiiiiii e

Increase (decrease) in cash and cash equivalents..................ccoccooiiiiiiiiiiiin e
Cash and cash equivalents as at January 1 (¥) ....ccccoocevieiieiiieienccieceee e
Effect of movements in exchange rates on cash held..........ccoceeveeiieiieiiciinciceceeeee,

Cash and cash equivalents as at December 31 (¥) .........cccooiiiiiiiiiiiiee e

(*) AsatDecember 31,2018 and 2017 cash and cash equivalents includes bank overdrafts of 1,762 and nil, respectively, that are

repayable on demand and form an integral part of the Group’s cash management.
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2018 2017 Note
33,119 (30,845)
10,154 10,861 8
910 1,569 9
3,796 4,639
290 (18) 10
(75,411) — 10
(171) 73
174 (1,141)
(769) (989)
7,429 2,886
(53,598) 17,880
5,999 (1,387)
(3,678) 5,723
(1,675) 1,484
7,365 11,854
12,317 3,235
(3,694) 3,732
1,119 —
(1,411)  (8,272)
(1,066) (606)
15,276 15,763
(5,203) 2,798
(3,033)  (2,821)
(3,112)  (4,878)
(11,348) (4,901)
(7,283) (6,708)
572 760
(878) (845)
— (3,558)
22,156 — 10
14,567  (10,351)
— 12,500
(4,774) (4,744)
7,419 5,956
(453)  (1,349)
2,192 12,363
5411 (2,889)
55,035 60,565
(77)  (2,641)
60,369 55,035 16




Notes to consolidated financial statements
(Expressed in thousands of euros except as otherwise indicated)

1

Introduction

The consolidated financial statements of the Natuzzi S.p.A. as at December 31, 2018 and 2017, and the consolidated statement
of financial position as at January 1, 2017 have been prepared in accordance with International Financial Reporting Standards as
issued by the International Accounting Standards Board (“IFRS”), including interpretations issued by the IFRS Interpretations
Committee (IFRS IC) applicable to companies reporting under IFRS. The consolidated financial statements as at December 31,
2018 are the Group’s first set of consolidated financial statements prepared in accordance with IFRS and IFRS 1 “First-time
Adoption of International Financial Reporting” has been applied.

Being a first-time adopter, the Group restated the 2017 consolidated financial statements for comparative purposes, in order to
present the effect of the adoption of the IFRS. Note 43 describes the effects of the transition from the generally accepted
accounting principles in the Republic of Italy (“Italian GAAP”) to the IFRS and presents the related reconciliation schedules.
The Group’s date of transition to the IFRS is January 1, 2017 and its first set of consolidated financial statements prepared in
accordance with the IFRS is that as at and for the year ended December 31, 2018.

In order to present the effects of the transition to the IFRS and meet the related disclosure requirements of IFRS 1, the Group
adopted the example provided in IFRS 1.IG.63 and presented the following in note 43:

. the reconciliation of the consolidated statements of financial position prepared in accordance with Italian GAAP with the
consolidated statements of financial position prepared in accordance with IFRS as at January 1, 2017 and December 31,
2017;

. the reconciliation of the consolidated statement of profit or loss prepared in accordance with Italian GAAP with the
consolidated statement of profit or loss prepared in accordance with IFRS for the year ended December 31, 2017;

. the reconciliation of the consolidated statement of comprehensive income prepared in accordance with Italian GAAP with
the consolidated statement of comprehensive income prepared in accordance with IFRS for the year ended December 31,
2017,

. the reconciliation of equity as at January 1, 2017 and December 31, 2017, loss and other comprehensive loss for the year
ended December 31, 2017 between Italian GAAP and IFRS;

. the reconciliation of the consolidated statements of changes in equity as at January 1, 2017 and December 31, 2017
between Italian GAAP and IFRS;

. the reconciliation of the consolidated statement of cash flows prepared in accordance with Italian GAAP with the
consolidated statement of cash flows prepared in accordance with IFRS for the year ended December 31, 2017,

. the accounting policies setting out the IFRS application rules and the selected standards;

. comments on the above reconciliation schedule.

Natuzzi S.pA., as first time adopter, has not presented the consolidated statement of profit or loss, comprehensive income,
changes in equity and cash flows for the year ended December 31, 2016 restated under the IFRS based on the “one time
accommodation” available for the first time IFRS implementers and included in the general instruction G(a) to Form 20-F.

During 2018 and 2017 no significant non-recurring events or unusual transactions have occurred other than that described in
note 10. All transactions performed by the Group during 2018 and 2017 are part of the Group’s ordinary business.

Description of the business and Group composition

Natuzzi S.p.A. (“Natuzzi”, the “Company” or the “Parent”) is domiciled in Italy. The Company’s registered office is at via
Tazzitello 47, 70029 Santeramo in Colle (Bari). These consolidated financial statements include the accounts of Natuzzi S.p.A
and of its subsidiaries (together with the Company, the “Group”). The Group’s primary activity is the design, manufacture and
marketing of contemporary and traditional leather and fabric upholstered furniture (see note 6 on operating segment).

The financial statements utilized for the consolidation are the financial statements of each Group company as at December 31,
2018, 2017 and January 1, 2017. The 2018 and 2017 financial statements have been adopted by the respective Boards of
Directors of the relevant companies. The financial statements of subsidiaries are adjusted, where necessary, to conform to
Natuzzi’s accounting principles and policies (see note 4), which are consistent with International Financial Reporting Standards
(IFRS) and interpretations issued by the IFRS Interpretations Committee (IFRS IC) applicable to companies reporting under
IFRS (see note 3(a)).



The consolidated financial statements of the Group as at December 31, 2018 and 2017 and the related opening consolidated
financial statements as at January 1, 2017 (date of transition to IFRS) have been approved by the Company’s Board of Directors
(the Board) on April 10, 2019 and authorised on April 29, 2019.

The subsidiaries included in the consolidation as at December 31, 2018, 2017 and January 1, 2017, together with the related
percentages of ownership and other information, are as follows:

Name

Italsofa Nordeste S/A...........
Natuzzi (China) Ltd .............
Italsofa Romania S.r.l. .........
Natco S.p.A.cciiiieieeenee
IMP.E SpA..ciiinn.
Nacon S.p.A..ceeieeiieeene
Lagene Sor.l..oooieeiieee.
Natuzzi Americas Inc...........
Natuzzi Iberica S.A..............
Natuzzi Switzerland AG ......
Natuzzi Benelux S.A............
Natuzzi Germany Gmbh ......
Natuzzi Japan KK.................
Natuzzi Services Limited.....
Natuzzi Trading (Shanghai)
Co,Ltd .o,
Natuzzi Russia OOO............
Natuzzi India Furniture PVT

Natmex S.DE.R.L.DE.C.V ..
Natuzzi France S.a.s.............
Softaly (Furniture) Shanghai

Co. Ltd oo
Natuzzi Netherlands Holding

New Comfort S.r.l................
Italsofa Shanghai Ltd............
Natuzzi Trade Service S.r.1..
Natuzzi Oceania PTI Ltd .....

Percentage of
31/12/2018

100.00
100.00
100.00
99.99
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00

100.00
51.00
99.00

100.00

96.50

100.00
100.00

96.50
100.00
100.00

(1) Manufacture and distribution

(2) Intragroup leather dyeing and finishing

Percentage of
31/12/2017

100.00
100.00
100.00
99.99
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00
100.00

100.00
51.00
99.00

100.00

96.50

100.00
100.00

96.50
100.00
100.00

(3) Production and distribution of polyurethane foam
(4) Services and distribution

(5) Investment holding
(6) Dormant

Percentage of
01/01/2017

100.00
100.00
100.00
99.99
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00
100.00

100.00
51.00

100.00

96.50

100.00
100.00

96.50
100.00
100.00

Share/quota Ownership
capital registered office

BRL 157,654,283 Salvador de Bahia, Brazil
CNY 106,414,300 Shanghai, China

RON 109,271,750 Baia Mare, Romania
EUR 4,420,000 Santeramo in Colle, Italy
EUR 1,000,000 Bari, Italy

EUR 2,800,000 Santeramo in Colle, Italy
EUR 10,000 Santeramo in Colle, Italy
USD 89 High Point, N. Carolina, USA
EUR 386,255 Madrid, Spain

CHF 2,000,000 Dietikon, Switzerland
EUR 312,000 Herentals, Belgium

EUR 25,000 Kln, Germany

JPY 28,000,000 Tokyo, Japan

GBP 25,349,353 London, UK

CNY 13,891,783 Shanghai, China
RUB 109,138 Moscow, Russia

INR 16,200,000 New Delhi, India

USD 4,155,186 High Point, N. Carolina, USA
MXN 69,195,993 Mexico City, Mexico

EUR 200,100 Paris, France

CNY 100,000 Shanghai, China

EUR 34,605,000 Amsterdam, Holland
EUR 20,000 Santeramo in Colle, Italy
CNY 124,154,580 Shanghai, China

EUR 14,000,000 Santeramo in Colle, Italy
AUD 320,002 Sydney, Australia

Activity

(D
(D
(D
2)
€)
(4)
(4)
(4)
(4)
(4)
(4)
(4)
(4)
(4)

(4)
(4)

(4)
(4)
(4)
(4)

(4)

©)
(6)
(6)
(6)
(6)

As at December 31, 2018 the consolidation area changed due to: (a) the deconsolidation of Natuzzi Trading (Shanghai) Co., Ltd
occurred on July 27, 2018 as a consequence of the loss of control (see note 10); (b) the sale of Natuzzi Benelux.

3 General principles for the preparation of the consolidated financial statements

(a) Compliance with IFRS

The consolidated financial statements of the Natuzzi Group have been prepared in accordance with International Financial
Reporting Standards (IFRS) and interpretations issued by the IFRS Interpretations Committee (IFRS IC) applicable to

companies reporting under IFRS. The consolidated financial statements comply with IFRS as issued by the International
Accounting Standards Board (IASB).
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(d)

(e

The consolidated financial statement as at December 31, 2018 is the Group’s first consolidated financial statements prepared in
accordance with IFRS and IFRS 1 “First-time Adoption of International Financial Reporting” has been applied. An explanation
of how the transition from Italian GAAP to IFRS has affected the reported financial position, financial performance and cash
flows of the Group is provided in note 43.

Details of Group’s accounting policies are included in note 4.

Historical cost convention

The consolidated financial statements have been prepared on a historical cost basis, except for certain financial assets and
liabilities (including derivative instruments) measured at fair value.

Basis of preparation

The consolidated financial statements consist of the consolidated statement of financial position, the consolidated statement of
profit or loss, the consolidated statement of comprehensive income or loss, consolidated statement of changes in equity,
consolidated statement of cash flows and the notes to the consolidated financial statements.

The consolidated statement of financial position has been prepared based on the nature of the transactions, distinguishing:

(a) current assets from non-current assets, where current assets are intended as the assets that should be realised, sold or used
during the normal operating cycle, or the assets owned with the aim of being sold in the short term (within 12 months); (b)
current liabilities from non-current liabilities, where current liabilities are intended as the liabilities that should be paid during
the normal operating cycle, or over the 12-month period subsequent to the reporting date.

The consolidated statement of profit or loss has been prepared based on the function of the expenses.
The consolidated statement of cash flows has been prepared using the indirect method.

The consolidated financial statements are presented in Euro (the Group’s presentation currency) and all amounts are rounded to
the nearest thousands of Euro, unless otherwise stated. They also present comparative information in respect to the previous
period.

Functional and presentation currency

These consolidated financial statements are presented in Euro, which is the Natuzzi S.p.A’s functional currency. All amounts
have been rounded to the nearest thousand, unless otherwise stated.

Use of estimates and judgement

The preparation of consolidated financial statements requires the use of accounting estimates. Actual results may differ from
these estimates. Management also needs to exercise judgement in applying the Group’s accounting policies.

This note provides an overview of the areas that involved a higher degree of judgement or complexity, and of items which are
susceptible to adjustment in the event actual results are materially different than the estimates. Detailed information about each
of these estimates and judgements is included in other notes together with information about the basis of calculation for each
affected line item in the consolidated financial statements.

The areas involving significant estimates or judgements are:

(a) impairment of property, plant and equipment, note 8;

(b) estimated goodwill impairment, note 9;

(c) estimation of fair value of the investment in a joint venture recorded as such after loss of control, note 10;
(d) impairment of trade receivables, note 4;

(e) estimation of provision for warranty claims, note 21;

(f)  estimation of fair values of contingent liabilities, notes 21 and 40;

(g) estimated fair value of derivative financial instruments, notes 27 and 28;

(h) recognition of deferred tax asset, note 36.
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Estimates and judgements are continually evaluated. They are based on historical experience and other factors, including
expectations of future events that may have a financial impact on the entity and that are believed to be reasonable under the
circumstances.

Summary of significant accounting policies

This note provides a list of the significant accounting policies adopted in the preparation of these consolidated financial
statements. These policies have been consistently applied to all the years presented and in preparing the opening IFRS statement
of financial position as at January 1, 2017 for the purposes of the transition to IFRSs, unless otherwise indicated. The accounting
policies have been applied consistently by Group entities.

Basis of consolidation
(i) Subsidiaries

Subsidiaries are all entities over which the Group has control. The Group controls an entity when the Group is exposed to, or has
rights to, variable returns from its involvement with the entity and has the ability to affect those returns through its power to
direct the activities of the entity. Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
They are deconsolidated from the date that control ceases.

The acquisition method of accounting is used to account for business combinations by the Group.

Intercompany transactions, balances and unrealised gains on transactions between Group companies are eliminated. Unrealised
losses are also eliminated unless the transaction provides evidence of an impairment of the transferred asset. Accounting policies
of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group.

Non-controlling interests in the results and equity of subsidiaries are shown separately in the consolidated statement of financial
position, consolidated statement of profit or loss, consolidated statement of comprehensive income, consolidated statement of
changes in equity, respectively. Non-controlling interests are measured initially at their proportionate share of the fair value
acquiree’s identifiable net assets at the date of acquisition. Changes in the Group’s interest in a subsidiary that do not result in a
loss of control are accounted for as equity transactions.

(ii) Associates

Associates are all entities over which the Group has significant influence but not control or joint control. This is generally the
case where the Group holds between 20% and 50% of the voting rights. Investments in associates are accounted for using the
equity method of accounting (see (v) below), after initially being recognised at cost.

(iii) Joint arrangements

Under IFRS 11 “Joint Arrangements” investments in joint arrangements are classified as either joint operations or joint ventures.
The classification depends on the contractual rights and obligations of each investor, rather than the legal structure of the joint
arrangement.

(iv) Joint ventures

Interests in joint ventures are accounted for using the equity method (see (v) below), after initially being recognised at cost in the
consolidated statement of financial position. Natuzzi S.p.A. has only one joint venture as at December 31, 2018 (see Note 10).

(v) Equity method

Under the equity method of accounting, the investments are initially recognised at cost and adjusted thereafter to recognise the
Group’s share of the post-acquisition profits or losses of the investee in profit or loss, and the Group’s share of movements in
other comprehensive income of the investee. Dividends received or receivable from associates and joint ventures are recognised
as a reduction in the carrying amount of the investment.

When the Group’s share of losses in an equity-accounted investment equals or exceeds its interest in the entity, including any
other unsecured long-term receivables, the Group does not recognise further losses, unless it has incurred obligations or made
payments on behalf of the other entity.

Unrealised gains on transactions between the Group and its associates and joint ventures are eliminated to the extent of the
Group’s interest in these entities. Unrealised losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred. Accounting policies of equity accounted investees have been changed where necessary to
ensure consistency with the policies adopted by the Group.
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The carrying amount of equity-accounted investments is tested for impairment in accordance with the policy described in note 4

@).

(vi) Changes in ownership interests

The Group treats transactions with non-controlling interests that do not result in a loss of control as transactions with equity
owners of the Group. A change in ownership interest results in an adjustment between the carrying amounts of the controlling
and non-controlling interests to reflect their relative interests in the subsidiary. Any difference between the amount of the
adjustment to non-controlling interests and any consideration paid or received is recognised in a separate reserve within equity
attributable to owners of Natuzzi S.p.A..

When the Group ceases to consolidate or equity account for an investment because of a loss of control or significant influence,
any retained interest in the entity is remeasured to its fair value with the change in carrying amount recognised in profit or loss.
This fair value becomes the initial carrying amount for the purposes of subsequently accounting for the retained interest as an
associate, joint venture or financial asset. In addition, any amounts previously recognised in other comprehensive income in
respect of that entity are accounted for as if the Group had directly disposed of the related assets or liabilities. This may mean
that amounts previously recognised in other comprehensive income are reclassified to profit or loss.

If the ownership interest in a joint venture or an associate is reduced but significant influence is retained, only a proportionate
share of the amounts previously recognised in other comprehensive income are reclassified to profit or loss where appropriate.

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision
maker.

Group Companies
(i) Foreign operations that have a functional currency different from the presentation currency

The results and financial position of foreign operations (none of which has the currency of a hyperinflationary economy) that
have a functional currency different from the presentation currency (Euro) are translated into the presentation currency as
follows: (a) assets and liabilities for each statement of financial position presented are translated at the closing rate at the date of
that statement of financial position; (b) revenues and expenses for each statement of profit or loss and statement of
comprehensive income are translated at average exchange rates (unless this is not a reasonable approximation of the cumulative
effect of the rates prevailing on the transaction dates, in which case revenues and expenses are translated at the dates of the
transactions); (c¢) and all resulting exchange differences are recognised in other comprehensive income.

Since January 1, 2017, the Group’s date of transition to IFRSs, such differences have been recognised in the translation reserve
(see note 43.4 (a)).

When a foreign operation is sold, the associated exchange differences are reclassified to profit or loss, as part of the gain or loss
on sale.

(ii) Foreign operations that have a functional currency that is the presentation currency

Two foreign subsidiaries are considered to be an integral part of Natuzzi S.p.A. (the parent company) due to the primary and
secondary indicators reported in IAS 21 paragraph 9 and 10. Therefore, the functional currency for these foreign subsidiaries is
the functional currency of the Parent, namely the Euro. As a result, all monetary assets and liabilities are remeasured, at the end
of each reporting period, using Euro and the resulting gain or loss is recognised in profit or loss. For all non monetary assets and
liabilities, share capital, reserves and retained earnings historical exchange rates are used. The average exchange rates during the
year are used to translate non-Euro denominated revenues and expenses, except for those non-Euro denominated revenues and
expenses related to assets and liabilities which are translated at historical exchange rates. The resulting exchange differences on
translation are recognised in profit or loss.

Foreign currency transactions

Transactions in foreign currencies are translated into functional currency using the exchange rates at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are translated into the functional currency at the
exchange rate at the reporting date. Non-monetary items that are measured based on historical cost in a foreign currency are
translated at the exchange rate at the date of the transaction. Foreign currency exchange gains and losses are recognised in profit
or loss and presented within finance income and costs.



(e

(]

Property, plant and equipment

Items of property, plant and equipment are measured at cost, which includes capitalised borrowing costs, less accumulated
depreciation and any accumulated impairment losses. The cost of certain buildings as at January 1, 2018, the Group’s date of
transition to IFRS, was determined with reference to its deemed cost at that date (see note 43.4 (a)).

If significant parts of an item of property, plant and equipment have different useful lives, then they are accounted for as
separate items (major components) of property, plant and equipment.

Any gain or loss on disposal of an item of property, plant and equipment is recognised in profit or loss.

Subsequent expenditure is capitalised only if it is probable that the future economic benefits associated with the expenditure will
flow to the Group.

Depreciation is calculated to write off the cost of items of property, plant and equipment less their estimated residual values
using the straight-line method over their estimated useful lives, and is recognised in profit or loss. Land is not depreciated.

The estimated useful lives of property, plant and equipment for current and comparative periods are as follows: (a) buildings 10-
50 years; (b) plant and equipment, 4-10 years; (c) fixtures and fittings, 5—10 years (see note 8).

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted if appropriate.

Leases
At inception of an arrangement, the Group determines whether the arrangement is or contains a lease.

At inception or on reassessment of an arrangement that contains a lease, the Group separates payments and other consideration
required by the arrangement into those for the lease and those for other elements on the basis of their relative fair values. If the
Group concludes for a finance lease that it is impracticable to separate the payments reliably, then an asset and a liability are
recognised at an amount equal to the fair value of the underlying asset; subsequently, the liability is reduced as payments are
made and an imputed finance cost on the liability is recognised using the Group’s incremental borrowing rate.

Leases of property, plant and equipment that transfer to the Group substantially all of the risks and rewards of ownership are
classified as finance leases. The leased assets are measured initially at an amount equal to the lower of their fair value and the
present value of the minimum lease payments. Subsequent to initial recognition, the assets are accounted for in accordance with
the accounting policy applicable to that asset.

Assets held under other leases are classified as operating leases and are not recognised in the Group’s statement of financial
position.

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the term of the lease. Lease
incentives received are recognised as an integral part of the total lease expense, over the term of the lease.

Minimum lease payments made under finance leases are apportioned between the finance expense and the reduction of the
outstanding liability. The finance expense is allocated to each period during the lease term so as to produce a constant periodic
rate of interest on the remaining balance of the liability.

Business combinations
(i) Acquisitions on or after January 1, 2017

The Group accounts for business combinations using the acquisition method when control is transferred to the Group (see
4(a)(i)). The consideration transferred in the acquisition is generally measured at fair value, as are the identifiable net assets
acquired. Any goodwill that arises is tested annually for impairment (see 4 (i)). Any gain on a bargain purchase is recognised in
profit or loss immediately. Transaction costs are expensed as incurred, except if related to the issue of debt or equity securities.

The consideration transferred does not include amounts related to the settlement of pre-existing relationships. Such amounts are
generally recognised in profit or loss.

Any contingent consideration is measured at fair value at the date of acquisition. If an obligation to pay contingent consideration
that meets the definition of a financial instrument is classified as equity, then it is not remeasured and settlement is accounted for
within equity. Otherwise, other contingent consideration is remeasured at fair value at each reporting date and subsequent
changes in the fair value of the contingent consideration are recognised in profit or loss.
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(ii) Acquisitions prior to January 1, 2017

As part of its transition to IFRS, the Group elected to restate only those business combinations that occurred on or after
January 1, 2017. In respect of acquisitions prior to January 1, 2017, goodwill represents the amount recognised under the
Group’s previous accounting framework, Italian GAAP. Such goodwill has been tested for impairment at the transition date
January 1, 2017.

Intangible assets and goodwill
Expenditure on research activities is recognised in profit or loss as incurred.

Development expenditure is capitalised only if the expenditure can be measured reliably, the product or process is technically
and commercially feasible, future economic benefits are probable and the Group intends to and has sufficient resources to
complete development and to use or sell the asset. Otherwise, it is recognised in profit or loss as incurred. Subsequent to initial
recognition, development expenditure is measured at cost less accumulated amortisation and any accumulated impairment
losses.

Other intangible assets, including software, trademarks and patents, that are acquired by the Group and have finite useful lives
are measured at cost less accumulated amortisation and any accumulated impairment losses.

Goodwill arising on the acquisition of subsidiaries is measured at cost less accumulated impairment losses. In respect of
acquisitions prior to January 1, 2017, goodwill is included on the basis of its deemed cost, which represents the amount recorded
under previous GAAP (see note 43.4 (b)).

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the specific intangible
asset to which it relates. All other expenditure, including expenditure on internally generated goodwill and brands, is recognised
in profit or loss as incurred.

Amortisation is calculated to write off the cost of intangible assets less their estimated residual values using the straight-line
method over their estimated useful lives, and is recognised in profit or loss. Goodwill is not amortised.

The estimated useful lives for current and comparative periods are as follows: software 3-5 years, trademarks and patents 3—5
years, others 2—5 years.

Amortisation methods, useful lives and residual values are reviewed at each reporting date and adjusted if appropriate.

Impairment of non-financial assets

At each reporting date, the Group reviews the carrying amounts of its non-financial assets (other than inventories and deferred
tax assets) to determine whether there is any indication of impairment. If any such indication exists, then the asset’s recoverable
amount is estimated. Goodwill is tested annually for impairment.

For impairment testing, assets are grouped together into the smallest group of assets that generates cash inflows from continuing
use that are largely independent of the cash inflows of other assets or Cash Generating Units (hereinafter also CGUs). Goodwill
arising from a business combination is allocated to CGUs or groups of CGUs that are expected to benefit from the synergies of

the combination.

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less costs to sell. Value in use is
based on the estimated future cash flows, discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset or CGU.

An impairment loss is recognised if the carrying amount of an asset or CGU exceeds its recoverable amount.

Impairment losses are recognised in profit or loss. They are allocated first to reduce the carrying amount of any goodwill
allocated to the CGU, and then to reduce the carrying amounts of the other assets in the CGU on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment loss is reversed only to the extent that
the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.

Interests in equity-accounted investees

The Group’s interests in equity accounted investees comprise interests in associates and a joint venture. Associates are those
entities in which the Group has significant influence, but not control or joint control, over the financial and operating policies. A
joint venture is an arrangement in which the Group has joint control, whereby the Group has rights to the net assets of the
arrangement, rather than rights to its assets and obligations for its liabilities.
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Interests in associates and the joint venture are accounted for using the equity method. They are initially recognised at cost,
which includes transaction costs. Subsequent to initial recognition, the consolidated financial statements include the Group’s
share of the profit or loss and OCI of equity accounted investees, until the date on which significant influence or joint control
ceases.

Inventories

Raw materials are stated at the lower of cost (determined under the specific cost method for leather hides and under the
weighted-average method for other raw materials) and net realizable value. Goods in process and finished goods are valued at
the lower of production cost and net realizable value. Production cost includes direct production costs and production overhead
costs. The production overhead costs are allocated to inventory based on the manufacturing facility’s normal capacity.

The provision for slow moving and obsolete raw materials and finished goods is based on the estimated realizable value net of
the costs of disposal.

Trade and other receivables

Trade receivables and other receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method, less allowance.

In particular, trade receivables are amounts due from customers for goods sold or services performed in the ordinary course of
business. They are generally due for settlement within 90 days and therefore are all classified as current. Trade receivables are
recognised initially at the amount of consideration that is unconditional unless they contain significant financing components,
when they are recognised at fair value. The Group holds the trade receivables with the objective to collect the contractual cash
flows and therefore measures them subsequently at amortised cost using the effective interest method. Details about the Group’s
impairment policies and the calculation of the loss allowance are provided in note n(i).

The Group derecognises trade receivables when the contractual rights to the cash flows from such financial asset expire, or it
transfers the rights to receive the contractual cash flows in a transaction in which substantially all of the risks and rewards of
ownership of such financial asset are transferred or in which the Group neither transfers nor retains substantially all of the risks
and rewards of ownership and it does not retain control of such financial asset.

Cash and cash equivalents

For the purpose of presentation in the consolidated statement of cash flows, cash and cash equivalents includes cash on hand,
deposits held at call with financial institutions, other short-term, highly liquid investments with original maturities of three
months or less that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in
value, and bank overdrafts. Bank overdrafts are shown within bank overdrafts and short-term borrowings in current liabilities in
the statement of financial position.

Cash and cash equivalents are recorded at their nominal amount as it substantially coincides with the fair value.

Cash and cash equivalents are subject to the impairment requirements of IFRS 9 and the identified impairment loss is
immaterial.

Impairment of financial assets

The Group has the following types of financial assets that are subject to the expected credit loss model: (a) trade receivables for
sales of goods and services; (b) other receivables carried at amortised cost.

(i) Trade receivables

The Group applies the IFRS 9 simplified approach to measuring expected credit losses which uses a lifetime expected loss
allowance for all trade receivables. To measure the expected credit losses, trade receivables have been grouped based on shared
credit risk characteristics and the days past due. In particular, the Group adopted the practical expedient to use a provision
matrix that it is based on its historical credit loss experience, adjusted for forward looking factors specific to the debtors and the
economic environment.

The expected loss rates are based on the payment profiles of sales over a period of 36 months before December 31, 2018 or
January 1, 2018, respectively, and the corresponding historical credit losses experienced within this period. The historical loss
rates are adjusted to reflect current and forward-looking information on macroeconomic factors affecting the ability of the
customers to settle the receivables.
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Trade receivables are written off when there is no reasonable expectation of recovery. Indicators that there is no reasonable
expectation of recovery include, amongst others, the failure of a debtor to engage in a repayment plan with the Group, and a
failure to make contractual payments for a period of greater than 120 days past due.

Impairment losses on trade receivables are presented as net impairment losses within operating profit. Subsequent recoveries of
amounts previously written off are credited against the same line item.

(ii) Previous accounting policy for impairment of trade receivables

As at December 31 2017 and January 1, 2017, under the previous accounting policy Italian GAAP (see note 5) the impairment
of trade receivables was assessed based on the incurred loss model. The Group estimated the losses using consistent methods
that took into consideration, in particular, insurance coverage in place, the creditworthiness of its customers, historical trends
and general economic conditions.

Individual receivables which were known to be uncollectible were written off by reducing the carrying amount directly. The
other receivables were assessed collectively to determine whether there was objective evidence that an impairment had been
incurred but not yet been identified. For these receivables, the estimated impairment losses were recognised in a separate
provision for impairment. The Group considered that there was evidence of impairment if any of the following indicators were
present: (a) significant financial difficulties of the debtor; (b) probability that the debtor will enter bankruptcy or financial
reorganisation; and (c) default or late payments.

Receivables for which an impairment provision was recognised were written off against the provision when there was no
expectation of recovering additional cash.

(iii) Other receivables at amortised cost

Other receivables at amortised cost are considered to have low credit risk, and the loss allowance recognised during the period
was therefore limited to 12 months expected losses. Management consider to be “low credit risk” the other receivables that have
a low risk of default and the counterparty has a strong capacity to meet its contractual cash flow obligations in the near term.

Trade and other payables

These amounts represent liabilities for goods and services provided to the Group prior to the end of financial year which are
unpaid. The amounts are unsecured and are usually paid within 90 days of recognition. Trade and other payables are presented
as current liabilities unless payment is not due within 12 months after the reporting period. They are recognised initially at their
fair value and subsequently measured at amortised cost using the effective interest method. The Group derecognises trade and
other payables when its contractual obligations are discharged or cancelled or expired.

Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently measured at
amortised cost. Any difference between the proceeds (net of transaction costs) and the redemption amount is recognised in profit
or loss over the period of the borrowings using the effective interest method. Fees paid on the establishment of loan facilities are
recognised as transaction costs of the loan to the extent that it is probable that some or all of the facility will be drawn down. In
this case, the fee is deferred until the draw down occurs. To the extent there is no evidence that it is probable that some or all of
the facility will be drawn down, the fee is capitalised as a prepayment for liquidity services and amortised over the period of the
facility to which it relates.

Borrowings are removed from the statement of financial position when the obligation specified in the contract is discharged,
cancelled or expired. The difference between the carrying amount of a financial liability that has been extinguished or
transferred to another party and the consideration paid, including any non-cash assets transferred or liabilities assumed, is
recognised in profit or loss as finance income or finance costs.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for
at least 12 months after the reporting period.

Further, general and specific borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset are capitalised during the period of time that is required to complete and prepare the asset for its intended use or
sale. Qualifying assets are assets that necessarily take a substantial period of time to get ready for their intended use or sale.
Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalisation.

Other borrowing costs are expensed in the period in which they are incurred.
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Employees’ leaving entitlement

The Group provides its Italian employees with benefits on the termination of their employment. The benefits fall under the
definition of defined benefit plans whose existence and amount is certain but whose date is not. The liability is calculated as the
present value of the obligation at the reporting date, in compliance with applicable regulations and adjusted to take into account
actuarial gains/losses. The amount of the obligation is calculated annually based on the “projected unit credit” method. Actuarial
gains and losses are recorded in full during the relevant period. Actuarial gains/(losses) are stated under “Other comprehensive
income” in accordance with IAS 19.

Provisions

Provisions for legal and tax claims, service warranties and one time termination benefits for certain employees are recognised
when the Group has a present legal or constructive obligation as a result of past events, it is probable that an outflow of
resources will be required to settle the obligation and the amount can be reliably estimated. Provisions are not recognised for
future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by
considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to
any one item included in the same class of obligations may be small.

Provisions are measured at the present value of management’s best estimate of the expenditure required to settle the present
obligation at the end of the reporting period. The discount rate used to determine the present value is a pre-tax rate that reflects
current market assessments of the time value of money and the risks specific to the liability. The increase in the provision due to
the passage of time is recognised as interest expense.

Derivative financial instruments and hedging activities

Derivatives financial instruments are accounted for in accordance with IFRS 9, except for hedging activities that are treated in
accordance with IAS 39 (see note 5).

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently remeasured
to their fair value at the end of each reporting period. The accounting for subsequent changes in fair value depends on whether
the derivative is designated as a hedging instrument, and if so, the nature of the item being hedged. The Group designates certain
derivatives as hedges of a particular risk associated with the cash flows of recognised assets (trade receivables) and highly
probable forecast transactions (sales orders) (cash flow hedges).

At inception of the hedge relationship, the Group documents the economic relationship between hedging instruments and
hedged items including whether changes in the cash flows of the hedging instruments are expected to offset changes in the cash
flows of hedged items (trade receivables and/or sales orders). The Group documents its risk management objective and strategy
for undertaking its hedge transactions.

The full fair value of a hedging derivative is classified as a non-current asset or liability when the remaining maturity of the
hedged item is more than 12 months; it is classified as a current asset or liability when the remaining maturity of the hedged
item is less than 12 months.

(i) Cash flow hedges that qualify for hedge accounting

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges is recognised
in the cash flow hedge reserve within equity. The gain or loss relating to the ineffective portion is recognised immediately in
profit or loss, within other gains/(losses).

When forward contracts are used to hedge forecast transactions, the Group generally designates only the change in fair value of
the forward contract related to the spot component as the hedging instrument. Gains or losses relating to the effective portion of
the change in the spot component of the forward contracts are recognised in the cash flow hedge reserve within equity. The
change in the forward element of the contract that relates to the hedged item (“aligned forward element”) is recognised within
OClT in the costs of hedging reserve within equity. In some cases, the Group may designate the full change in fair value of the
forward contract (including forward points) as the hedging instrument. In such cases, the gains or losses relating to the effective
portion of the change in fair value of the entire forward contract are recognised in the cash flow hedge reserve within equity.

Amounts accumulated in equity are reclassified in the periods when the hedged item affects profit or loss.
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When a hedging instrument expires, or is sold or terminated, or when a hedge no longer meets the criteria for hedge accounting,
any cumulative deferred gain or loss and deferred costs of hedging in equity at that time remains in equity until the forecast
transaction occurs, resulting in the recognition of a non-financial asset such as inventory. When the forecast transaction is no
longer expected to occur, the cumulative gain or loss and deferred costs of hedging that were reported in equity are immediately
reclassified to profit or loss.

(ii) Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge accounting. Changes in the fair value of any derivative instrument that
does not qualify for hedge accounting are recognised immediately in profit or loss and are included in net exchange rate gains
(losses). The fair value of derivative instruments is disclosed in note 28.

(iii) Derivative financial instruments and hedge accounting — Policy applicable before January 1, 2018

The policy applied in the comparative information presented as at December 31, 2017 and January 1, 2017 is in accordance with
the previous Italian GAAP. For additional details refers to note 5.

Revenues from contracts with customers

The Group has adopted IFRS 15 “Revenue from Contracts with Customers”, effective for reporting periods starting from
January 1, 2018, using the full retrospective approach, without any of the practical expedients indicated by IFRS 15 C5. See
note 43 for additional details.

(i) Sale of upholstered furniture and home furnishings accessories — wholesale

The Group sells a wide range of upholstered furniture (upholstered sofas and beds) and home furnishing accessories (for
instance coffee tables, lamps, rugs, wall units) in the wholesale market (Natuzzi branded products and private label products).
The upholstered sofas (leather and fabric sofas) are manufactured in the plants located in Italy, Romania, China and Brazil.
Sales are recognised when control of the products has transferred, being when the products are delivered to the wholesaler, the
wholesaler has full discretion over the channel and price to sell the products, and there is no unfulfilled obligation that could
affect the wholesaler’s acceptance of the products. Delivery occurs when the products have been shipped to the specific
location, the risks of obsolescence and loss have been transferred to the wholesaler, and either the wholesaler has accepted the
products in accordance with the sales contract, the acceptance provisions have lapsed, or the Group has objective evidence that
all criteria for acceptance have been satisfied.

The goods are often sold with retrospective volume discounts based on aggregate sales over a 12 months period. Revenue from
these sales is recognised based on the price specified in the contract, net of the estimated volume discounts. Accumulated
historical experience is used to estimate and provide for the discounts, using the expected value method, and revenue is only
recognised to the extent that it is highly probable that a significant reversal will not occur. A refund liability (included in other
payables) is recognised for expected volume discounts payable to customers in relation to sales made until the end of the
reporting period. No element of financing is deemed present as the sales are made with a credit term of 60-90 days, which is
consistent with market practice. The Group’s obligation to repair or replace faulty products under the standard assurance
warranty terms is recognised as a provision, see note 21.

A receivable is recognised when the goods are delivered as this is the point in time that the consideration is unconditional
because only the passage of time is required before the payment is due.

It is the Group’s policy not to sell its products to the wholesaler with a right of return.

(ii) Sale of upholstered furniture and home furnishings accessories - retail

The Group operates a chain of retail stores (Natuzzi Italia stores, Natuzzi Edition stores and Divani & Divani by Natuzzi stores)
selling a wide range of upholstered furniture (upholstered sofas and beds) and home furnishing accessories (for instance coffee
tables, lamps, rugs, wall units). The upholstered sofas (leather and fabric sofas) are manufactured in the plants located in Italy,
Romania, China and Brazil.

Revenue from the sale of the goods is recognised when the products are delivered and have been accepted by the customer in
store or at its premise.

Payment of the transaction price is due immediately when the customer purchases the furniture. The Group’s obligation to repair
or replace faulty products under the standard assurance warranty terms is recognised as a provision (see note 21).

It is the Group’s policy not to sell its products to the end customer with a right of return.
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(iii) Sale of polyurethane foam and leather by-products — wholesale

The Group sells polyurethane foam, because the facility’s production is in excess of the Group’s needs, and leather by-products
in the wholesale market. Such sales are recognised when control of the products has transferred, being when the products are
delivered to the wholesaler, the wholesaler has full discretion over the channel and price to sell the products, and there is no
unfulfilled obligation that could affect the wholesaler’s acceptance of the products. Delivery occurs when the products have
been shipped to the specific location, the risks of obsolescence and loss have been transferred to the wholesaler, and either the
wholesaler has accepted the products in accordance with the sales contract, the acceptance provisions have lapsed, or the Group
has objective evidence that all criteria for acceptance have been satisfied.

Revenue from these sales is recognised based on the price specified in the contract. No element of financing is deemed present
as the sales are made with a credit term of 60-90 days, which is consistent with market practice. The Group’s obligation to repair
or replace faulty products under the standard assurance warranty terms is recognised as a provision (see note 21).

A receivable is recognised when the goods are delivered as this is the point in time that the consideration is unconditional
because only the passage of time is required before the payment is due.

It is the Group’s policy not to sell these products to the wholesaler with a right of return.

(iv) Sale of Natuzzi Display System and related slotting fees

The Group sells the Natuzzi Display System (NDS) to retailers, used to set up their stores. Revenue from such sales is
recognised over time based on the length of the distribution contract signed with the retailer. Revenue is accounted based on the
price specified in the contract. No element of financing is deemed present as the sales are made with a credit term of 60-90 days,
which is consistent with market practice. The deferred revenue for the sales of Natuzzi Display System is included under
contract liability.

The Group recognize to retailers slotting fees as contributions to prepare the retailer’s system to accept and sell the Group’s
products. Slotting fees are recognised over time based on the length of the contract signed with the retailers and are treated as a
reduction of revenue. Deferred slotting fees are included under other assets.

(v) Service type warranty

Customers who purchase the Group’s upholstered furniture may require a service type warranty. The Group allocates a portion
of the consideration received to the service type warranty. This allocation is based on the relative stand-alone selling price. The
amount allocated to the service type warranty is deferred, and is recognised as revenue over time based on the validity period of
such warranty. The deferred revenue is included in contract liabilities.

(vi) Financing components

The Group does not expect to have any contracts where the period between the transfer of the promised goods or services to the
customer and payment by the customer exceeds one year. As a consequence, the Group does not adjust any of the transaction
prices for the time value of money.

Cost of sales, selling expenses and administrative expenses

Cost of sales consist of the following expenses: the change in opening and closing inventories, purchases of raw materials, labor
costs (included one time termination benefit accruals), third party manufacturing costs, depreciation expense of property, plant
and equipment used in the production of finished goods, impairment of property, plant and equipment, energy and water
expenses (for instance light and power expenses), expenses for maintenance and repairs of production facilities, distribution
network costs (including inbound freight charges, warehousing costs, internal transfer costs and other logistic costs involved in
the production cycle), rentals and security costs for production facilities, small-tools replacement costs, insurance costs and
other minor expenses.

Selling expenses consist of the following expenses: shipping and handling costs incurred for transporting finished products to
customers, advertising costs, labor costs for sales personnel, rental expense for stores, commissions to sales representatives and
related costs, depreciation expense of property, plant and equipment used in the selling activities, amortization of intangible
assets that, based on their usage, are allocated to selling expenses, impairment of property, plant and equipment, sales catalogue
and related expenses, exhibition and trade-fair costs, advisory fees for sales and marketing of finished products, expenses for
maintenance and repair of stores and other trade buildings, insurance costs for trade receivables and other miscellaneous
expenses.
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Administrative expenses consist of the following expenses: costs for administrative personnel, advisory fees for accounting and
information-technology services, traveling expenses for management and other personnel, depreciation expense related to
property, plant and equipment used in the administrative activities, amortization of intangible assets that, based on their usage,
are allocated to administrative expense, impairment of property, plant and equipment, postage and telephone costs, stationery
and other office supplies costs, expenses for maintenance and repair of administrative facilities, statutory auditors and external
auditors fees and other miscellaneous expenses. As noted above, the costs of the Group’s distributions network, which include
inbound freight charges, warehousing costs, internal transfer costs and other logistic costs involved in the production cycle, are
classified under the “cost of sales” line item.

Shipping and handling costs

Shipping and handling costs incurred to transport products to customers are expensed in the periods incurred and are included in
selling expenses. Under IFRS 15 shipping and handling costs related to activities before the customer obtains control of the
finished goods, are accounted as fulfillment costs under the caption “other assets” of the consolidated statement of financial
position. Such costs are recognised in profit or loss consistent with the pattern of transfer of the finished goods. Shipping and
handling expenses recorded for the years ended December 31, 2018 and 2017, were 40,765 and 40,952, respectively (see note
32).

Advertising costs

Advertising costs are expensed in the periods incurred and are included in selling expenses. Advertising expenses recorded for
the years ended December 31, 2018 and 2017 were 12,687 and 15,407, respectively (see note 32).

Commission expense

Commissions payable to sales representatives and the related expenses are recorded at the time revenue from sale of products
are recognised and are included in selling expenses. Commissions are not paid until payment for the related sale’s invoice is
remitted to the Group by the customer. Under IFRS 15 sale commissions are considered costs of obtaining a contract. Therefore,
the Group has elected to apply the practical expedient under which such costs are expensed as the amortisation period is less
than one year.

Government grants

Grants from the government are recognised at their fair value when it is a virtually certain reasonable assurance that the grant
will be received and the Group will comply with all attached conditions. Government grants relating to costs are deferred and
recognised in the profit or loss over the period necessary to match them with the costs that they are intended to compensate.
Government grants relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred
income and are credited to profit or loss on a straight-line basis over the expected lives of the related assets. The amortisation of
the grant is treated as reduction of cost of sales (see note 30).

Finance income and finance costs

The Group’s finance income and finance costs include: interest income, interest expense, dividend income; the net gain or loss
on derivative financial instruments; the foreign currency gain or loss on financial assets and financial liabilities; the gain on the
remeasurement to fair value of interest in an associate and a joint venture as a consequence of the lost of control; hedge
ineffectiveness recognised in profit or loss.

Interest income or expense is recognised using the effective interest method. Dividend income is recognised in profit or loss on
the date on which the Group’s right to receive payment is established.

The “effective interest rate” is the rate that exactly discounts estimated future cash payments or receipts through the expected
life of the financial instrument to the gross carrying amount of the financial asset or the amortised cost of the financial liability.

In calculating interest income and expense, the effective interest rate is applied to the gross carrying amount of the asset (when
the asset is not credit-impaired) or to the amortised cost of the liability. However, for financial assets that have become credit-
impaired subsequent to initial recognition, interest income is calculated by applying the effective interest rate to the amortised
cost of the financial asset. If the asset is no longer credit-impaired, then the calculation of interest income reverts to the gross
basis.
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Income tax expense comprises current and deferred tax. It is recognised in profit or loss except to the extent that it relates to a
business combination, or items recognised directly in equity or in other comprehensive income.

The Group has determined that interest and penalties related to income taxes, including uncertain tax treatments, do not meet the
definition of income taxes, and therefore accounted for them under IAS 37 “Provisions, Contingent Liabilities and Contingent
Assets”.

(i) Current tax

Current tax comprises the expected tax payable or receivable on the taxable income or loss for the year and any adjustment to
the tax payable or receivable in respect of previous years. The amount of current tax payable or receivable is the best estimate of
the tax amount expected to be paid or received that reflects uncertainty related to income taxes, if any. It is measured using tax
rates enacted or substantively enacted at the reporting date.

(ii) Deferred tax

Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes. Deferred tax is not recognised for: (a) temporary differences on
the initial recognition of assets or liabilities in a transaction that is not a business combination and that affects neither accounting
nor taxable profit or loss; (b) temporary differences related to investments in subsidiaries, associates and joint arrangements
(mainly unremitted earnings and withholding taxes) to the extent that the Group is able to control the timing of the reversal of
the temporary differences and it is probable that they will not reverse in the foreseeable future; and (c) taxable temporary
differences arising on the initial recognition of goodwill.

Deferred tax assets are recognised for unused tax losses, unused tax credits and deductible temporary differences to the extent
that it is probable that future taxable profits will be available against which they can be used. Future taxable profits are
determined based on the reversal of relevant taxable temporary differences. If the amount of taxable temporary differences is
insufficient to recognise a deferred tax asset in full, then future taxable profits, adjusted for reversals of existing temporary
differences, are considered, based on the business plans for individual subsidiaries in the Group. Deferred tax assets are
reviewed at each reporting date and are reduced to the extent that it is no longer probable that the related tax benefit will be
realised; such reductions are reversed when the probability of future taxable profits improves.

Unrecognised deferred tax assets are reassessed at each reporting date and recognised to the extent that it has become probable
that future taxable profits will be available against which they can be used.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they reverse, using tax
rates enacted or substantively enacted at the reporting date.

The measurement of deferred tax reflects the tax consequences that would follow from the manner in which the Group expects,
at the reporting date, to recover or settle the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets and liabilities
and when the deferred tax balances relate to the same taxation authority. Current tax assets and tax liabilities are offset where
the entity has a legally enforceable right to offset and intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously.

Operating profit

Operating profit is the result generated from the continuing principal revenue-producing activities of the Group as well as other
income and expenses related to operating activities. Operating profit excludes net finance costs, share of profit of equity-
accounted investees and income taxes.

Fair value measurement

“Fair value” is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date in the principal or, in its absence, the most advantageous market to which the Group
has access at that date. The fair value of a liability reflects its non-performance risk.

A number of the Group’s accounting policies and disclosures require the measurement of fair values, for both financial and non-
financial assets and liabilities.

When one is available, the Group measures the fair value of an instrument using the quoted price in an active market for that
instrument. A market is regarded as “active” if transactions for the asset or liability take place with sufficient frequency and
volume to provide pricing information on an ongoing basis.
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If there is no quoted price in an active market, then the Group uses valuation techniques that maximise the use of relevant
observable inputs and minimise the use of unobservable inputs. The chosen valuation technique incorporates all of the factors
that market participants would take into account in pricing a transaction.

If an asset or a liability measured at fair value has a bid price and an ask price, then the Group measures assets and long
positions at a bid price and liabilities and short positions at an ask price.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction price —i.e. the fair
value of the consideration given or received. If the Group determines that the fair value on initial recognition differs from the
transaction price and the fair value is evidenced neither by a quoted price in an active market for an identical asset or liability
nor based on a valuation technique for which any unobservable inputs are judged to be insignificant in relation to the
measurement, then the financial instrument is initially measured at fair value, adjusted to defer the difference between the fair
value on initial recognition and the transaction price. Subsequently, that difference is recognised in profit or loss on an
appropriate basis over the life of the instrument but no later than when the valuation is wholly supported by observable market
data or the transaction is closed out.

Earnings per share
(i) Basic earnings per share

Basic earnings per share is calculated by dividing the profit attributable to owners of the Company, excluding any costs of
servicing equity other than ordinary shares, by the weighted average number of ordinary shares outstanding during the financial
year, adjusted for bonus elements in ordinary shares issued during the year and excluding treasury shares.

(ii) Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to take into account the after
income tax effect of interest and other financing costs associated with dilutive potential ordinary shares, and the weighted
average number of additional ordinary shares that would have been outstanding assuming the conversion of all dilutive potential
ordinary shares.

Standards issued but not yet effective

A number of new standards are effective for annual periods beginning after January 1, 2019 and earlier application is permitted;
however, the Group has not early adopted the new or amended standards in preparing these consolidated financial statements.

Of those standards that are not yet effective, IFRS 16 is expected to have a material impact on the Group’s consolidated
financial statements in the period of initial application.

(A) IFRS 16 “Leases”

The Group is required to adopt IFRS 16 “Leases” from January 1, 2019. The Group has assessed the estimated impact that
initial application of IFRS 16 will have on its consolidated financial statements, as described below. The Group has completed
the implementation process as at the date of these consolidated financial statements, except for the finalisation of the testing and
assessment of controls over its new IT systems.

IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee recognises a right-of-use asset
representing its right to use the underlying asset and a lease liability representing its obligation to make lease payments. There
are recognition exemptions for short-term leases and leases of low-value items. Lessor accounting remains similar to the current
standard — i.e. lessors continue to classify leases as finance or operating leases.

IFRS 16 replaces existing leases guidance, including IAS 17 “Leases”, IFRIC 4 “Determining whether an Arrangement contains
a Lease”, SIC-15 “Operating Leases — Incentives” and SIC-27 “Evaluating the Substance of Transactions Involving the Legal
Form of a Lease”.
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(i) Leases in which the Group is a lessee

The Group will recognise new assets and liabilities for its operating leases that mainly comprise factory facilities and stores. The
nature of expenses related to those leases will now change because the Group will recognise a depreciation charge for right-of-
use assets and interest expense on lease liabilities.

Previously, the Group recognised operating lease expense on a straight-line basis over the term of the lease, and recognised
assets and liabilities only to the extent that there was a timing difference between actual lease payments and the expense
recognised.

In addition, the Group will no longer recognise provisions for operating leases that it assesses to be onerous. Instead, the Group
will include the payments due under the lease in its lease liability.

No significant impact is expected for the Group’s finance leases.

Based on the information currently available, after considering the exemptions mentioned above, the Group has non-cancellable
operating lease commitments of approximately 80,000 as of January 1, 2019. Of these commitments, the Group expects to
recognize right-of-use assets (after adjustments for prepayments and accrued lease payments recognised as at December 31,
2018) and related lease liabilities of approximately 62,000.

The Group expects no significant impact from the application of the new standard on net profit and cash flows from operating
activities, nor on its ability to comply with loan covenants.

(ii) Leases in which the Group is a lessor

No significant impact is expected for leases in which the Group is a lessor.

(iii) Transition
The Group plans to apply IFRS 16 initially on January 1, 2019, using the modified retrospective approach. Therefore, the

cumulative effect of adopting IFRS 16 will be recognised as an adjustment to the opening balance of retained earnings as at
January 1, 2019, with no restatement of comparative information.

The Group plans to apply the practical expedient to grandfather the definition of a lease on transition. This means that it will
apply IFRS 16 to all contracts entered into before January 1, 2019 and identified as leases in accordance with IAS 17 and IFRIC
4.

In addition, the Group will elect to use the exemptions proposed by the standard for which the lease term ends within 12 months
as of the date of initial application, and lease contracts for which the underlying asset is of low value. The Group has leases of
certain office equipment (e.g., personal computers, printing and photocopying machines) and company cars that are considered
of low value.

(B) Other standards

The Company is evaluating the provisions of the following standards, but it does not expect adoption to have a significant
impact on the Group’s consolidated financial statements:

. IFRIC 23 Uncertainty over Tax Treatments;

. Plan Amendment, Curtailment or Settlement (Amendments to IAS 19);

. Annual Improvements to IFRS Standards 2015-2017 Cycle — various standards;
. Amendments to References to Conceptual Framework in IFRS Standards.

Whereas, the Company is still evaluating the provisions of the following standards, but it does not expect the adoption will be
applicable to the Company:

. Prepayment Features with Negative Compensation (Amendments to IFRS 9);
. Long-term Interests in Associates and Joint Ventures (Amendments to IAS 28);

. IFRS 17 Insurance Contracts.
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Changes in significant accounting policies

IFRS 9 “Financial Instruments” sets out requirements for recognising and measuring financial assets, financial liabilities and
some contracts to buy or sell non-financial items. This standard replaces IAS 39 “Financial Instruments: Recognition and
Measurement”.

The Group has applied this new standard from January 1, 2018 (date of initial application), but has elected not to restate
comparative information, which continues to be reported under previous Italian GAAP (see note 43.2 (iii)(b)), and not to apply
the new requirements for hedging accounting. Therefore, the cumulative effect of adopting IFRS 9 has been recognised as an
adjustment to the opening balance of retained earnings as at January 1, 2018.

As a result of the adoption of IFRS 9, the Group has adopted consequential amendments to IAS 1 “Presentation of Financial
Statements”, which require impairment of financial assets to be presented in a separate line item in the statement of profit or loss
and OCI. Previously, the Group’s approach was to include the impairment of trade receivables in selling expenses.

Consequently, the Group reclassified impairment losses amounting to 1,475, recognised under previous Italian GAAP, from
“selling expenses” to “impairment loss on trade receivables” in the consolidated statement of profit or loss for the year ended
December 31, 2017.

Further, as a result of the adoption of IFRS 9, the Group has recognised additional impairment on the Group’s trade receivables
of 37, which resulted in a decrease for the same amount in trade receivables and retained earnings as at January 1, 2018 (tax
effect has been considered and it is nil).

Additionally, the Group has adopted consequential amendments to IFRS 7 “Financial Instruments: Disclosures” that are applied
to disclosures about 2018 but have not been generally applied to comparative information.

(i) Classification and measurement of financial assets and financial liabilities

IFRS 9 contains three principal classification categories for financial assets: measured at amortised cost, fair value to other
comprehensive income (FVOCI) and fair value to profit and loss (FVTPL). The classification of financial assets under IFRS 9 is
generally based on the business model in which a financial asset is managed and its contractual cash flow characteristics. IFRS 9
eliminates the previous IAS 39 categories of held to maturity, loans and receivables and available for sale. Under IFRS 9,
derivatives embedded in contracts where the host is a financial asset in the scope of the standard are never separated. Instead,
the hybrid financial instrument as a whole is assessed for classification. [IFRS 9 largely retains the existing requirements in IAS
39 for the classification and measurement of financial liabilities.

The adoption of IFRS 9 has not had a significant effect on the Group’s accounting policies related to financial liabilities and
derivative financial instruments.

For an explanation of how the Group classifies and measures financial instruments and accounts for related gains and losses
under IFRS 9, see notes 4 (1), 4(m), 4(n), 4(0), 4(p) and 4(s).

The following table shows the original measurement categories under previous Italian GAAP and the new measurement
categories under IFRS 9 for each class of the Group’s financial assets and financial liabilities as at January 1, 2018.

Original New Original New
classification classification carrying carrying
under previsious under amount under amount under
GAAP IFRS 9 previous GAAP IFRS 9
Financial assets
Other non-current receivables Amortised cost Amortised cost 1,402 1,402
Trade receivables.........cccocvee...... Amortised cost Amortised cost 37,549 37,512
Other current receivables............... Amortised cost Amortised cost 12,910 12,910
Cash and cash equivalents............ccceene..ee. Amortised cost Amortised cost 55,035 55,035
Gains on derivative financial instruments.. FVTPL FVTPL 339 339
Total financial assets 107,235 107,198
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Financial liabilities

Long-term bOrroOWings..........ccueeveeverreervesveseeeeseenens Amortised cost Amortised cost 25,717 25,717
Bank overdraft and short-term borrowings ................ Amortised cost Amortised cost 25,967 25,967
Trade Payables..........ccovevvrivieiveieirereriesieeieseeesenens Amortised cost ~ Amortised cost 76,035 76,035
Other payables........cceecvevieierieeeieee e Amortised cost Amortised cost 27,587 27,587
Losses on derivative financial instruments................. FVTPL FVTPL 267 267
Total financial liabilities 155,573 155,573

As shown in the above table, the only effect of adopting IFRS 9 is on the carrying amount of trade receivables as at January 1,
2018, due solely to the new impairment requirements.

(i) Impairment of financial assets

IFRS 9 replaces the “incurred loss” model in IAS 39 with an “expected credit loss” (ECL) model. The new impairment model
applies to financial assets measured at amortised cost, contract assets and debt investments at FVOCI, but not to investments in
equity instruments. Under IFRS 9, credit losses are recognised earlier than under IAS 39 (see note 4(n)). For assets in the scope
of the IFRS 9 impairment model, impairment losses are generally expected to increase and become more volatile.

The Group has determined that the application of IFRS 9’s impairment requirements as at January 1, 2018 results in an
additional accrual of 37 for impairment of the trade receivables. Therefore, the allowance for impairment of trade receivables
has changed from 10,775 to 10,812 as at January 1, 2018.

(iii) Hedge accounting

At the date of initial application, all of the Group’s existing forward exchange contracts were not eligible to be treated as
hedging relationships, since hedge effectiveness is not constantly monitored (see note 27). This approach is consistent with
previous Italian GAAP. Changes in the fair value of derivatives are therefore recognised in profit or loss.

Operating segment

The Group operates in two operating segments, “Natuzzi brand” and “Softaly/Private label”. The Natuzzi brand segment
includes net sales from the “Natuzzi Italia”, “Natuzzi Re-vive” and “Natuzzi Editions” product lines. Segment disclosure is
rendered by aggregating the operating segments into one reporting segment, that is the design, manufacture and marketing of
contemporary traditional leather and fabric upholstered furniture. It offers a wide range of upholstered furniture for sale,
manufactured in production facilities located in Italy and abroad (Romania, Brazil and China).

Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision
maker.

Reference should be made to note 29 “Revenue” for details on revenue streams and disaggregation of revenue from contracts
with customer by types of finished goods, geographical markets, geographical location of customers, distribution channels,
brands and timing of revenue recognisation.

Business combinations
(i) Business combinations occurred in 2018

No business combinations have occurred in 2018.
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(ii) Business combinations occurred in 2017

In January 2017 Natmex S.DE.R.L.DE.C.V. acquired 100% of a business composed by the three “Natuzzi” stores and twelve
“Natuzzi” point of sales, located in Mexico, for a cash consideration of 4,123. This business was operating as a Natuzzi
franchisee. At the date of the acquisition, the franchise agreements between Natuzzi and the original business were terminated.
The primary reason for this acquisition was the opportunity to maintain the market presence in Mexico. The main factor that
contributed to the determination of the purchase price was the presence of the stores and point of sales in key locations. The
acquisition was accounted for using the acquisition method of accounting, in accordance with IFRS 3, and it resulted in the
recognition of goodwill of Euro 2,041, which represents the excess of the purchase price over the fair value of assets acquired
and liabilities assumed. The following table summarizes the fair value of the assets acquired and liabilities assumed at date of

acquisition.
INVENLOTY . oottt 1,895
Other @SSETS.....coveriiirieieienientctee ettt 187
Total identifiable net assets acquired 2,082
Goodwill arising on acquiSition..........ceeceerereerveneerrieneenienne 2,041
Consideration transferred 4,123

The goodwill is attributable mainly to the presence of the stores and points of sale in key locations. The results of this business
acquisition have been included in the consolidated statement of profit or loss from the date of the acquisition.

8 Property, plant and equipment

Changes in the carrying amount of property, plant and equipment and accumulated depreciation for the years ended
December 31, 2018 and 2017 are analysed as follows:

Land Office Retail
and Machinery furniture gallery Constr.
industrial and and and store Leasehold in
buildings equipment equipment furnishing improvements progress Total
Cost as at January 1, 2017 174,134 131,759 15,519 33,490 18,596 336 373,834
Additions.......coceevirveneeneeeeeee 682 2,327 377 430 2,641 — 6,457
Disposals.....c.oeeeeeniereeieeieieeieneen (1,595) (732) (233) (251) (1,973) (32) (4,816)
Effect of translation adj.................... (3,948) (1,114) 251) (1,083) 186 (32) (6,242)
Cost as at December 31, 2017 169,273 132,240 15,412 32,586 19,450 272 369,233
Additions.......ccceevereeneeneneeee 646 2,320 365 881 2,288 660 7,160
DiSposalS.....c.cceecieiieieeieeieieeienenn (27) (7,905) (725) (20,329) 917) — (29,903)
Effect of translation adj.................... 153 (301) 27 356 (85) (20) 130
Cost as at December 31, 2018 170,045 126,354 15,079 13,494 20,736 912 346,620
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Accumulated depreciation as at

January 1, 2017 (80,416) (111,659) (14,731) (33,032) (12,291) — (252,129)
Depreciation........cccceeveeveneernnennen. (3,570) (4,090) (478) (1,619) (1,104 — (10,861)
Disposals......cceeeverienenieninienanes 348 234 573 1,556 1,362 — 4,073
Effect of traslation adj.................. 1,750 1,030 384 1,274 436 — 4,874
Accumulated depreciation as at

December 31, 2017 (81,888) (114,485) (14,252) (31,821) 11597y — (254,043)
Depreciation........cccceeveeveveennnennen. (4,018) (3,381) (204) (140) 2,411) — (10,154)
Disposals.......cceeveriienenieninieanen 23 7,588 369 20,060 501 — 28,541
Effect of traslation adj.................. (100) 484 4 (357) 91 — 122
Accumulated depreciation as at

December 31, 2018 (85,983) (109,794) (14,083) (12,258) (13,416) — (235,534)
Net book value as at January 1,

2017 93,718 20,100 788 458 6,305 336 121,705
Net book value as at

December 31, 2017 87,385 17,755 1,160 765 7,853 272 115,190
Net book value as at

December 31, 2018 84,062 16,560 996 1,236 7,320 912 111,086
Annual rate of depreciation for

2018 and 2017 0%-10% 10%-25% 10%-20% 25%-35% 10%-20% —

The following table shows property, plant and equipment by country:

31/12/18 31/12/17
TEALY ©ovieeet ettt 61,271 64,117
ROMANIA ......eviiiiiiiiiiiiie et 23,406 24,157
United States 0f AMETICa .......ecvervvereeiereeiieieceeeeeeeee e 17,830 16,440
32V | LR 4,552 5,009
CRINA ..ttt ettt 2,562 4,908
BULOPE ..o 1,463 555
Other COUNTIIES ...ttt 2 4
TOLAL ...ttt ettt ettt 111,086 115,190

As at December 31, 2018 and 2017, the carrying amount of property, plant and equipment not in use is of 16,011 and 14,914,
respectively. The increase against last year is due to one additional Italian plant which was idled during 2018. The Company
plans to sell such assets in the next years.

In 2018 and 2017, the Company performed an impairment test in accordance with its accounting policy over those property,
plant and equipment for which events and changes in circumstances indicated that the carrying amount of certain assets or CGU
may not be recoverable.

For property, plant and equipment in use, the Company determined the recoverable amount as value in use using the discounted
cash flow method, at the lowest level for which identifiable cash flows are independent of other cash flows, and compared it
with the carrying value. Cash flow projections have been derived from the budget approved by the Board of Directors .
Forecasts have been developed taking into consideration the track records of actual results reported by the Company.

For property, plant and equipment not in use, the fair value less costs to sell was estimated through independent third-party
appraisals, which assessed the fair value of land using the comparable market method and assessed the fair value of machinery
and equipment using the depreciated replacement cost method, adjusted for an obsolescence rate and a marketability rate.

As aresult of the 2018 and 2017 impairment review of the Company’s property, plant and equipment, no impairment losses
have emerged.
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Intangibles assets and goodwill

Changes in the carrying amount of intangible assets, goodwill, and accumulated amortization for the years ended December 31,

2018 and 2017 are analysed as follows:

Cost as at January 1, 2017

AdAIONS ..ttt
DISPOSALS ..ottt
Effect of traslation adj. ......cccceevuerieeiieiineeeeeeeeeee e

Cost as at December 31, 2017

AQIIONS ...t et
DISPOSALS ..ottt ettt e sa e enne e
Effect of traslation adj. .......ceevevierieniienienieneeie e

Cost as at December 31, 2018

Accumulated amortization as at January 1, 2017

AMOTEISATION. ...ttt ettt
DISPOSALS ..ottt ettt ettt eesa e ne e enne e
Effect of traslation adj. .......ceeceevuerieniienenieneeie e

Accumulated amortization as at December 31, 2017
AMOTISALION.......cuviiietiieiie ettt
DISPOSALS ..ottt ettt ettt e e sa e enre e
Effect of traslation adj. ......ccccceeeueriiiiieiineeeeeeeiec e
Accumulated amortization as at December 31, 2018

Net book value as at January 1, 2017

Net book value as at December 31, 2017

Net book value as at December 31, 2018

Trademarks
patents and
other Software Goodwill Total

13,715 27,687 1,921 43,323

— 1,239 2,041 3,280
(®) — — (®)

189 — (116) 73

13,896 28,926 3,846 46,668

169 711 — 880
3) (42) — (45)

(41) 22 101 82

14,021 29,617 3,947 47,585
(13,150)  (26,246) — (39,396)
(563) (1,006) — (1,569)

8 — — 8

126 — — 126
(13,579)  (27,252) — (40,831)
(158) (752) — (910)

1 42 — 43

27 (22) — 4
(13,709)  (27,984) — (41,693)

565 1,441 1,921 3,927

317 1,674 3,846 5,837

312 1,633 3,947 5,892

Goodwill in the amount of 2,026 is related to the 2017 acquisition of a Natuzzi Mexico franchisee by the subsidiary Natmex
S.DE.R.L.DE.C.V., as previously commented, and additionally in the amount of 1,921 is related to the 2016 acquisition of four
“Divani&Divani by Natuzzi” stores, located in the North East of Italy. The latter acquisition was performed with a related party

at arm’s length conditions.

Impairment tests have been performed on goodwill in 2018 and 2017. No impairment loss has been recorded as a result of the

tests performed.

The key inputs and assumptions that were used in performing the 2018 and 2017 impairment tests for goodwill are as follows:

December, 2018 Net book value
CGU after impairment test
Italy — retail stores 1,921
Mexico — retail stores 2,026
Total goodwill 3,947
December, 2017 Net book value
CGU after impairment test
Italy — retail stores 1,921
Mexico — retail stores 1,925
Total goodwill 3,846

Growth
rate
0.5%
0.5%

Growth
rate
0.5%
0.5%

WACC

11%
18%

WACC

10%
17%

Sales CAGR
2019-2022

6%
8.5%

Sales CAGR
2018-2022

5%
8.5%

Further, the cash flows included specific estimates for five years and a terminal growth rate thereafter. The estimated
recoverable amount of each CGU significantly exceeded its carrying amount.
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10 Equity method investees

Changes in the carrying amount of equity method investees for the years ended December 31, 2018 and 2017 are analysed as

follows:

Natuzzi Nars

Trading Miami Selena

Shanghai LLC S.r.l. Other Total
Balance as at January 1, 2017 — 63 — 34 97
Share of profit/(10ss) for the Year.........ccceevevieririieiiire e — (18) — — (18)
Balance as at December 31, 2017 — 45 — 34 79
Acquisition of non-controlling INterests.........cuevvvervierierieereerierieeiesreesieereesieesee e 48,024 — — — 48,024
Elimination of intercompany profit..........cccccecerieniniininnieniinieenereesesie e (7,350) — — — 7,350
Share of profit/(10ss) for the Year.........ccceeveveeririieiiie e (295) 39 — 34) (290)
Share of other coOmprehensive INCOME ........ccverveerieriiereeienieie e eie e (246) — — — (246)
Effect of translation adjustments............cccecuerieriieniinieniinierieeeeee et — 3 — — 3
Balance as at December 31, 2018 40,133 87 — — 40,220

As at December 31, 2018 equity method investees mainly include: (a) the 49% remaining stake in Natuzzi Trading Shanghai for
40,133; (b) the 49% interest in Salena S.r.1., whose carrying value was totally impaired in 2014 in consideration of some legal
disputes among shareholders; (c) the 49% of Nars Miami LLCC for 87.

All such investments are accounted for using the equity method.

(i) Disclosures on Natuzzi Trading (Shanghai) Co. Ltd., Joint Venture of Natuzzi S.p.A.

On March 22, 2018, the Company signed a Joint Venture Agreement and a Share Purchase Agreement with Kuka Group
(Kuka), a leading distributor of upholstered furniture in China. Such agreements, which aim to expand the Company’s retail
network on the Chinese market, provide for an investment by Kuka in the Group of 65,000, of which: (a) a 35,000 capital
injection into the subsidiary Natuzzi Trading (Shanghai) CO. Ltd. (Natuzzi Trading Shanghai), increasing the share capital of
the latter, in exchange for a 27.46% interest; and (b) 30,000 for the purchase of an additional 23.54% interest in the subsidiary,
Natuzzi Trading Shanghai, which is owned by Natuzzi.

Such agreements were finally completed on July 27, 2018, after obtaining the necessary authorizations and approvals. Following
such agreements, the Company and Kuka own, respectively, a 49% and a 51% interest in Natuzzi Trading Shanghai.

Both the Joint Venture Agreement and the Share Purchase Agreement incorporated some conditions precedent, including:

(a) the stipulation of a license contract between Natuzzi and Kuka for the use of the exclusive and permanent rights to Natuzzi
trademarks, for a total consideration of 15,000; (b) the stipulation of the distribution contracts between Natuzzi and Kuka, in
accordance with which Natuzzi Trading Shanghai is to exclusively distribute Natuzzi Italia and Natuzzi Editions branded
products, to be purchased mainly by Natuzzi Group, through a network of directly-operated single-brand stores and franchises in
China, as well as through online stores. Such contract was signed on March 22, 2018 and became effective on July 27, 2018.

Following the transaction, Natuzzi lost control over its former subsidiary Natuzzi Trading Shanghai, reducing its shareholding to
49%. At the date of loss of control, July 27, 2018, based on IFRS 10 paragraph 25 and paragraph B98 of the Application
Guidance, the Company has:

. derecognised assets and liabilities of Natuzzi Trading Shanghai at their carrying amounts (net assets amounted to 2,613) at
the date of loss of control;

. recognised the fair value of the consideration received from Kuka of 30,000 for the transfer of a 23.54% interest in
Natuzzi Trading Shanghai;

. recognised the 49% retained interest in Natuzzi Trading Shanghai at its fair value, amounting to 48,024, at the date of the
loss of control;

. reclassified to profit or loss all the amounts recognised in other comprehensive income of Natuzzi Trading Shanghai;

. recognised the resulting difference as a gain in the consolidated statement of profit or loss, in the amount of 75,411.

The fair value of the retained interest in Natuzzi Trading Shanghai, amounting to 48,024, has been estimated by applying a
discounted earnings technique, and is based on significant inputs that are not observable in the market (level 3). The fair value
estimate is based on an assumed discount rate of 14.25% and a terminal value, calculated assuming a nil growth rate.
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The cash consideration paid by Kuka Group, amounting to 65,000, for the acquisition of the 51% stake in Natuzzi Trading
Shanghai reflects the strategic factors associated with applicable synergies in relation to market, products and distribution for
such counterparty. Since those factors were deemed to be specific to the counterparty, the Company has determined appropriate
to estimate the fair value of the retained investment in Natuzzi Trading Shanghai upon the results of a third-party independent
appraisal. The fair value was estimated in the amount of 48,024 and has appropriately taken into consideration the sensitivity
factors included in the appraisal.

The fair values of the identifiable assets and liabilities of Natuzzi Trading Shanghai as at the date control was lost are the
following:

Assets

Property, plant and equipment...........ccccevveereeieneeieneenen. 541
INtangible aSSELS.....c.ccveevuercieriieieriereeeere et e e e e 9,397
Other NON-CUITENt ASSELS .....cvievveerieeiieiiieiee e eieeeree e 271
Deferred tax assetS.........oovveeuieeeeeeieeeee e 167
INVENLOTIES ..ottt e 851
Trade receivables...........cooveevuiieieiieeeee e 243
Other current receivables...........cceeveeeereeriinieneeieneeee 388
Restricted cash for capital contribution .............cceceeuvennne 35,000
Cash and cash equivalents ..........ccoeceeeeereeiinneenenneneenee 4,886
Total aSSELS (A) .cuveeeerreerieerieeiieeie et e ere v e e e e er e 51,744
Liabilities

Deferred tax lHabiliti€s .......ccovvvveeviiiiiiiieiieeecieee e 2,349
Trade payables.........coceeueeieriieneniee et 992
Other payables.......c.oeviecveeierieieriee e 3,710
Liabilities for current income tax ..........ccc.ceeeeeeveeeveeeevnennen. 31
Total lHabilities (D) ....ceevueeiiiieiieeeie et 7,082
Total identifiable net assets at fair value c (a-b) 44,662
49% interest measured at fair value (¢ X 49%) ......c..cc....... 21,884
Goodwill arising on the transaction.............c.cceeeevveerennenne 26,140
Fair value of the retained 49% interest 48,024

Details of the net cash flows deriving from the transaction are as follows:

Cash received for the disposal of the 23.54% interest. 30,000
Chinese withholding taX ........cccccevveviirieniereniene s (2,958)
Cash and cash equivalents of Natuzzi Trading

ShANENAT ..o (4,886)
Net cash flows as per cash flows statement................. 22,156

Until the date control was lost, Natuzzi Trading Shanghai contributed 13,500 of revenue and 1,603 to profit before tax of the
Group.

As at December 31, 2018, the investment retained by Natuzzi in Natuzzi Trading Shanghai was therefore accounted for using
the equity method.
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The following table shows the reconciliation of the fair value of the retained interest in Trading Shanghai at the date of loss of
control with the carrying amount as at December 31, 2018 included in the consolidated statement of financial position.

Fair value at the date of loss of control ..........cc.ccoeveeeevreeennenn. 48,024
Elimination of intercompany profit from licensing Natuzzi

rAAEMATKS ...cvovoveveeieeeieeriesesses s e (7,350)
Group’s share of profit for the year.............cccceevviciinincvnnenn. 311
Elimination of amortisation of Natuzzi trademark................... 153
Elimination of intercompany profit on inventories ................... (597)
Amortisation of intangibles assets..........cevvverviiverierieerieneeniens (216)
Reversal of deferred tax liabilities.........ccccouecveriveienecieirenenens 54
Group’s share of loss for the year, net of equity method

AAJUSTIMENTS ......voeieeeeecceee ettt (295) (295)
Group’s share of other comprehensive income.............ccceeuene (246)
Carrying amount as at December 31, 2018 ..........cccceoverenienen. 40,133

The elimination of the intercompany profit from licencing Natuzzi trademarks’ refers to the stipulation of a license contract
between the Company and Natuzzi Trading Shanghai for the use of the exclusive and perpetual rights to Natuzzi trademarks for
a cash consideration of 15,000. The Company concluded that such revenue from licensing its trademarks to Natuzzi Trading
Shanghai has to be recognised over time as the transaction satisfies all the criteria in IFRS 15 B58 (“license with the right to
access”) and to the extent of the unrelated investor’s (i.e., KUKA’s) interest in Natuzzi Trading Shanghai. Therefore, the
Company while applying the equity method has eliminated the 49% intercompany profit arising from this transaction, in the
amount of 7,350.

Further, the Company has recorded the deferred revenue of 7,650 under contract liabilities (see note 20) and such amount will
be recognised in profit or loss over the useful life of the licensed trademarks.

Summarized financial information of the Joint Venture Natuzzi Trading Shanghai, based on its IFRS financial statements, and
reconciliation with the carrying amount of the investment in the consolidated financial statements are set out below.

Summarized statement of financial position of Natuzzi Trading Shanghai as at December 31, 2018

CUITENT ASSEES...vvieiieieirreieeeeeeetrreeeeeeeeetree e eeeeeeareeeeeeeeearreeeeeeens 42,288
NON-CUITENLE ASSELS ..vvveieieeeiiiiiieeeeeciiieeeeeeeeeireeeeeeeeeerrrreeeeeeeannns 15,785
Current Habilities .. ...evevveeieriieiiieeseeeeeeee e (20,328)
Non-current Habilities.........cccoccevivirveiiininininncninreeecns —
EQUity ..oooniiiii e 37,745
Group’s share in equity —49%..........cccoviiiiiniinniiniennen. 18,495
INtangible @SSELS.....c.cevievueecierrierieiiereeeeee ettt e e 4,389
GOOAWILL ..ot 26,140
Elimination of intercompany profit from licensing Natuzzi

TrAAEMATKS. .....vvvvvevtcecteeietee ettt (7,197)
Elimination of intercompany profit on inventories.................. (597)
Deferred tax Habilities ........cccvieeveeeeieerie e (1,097)
Group’s carrying amount of the investment..................... 40,133

As at December 31, 2018 cash and cash equivalents and non current financial liabilities (excluding trade and other payables and
provisions) amount to 32,845 and 360, respectively.
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Summarized statement of profit or loss of Natuzzi Trading Shanghai for the period July 27, 2018 — December 31, 2018

REVENUE ... 13,836
COSt OF SALE .evveiiieeieeieeie ettt (8,197)
Other income and eXpenses, Net ..........cceceeverreereenerreerienneenns 919
SElliNG EXPENSES ...vvevrereererierieiriesteeieereesteereesreerreseresseeeveenas (5,141)
AdMINIStrative EXPeNSeS.......oeerveeierreeriereerieeieeeenseeieeneenneas (632)
Net finance INCOME........ccvevirieriieeeeieie e eteesreeveeaeae e 350
Profit before taX ........coceevivieiierie e 1,135
INCOME taX EXPENSE .oouvvieeieeiiieieeeie ettt ettt (500)
Profit for the period.................cocooiiiiiiiii e 635
Other comprehensive 108S.......ccevvereerieriieniinieriesesiesceene (503)
Total comprehensive profit for the period........................ 132
Group’s share of profit for the period — 49% 311
Elimination of amortisation of Natuzzi trademarks........ 153
Elimination of intercompany profit on inventories......... (597)
Amortisation of intangible assets...........c.ccevveevvereeiennnnns (216)
Deferred tax liabilities ........cccevvieriieriirieniere e eie e 54
Group’s share of loss for the period, net of equity

method adj. (295)
Group’s share of other comprehensive loss for the

PEIIOM .. (246)
Group’s share of total comprehensive loss for the

period (541)

For the 5 months period ended as at December 31, 2018 depreciation and amortisation, interest income, interest expense and
income tax expense amount to 427, 356, 13 and 500, respectively.

Other non-current receivables

Other non-current receivables consist of the following:

31/12/18 31/12/17 01/01/17
Security deposits for lease contracts..........ccceveeeververeenenieenennnenns 3,984 641 852
Receivable from extraordinary disposal ...........cceceecueeienieeieneennen. 549 761 986
ONET ..ot — — 299
TOTAL ettt ettt ettt et 4,533 1,402 2,137

The receivable from extraordinary disposal is the long-term portion of receivables derived from the sale of the security and
doorkeeping services branch to a third-party which occurred in 2014.
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Other assets (non-current and current)

Other assets are analysed as follows:

3112118 311217 01/01/17
Advances t0 SUPPIETS .....evueeierieiieieiiesteete et 3,471 3,369 6,132
Deferred costs for Natuzzi Display System .........cccccceevveeveveneenne. 2,617 2,031 1,229
Deferred costs for SIOtHNg fEes ........cocveveriererieieeieeeeee e, 1,922 1,399 204
Delivery and commission costs for sales derecognised................. 1,839 1,730 2,230

Deferred costs for Service-Type Warranty ...........ccceeeveveevennenne. 452 519 330

Prepaid expenses and accrued inCOME........ccceevereeveerveneerienenene. 1,165 1,035 1,441
Total OthEr ASSELS ...vevievveieciiieeciiee ettt 11,466 10,083 11,566
LSS CUITENT POTTION c.euvveeiiieeiieie ettt ettt sttt evte e saeenees (8,107) (7,232) (10,243)
NON-CUITENE POTTION ...vrvvvieirenrieeeiiereeresteeienseessesteessaesesssesseessees 3,359 2,851 1,323

“Advances to suppliers” represent advance payments for raw materials, services and general expenses.

“Deferred costs for Natuzzi Display System” refers to the deferred costs incurred by the Company to purchase store fittings,
which are then sold to retailers and used to set up their stores (“Natuzzi Display System” — NDS). Such costs are recognised
over the life of the distribution contract signed with the retailer (usually five years).

“Deferred costs for slotting fees” refers to contributions made by the Company to retailers to prepare the retailer’s system to
accept and sell the Group’s products. Such fees are recognised over the life of the contract signed with the retailers (usually five
years).

“Delivery and commission costs for sales derecognised” are related to the deferral of shipping and handling costs and
commission expenses for finished goods that had not been delivered as at year-end.

“Deferred costs for Service-Type Warranty” refers to the deferral of costs incurred by the Company for the sale of a service-type
warranty to end customers, considering that this insurance is provided by a third-party. Such costs are recognised over the life of
the contractual insurance period, which is five years.

“Prepaid expenses and accrued income” primarily include advance rent payments on factory buildings.

Inventories

Inventories are analysed as follows:

Leather and other
Goods in process.
Finished products

raw MaterialS.........cceevvvvieiveieiieie e

31/12/18 31/12/17 01/01/17
34,735 45,105 45,151

6,648 6,387 6,383
42,844 39,585 39,480
84,227 91,077 91,014

The following table summarises the changes to the provision for slow moving and obsolete raw materials and finished products
included in inventories for the years ended December 31, 2018 and 2017.

Balance as at January 1, 2017 ......cccooeeiirienieiieieieeieeeee 9,172
AddIIONS ..o 212
ReEAUCHIONS ...ttt (920)
Balance as at December 31, 2017 ....cccovvveieeiieeiieeeeieeeeeee, 8,464
AQAITIONS ..o 1,564
ReEAUCHIONS ...ttt (687)
Balance as at December 31, 2018 ......c..oovveiiiieiiiiieieeiineee. 9,341
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There are no pledged inventories that could be limited in their availability.

Trade receivables

Trade receivables are analysed as follows:

31/12/18 31/12/17 01/01/17
DOMESHIC CUSTOMIETS ... .vveiieeiiieeiieeeieieeeeeieeeeeeiie e et eeaee e e sareeeeaaes 20,247 22,399 22,332
European CuStOmers ........cooveereerieinieeneeenieeniie et s 7,815 9,232 12,652
CRINESE CUSLOIMETS ..vuveiiiiieeeiiieeeeeeceeiteeeeeeeeeaeate et e e e e saaeeeeseeennnaeees 7,233 618 374
North American CUStOMETS ..........ccueeeuveeeeeeeiieetieeereeeie e e 3,573 4,374 2,562
Other fOreign CUSIOMETS........ecverieererrieieeeiereeieseereeseseeeaeneeeeas 11,726 11,701 11,762
Total trade reCEIVADIES .........vieiieieiieiiieeeeeeeeee e 50,594 48,324 49,682
Allowance for doubtful acCOUNtS .........cccvveeiieiieeiiecieeciie e (9,627) (10,775) (9,544)
Total trade reCEIVADIES .........vieiiieeiicieieeeeeeeeeeee e 40,967 37,549 40,138

Trade receivables are due primarily from major retailers who sell directly to end customers.

Trade receivables due from related parties amount to 9,333 as at December 31, 2018 (1,407 as at December 31, 2017 and 1,589
as at January 1, 2017). Transactions with related parties were conducted at arm’s length (see note 41).

As at December 31, 2018 and 2017 and for each year of the two-year period ended December 31, 2018, the Company had
customers who exceeded 5% of trade receivables as follows:

Trade receivables No. of customers % of trade receivables
2018 2 21%
2017 3 18%

In 2018 and 2017 no customer has exceeded 5% of revenue.

The Company insures the collections risk related to a significant portion of its trade receivables with a third party insurer. The
Company estimates an allowance for doubtful accounts based on the insurance in place, the credit worthiness of its customers,
historical trends, as well as general economic conditions.

The following table provides the movements in the allowance for doubtful accounts.

31/12/18 31/12/17
Balance, beginning of year........c.ccoceevevieninienieeneneerieeene 10,775 9,544
Effect of the adoption of IFRS 9 (see note 5)......ccceeevervrneen 37 —
Charges — bad debt eXpense .........cccceevveveeeiireeneeneneenennns 745 1,475
Reductions — write off of uncollectible amounts.................. (1,930) (244)
Balance, end of Year.........ccocvevvieierieecienieieeceee e 9,627 10,775

Trade receivables denominated in foreign currencies as at December 31, 2018, 2017 and January 1, 2017 totaled 26,490, 16,991
and 18,145, respectively. These receivables consist of the following:

31/12/18 31/12/17 01/01/17
ChiNESE YUAN.....ccouviiieriieeeiie et ettt e e e et ee e eeraee e 7,233 618 374
Brasilian ReaiS..........ccoviiieviiieiiieeeiiee et 5,893 4,620 4,461
BritiSh POUNAS.....ocvieiieieieciieiecieie ettt 2,823 3,215 5,298
U.S. dOMIATS ..ottt 2,183 3,736 5,694
Canadian dOLIArS ........cc.veeeeveeieiiee e e 2,124 2,232 466
(011115 w18V 5 (=) 1101 (=3 DR 6,234 2,570 1,852
Balance, end Of YEar .........ccoueeierenieiieie e 26,490 16,991 18,145
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Other current receivables

Other current receivables are analysed as follows:

31/12/18 31/12/17 01/01/17
VAT oottt ettt ettt et r e b e aa e et et eeae 4,217 4,987 2,876
Receivable from National Institute for Social Security ................. 1,533 1,048 8,701
OTNET oottt et et vt ae e ae v s 3,757 6,875 6,660
0] | TSR 9,507 12,910 18,237

The “VAT” receivables include value added taxes and related interest reimbursable to the various companies of the Group.
While currently due as of the balance sheet date, the collection of the VAT receivable may extend over a maximum period of up
to two years.

The “receivable from National Institute for Social Security” represents the amount anticipated by the Company on behalf the
governmental institute related to salaries for those employees subject to temporary work force reduction.

The “Other” caption primarily includes certain receivables related to green incentives for photovoltaic investment.

Cash and cash equivalents

Cash and cash equivalents are analysed as follows:

31/12/18 31/12/17 01/01/17
Cash 0N hand .........cociiiiiiiiiiieece e 439 219 100
Bank aCCOUNTS.....ccuveieiiieiiieieeiesieeie st eieettesteeae e ebeeee e eseseenee s 61,692 54,816 64,881
TOtAL ettt e s st s 62,131 55,035 64,981

The following table shows the Group’s cash and cash equivalents broken-down by country/region:

31/12/18 31/12/17 01/01/17
BUTOPEC. oottt ettt se et e s naennas 40,479 30,984 21,635
(31333 TR 18,290 20,724 40,174
NOIth AMETICA ..veeiiviieeieeecree ettt eree e 2,857 2,703 2,608
SOUth AMETICA ... e 318 551 374
OBNETS. ..ttt et eae e 187 73 190
0] | TR 62,131 55,035 64,981

For the purpose of the statement of cash flows, cash and cash equivalents comprise the following:

31/12/18 31/12/17 01/01/17
Cash and cash equivalents in the statement of financial position .. 62,131 55,035 64,981
Bank overdrafts repayable on demand............cccoceeviinienieiencnnnen. (1,762) — (4,416)
Cash and cash equivalents in the statement of cash flows............. 60,369 55,035 60,565

Bank overdrafts repayable on demand form an integral part of the Group’s cash management.
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Share Capital and reserves

As at December 31, 2018, 2017 and January 1, 2017 the equity attributable to owners of the Company is analysed as follows:

31/12/18 31/12/17 01/01/17
Share Capital ......coceeveerierieriierie e e 54,853 54,853 54,853
RESEIVES ... 17,198 16,398 24,065
Retained €armings.........cueeveeveeieeienieeienieieeteniee et 64,496 31,244 61,636
TOtAL. .o e e 136,547 102,495 140,554

As at December 31, 2018 and 2017, the Company’s share capital, which is totally authorized and issued, is composed of
54,853,045 ordinary shares with par value of Euro 1 each, for a total of 54,853.

Ordinary shareholders have the right to receive dividends, as approved by shareholders’ meetings, and to express one vote per
each share owned.

Share capital is owned, as at December 31, 2018 and 2017, as follows:

31/12/18 31/12/17 01/01/17
Mr. Pasquale NatuzZzi.......cocoveeuereniiieeiieeeeeeeeeeeee 56.5% 56.5% 56.5%
Mrs. Anna Maria NatUzZzi .....cc.ceeeeieriienenieneeie e 2.6% 2.6% 2.6%
Mrs. ANNUNZIata NatUZZi ...c.eeevverrereieirieieeiieie e seeeveeieieeieee e 2.5% 2.5% 2.5%
Other INVESTOTS ...vevieiieieietieieeteesteetiestteteesaesseeaesteetesssesseensesseenseas 38.4% 38.4% 38.4%
] | USRS RRS 100.0% 100.0% 100.0%

An analysis of “Reserves” is as follows:

31/12/18 31/12/17 01/01/17
Legal T@SEIVE...cceiiiiiiiiieriieiie ettt 10,971 10,971 10,971
Majority shareholder capital contribution............cccceevvervecrervennenn 488 488 488
Foreign operations translation reServe..........cocevveeveerienieerieneennenn 5,282 5,055 12,606
Remeasurement of defined benefit plan...........cccoceevveienveencnnen. 457 (116) —
] | USRS UPSR 17,198 16,398 24,065

The “Legal reserve” is connected to the requirements of the Italian law, which provide that 5% of net income of the parent
company is retained as a legal reserve, until such reserve is 20% of the issued share capital of each respective company. The
legal reserve may be utilized to offset losses; any portion which exceeds 20% of the issued share capital is distributable as
dividends. The legal reserve totaled 10,971 as at December 31, 2018, 2017 and January 1, 2017.

The “Majority shareholder capital contribution” is one of the parent company’s reserves, which is restricted for capital grants
received.

The “Foreign operations translation reserve” relates to the translation of foreign subsidiaries’ financial statements for those
subsidiaries which have assessed their functional currency being different from Euro.

The “remeasurement of defined benefit plan” refers to the calculation of the present value of the employees’ leaving entitlement
at each reporting date, in compliance with applicable regulations and adjusted to take into account actuarial gains or losses. In
particular, such actuarial gains or losses are reported in OCI (see note 4 (q)).
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The disaggregation of changes of OCI by each type of reserve in equity is shown in the tables below.

Year ended December 31, 2018

Foreign operations Remeasurement of
translation reserve defined benefit plan Total
Exchange difference on translation of foreign
OPETALIONS ......evevieeeeeteeceee et 497 — 497
Share of OCI of equity-method investees............... (246) — (246)
Actuarial gains on employees’ leaving entitlement — 573 573
TOtal. e 251 573 824
Year ended December 31, 2017
Foreign operations Remeasurement of
translation reserve defined benefit plan Total
Exchange difference on translation of foreign
OPEIALIONS .....voeeeceveeeeeeeeeeieseeeeeeeeeesesreeiesesnen (7,778) — (7,778)
Actuarial gains on employees’ leaving
ENLILIEMENE ..o — (116) (116)
TOtal e (7,778) (116) (7,894)

18 Long-term borrowings

Long-term borrowings as at December 31, 2018, 2017 and January 1, 2017 consist of the following:

31/12/18 31/12/17 01/01/17

0.74% long-term debt payable in annual installments with final

payment due April 2018 — 520 1,035
6-months Euribor (360) plus a 2.5% spread long-term debt with

final payment due August 2019 6,631 7,533 8,838
6-months Euribor (360) plus a 3.9% spread long-term debt with

final payment due August 2019 893 2,186 3,426
3-months Euribor (360) plus a 4% spread long-term debt with

final payment due August 2019 2,500 3,500 4,500
6-months Euribor (360) plus a 2.9% spread long-term debt with

final payment due December 2020 &3 123 162
3-months Euribor (360) plus a 3,5% spread long-term debt with

final payment due March 2022 1,625 2,063 —
3-months Euribor (360) plus a 2.2% spread long-term debt with

final payment due February 2022 628 824 —
3-months Euribor (360) plus a 1.9% spread long-term debt with

final payment due November 2022 1,583 1,968 —
2.3% long-term debt with final payment due June 2025 .............. 7,000 7,000 —
Total long-term debt ........cccverieriiiieiieie e 20,943 25,717 17,961
Less current installments ............cccveeeveeveieeniieiiieeieecie e e (10,582) (4,840) (11,632)
Long-term borrowings, excluding current installments................ 10,361 20,877 6,329

A loan of nominal 10,000 was incurred in 2015 by the Romanian subsidiary. The loan was payable on a monthly basis starting
from August 2015 and ending in August 2017. In August 2017, the subsidiary negotiated a rescheduling of the loan’s repayment
with the bank. In particular, the loan, remaining at year-end in the amount of 6,631 is due by August 2019, and the new
amortization schedule provides for 11 monthly installments of 225 and a lump sum repayment of 5,050, due on maturity. The
loan is guaranteed by a mortgage on the Romanian plant for an amount of 16,628, and is subject to the following covenants:

. Cash receipts >= 60% turnover

. Earnings before interest, taxes, depreciation and amortization (EBITDA) >=4.5%
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. Net debt/EBITDA <=3
. Debt Service Cover Ratio >=1.35

In August 2014, the Company incurred long-term debt for a 5,000 nominal amount with installments payable on a monthly basis
and with final payments due August 2019. This loan, of which 893 remains at year-end, is collateralized by a mortgage on the
plants located in Matera, for an amount of 10,000.

In 2015 the Company incurred long-term debt for nominal amount of 5,000 with installments payable on a monthly basis and
with final payments due August 2019. This long-term floating-rate debt, of which 2,500 remains at year-end, is collateralised by
a mortgage on some Italian buildings for an amount of 10,000 and provides variable installments depending on the 3-months
Euribor (360) plus a 4% spread. This loan is subject to financial covenants, which were measured at year-end as follows:

. Earnings before interest, taxes, depreciation and amortization (EBITDA) >= 3,000
. Net Financial Position / Net Equity <= 0.25

In 2015, one of the Italian subsidiaries incurred long-term debt for a 200 nominal amount with installments payable on a
monthly basis and with final payments due December 2020. The interest rate is based on the 6-month Euribor (360) plus a 2.9%
spread. This loan, of which 83 remains at year-end, is guaranteed by a mortgage on some Italian plants for a total amount of
300.

In January 2017, the Company incurred long-term debt for a 2,500 nominal amount with installments payable on a quarterly
basis and with final payments due March 2022. This long-term floating-rate debt, of which 1,625 remains at year-end, provides
variable installments depending on the 3-months Euribor (360) plus a 3.5% spread, and is assisted by a third party warranty by
750.

In 2017, one of the Italian subsidiaries incurred long-term debt for a 1,000 nominal amount, with installments payable on a
monthly basis and with final payments due February 2022. This long-term floating-rate debt, of which 628 remains at year-end,
provides variable installments depending on the 3-months Euribor (360) plus a 2.2% spread.

In November 2017 the Company incurred long-term debt for a 2,000 nominal amount with installments payable on a quarterly
basis and with final payments due November 2022. This long-term floating-rate debt, of which 1,583 remains at year-end,
provides variable installments depending on the 3-months Euribor (360) plus a 1.9% spread.

In July 2017 the Company incurred long-term fixed rate debt for a 7,000 nominal amount with installments payable on a
monthly basis and with final payments due June 2025. This loan, of which 7,000 remains at year-end, is assisted by a mortgage
on the plants located in Matera, for an amount of 14,000.

During 2018 and 2017, the Company made all installment payments related to the aforementioned long-term borrowings.

As at December 31, 2018 long-term borrowings denominated in foreign currency amounted to 6,631 and pertained entirely to
the Romanian subsidiary.

Interest expense related to long-term borrowings for the years ended December 31, 2018 and 2017 was 636 and 738,
respectively. Interest due is paid with the related installment (quarterly, semi-annual or annual).

Employees’ leaving entitlement

Changes to employees’ leaving entitlement occurring during 2018 and 2017 are analysed as follows:

Balance as at January 1, 2017 ....cccoeeiiinnieiiieieeee e 19,426
CUITENt SETVICE COSE .euvvieniieaiieeiieeireesieeereeereeesiveeveeeaaeas 119
INtETreSt EXPENSE ..eevvveeeieeiieeeiieeie ettt 247
Benefits paid.......ccoccieviiierieiesene e (1,080)
Actuarial I0SSES......ccvveevieiiieerie ettt 108
Balance as at December 31, 2017 ......cooovvvveviiviiniieneeen, 18,820
CUITENt SETVICE COSE .ouvvieuiieaiieeiieeieeesteeereeereeesiveereeeaaeas 148
INtETreSt EXPENSE ..eevvveeeireiieeeiieeie ettt 235
Benefits paid........cceeevieniiieniee e (1,449)
Actuarial ainS.......cccoevveviiiieiiene e (573)
Balance as at December 31, 2018........cccceeviievieniienen. 17,181
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The employees’ leaving entitlement refers to a defined benefit plan provided for by the Italian legislation due and payable upon
termination of employment, assuming immediate separation (see note 4 (q)).

The principal assumptions used in determining the present value of such defined benefit obligation (“DBO”) related to the
employee benefit obligation are reported as follows:

31/12/18 31/12/17 01/01/17

Annual discount rate................. 1.57% 1.30% 1.31%
Annual future salary increase

TALE oot 0.00% 0.00% 0.00%
Annual inflation rate................. 1.50% 1.50% 1.50%
Annual DBO increase rate........ 2.625% 2.625% 2.625%
Mortality ....coccveveeieneeieeriennenn RG48 mortality tables published by the General State Accounting
Inability.....cccoevveveeieneeie e National Institute for Social Security tables, by age and sex
Retirement ........c..ccceevevcnenenne. 100% upon achievement of AGO requisites
Annual frequency of turnover.. 4.00% 4.00% 4.00%
Annual frequency of DBO

AdVaNCES ..cvvvvveeeeiiereeeieens 2.00% 2.00% 2.00%

A quantitative sensitivity analysis for significant assumptions impacting the DBO as at December 31, 2018 and 2017 is reported
as follows:

31/12/18 31/12/17
+19% ON tUTNOVET TALC.....cuvvieerieerieiiieieeeieecveesiieeereeeaeeseveens (68) (118)
-1% ON tUINOVET Tate......coeiiviieeiiiiieiiiieeiiee e evee e eiee e 75 132
+0.25% on annual inflation rate .............c.c.coeeeieeeieeceeen, 259 298
-0.25% on annual inflation rate..........cceceeverieerieneneenennene (256) (292)
+0.25% on annual discount rate ............oceevevereerieieneeeenenne. (402) (461)
-0.25% on annual discount rate............ccc.ceeveevueeeeereeeeeneens 417 479

The sensitivity analysis above has been determined based on a method that extrapolates the impact on the defined benefit
obligation as a result of reasonable changes in key assumptions occurring at the end of the reporting period. The sensitivity
analysis is based on a change in a significant assumption, keeping all other assumptions constant. Such analysis may not be
representative of an actual change in the defined benefit obligation as it is unlikely that changes in assumptions would occur in
isolation from one another.

The following are the expected payments or contributions to the defined benefit plan in future years:

31/12/18 31/12/17
WIhin 1 YEAT ....cvieieetieeieeiieit et sse s 1,065 1,199
Between 2 and 5 Years........ocveveeierieeieneenineee e 4,181 4,441

The average duration of the defined benefit plan as at December 31, 2018 and 2017 is 10.63 years and 11.19 years, respectively.

Contract liabilities (non-current and current)

Contract liabilities as at December 31, 2018, 2017 and January 1, 2017 consisted of the following:

31/12/18 31/12/17 01/01/17
Advance payments from CUSTOMETS .........ccveereevuereeireeierieereneeenenas 10,312 11,937 10,096
Deferred income from licencing of Natuzzi trademarks................ 7,491 — —
Deferred revenue for Natuzzi Display System ...........ccoeeeeveeeennen. 3,399 2,636 1,594
Deferred revenue for Service-Type Warranty ..........ccceeeevenueennen. 897 960 609
Total contract labilities ..........ccoveeeeirieieirieeeeiee e 22,099 15,533 12,299
Less non-current POItioN........c.uevereeeeerieneeieieeeienieneesieneeseeneeneeneas (9,934) (2,560) (1,652)
CUITENE POTTIOM. c.evieieseieetieiieettente et sttt eeteete et ere et ente st eneesaeenbees 12,165 12,973 10,647
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“Advance payments from customers” are related to considerations received by the Group upon sale of the Group’s products, and
before their delivery to end customers.

“Deferred income from licensing Natuzzi trademarks” refers to the deferral of revenue deriving from Natuzzi Trademarks to the
former subsidiary Natuzzi Trading Shanghai, as part of the transaction with Kuka previously described in note 10. Such
revenue, in the amount of 7,491 (net of the elimination of intercompany profit on the transaction), has been deferred over the
useful life (20 years) of the licensed trademarks (see note 10).

“Deferred revenue for the Natuzzi Display System” refers to the deferral of revenue deriving from the sale of store fittings to
retailers, which are used to set up their stores (“Natuzzi Display System” — NDS). Such revenue is recognised over time based
on the length of the distribution contract signed with the retailer (usually five years).

“Deferred revenue for Service-Type Warranty” refers to the deferral of revenue deriving from the sale of a service-type
warranty to end customers, which is recognised over time based on the contractual length of the insurance period (five years).

The amount of revenue recognised for the years ended December 31, 2018 and 2017 that was included in the opening contract
liabilities balance amounts to 12,973 and 10,647, respectively.

21  Provisions (non-current and current)
Provisions at December 31, 2018 and 2017 and January 1, 2017 consist of the following:
31/12/18 31/12/17 01/01/17
Provision for legal claims .........cccoeeerieienieiiieieceeeeeeeeeee 10,926 13,008 8,062
Provision for tax ClaimS ..........oovvviiiiiieiieiieeeeeeeceee e 1,098 1,912 3,123
Provision fOr Warranti€S...........cccveevvveeieeeeeieieeeeeeeee e eeerieeeeaees 4,476 5,957 5,687
Termination indemnities for sales agents...........cccceeveevereerencennen. 1,141 1,196 1,132
Other PrOVISIONS. ....eeoverviertierieeiieste sttt ettebe et sttt enbebe e e e 1,337 599 936
TOtal PrOVISIONS ...uverueeieieiieiiestierie sttt ettt 18,978 22,672 18,940
LSS CUITENT POTTION .evvvevieeieerieieeteestietieeeaereeeveereesreessesseessesseenseas (4,476) (5,957) (5,687)
NON-CUITENE POTTION 1.ttt ettt ettt et 14,502 16,715 13,253
The provision for legal claims include the amounts accrued by the Company for the probable contingent liability related to legal
procedures initiated by several third parties as result of past events.
The provision for tax claims refers to the amounts accrued by the Company for the probable liability that will be paid to settle
some tax claims. As at December 31, 2018 such provision includes an amount related to income taxes for 439 (476 as at
December 31, 2017) and an amount related to other taxes for 659 (1,436 as at December 31, 2017).
The provision for warranties includes the estimated liabilities for the Group’s obligation to repair or replace faulty products
under the standard assurance warranty terms (see note 4(t)). The warranty claims for the finished product sold are estimated
based on past experience of the level of repairs, faulty products and disputes with customers. The Company expects that these
costs will be incurred mainly in the next financial year. Main assumptions used to calculate the provision for such assurance
type warranty are the warranty period for all products sold, current sales levels and current information available about repairs,
faulty products and dispute with customers.
The termination indemnities for sales agents refers to termination indemnities, provided for by Italian law, due to the Group’s
agents upon termination of their agreement with the Company or relevant subsidiary.
Changes in the above provisions for the years ended December 31, 2018 and 2017 analysed as follows.
Termination
Provision Provision Provision indmennities
for legal for tax for for sales Other
claims claims warranties agents Provisions Total
Balance as at January 1, 2017 ..............cccoeoeennen. 8,062 3,123 5,687 1,132 936 18,940
INCICASE ..o 9,980 — 2,630 203 — 12,813
Reductions .........cccceeveieiiininiiiiiniicicieecceceen (5,034) (1,211) (2,360) (139) (337) (9,081)
Balance as at December 31,2017 ............................ 13,008 1,912 5,957 1,196 599 22,672
INCICASE ..o 1,225 — 1,180 177 1,792 4,374
Reductions ........ooeevereieiinieeeee e (3,307) (814) (2,661) (232) (1,054) (8,068)
Balance as at December 31,2018............................ 10,926 1,098 4,476 1,141 1,337 18,978

F-39



22

23

24

As at December 31, 2018, the provision for legal claims refers for 9,287 (9,300 as at December 31, 2017) to the probable
contingent legal liability related to legal procedures initiated by 141 workers against the Company for the misapplication of the
social security procedure “CIGS—Cassa Integrazione Guadagni Straordinaria”. According to the “CIGS” procedure, the
Company pays a reduced salary to the worker for a certain period of time based on formal agreements signed with the Trade
Unions and other Public Social parties. In particular, these 141 workers are claiming in the legal procedures that the Company
applied the “CIGS” during the period from 2004 to 2016 without foreseeing any time rotation. In May 2017, the Company
received from the Italian Supreme Court of Justice (“Corte di Cassazione™) an adverse verdict for the above litigation related
only to two workers. Based on this unfavorable verdict, the Company, with the support of its legal counsel, has assessed that the
liability for legal procedures initiated by all the 141 workers is 9,287.

Deferred income for capital grants

Capital grants are related to benefits the Group obtained in previous years from the Italian government connected to incentive
programs for under-industrialized regions in Southern Italy. They have been received for the purchase of certain items of
property, plant and equipment. There are no unfulfilled conditions or contingencies attached to these grants. Deferred income
for such capital grants are credited to profit or loss on a straight-line basis over the expected lives of the related assets.

Changes in the carrying amount of deferred income for capital grants for the years ended December 31, 2018 and 2017 are
analised as follows:

Balance as at January 1, 2017 ...ccoooovieiiiinieiiieieeee e 14,760
AAAITIONS ..ottt 79
Charges to profit Or 10SS......cc.eevverierieriieneeiiieeeeeeeeee e (1,068)
Balance as at December 31, 2017 ......cccoeviiiiieniieieeeeee. 13,771
AAAItIONS ..o 292
Charges to profit Or 10SS.......cvevververieerienieiieeeeeseeeeesee e (1,061)
Balance as at December 31, 2018.......ccccovvvviiiiiiiiiiieieieeinas 13,002
Other liabilities

Other liabilities as at December 31, 2018 are analysed as follows:

31/12/18
Landlords’ contributions............cccoeevevieiiieieieeeeceiee e 1,119
o3 71 F OO 1,119

Other liabilities are represented by landlords’ contributions obtained by one of the Group’s subsidiaries for the maintenance of
leased buildings, which are credited to profit or loss on a straight-line basis over the length of the lease contracts.

Bank overdraft and short-term borrowings

Bank overdraft and short-term borrowings as at December 31, 2018 and 2017 are analysed as follows:

31/12/18 31/12/17 01/01/17
Bank oVerdraft ..........ooovivieeiiiiiieieeeeeeee e 1,762 — 4,416
Borrowings secured over trade receivables ..........ccccoevereeieneennen. 29,992 23,791 17,311
BOIroOwings UNSECUIEd .......ccveeverrerieerieieerierieeieseeveeieieeveeeeneeas 3,394 2,176 2,700
TOTAL .ottt 35,148 25,967 24,427
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The weighted average interest rates on the bank overdraft and short-term borrowings for the years ended December 31, 2018,
2017 are as follows:

2018 2017
Bank overdraft...........ooooviiioiiiiiee e 4.35% 3.48%
BOTTOWINES ...cvvevteenieeiteie ettt ettt ettt s sree 2.69% 3.28%

As at December 31, 2018, 2017 and January 1, 2017 credit facilities available to the Group amounted to 138,220, 147,720 and
117,773, respectively. The unused portion of these facilities, for which no commitment fees are due, amounted to 24,010,
33,103 and 34,451, as at December 31, 2018, 2017 and January 1, 2017.

Trade payables
Trade payables as at December 31,2018, 2017 and January 1, 2017 are analysed as follows:

31/12/18 31/12/17 01/01/17
INVOICES TECEIVE ..ottt et e 57,325 63,165 61,282
Invoices to be reCeived ......ccooevuiiiiiieiieeiee e 20,576 12,870 9,175
0] | U U 77,901 76,035 70,457

Trade payables mainly represent amounts payable for purchases of goods and services in Italy and abroad, and include 27,443 as
at December 31, 2018 denominated in foreign currencies (21,197 as at December 31, 2017 and 22,151 as at January 1, 2017).

Trade payables include amounts due to related parties amounting to 1,004, 8 and nil, respectively as at December 31, 2018,
2017 and January 1, 2017 (see note 41).

Other payables

Other payables as at December 31, 2018, 2017 and January 1, 2017 are analysed as follows:

31/12/18 31/12/17 01/01/17
Salaries and WaZES......cceecverieriierieriieneeieereereeree e eaeeeaeaeeaeeeeeeas 5,085 3,864 10,989
Social security CONtIIDULIONS. ......covveeverieiieieriiene e 6,901 5,826 4,081
Vacation aCCrUAL ........cc..oevvviiiiiiiiiiceieeeeee e 6,408 6,036 4,350
Withholding taxes on payroll and on others .............ccceeveverennnen. 2,379 2,557 2,747
Other accounts Payable.........cceeverieiierenieneee e 6,141 9,304 7,240
TOTAL. ettt ettt ettt et e ettt e eae et s 26,914 27,587 29,407

Derivative financial instruments

A significant portion of the Group’s net sales and costs are denominated in currencies other than the euro, in particular the U.S.
dollar. The remaining costs of the Group are denominated principally in euros. Consequently, a significant portion of the
Group’s revenue is exposed to fluctuations in the exchange rates between the euro and other currencies. The Group uses forward
exchange contracts (known in Italy as domestic currency swaps) to reduce its exposure to the risks of short-term declines in the
value of its foreign currency denominated revenue. The Group uses such derivative instruments to protect the value of its
foreign currency denominated revenue, and not for speculative or trading purposes. Despite being entered into such domestic
currency swaps with the intent to reduce the foreign currency exposure risk for trade receivables and expected sales, the Group’s
derivative financial instruments do not qualify for being accounted for as hedging instruments according to IAS 39 and, also, to
former applicable Italian GAAP. Therefore, the Company reflects the positive or negative changes in the fair value of those
derivatives through profit or loss in the captions “Net exchange rate gains (losses)”.

F-41



The table below summarizes in euro equivalent the contractual amounts of forward exchange contracts used to hedge principally
future cash flows from trade receivables and sale orders as at December 31, 2018, 2017 and January 1, 2017.

31/12/18 31/12/17 01/01/17
U.S. dOILATS ..ttt ettt et eeene s 14,528 21,979 26,670
BUTO oottt ettt ettt ettt et e abe et n 11,407 10,226 13,925
British pounds.........cccooeierieiiiieeceeeeee e 10,612 11,137 15,860
JAPANESE YOI ..ueiiiiiiiiieeiecte e e 2,318 1,692 2,117
Australian dollars............coovvevieiiiiiiiiieeeeeeeeee e 2,129 2,294 2,964
Canadian dOLIArS ........cc..eeeeveeieinee et 1,300 1,338 4,965
DanisSh KIONET......c..uiiiiiiiiiiiii et 1,086 713 618
SWediSh KIONET .....ooovviiiiieiicceeee e e 265 248 421
TOTAL. ettt ettt ettt et ettt e ae et s 43,645 49,627 67,540

The following table presents information regarding the contract amount in euro equivalent amounts and the estimated fair value
of all of the Group’s forward exchange contracts. Contracts with net unrealized gains are presented as ‘assets’ and contracts with
net unrealized losses are presented as ‘liabilities’.

31/12/18 31/12/17 01/01/17
Contract Unrealised Contract Unrealised Contract Unrealised
amount gains (losses) amount gains (losses) amount gains (losses)
ASSEES it 27,459 218 31,089 339 25,698 223
LAGDAHHES v.vvvooe e 16,186 (320) 18,538 (267) 41,842 (1,293)
TOtAL oo 43,645 (102) 49,627 72 67,540 (1,070)

At December 31, 2018 and 2017, the exchange derivative instruments contracts had a net unrealized expense of 102 and a net
unrealized gain of 72, respectively. These amounts are recorded in net exchange rate gains (losses), in the consolidated

statements of profit or loss (see note 35).

28 Financial Instruments — Fair values and risk management
The effect of initially applying IFRS 9 on the Group’s financial instruments is described in note 5. Due to the transition method
chosen, comparative information has not been restated to reflect the new requirements.

A. Accounting classification

The following table shows the classification and carrying amounts of Group’s financial assets and financial liabilities as at
December 31, 2018, 2017 and January 1, 2017.

Financial assets 31/12/18

31/12/17 01/01/17

Financial assets at amortised cost

Other non-current reCeIVabIES........ccouvvviviiiieieiieeeee e 4,533 1,402 2,137
Trade TECEIVADIES .....coiuvieiiceie et e aae e 40,967 37,549 40,138
Other current 1eCeivVables .........couviieiviiieiieeeeee e 9,507 12,910 18,237
Cash and cash equivalents ...........ccceeeeriieiinieieiieneeeeee e 62,131 55,035 64,981
TOLAL () cuvivieriereeteeet et ettt ettt et ettt e e ettt te et e s s e e e eseeneereenee e 117,138 106,896 125,493
Financial assets at fair value

Forward exchange CONIacts ..........ccevveruienieniienesieneeie et 218 339 223
TOAL (D) cuveeeiieeiiietie ettt ettt ettt te e b ate e et e nb e etbeesabeenes 218 339 223
Total financial assets (a+h)...............cccoevevevrieieecee e 117,356 107,235 125,716
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Financial assets at amortised cost include trade receivables, other receivables and cash and cash equivalent. Financial assets at
fair value reflect the positive change in fair value of foreign exchange forward contracts that are not designated as hedge

relationships, but are, nevertheless, intended to reduce the level of foreign currency risk for future cash flows
receivables and sale orders.

from accounts

Financial liabilities 31/12/18 31/12/17 01/01/17
Financial liabilities at amortised cost

LONG-term DOITOWINGS ... .veveeereereereerieireteeeesieeseseestesssessesseessenseessenes 20,943 25,717 17,961
Bank overdraft and short-term borrowings...........cccceevevverinnienceenennienne 35,148 25,967 24,427
Trade PaYabIes ....cc.eevveieieiiieie ettt 77,901 76,035 70,457
Other PayabIes .....cveoveiiieieee e 26,914 27,587 29,407
TOAL () cuvievieieeieeteeetiete ettt e ete e st e et e e ebeee e te et e s b e e e enseeaeseenne e 160,906 155,306 142,252
Financial liabilities at fair value

Forward exchange contracts ............cecceveerereerneeneenieneeneniene 320 267 1,293
TOAl (D) ceveeeeiieeiiieiie ettt ettt et 320 267 1,293
Total financial liabilities (a+b)...............c.ccooevvviiiiiieene 161,226 155,573 143,545

For the details on “Long-term borrowings” and “Bank overdraft and short-term borrowings”, reference should be made to note

18 and 24.

Financial liabilities reflect the negative change in fair value of foreign exchange forward contracts that are not designated as
hedge relationships, but are, nevertheless, intended to reduce the level of foreign currency risk for expected future cash flows

from trade receivables and sale orders.

B. Fair value and measurement of fair values

Management has assessed that the fair values of cash and cash equivalents, trade and other receivables, trade

and other payables,

bank overdraft and short-term borrowings approximate their carrying amounts largely due to the short-term maturities of these

instruments.

The following table shows the carrying amount and fair value of Group’s financial assets and financial liabilities as at
December 31, 2018, 2017 and January 1, 2017, other than those with carrying amount that are reasonable approximation of fair

value.

Financial assets 31/12/18 31/12/17 01/01/17
Carrying Fair Carrying Fair Carrying Fair
amount value amount value amount value

Forward exchange contracts............cocceeveeereenieenieeriiesce e 218 218 339 339 223 223

Financial liabilities

Floating-1ate DOTTOWINGS.....cceevereeiieeenieerieeeeneereeeesseeseesaenne e 13,943 13,943 18,197 18,197 16,926 16,926

Fixed rate DOTTOWINGS .....cccvevverieriieieeiieneeiereeeeee et 7,000 7,000 7,520 7.520 1,035 1,035

Total 1ong-term DOITOWINGS ....c.vervvevrerereeieeeeieeeeseesteeeeseeaeens 20,943 20,943 25,717 25,717 17,961 17,961

Forward exchange Contracts...........ccceeveerueerieneeneeienienieneeseeneenns 320 320 267 267 1,293 1,293

As at December 31, 2018, 2017 and January 1, 2017, the fair value measurement hierarchy of the forward exchange contracts

and long-term borrowings is “significant observable inputs” (level 2).

There were no transfers between level 1 (quoted prices in active markets) and level 2 during 2018 and 2017. There were no level

3 (significant unobservable inputs) fair values estimated as at December 31, 2018, 2017 and January 1, 2017.

The following methods and assumptions are used to estimate the fair values.

Foreign exchange forward contracts are valued using valuation techniques, which employ the use of market observable inputs.
The most frequently applied valuation techniques include forward pricing using present value calculations. The models
incorporate various inputs, including the credit quality of counterparties, foreign exchange spot and forward rates, yield curves

F-43



of the respective currencies, currency basis spreads between the respective currencies, interest rate curves and forward rate
curves of the underlying commodity.

The fair values of the Group’s interest-bearing borrowings are determined using the discounted cash flow method. The discount
rate used reflects the issuer’s borrowing rate as at the end of the reporting period. The own non-performance risk as at
December 31, 2018, 2017 and January 1, 2017 was determined to be insignificant.

C. Financial risk management
The main financial risks which the Group is exposed to are reported in the following.

The Group’s principal financial liabilities, other than derivatives, comprise of long-term borrowings, bank overdraft and short-
term borrowings, trade and other payables. The main purpose of these financial liabilities is to finance the Group’s operations.
The Group’s principal financial assets include trade and other receivables, cash and cash equivalents that derive directly from
operations. The Group also enters into derivative transactions, namely forward exchange contracts, to protect the value of its
foreign currency denominated revenue, not for speculative or trading purposes.

(i) Risk management framework

The Group is exposed to credit risk, liquidity risk and market risk. The management of these risks is performed on the basis of
guidelines set by the Group’s senior management. The main purpose of these guidelines is to balance the Group’s liabilities and
assets, in order to ensure an adequate capital viability. The main financial sources of the Group are represented by a mix of
equity and financial liabilities, including long-term borrowings used to finance investments, bank overdrafts, short-term
borrowings and a non-recourse factoring agreement used to finance the Group’s working capital.

(ii) Credit risk

Credit risk is the risk that a counterparty will not meet its obligations under a financial instrument or customer contract, leading
to a financial loss. The Group is exposed to credit risk from its operating activities (primarily trade receivables).

The Group’s customers are mainly represented by small and large distributors, small retailers and end customers. Customer
credit risk is managed on the basis of the Group’s established policies, procedures and controls relating to customer credit risk
management. Credit quality of a customer is assessed based on an extensive credit rating scorecard and individual credit limits
are defined in accordance with this assessment.

Outstanding customer receivables are regularly monitored to prevent losses. The Company insures the collections risk related to
a significant portion of trade receivables (about 80%), with a third party insurer and, in case of insolvency, the insurance
company has to refund 85% of uncollected outstanding balances. The insolvency risk was assessed by the insurance company as
remote.

The allowance for doubtful accounts is, therefore, estimated by the Company based on the insurance in place, the credit
worthiness of its customers, historical trends, as well as general economic conditions.

An impairment analysis is performed at each reporting date, starting from year-end 2018, using a provision matrix to measure
expected credit losses. The provision rates are based on days past due for groupings of various customer segments with similar
loss patterns (i.e., by customer type and rating, and coverage by credit insurance). The calculation reflects the probability-
weighted outcome based on reasonable and supportable information available at the reporting date about past events, current
conditions and forecasts of future economic conditions.

The maximum exposure to credit risk at the reporting date is the carrying value of each class of financial assets disclosed in this
note.

The Group evaluates the concentration of risk with respect to trade receivables as low, as its customers are located in several
jurisdictions and industries and operate in largely independent markets (see note 14).

In addition, in July 2015 the Company signed a non-recourse factoring agreement with a major Italian bank. Under this
agreement, the Company assigns certain customer receivables to the bank in exchange for short-term credit, for a maximum
amount of 35,000, extended to 55,000 in June 2016.

Given the considerations above, the credit risk is full for non-insured trade receivables, in the limit of 15% for insured
receivables and nil for receivables included in the non-recourse factoring agreement.
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Set out below is the information about the credit risk exposure on the Group’s trade receivables using a provision matrix as at
December 31, 2018 and January 1, 2018, further to the adoption of IFRS 9.

December 31, 2018

Trade receivables Days past due

<30 days 30-60 days 61-90 days > 91 days Total
Outstanding trade receivables ..........cocvvereevieeierierieeeerieeeeeeeans 9,288 1,323 88 669 11,368
Trade receivables subject to specific valuation............ccceeveeurennen. 39,226
Total gross Carrying amoUNL ..........cc.eevereerueereerieerseseessenseeseenens 50,594
Default Tate ...cc.eeveieieiieieeieece e 0.10% 0,99% 2.90% 5.80%
Expected credit 10SS ....c.oovivivieeeeeeeeeeeeeeeeeeeee et 9 13 3 39 64

January 1, 2018

Trade receivables Days past due

<30 days 30-60 days 61-90 days > 91 days Total
Outstanding trade receivables .............coovevevevevevreereeereeneneenae. 11,661 651 254 173 12,739
Trade receivables subject to specific valuation............ccceeveeeeennen. 35,585
Total gross Carrying amoUNt ..........cc.eecvereerveereerieersereensenseeneennens 48,324
Default Tate ...cc.eeveriieiieeieeieece e 0.11% 1.04% 2.99% 5.33%
Expected credit 10SS ....veviiiiiiiiiicieeiieteiceeereeeee e 13 7 8 9 37

Up to December 31, 2017, before the adoption of IFRS 9, the impairment of trade receivables was assessed based on the
incurred loss model. Individual receivables which were known to be uncollectible were written off by reducing the carrying
amount directly. The other receivables were assessed collectively to determine whether there was objective evidence that an
impairment had been incurred but not yet been identified. For these receivables, the estimated impairment losses were
recognised in a separate provision for impairment. The Group considered that there was evidence of impairment if any of the
following indicators were present: (a) significant financial difficulties of the debtor; (b) probability that the debtor entered
bankruptcy or financial reorganization; and (c) default or late payments.

(iii) Liquidity risk

The Group’s objective is to maintain a balance between continuity of funding and flexibility through the use of bank overdrafts,
short-term borrowings, long-term borrowings and a non-recourse factoring agreement of export-related financial receivables. In
particular, the latter agreement provides for a maximum amount of receivables to sell (on a revolving basis and with a non-
recourse clause) of 55,000 performing receivables.
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The table below summarizes the maturity profile of the Group’s financial liabilities based on contractual undiscounted payments
as at December 31, 2018 and 2017.

Less than 2to 12 1to2 2to5 More than
December 31, 2018 2 months months years years 5 years Total
Long-term DOITOWINGS ....c..eeveruveriieieerieieeiieneeieeeesieeeesieenie s 860 9,722 3,177 5,381 1,803 20,943
Bank overdraft and short-term borrowings............ccceevveveennenne 35,148 — — — — 35,148
Trade and other payables .........c.ccveveeierieeienieie e 26,914 77,901 — — — 104,815
Losses on derivative financial instruments .................cccveeene... 320 — — — — 320
Total financial liabilities ...........cooveeeeeieeieeiieieeccieeeeieee e 63,242 87,623 3,177 5,381 1,803 161,226

Less than 2to 12 1to2 2to5 More than
December 31, 2017 2 months months years years 5 years Total
LoNg-term DOITOWINGS ....ccvvevereveriieieeeeieeieneereeeeseeeseesseeneeens 314 4,526 10,576 7,455 2,846 25,717
Bank overdraft and short-term borrowings............cccceecveveennene 25,967 — — — — 25,967
Trade and other payables ...........cccoevevienierienieienieeeeceenee 27,587 76,035 — — — 103,622
Losses on derivative financial instruments ...............ccoooveeenne... 267 — — — — 267
Total financial lHabilities ...........ooevvevieviiieiiiieieee e 54,135 80,561 10,576 7,455 2,846 155,573

Less than 2to 12 1to2 2to5 More than
January 1, 2017 2 months months years years 5 years Total
Long-term DOITOWINGS ....c..cecuereviriieiieieieeienieeieeeeieeeesieenee s 659 10,973 2,853 3,476 — 17,961
Bank overdraft and short-term borrowings...........c.ccceeeveevennnnne 24,427 — — — — 24,427
Trade and other payables .........ccccveveeiereeienieie e 29,407 70,457 — — — 99,864
Losses on derivative financial instruments.................cccveeene... 1,293 — — — — 1,293
Total financial liabilities ...........c.covvieiiiiiiiieieeeeceeeeee e, 55,786 81,430 2,853 3,476 — 143,545

In addition, the following is to be considered.

. As at December 31, 2018, the Group had unused credit lines of 24,010 (33,103 and 34,451 as at December 31, 2017 and
January 1 2017, respectively), see note 24.

. The Group holds cash at foreign subsidiaries, that can be withdrawn by the Company subject to the approval of a dividend
distribution. Some of these dividends are subject to withholding taxes.

. The Company can use the credit facilities of its subsidiaries adhering to the cash pooling contract in place. From time to
time, the Company evaluates the adequacy of such credit facilities, requesting additional facilities as needed.

. The Company can apply for long-term borrowings to sustain long-term investments.

. In 2015, the Company signed a non-recourse factoring agreement that provides for the sale of performing receivables up
to an amount of 55,000.

. There are no significant liquidity risk concentrations, both on financial assets and on financial liabilities.

(iv) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices. Market risk, mainly, depends on the trend of the demand for furniture and other finished products, the trend in
raw materials and energy prices, the fluctuation of interest rates and foreign currencies.

The market demand risk is managed by way of a constant monitoring of markets, performed by the commercial division of the
Group, and a product diversification in the different brands.

In order to manage the raw materials and energy price risk, the Group constantly monitors procurement policies and attempts to
diversify suppliers while respecting the quality standards expected by the market.
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Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market interest rates. The Group’s exposure to the risk of changes in market interest rates relates primarily to the Group’s long-
term borrowings obligations with floating interest rates. The Group manages its interest rate risk by having a portfolio of fixed
and variable rate borrowings. As at December 31, 2018, approximately 33% of the Group’s borrowings were at a fixed rate of
interest (2017: 29%). No derivative financial instruments were entered into by the Group to manage the cash flow risk on
floating interest-rate borrowings.

The following table demonstrates the sensitivity to a reasonably possible change in interest rates on that portion of loans and
borrowings affected. With all other variables held constant, the Group’s profit before tax is affected through the impact on
floating rate borrowings as follows:

Increase/decrease Effect on profit
in basis points before tax
2018 +45 (71)
2018 -45 71
2017 -45 (90)
2017 -45 78

Foreign currency risk is the risk that the fair value or future cash flows of an exposure will fluctuate because of changes in
foreign exchange rates. The Group’s exposure to the risk of changes in foreign exchange rates relates primarily to the Group’s
operating activities (when revenue or expense is denominated in a foreign currency) and the Group’s net investments in foreign
subsidiaries. In particular, the Group purchases raw materials and goods in U.S. Dollars, and sells a significant amount of
finished products in Euro. As a consequence, the Group is exposed to a foreign currency risk, which is managed by forward
exchange contracts.

When a derivative is entered into for the purpose of being a hedge, the Group negotiates the terms of the derivative to match the
terms of the hedged exposure. For hedges of forecast transactions, the derivative covers the period of exposure from the point
the cash flows of the transactions are forecasted up to the point of settlement of the resulting receivable that is denominated in
the foreign currency.

The following tables demonstrate the sensitivity to a reasonably possible change in foreign exchange rates, with all other
variables held constant.

Change in Effect on profit
foreign exchange rates before tax
2018 +5% 2,776
2018 5% (3,183)
2017 +5% 3,023
2017 5% (3,449)

As at December 31, 2018 the Group’s financial assets and financial liabilities denominated in foreign currency (Group’s
exposure to currency risk) are as follows: trade receivables 26,490 (16,991 as at December 31, 2017), cash and cash equivalents
23,822 (26,711 as at December 31, 2017), gains on derivative financial instruments 143 (339 as at December 31, 2017), long-
term borrowings 6,631 (7,533 as at December 31, 2017), short-term borrowings 7,184 (6,770 as at December 31, 2017), trade
payables 27,443 (21,197 as at December 31, 2017), losses on derivative financial instruments 320 (142 as at December 31,
2017).

F-47



(v) Changes in liabilities arising from financing activities

The following tables show the changes in liabilities arising from financing activities for the two years ended as at December 31,

2018.
Changes in
December 31, 2018 Jan 1,2018 Cash flows fair value Dec 31,2018
Long-term DOrTOWINGS.......ccveevereerierienieeie et 25,717 (4,774) — 20,943
Bank overdraft and short term borrowings...........cceccevceeneenne. 25,967 9,181 — 35,148
Losses on derivative financial instruments............................ 267 — 53 320
Total liabilities from financing activities..........cccceeceevereennene 51,951 4,407 53 56,411
Changes in
December 31, 2017 Jan 1,2017 Cash flows fair value Dec 31,2017
Long-term DOrTOWINGS.......ccueevverieerierieneeieeeereeeesee e 17,961 7,756 — 25,717
Bank overdraft and short term borrowings............cceeveeeennen. 24,427 1,540 — 25,967
Losses on derivative financial instruments............................ 1,293 — (1,026) 267
Total liabilities from financing activities..........c.cceeceevuereennen. 43,681 9,296 (1,026) 51,951

29 Revenue
(i) Revenue streams

The Group generates revenue primarily from the sale of contemporary traditional leather and fabric upholstered furniture and
home furnishing accessories to its customers. Other sources of revenue include sale of polyurethane foam, sale of leather-by
products, sale of Natuzzi Display System and sale of Service Type Warranty.

Therefore, all the Group’s revenue is related to revenue from contracts with customers.

(ii) Disaggregation of revenue from contracts with customers

In the following table, revenue from contracts with customers is disaggregated by types of goods, primary geographical markets,
geographical location of customers, distribution channels, brands and timing of revenue recognition.

2018 2017

Types of goods
Sale of upholstery furniture...........cceeeeveeeeerceesieeseneeneeen. 365,346 389,528
Sale of home furnishing accessories ..........ccceveereereeeniennen. 41,733 33,560
Sale of polyurethane foam............ccceeveevieriiienieeneeeen, 14,958 15,501
Sale of other 00dS......c.cccvevviiieiienieeieseceeeee e 6,502 10,291
428,539 448,880
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The sale of upholstery furniture includes the following categories: stationary furniture (sofas, loveseats and armchairs), sectional
furniture, motion furniture, sofa beds and occasional chairs, including recliners and massage chairs.

2018 2017
Geographical markets
Europe, Middle East and Africa.........ccoevevivvinienieeieniieiienens 212,481 218,896
AINETICAS .ottt ettt e e e e e eaaeee e 137,452 153,647
ASIA-PACIHTIC .....vviiieiiiicee e 78,606 76,337
428,539 448,880
2018 2017
Geographical location of customers
United States of AMETiCa ........cccveevieeiieiieeciie e 94,393 107,262
TRALY e 53,261 55,379
CRINA ... 47,099 41,369
United Kingdomi........cccceeieiieieeieiecceeeeee e 43,501 48,266
CaNAAA......oeiiieciieciie et eraeens 17,371 20,030
SPAIN c.eieiiiceieieie ettt sttt e sreenes 17,334 17,077
BIazil.....ccoviiiieciieeie et 16,332 16,182
GITNANY ...ttt ettt sttt ettt et e e st e st et st enteeneesanens 11,455 12,462
France.......oooiiiiiiiiii s 11,179 9,999
AUSITAIIA ..o 9,903 9,738
BelGIUM ..ot 8,682 8,214
) (< TSRS 8,232 9,847
Other countries (none greater than 5%) ........ccoceevevenencnenene. 89,797 93,055
Total 428,539 448,880
2018 2017
Distribution channels
WHOIESAlC......cociiiiiiiiiecit et 365,499 392,332
REtAIL...oiiiiiiiiieciicee et 63,040 56,548
428,539 448,880
2018 2017
Brands
Natuzzi EQItIoNS .......coocvieviiiiiieiieeiie e 167,925 183,838
Natuzzi Ttalia........oooeviiiiiiiieeeeceeeeceeeeeee e 144,953 134,740
SOFEALY .ottt 94,201 104,509
Unbranded..........ooovivviieiiiiiieeee s 21,460 25,793
428,539 448,880
2018 2017
Timing of revenue recognition
Goods transferred at a point in time........cccceveeevveriercverennne 427,493 448,206
Goods and services transferred over time ...........cccc..coeuvee... 1,046 674
SUDLOLAl ..o 428,539 448,880
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(iii) Contract balances

The following table provides information about receivables and contract liabilities from contracts with customers.

31/12/18 31/12/17
Trade reCeivVabIes ........ooiiiiiiiiiiiiiieieeeeeeeeeeeee e 40,967 37,549
Contract liabilities 22,099 15,533

Reference should be made to note 14 “Trade receivables” and note 20 “Contract liabilities (non current and current) for details
about such contract balances.

(iv) Performance obligations and revenue recognition policies

Revenue is measured based on the consideration specified in the customer contract. The Group recognizes revenue when it
transfers control over a good or service to a customer at an amount that reflects the consideration to which the Group expects to
be entitled in exchange for goods or services. The Group has generally concluded that it is the principal in its revenue
arrangements, because it controls the goods or services before transferring them to the customer.

In determining the transaction price for its contracts with customers, the Group considers the effects of variable consideration
and the existence of significant financing components.

The Group considers whether there are other promises in the contract that are separate performance obligations to which a
portion of the transaction price needs to be allocated. The allocation of the transaction price to the Group’s performance
obligation is performed using the relative stand-alone selling price method.

For information about the nature and timing of the satisfaction of performance obligations in contracts with customers, including
significant payment terms, and the related revenue recognition policies see note 4(t).

The transaction price allocated to the remaining performance obligations (partially unsatisfied) as at December 31, 2018 and
2017 as follows:

31/12/18 31/12/17
Sale of Natuzzi Display System
WIhiIN @ YEAT ....cuvieeieeeieeie ettt ae e e 1,138 758
MOTE than @ YEAT......ccceecuirieiieiteiereeeee ettt 2,261 1,878
017 | USROS 3,399 2,636
Sale of Service-Type Warranties
WIhIN @ YEaT ....cuuiiiiieiiiieeiieit ettt 332 278
More than a year 565 682
TOtAL ettt et 897 960
Sale of the licence-for Natuzzi trademarks
WIhiIN @ YEAT ....cuvieeieeeieeie ettt ae e e 383 —
More than a year 7,108 —
TOtAl . e e et 7,491 —

(v) Variable considerations

If the consideration in a contract includes a variable amount, the Group estimates the amount of consideration to which it will be
entitled in exchange for transferring the goods to the customer. The variable consideration is estimated at contract inception and
constrained until it is highly probable that a significant revenue reversal in the amount of cumulative revenue recognised will
not occur when the associated uncertainty with the variable consideration is subsequently resolved. Some contracts for the sale
of furniture provide customers with volume rebates, which give rise to variable consideration.
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In particular, the Group provides retrospective volume rebates to certain customers once the quantity of products purchased
during the period exceeds a threshold specified in the contract. Rebates are offset against amounts payable by the customer.
Accumulated experience is used to estimate and provide for the rebates, using the expected value method. A refund liability
(included in other payables) is recognised for expected volume discounts payable to customers in relation to sales made until the
end of the reporting period.

(vi) Financing components

For information about financing components, reference should be made to note 4(r).

(vii) Warranty obligations

The Group typically provides warranties for general repairs of defects that existed at the time of sale, as required by law. These
assurance-type warranties are accounted for under IAS 37. Refer to the accounting policy on warranty provisions in note 4(r).

Customers who purchase the Group’s upholstered furniture may require a service type warranty. As disclosed in note 4(r), the
Group allocates a portion of the consideration received to the service type warranty, based on the relative stand-alone selling
price. The amount allocated to the service type warranty is deferred, and is recognised as revenue over the time based on the
validity period of such warranty.

(viii) Cost to obtain a contract

The Group pays sales commission to its agents for each contract that they obtain. For information about the accounting policy
elected by the Group on sales commissions, reference should be made to note 4(x).

Cost of sales

Cost of sales is analysed as follows:

2018 2017
OPening iNVENTOTIES ....cuveeevevierieerereeeereereeeeseesseeeesseeseanees 91,077 91,014
PUICRASES.....cocvvviieiieieecee e e 177,591 180,872
LabDOT .ttt 89,827 92,330
Third party manufacturers.........cceeveeveereereneereeneeeeseeene e 6,039 8,725
Other manufacturing COSS ......cecvvereereerverieerireenieeeeseeene e 29,004 37,605
Amortization charge of capital grants ..........cccceeceveeveneennrenn. (1,061) (1,068)
ClOSING INVENTOITES. ...veeuveeeieniieereerreieerenteetesresseeseessesseesensnes (84,227) (91,077)
TOtAl 1. e e 308,250 318,401

The line item “Other manufacturing costs” includes the depreciation expenses of property plant and equipment used in the
production of finished goods. The depreciation expense amounted to 7,489 and 8,638 for the years ended December 31, 2018
and 2017, respectively.

Other income and other expenses

Other income is analysed as follows:

2018 2017
Release of provisions for contingent liabilities .............ccccevevvenenee. 1,700 —
VAT 1elief ...ttt 1,392 —
Extraordinary contingent assets...........ceeeveeeeerveereesieneesuenneessesnenens 609 —
Extraordinary reimbursement............cceeceeveenerieneenienieniene s — 1,650
OBNET .ot 2,243 —
TOtAL . 5,944 1,650

During 2018, the Company released provisions for legal claims by 1,700, further to the positive settlement of some legal
disputes with suppliers. Also, during 2018 the Brazilian subsidiary obtained a VAT relief of 1,392 connected to local provisions
on VAT payments.
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During 2017, the Company recorded a refund of 1,650 related to the positive outcome of litigation started in previous years and
fully settled in 2017.

Other expenses include some minor costs incurred by the Group and not related to cost of sales, selling an administrative
expenses.

32 Selling expenses

Selling expenses are analysed as follows:

2018 2017
Shipping and handling COStS.........cccevveerirreirieniereriere e 40,765 40,952
T B 4 1< PP 24,772 26,210
AVEITISING ..ottt sttt 12,687 15,407
RENT ..ottt ettt et er e v 12,553 11,946
COMIMISSIONS ...vveeivveeeeteeee et eeeeeeeeeeateeeeaeeseeaeeeeeeeeeeeaeeesenreee s 10,225 9,512
UHITIES ..ottt ettt et ev e et ettt et aeeeeas 2,394 2,301
FaITS. ...ttt 2,308 2,896
Depreciation and amortization ...........c..cceeeeevereeriencveneesvennens 2,274 2,124
SAMPIES .ottt sttt e e 995 1,295
PrOMOLION. c..evviiii ittt 920 1,252
CONSUILANCY ....vvevveeieeieeie et ete ettt e se e et esseeeesseesee e 630 1,020
Credit INSUTANCE COST...eevriiriiieiieeiieeieeieeereeieeeieeeveeeeeesiaenns 579 563
Other commercial INSUrance COSt .........cccveerviirerereeerrieiieeninenns 532 496
OBNET .ttt ettt be e e e eaaeans 3,363 2,280
TOAL ... 114,997 118,254
33 Administrative expenses
Administrative expenses are analysed as follows:
2018 2017
SALATIES ... 20,023 19,364
CONSUILANCY ....vvevvieiieeeeeie ettt ettt e se e e e sreesaeeseesaeenseens 4,076 4,089
TTavel EXPENSES.....verueeurierieiieieetenieeteeiee ettt seeseee e seee 2,712 3,210
Non deductibles and indirect taxes..........cooueeevvvveeieveeeenveeeenneen. 2,022 2,331
Depreciation and amortization ...........cc.ceeeveeeenvenievenecnenenenenne 1,301 1,668
Mail & PhONE.....ocoviiiiiiciiiiiie et 675 745
Directors and auditors—fees...........ccceevieeiieiiieciieeiieiee e 801 734
CATS COSE..uuriiiiiieiieieeeeee e e ettt e e eette e e ete e e star e e s etteeeetreeeeasaesesanneens 487 507
Printing & Stationery .......c.ccceevveeierienieriiieetiee e 457 500
Electronic data proCessing...........cevvverveeeereecvierveneensesseessensnenens 96 118
OtNET e 2,694 2,839
35,344 36,105
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Finance income and costs

Finance income

Finance income is analysed as follows:

2018 2017
Interest income from financial inStitutions............cceveeveviereniennenns 191 325
Other INterest INCOME ......cvervvieiieririeertiereeierteertesteesreeeeesreesaesebeseaens 188 927
TOtAL .. e e e 379 1,252
Finance costs
Finance costs is analysed as follows:
2018 2017
Interest expenses due to financial institutions.............cceeveeneee. 3,298 3,140
Other INterest EXPENSES .. ccvevververrereeieiereerieiienteneeneereeeeeeeeeeneeneas 498 1,499
Financial institution COMMISSIONS .........ccouvevvvuveeeierrereeeeeeeineeens 1,784 1,650
TOAL ...ttt bbbt 5,580 6,289
Net exchange rate gains (losses)
Net exchange rate gains (losses) are analysed as follows:
2018 2017
Net realised gains (losses) on derivative instruments............. (906) 1,912
Net realised gains (losses) on accounts receivable and
PAYADIE ..o 3,353 445
Total net realised gains (8) ......ccevveereeereeneenieniereeeeeeeeee e 2,447 2,357
Net unrealised gains (losses) on derivative instruments......... (57) 943
Net unrealised gains (losses) on accounts receivable and
PAYADLE ..ot (5,437) (48)
Net unrealised gains (losses) on non-monetary assets............ (867) (2,219)
Total net unrealised 10SSES (D) ....ccvevveecverieriiierieieeieieeiene (6,361) (1,324)
Total realised and unrealised exchange rate gains (losses)
(BHD) corie s (3,914) 1,033

“Net unrealised gains (losses) on non-monetary assets” refers to the remeasurement of non-monetary assets of the subsidiaries
Italsofa Romania and Natuzzi China, since such entities have the same functional currency of the Parent, namely the Euro (see

note 43.4 (a) (ii)).

Income tax expense

Italian companies are subject to two enacted income taxes at the following rates:

IRES (state taX) .....ccccceeeerierrveereeeneennnn.
IRAP (regional tax).......ccccocevveuenueeennene
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IRES is a state tax and is calculated on the taxable income determined on the income before taxes modified to reflect all
temporary and permanent differences regulated by the tax law. The 2016 budget law (Law n. 208 of 28 December 2015) was
passed by the Italian Parliament on December 22, 2015 with significant changes relating to Italy’s corporate income tax. In fact,
the Italian tax rate has been reduced from 27.5% to 24.0% starting from fiscal year 2017.

IRAP is a regional tax and each Italian region has the power to increase the current rate of 3.90% by a maximum of 0.92%. In
general, the taxable base of IRAP is a form of gross profit determined as the difference between gross revenues (excluding
interest and dividend income) and direct production costs (excluding interest expense and other financial costs). The enacted
IRAP tax rate due in Puglia region for 2018 and 2017 is 4.82% (3.90% plus 0.92%).

Total income taxes for the years ended December 31, 2018 and 2017 are allocated as follows:

2018 2017
Current:
= DOMESTIC ...viiiiiiiieie ettt e (4,504) (40)
= FOT@IgN .o e (3,052) (3,777)
TOtAL (@) ceueeeeeeetieie et e (7,556) (3,817)
Deferred:
= DOMESLIC ..eeireiiieieiieieeterte ettt ettt sve e ereesaeeeae e 270 (310)
= FOT@IGN ..ot (143) 1,241
TOLAL (D).envevieerieie ettt ettt 127 931
TOtal (21 D).eeeieieciieieee et (7,429) (2,886)

Consolidated profit (loss) before income taxes and non-controlling interest of the consolidated statement of profit or loss for the
years ended December 31,2018 and 2017, is analysed as follows:

2018 2017
DOMESLIC ..vivvieeiiieciie ettt ettt b e e te e re e s e e seneesasennns 40,822 (28,358)
FOT@IGN ..ttt (274) 399
TOLAL .ottt nnens 40,548 (27,959)

The effective income taxes differ from the expected income tax expense (computed by applying the IRES state tax, which is
24% for 2018 and 2017, to income before income taxes and non-controlling interest) as follows:

2018 2017

Expected tax benefit (expense) at statutory tax rates ............. (9,732) 6,710
Effect of:
- Tax eXemPt INCOME.....ccueereerririeieeienieeneesieesteeieereesieeneeseees 1,665 952
- Aggregate effect of different tax rates in foreign

JULISAICHIONS <..v.evvce ettt 208 25
- Italian re@ional taX .......ccevvvervireenieeieeiee e see e (46) 39)
- Non-deductible eXpenses ..........covevceererriereenieeneneeneseeneen (2,667) (1,972)
- Tax effect on unremitted €arnings ...........c.cceeveververeserennnns (1,252) (1,998)
- Non taxable gain from disposal and loss of control of a

SUDSIAIATY ..ottt 17,193 —
- Chinese withholding tax on income not recoverable............ (4,458) —
- Tax audit settlement for other taxes...........ccceeeveruerenncnnn. — 930
- Effect of net change in deferred tax assets unrecognised (8,340) (7,494)
Actual taX Charge........occeoveverierierereiee e (7,429) (2,886)

The effective income tax rates for the years ended December 31, 2018 and 2017 were 18.32% and 10.32%, respectively.

The income tax payable recorded for the years ended December 31, 2018 and 2017 is 880 and 1,317, respectively. Whereas, the
current income tax receivable recorded for the years ended December 31, 2018 and 2017 is 1,986 and 2,413, respectively.
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The tax effects of temporary differences that give rise to deferred tax assets and deferred tax liabilities as at December 31, 2018,
2017 and January 1, 2017 are presented below:

31/12/18 31/12/17 01/01/17
Deferred tax assets
Intercompany profit On iNVENtOTies. ........cccvevveeeereeieeierieeiereenneen 1,162 885 344
Provision for contingent liabilities...........ccuevvervuerienieeieneeieneenneen 621 314 506
INVentories ODSOIESCENCE .....vevvverrerereerieieerieieeieeeeeteeieieeaeeeeeeas 152 166 —
Deferred revenues and costs (IFRS 15) ....cccveeerienieienecieeeenen — 759 459
Tax 10ss carry-forwards .........ccovcevverieiieeienieee e — 172 852
Other temporary differences ..........ccoovvevveeiereecieniere e 92 360 396
Total deferred tax aSSELS ....cvververierieiieieeiete e eie e 2,027 2,656 2,557

31/12/18 31/12/17 01/01/17
Deferred tax liabilities .............ccoccorieniniiniiiniiccccee
Unrealised net gains on foreign exchange rate ...........ccccveevernennne.. (735) (1,271) (998)
Deferred revenues and costs (IFRS 15) ....cccoooeieiiieniiiciieiieeeiiens (716) (989) (413)
Withholding tax on unremitted earnings of subsidiaries................ — — (1,720)
Other temporary differences ...........coooveeueeierieeienienesieseeeeeen (143) (90) 43)
Total deferred tax liabilities........ccocvereerierienieeie i (1,594) (2,350) (3,174)

The following table shows the reconciliation of deferred tax assets and deferred tax liabilities with the balances included in the
consolidated statements of financial position as at December 31, 2018, 2017 and January 1, 2017.

311218 311217 01/01/17
Deferred tax aSSELS.....couviiiervieeeiiieeeeciee ettt et 2,027 2,656 2,557
Deferred tax liabilities compensated...........ccceecuereeieeieneesieneennen. (1,552) (2,030) (1,411)
Net deferred tax aSSELS ......ivvuvriiiiiieieeeie et eeeee e 475 626 1,146
Deferred tax Habilities .......ccveevierieeeieiiereeiere e (42) (320) (1,763)

Movements in deferred tax balances occurred during 2018 and 2017 are analysed as follows:

Def. tax assets Def. tax liabilities Total
Balance as at January 1, 2017 ......ccccooieiieiinieneneneenene 2,557 (3,174) (617)
Recognised in profit 01 10SS ....c.eceeueriereeiiiieieceerieennn 99 832 931
Recognised in OCl.......cccoeeiirieneiieiicieeieeee e — (8) (8)
Balance as at December 31, 2017 .....uveeeeiiviiiiieeeeeeeeinnns 2,656 (2,350) 306
Recognised in profit 01 loSS ......cceecuerierierieneenieeeeeeeene (629) 756 127
Recognised in OCl.......c.ccveeieeieeeeieeeeir e — — —
Balance as at December 31, 2018.......ooovieviviiveieeeeeennnnes 2,027 (1,594) 433

The deferred taxes reported above have been calculated considering the tax rate reduction from 27.5% to 24.0% approved by the
Italian Parliament and starting from 2017. Therefore, the tax rate applied to calculate each of the Italian deferred tax assets and
liabilities has been set considering the estimated period in which each of the related temporary differences will be reversed.

Deferred tax assets recognized are mainly related to intercompany profit on inventories recorded by the Company and
provisions for contingent liabilities and inventories obsolescence recorded by Natuzzi China Ltd.

In assessing the realisability of deferred tax assets, management considers whether it is probable that some portion or all of the
deferred tax assets will not be realised. The ultimate realisation of deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible and the tax loss carry-forwards are
utilised.

Given the cumulative loss position of the domestic companies and of some of foreign subsidiaries as at December 31, 2018 and
2017, management has considered the scheduled reversal of deferred tax liabilities and tax planning strategies, in making their
assessment. After an analysis as at December 31, 2018 and 2017, management has not identified any relevant tax planning
strategies prudent and feasible available to increase the recognition of the deferred tax assets. Therefore, as at December 31,
2018 and 2017 the realisation of the deferred tax assets is primarily based on the scheduled reversal of deferred tax liabilities,
except in certain historically profitable jurisdictions.
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Based upon this analysis, management believes that the Natuzzi Group will realise the benefits related to these deductible
differences and net operating losses carry-forwards as at December 31, 2018 and 2017.

Deferred tax assets have not been recognised in respect of the following items, because it is not probable that future taxable
profit will be available against which the Group can use the benefits therefrom.

31/12/18 31/12/17 01/01/17
Unrecognised deferred tax assets ..............cccceeeveeevivieennnenn.
Tax loss carry-forwards ...........cceceeveeieneiniinniinnenierese e 99,133 95,912 94,556
Provision for contingent liabilities.........cccoveevrroverieerieneenienenns 3,234 4,085 2,223
Inventories ObSOIESCENCE ........couveeeevrieeerieeciee e 2,055 1,924 2,078
Intercompany profit on iNVeNtOries. ........cecvvrvereeriereereereerneenne 1,040 817 947
Allowance for doubtful acCOUNtS .........cccvvvvvuvevieiiieeciieeecieeee 2,145 2,434 2,121
Provision for Warranti€s...........ccceeeevvieeeeveeeieeeeeeeeeeceeeeeeeeeeens 1,343 1,757 1,649
Impairment of property, plant and equipment ............cccceeeeenne 1,228 1,425 1,521
Goodwill and intangible aSSets .........cceveerirvriverieeriireesienens 569 912 981
Deferred revenues and costs (IFRS 15) .....cccocvieviieniieiiieiiens 541 — —
IAS 19 adjustment - employees’ leaving entitlement ............... 470 357 392
Other temporary differences ...........cceceveeriiriinnenienenieneeee 1,304 1,836 2,699
Total unrecognised deferred tax assets ..........cceveveevvercverreenienns 113,062 111,459 109,167

As at December 31, 2018, 2017 and January 1, 2017, taxes that will be due on the distribution of the portion of shareholders’
equity equal to unremitted earnings of some subsidiaries are 1,708, 3,812 and 5,603, respectively. The Group has not provided
for such taxes as at likelihood of distribution is not probable.

As at December 31, 2018 the tax losses carried-forward of the Group total 393,630 and expire as follows:

2009 e ettt 2,833
2020 .ottt ettt ettt e ere e ans 5,368
2021 ot et ettt 6,586
2022 ettt ettt ettt ere e 4,051
2023 e e e ee e eas 6,809
TRETEATTET ... 39,333
NO EXPITAHON ..ottt sttt sttt e saeeabesaeenees 328,650
TOLAL .ttt ettt ettt re e ere e e 393,630

Starting from 2014, in Italy, all tax losses carried-forward no longer expire, with the only limitation being that such tax losses
carried-forward can be utilised to off-set a maximum of 80% of the taxable income in each following year. The new tax rule is
applicable also to tax losses carried-forward from previous periods.

The Company operates in many foreign jurisdictions. The Company and its major subsidiaries located in Romania and China
are no longer subject to examination by tax authorities for years prior to 2014.
Earnings (losses) per share

Basic and diluted earnings (losses) per share is following analysed:

2018 2017
Weighted average number of ordinary shares............ 54,853,045 54,853,045
Basic earnings (losses) per share..........ccccceceevvenennnene 0.61 (0.55)
Diluted earnings (losses) per share...........cccceeueereenneene 0.61 (0.55)

Basic earnings (losses) per share is calculated by dividing earnings (losses) for the year attributable to ordinary equity holders of
the Parent Company by the weighted average number of ordinary shares outstanding during the year.

The weighted-average number of ordinary shares equals the number of ordinary shares issued as at December 31, 2018 and
2017 since there have been no transactions involving ordinary shares both in 2018 and 2017.
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Diluted earnings (losses) per share as at December 31, 2018 and 2017 equals the basic losses per share since the Parent
Company has not issued any financial instruments convertible to ordinary shares, and there are therefore no dilutive impacts.

On February 8, 2019 the Company has announced a change in the ratio of its American Depositary Receipts (ADRs) to ordinary
shares, from 1 ADR representing 1 share to 1 ADR representing 5 shares. The effective date of the ratio change is February 21,
2019. No new shares have been issued in connection with the ratio change.

Expenses by nature

The following table shows the expenses by nature as required by IAS 1.104.

2018 2017
Changes in INVENTOTIES .......ecveeveeeerieeeerieereerereeeseseesseesnennns 6,850 (63)
Raw materials and consumables..............cccceeevuveiiiiniieiineeeenn, 177,905 181,574
SEIVICES ..ttt sttt 107,074 118,681
Employee benefits eXpense ........ocveveeevereeriiieneenieeiereeeenens 137,425 141,433
Depreciation and amortization, net of government grants ..... 10,003 11,361
OFNET ..ttt 19,334 19,774
Total cost of sales, selling and administrative expenses ........ 458,591 472,760

The following table shows in which caption is included the depreciation and amortization.

2018 2017
Included in cost of sales
DEPreCiation .....c.ueeuverveeiieeiieiieiiesiteie ettt 7,455 8,564
AMOTHSATION. .. eevvreeieeieeie ettt ete et eie et esee e e e e e eseeeeseeneesne 34 74
GOVErnMENt Grants ........cc.eevueerueerieennieenieeneeesereneeesieeeseeenanes (1,061) (1,068)
TOtAl (2) et 6,428 7,570
Included in selling expenses
DEPreCiation .....c..eeuverueeiiieiieiieiieriteie ettt ettt 2,274 1,818
AMOTHSATION. ...eevveeeveeteeieetiee et eie e seese e e e eseeeesseeseesne — 306
TOtAl (D). e 2,274 2,124
Included in administrative expenses
DEPreCiation .....c.ueeuvereeeiieeiieieeiiesiteie ettt ettt 425 478
AMOTtISATION. ......eiiiiiiie ettt e 876 1,190
TOtAl (C).envinrenieiiicieereee e 1,301 1,668
Total depreciation and amortization (a+b+c¢) .......cceevvevveennenee. 10,003 11,362
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The following table shows in which caption is included the employee benefits expense.

2018 2017
Included in cost of sales
Salary and Wages........cceeveviiiiirieniiniesee e 62,815 57,401
Social SECUTILY COSS ..euveeiriiriiiniieierienieee sttt sees 18,310 18,854
Employees’ leaving entitlement..........ccccceoeveereeeeneennnne. 3,827 3,710
OTHET COSES..uvvviiiiiiiiiiiieee ettt e e 4,881 12,342
TOtAl (2) e e 89,833 92,307
Included in selling expenses
Salary and Wages.......cocceeeeriiiinienien e 19,754 20,475
S0cial SECUTILY COSES ..vvurirririinririreniieiestiereerrereeaesseesieseees 4,019 4,376
Employees’ leaving entitlement..........ccccceovevvererrieneennnnne. 350 660
OLNET COSES....uvieiieieeeeteeeeetee ettt eaeee s 3,472 1,064
TOtAl (D).eueeeeeeeieie ettt 27,595 26,575
Included in admnistrative expenses
Salary and Wages........cceeveviiiiiiienieeieneeee e e 14,585 13,843
Social SECUTILY COSS ..euveuiiiirririieieneeniiree sttt 3,638 3,570
Employees’ leaving entitlement..........ccccceevevverereeneennnnne. 635 831
OtNET COSES...oiureiiinieieeettee e ettt ettt evree s 1,139 4,307
TOtAl (C)eveneeieeireee e e e e 19,997 22,551
Total (AHDHC). ettt 137,425 141,433

Adjusted earnings before interest, tax, depreciation and amortisation (Adjusted EBITDA)

Management has supplementally presented the performance measure Adjusted EBITDA because it monitors this performance
measure at a consolidated level and it believes that this measure is relevant to an understanding of the Group’s financial
performance. Adjusted EBITDA is calculated by adjusting profit from continuing operations to exclude the impact of taxation,
net finance costs, depreciation, amortisation, government grants related to depreciation and share of profit of equity method
investees.

Adjusted EBITDA is not a defined performance measure in IFRS. The Group’s definition of Adjusted EBITDA may not be
comparable with similarly titled performance measures and disclosures by other entities.

The following table shows the reconciliation of Adjusted EBITDA to profit (loss) for the years ended December 31, 2018 and
2017.

2018 2017
Profit (Loss) for theyear ................ccooooiiiiiiiiiniiiee, 33,119 (30,845)
INCOME taX EXPENSE...uveererreeieeiiieeeieeieeiee e 7,429 2,886
Profit (Loss) before tax.............ccocceeveeniiiiniincniccee 40,548 (27,959)
Adjustments for:
- Net finance income (COSES).....ervrrrurrruerrirrrinreenreeeenreenenenes (66,296) 4,004
- Share of profit (loss) of equity-method investees ............ 290 —
- DePreciation. ... c..cevveeierieiiiiereerteete et 10,154 10,861
= AMOITISALION .....vvvieeevreieciree et et e e e e etreeeeereee e 910 1,569
- GOVErnMEeNt GrantS.........cccueeeeeeruieeueeneeeneeeieeaeeeseeeneens (1,061) (1,068)
Adjusted EBITDA ...t (15,455) (12,593)

Commitments and contingent liabilities

Several companies of the Group lease manufacturing facilities and stores under non-cancellable operating lease agreements with
expiry dates through 2023. Rental expense recorded for the years ended December 31, 2018 and 2017 was 17,218 and 16,707,
respectively. As at December 31, 2018, the minimum annual rental commitments are as follows:
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2019 i 13,503

2020 ..ttt ettt e re e aaean 12,823
2021 ot e et et 11,673
2022 et ettt ete et re b ns 11,090
2023 e et 9,848
TRETEATTET ... e 21,803
0] 71 F TN 80,740

Certain banks have provided guarantees as at December 31, 2018 to secure payments to third parties amounting to 1,620 (1,737
as at December 31, 2017). These guarantees are unsecured and have various maturities extending through December 31, 2019.

The Group is involved in a number of certain and probable claims (including tax claims) and legal actions arising in the ordinary
course of business. In the opinion of management, the ultimate disposition of these matters, after the provision accrued, will not
have a material adverse effect on the Group’s consolidated financial position or results of operations (see note 21).

Related parties

Related parties of the Group are considered to be associates and joint ventures of the Group and the Group’s key management
personnel.

The following table provides the total amount of transactions that have been entered into with related parties for the relevant
financial year.

(i) Compensation of key management personnel of the Group

The compensation of key management personnel of the Group is analysed as follows:

2018 2017
DIIECLOrS” fRE. . eeueiuieieeiiieete et 387 270
Short-term employee benefits ..........occeevvevieieriereeieeeeeeieneenneen 1,875 1,853
Social security contributions and defined contribution plans......... 500 500
Employee Benefit Obligations ..........ccceeeverieriiniinienieeieneene e 110 133
TOAL ..ttt ettt ettt e ens 2,872 2,756

The amounts disclosed in the table are the amounts recognised as an expense during the reporting period related to key
management personnel. No loans and/or guarantees have been provided for or agreed to with key management personnel.
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(ii) Transactions with associates, joint ventures and other related parties

The following table provides the total amount of transactions that have been entered into with such related parties for the
relevant financial year. Such transactions have been conducted at arm’s length.

Amounts owed by Amounts due to
December 31, 2018 Sales Expenses related parties related parties
Natuzzi Trading Shanghai Co, Ltd. ................ 12,589 1,001 7,383 1,001
Nars Miami LLCC ......cccoceoviviininiiiniicienene 776 191 —
Natuzzi Design S.a.5. ..cccceeverveneeieneerieeiennen 1,750 — 1,338 —
Natuzzi Arredamenti S.rl. ......ooooviiiiieninnn.n. 1,010 343 —
Natuzzi Sofa S.rl. oo, 291 — 78 —
NA.FO. Sit.licicieiieieieeceeeeeeee e — — 3
Natuzzi Store S.r.l..cooeenieiiiieeeee — — — —
TOtaL i 16,416 1,001 9,333 1,004

Amounts owed by Amounts due to
December 31, 2017 Sales Expenses related parties related parties
Nars Miami LLCC ......cccoceoveiininiiiiniiiienene 742 70 —
Natuzzi Design S.a.. ..cccceevvevveneeienierieeieenen 1,591 — 930 —
Natuzzi Arredamenti S.r.l......ooooveiinininenen. 946 329 —
Natuzzi Sofa S.rl. oo, 310 — 78 —
NAFO. Sit.licoieiiiieieieeeeeee e 4 — 8
Natuzzi Store S.r.l...cccoeniniiiniciiiineniienne — — — —
TOtaL e 3,593 1,407 8

Subsequents events

Between the reporting date and the date of authorization of the financial statements the following events have occurred.

(i) American Depositary Receipts (ADR)-to-share ratio change

On February 8, 2019 the Company has announced a change in the ratio of its ADRs to ordinary shares, from 1 ADR
representing 1 share to 1 ADR representing 5 shares. The effective date of the ratio change is February 21, 2019. Pursuant to the
ratio change, as of the effective date record holders of ADRs have been required to exchange their existing ADRs for new ADRs
on the basis of 1 new ADR for every five 5 existing ADRs surrendered. No new shares have been issued in connection with the
ratio change.

(ii) ADR/share buyback program

On February 8, 2019, the Board of Directors announced its intention to propose an ADR/Share buyback program at the
Company’s next shareholders’ meeting, which is expected to be held by the end of April 2019. If approved by the Company’s
shareholders, the Company will engage a financial institution to act as an agent for the Company and establish a written plan for
repurchases of the Company’s ADRs and/or Shares. The Company would conduct any ADR and/or Share repurchases pursuant
to the buyback program in compliance with the safe harbor provisions of Rule 10b-18 under the Securities Exchange Act of
1934, as amended (“Rule 10b-18”), and in accordance with Italian corporate law.

The Company would hold any ADRs or shares repurchased pursuant to the Buyback Program in treasury stock for general
corporate purposes, including to service any incentive or retention plans that the Company might adopt for certain employees
and directors.

(iii) Share-based incentive plan

On February 8, 2019, the Board of Directors announced its intention to propose a new multi-year share-based incentive plan for
certain employees and directors of the Company and subsidiaries within the Natuzzi Group at the Company’s next shareholders’
meeting.

As of the date of the aforementioned announcement, the Board intended to propose a capital increase (reserved for employees
and directors) and/or the aforementioned buyback program in order to fund the Incentive Plan.
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43.1

43.2

As described in the aforementioned announcement, the Incentive Plan would intend to serve as an important tool in retaining the
Natuzzi Group’s senior management over the coming years and as a means of linking the performance of senior management
with the goals set out from time to time by the Natuzzi Group.

Explanation of the effects of transition to International Financial Reporting Standards
Premises

As stated in notes 1 and 3(a), the consolidated financial statements as at December 31, 2018 are the Group’s first consolidated
financial statements prepared in accordance with IFRS.

The accounting policies set out in note 4 have been applied in preparing the consolidated financial statements as at

December 31, 2018, the comparative information as at December 31, 2017 presented in these consolidated financial statements
and the opening IFRS consolidated statement of financial position as at January 1, 2017 (the Group’s date of transition), unless
otherwise indicated.

In preparing its opening IFRS consolidated statement of financial position as at January 1, 2017, the Group has adjusted
amounts reported previously in its consolidated financial statements prepared in accordance with Italian GAAP (previous
GAAP). An explanation of how the transition from previous GAAP to IFRS has affected the Group’s financial position,
financial performance and cash flows is set out in the following tables and the notes that accompany the tables.

Further, in order to present the effects of the transition to IFRS and meet the related disclosure requirements of IFRS 1 “First-
time Adoption of International Financial Reporting Standards” (IFRS 1), the Group adopted the example provided in IFRS
1.IG.63. Therefore, this note shows the reconciliation between figures previously prepared in accordance with Italian GAAP and
figures restated in accordance with IFRS, both at the transition date (January 1, 2017) and as at and for the year ended
December 31, 2017, together with illustrative notes explaining the adjustments made. In particular, the following is presented in
this note:

. the reconciliation of the consolidated statements of financial position prepared in accordance with Italian GAAP with the
consolidated statements of financial position prepared in accordance with IFRS as at January 1, 2017 and December 31,
2017,

. the reconciliation of the consolidated statement of profit or loss prepared in accordance with Italian GAAP with the
consolidated statement of profit or loss prepared in accordance with IFRS for the year ended December 31, 2017;

. the reconciliation of the consolidated statement of comprehensive income prepared in accordance with Italian GAAP with
the consolidated statement of comprehensive income prepared in accordance with IFRS for the year ended December 31,
2017,

. the reconciliation of equity as at January 1, 2017 and December 31, 2017, loss and other comprehensive loss for the year
ended December 31, 2017 between Italian GAAP and IFRS;

. the reconciliation of the consolidated statements of changes in equity as at January 1, 2017 and December 31, 2017
between Italian GAAP and IFRS;

. the reconciliation of the consolidated statement of cash flows prepared in accordance with Italian GAAP with the
consolidated statement of cash flows prepared in accordance with IFRS for the year ended December 31, 2017,

. the accounting policies setting out the IFRS application rules and the selected standards;

. comments on the above reconciliation schedules.

Such reconciliations have been prepared only for inclusion in the IFRS first consolidated financial statements of the Group as at
December 31, 2018 and, therefore, do not present comparative figures.

Basis of preparation of consolidated financial statements restated in accordance with IFRS
(i) Introduction

The restated consolidated financial statements of the Group, prepared in accordance with IFRS, have been derived from
consolidated financial statements prepared in accordance with generally accepted accounting principles in the Republic of Italy
(Italian GAAP), by making the appropriate IFRS adjustments and reclassifications to reflect the changes in the presentation,
recognition and valuation required by IFRS.

In particular, adjustments have been made to conform with IFRS that are effective as at December 31, 2018 (end of first annual
reporting period) and which have been used for the preparation of the opening consolidated statement of financial position as at
January 1, 2017 (date of transition) and the consolidated financial statements prepared in accordance with IFRS as at
December 31, 2017 (comparative period), unless otherwise indicated.
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The effects of the transition to IFRS are the result of changes in accounting principles and, consequently, as required by IFRS 1
are reflected in the opening equity at the date of transition (January 1, 2017). In the transition to IFRS, the estimates previously
formulated in accordance with Italian GAAP have been maintained, unless the estimate and related information under previous
GAAP are no longer relevant because the Group elected a different accounting policy upon adoption of IFRS.

The Group did not depart from any IFRS in the preparation of these consolidated financial statements.

(ii) First Time Adoption application rules

The Group prepared its consolidated statement of financial position at the date of transition (January 1, 2017), except for the
mandatory and optional exemptions provided for by IFRS 1 and detailed below, based on the following (IFRS 1, 10):

. recognizing all assets and liabilities whose recognition is required by IFRS;

. derecognizing all assets and liabilities whose recognition is not allowed by IFRS;
. reclassifying assets, liabilities and components of equity as required by IFRS;

. applying IFRS in measuring all recognized assets and liabilities.

When restating the opening consolidated statement of financial position as at January 1, 2017 and the consolidated financial
statements as at December 31, 2017, the Group made the following elections: (a) assets and liabilities are presented and
classified as current and non-current in the consolidated statement of financial position; (b) expense is presented on the basis of
its function in the consolidated statement of profit or loss; (c) the consolidated statement of comprehensive income is presented
as a separate statement from the consolidated statement of profit or loss; (d) cash flows are presented with the indirect method.

The consolidated statements of financial position as at January 1, 2017 and December 31, 2017 have been prepared on a
historical cost basis, except for certain financial assets and liabilities (including derivative instruments) measured at fair value.

(iii) Application of mandatory exceptions

The Group has considered all mandatory exceptions of IFRS 1, as reported below.

(a) Estimates (IFRS 1, 14-17)

Estimates made by the Group in preparing the consolidated statement of financial position as at January 1, 2017 and

December 31, 2017 are consistent with estimates made under previous Italian GAAP, unless the estimate and related
information under previous GAAP are no longer relevant because the Group elected a different accounting policy upon adoption
of IFRS. Therefore, estimates have not been updated for information received at a later date. If changes in estimates are
appropriate, then they have been accounted for prospectively.

(b) Classification and measurement of financial instruments (IFRS 1, B§-B8C), derecognition of financial assets and financial
liabilities (IFRS 1, B2 and B3), impairment of financial assets (IFRS 1, B8D-B8G)

In order to ease the implementation of IFRS 9 “Financial Instruments” (IFRS 9), effective for annual periods beginning on or
after January 1, 2018, IFRS 1 has introduced a short-term exemption for comparative information of entities whose first IFRS
reporting period begins before January 1, 2019 (IFRS 1, E1 and E2). In particular, such exemption requires not to restate
comparative information in accordance with IFRS 9, therefore applying the requirements of previous applicable GAAP in place
of the requirements of IFRS 9 and recognizing any adjustments at the beginning of the first IFRS annual reporting period.

The Group has applied such mandatory exemption and thus has applied IFRS 9 prospectively starting from January 1, 2018.
Therefore, the Group’s consolidated statement of financial position as at January 1, 2017 and December 31, 2017 prepared in
accordance with IFRS disclose items within the scope of IFRS 9 in accordance with previous Italian GAAP. The effect of the
application of IFRS 9 on opening balances as at January 1, 2018 is reflected in “Retained earnings”.

For details on the application of IFRS 9, refer to information disclosed in note 5.
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(c) Embedded derivatives (IFRS 1, B9)

The Group assessed whether an embedded derivative is required to be separated from its host contract and accounted for as a
derivative on the basis of the conditions that existed at the later of the date when the Group first became a party to the contract
and the date of any change in the terms of the contract that significantly modified the cash flows required under the contract.
Based on such assessment, the Group concluded that there are no embedded derivatives that are required to be separated from its
host contracts as at January 1, 2017 and December 31, 2017.

(d) Government loan (IFRS 1, B10-B12)

As at January 1 2017 and December 31, 2017 the Group does not have any government loans. Therefore, such mandatory
exemption is not applicable.

(e) Hedge accounting (IFRS 1, B4-B6)

The Group applied hedge accounting prospectively from the date of transition where the conditions for hedge accounting in
IFRS were met.

(f) Non-controlling interests (IFRS 1, B7)

The Group has elected not to restate all the business combinations before January 1, 2017 (date of first time adoption).
Therefore, the balance of Non-controlling interests (NCI) under previous GAAP has not been changed other than for
adjustments made as part of the transition to IFRS. This means that the following specific requirements of IFRS in relation to
NCT are applied prospectively from the date of transition: (a) the attribution of total comprehensive income between NCI and
the owners of the Parent; (b) the accounting for changes in ownership interests without the loss of control; (c) and the
accounting for the loss of control in a subsidiary.

(g) Assets and liabilities of subsidiaries, associates and joint ventures and assets and liabilities of a Parent (IFRS 1, D16 and
D17)

None of the Group’s subsidiaries, associates and joint ventures adopts IFRS in their statutory financial statements. The Parent,
Natuzzi S.p.A., has adopted the IFRS in its “separate financial statements™ as at January 1, 2017. Therefore, based on these
reasons, such mandatory exemption is not applicable to the Group.

(h) Investment entities (IFRS 1, 394D)

The Group is not an investment entity and, therefore, such mandatory exemption is not applicable.

(iv) Application of optional exemptions

The Group has considered all optional exemptions provided by IFRS 1, as reported below.

(a) Business combinations (IFRS 1, C1-C5)

The Group elected not to apply IFRS 3 retrospectively to business combinations that occurred before the date of transition of
January 1, 2017. This led to the termination of amortization of goodwill as from that date. Further, the Group accounted for all
business combinations occurring on or after the date of transition in accordance with IFRS 3.

(b) Deemed cost (IFRS 1, D5-D8B)

IFRS 1 permits the carrying amount of an item of property, plant and equipment to be measured at the date of transition based
on deemed cost. In its consolidated statement of financial position as at January 1, 2017, the Group only applied the deemed cost
for certain buildings that were revalued under Italian GAAP as this revaluation was broadly comparable to their fair value. The
carrying amount of such revaluation as at January 1, 2017 and December 31, 2017 is of 312 and 287, respectively.
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43.3

(c) Revenue (IFRS 1, D34 and D35)

The Group has adopted IFRS 15 “Revenue from Contracts with Customers” (IFRS 15), effective for reporting periods starting
from January 1, 2018, using the full retrospective approach, without any of the practical expedients indicated by IFRS 15 C5.
Therefore, the cumulative effect of the initial application of this standard is reflected in the consolidated statement of financial
position as at January 1, 2017 (the date of transition).

(d) Arrangements containing a lease (IFRS 1, D9-D9A4)

The Group has assessed whether an arrangement contains a lease at its inception retrospectively on the basis of all facts and
circumstances at that date. Arrangements are reassessed only if certain criteria are met. Any reassessment is based on the facts
and circumstances at the date of reassessment. Therefore, the Group concluded that, as at January 1, 2017 and December 31,
2017, all its leases are accounted for in compliance with IAS 17 and are operating in nature.

(e) Cumulative translation differences (IFRS 1, D12 and D13)

The Group applied IAS 21 “The Effects of Changes in Foreign Exchange Rates” (IAS 21) retrospectively to determine the
cumulative foreign exchange differences for each foreign operation that is recognised as a separate component of equity at the
date of transition.

(f) Other optional exemptions

After considering the other optional exemption reported in IFRS 1 the Group has concluded that such other optional exemptions
are not applicable to the consolidated statement of financial position as at January 1, 2017 and December 31, 2017. In
particularly, such optional exemptions are as follows:

. Share-Based Transactions (IFRS 1, D2 and D3);

. Insurance contracts (IFRS 1, D4);

. Deemed cost for oil and gas assets (IFRS 1, D5-D8B);

. Deemed cost for rate regulated operations (IFRS 1, D5-D8B);

. Compound financial instruments (IFRS 1, D18);

. Extinguishing financial liabilities with equity instruments (IFRS 1, D19);
. Decommissioning liabilities included in the cost of property, plant and equipment (IFRS 1, D21);
. Decommissioning liabilities related to oil and gas assets (IFRS 1, D21);

. Service concessions arrangements (IFRS 1, D22);

. Borrowing costs (IFRS 1, D23);

. Moving from severe hyperinflation (IFRS 1, D26-D30);

. Joint arrangements (IFRS 1, D31);

. Stripping costs in the production phase of a surface mine (IFRS 1, D32);

. Foreign currency transactions and advance consideration (IFRS 1, D36).

IFRS impact on the Group’s consolidated statements of financial position as at January 1, 2017 and December 31, 2017 and
consolidated statements of profit or loss, comprehensive income, changes in equity and cash flows for the year ended
December 31, 2017

As a result of the differences between IFRS and Italian GAAP and the decisions made by the Group as part of the accounting
options provided for by IFRS described above in note 43.2, the Group has restated the Italian GAAP financial figures, leading to
the effects on its equity, loss and comprehensive loss summarized in the tables set out below. The IFRS adjustments are detailed
later on in note 43.4.

The consolidated statements of financial position as at January 1, 2017 and December 31, 2017 and consolidated statements of
profit or loss, comprehensive income, changes in equity and cash flows for the year ended December 31, 2017 presented below
show the following for each caption:

. the Italian GAAP carrying amount reclassified under IFRS;
. the IFRS adjustments;

. the IFRS carrying amount.
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(i) Reconciliation of the consolidated statement of financial position prepared in accordance with Italian GAAP with the
consolidated statement of financial position prepared in accordance with IFRS as at January 1, 2017

January 1, 2017 January 1, 2017
Italian GAAP (*) IFRS adjustments IFRS Note

ASSETS
Non-current assets
Property, plant and equipment............cccceerueennen. 115,924 5,781 121,705 43.4 (a)
Intangible assets and goodwill............cccoerveennnnen. 4,233 (306) 3,927 43.4 (b)
Equity-accounted investees ............covveeeereeeneenen. 97 — 97
Other non-current receivables ..........cccccceeveennennn. 2,137 — 2,137
Other non-current assets..........cccceeeeveereeereenneeens — 1,323 1,323 43.4 (f)
Deferred tax asSets ......ooovvvvveeeieiiiiiieieeeeeeeiiieeeen. 1,100 46 1,146 43.4 (¢)
Total non current assets..................ccoeevvvveeeenn. 123,491 6,844 130,335
Current assets
INVENTOTIES . .vviiieeieeeeiie e 78,384 12,630 91,014 43.4 (d)
Trade receivables.........ccceevveviieiieeniieciiiciieeieenns 53,087 (12,949) 40,138 43.4 (e)
Other current receivables...........coovvievvveiiieneeennn. 18,237 — 18,237
Other Current assSets ......c..uvveeeeeveeiveeeeeeeeiiiineeeeeens 7,573 2,670 10,243 43.4 (f)
Current iNCOME tax aSSELS.......cevvuvvreeeieviinrreeeeennns 1,254 — 1,254
Gains on derivative financial instruments........... 223 — 223
Cash and cash equivalents..............cceeeerenieenennns 64,981 — 64,981
Total current assets..............ccccceveeeeeeiinnneneeennn. 223,739 2,351 226,090
TOTAL ASSETS ..., 347,230 9,195 356,425
EQUITY
Share capital.........ccceeeveeienieieiieie e 54,853 — 54,853
RESCIVES v 16,439 7,626 24,065
Retained €arnings .........cceceeeeeverienienienneniennennenn 77,745 (16,109) 61,636
EQUITY ATTRIBUTABLE TO OWNERS

OF THE COMPANY .....ccooeviiiireiiee e, 149,037 (8,483) 140,554
Non-controlling interests...........cccvevvereervereennennn. 3,445 — 3,445
TOTAL EQUITY ..o, 152,482 (8,483) 143,999 43.4 (g)
LIABILITIES
Non-current liabilities
Long-term borrowings...........ccecevevveereeeeerveesvennens 6,329 — 6,329
Employees’ leaving entitlement.......................... 17,791 1,635 19,426 43.4 (h)
Non-current contract liabilitieS.........ccccoeveviveennnnn. — 1,652 1,652 43.4(3)
ProviSIOnS........ceceveeieeiiieeeee e 13,253 — 13,253
Deferred income for capital grants...................... 7,195 7,565 14,760 43.4 (i)
Deferred tax liabilitie€S........ccoevvvvvvnviieeeiieinnnee. 1,763 — 1,763 43.4 (¢)
Total non current liabilities ............................. 46,331 10,852 57,183
Current liabilities
Bank overdraft and short-term borrowings ......... 18,152 6,275 24,427 43.4 (d)
Current portion of long-term borrowings............. 11,632 — 11,632
Trade payables.......ccouevveeverieniiiienieeieeeeseee e 70,457 — 70,457
Other payables........ccecvevveriiiirieneeieseeseee e 29,407 — 29,407
Current contract liabilities.........ccoceeververrienennen. 10,096 551 10,647 43.4 (j)
PrOVISIONS ....ooiiiieiieiieiiie e 5,687 — 5,687
Liabilities for current income tax .............ceeen.e.. 1,693 — 1,693
Losses on derivative financial instruments.......... 1,293 — 1,293
Total current liabilities ...................ccccceeee. 148,417 6,826 155,243
TOTAL LIABILITIES .............oooiiiie, 194,748 17,678 212,426
TOTAL EQUITY AND LIABILITIES ........... 347,230 9,195 356,425

(*)  Figures reported reflect some IFRS reclassifications. For details see note 43.4 (k)
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(ii) Reconciliation of the consolidated statement of financial position prepared in accordance with Italian GAAP with the
consolidated statement of financial position prepared in accordance with IFRS as at December 31, 2017

December 31, 2017 December 31, 2017
Italian GAAP (*) IFRS adjustments IFRS Note

ASSETS
Non-current assets
Property, plant and equipment....................... 107,917 7,273 115,190 43.4 (a)
Intangible assets and goodwill....................... 5,514 323 5,837 43.4 (b)
Equity-accounted investees .........cceeeverreennnne 79 — 79
Other non-current receivables ............coouu... 1,402 — 1,402
Other non-current assets..........c.cceveveereeeneenn. — 2,851 2,851 43.4 (f)
Deferred tax assets ......cocveevrevereenveeveeneennenns 626 — 626 43.4 (¢)
Total non current assets.....................c........ 115,538 10,447 125,985
Current assets
INVENTOTIES . .vveieieeieeeeiee e 80,273 10,804 91,077 43.4 (d)
Trade receivables........cccocveevieriervenieecienienas 46,852 (9,303) 37,549 43.4 (e)
Other current receivables..........coocvvvvviviiinnnns 12,910 — 12,910
Other current assets .......ccvveeeeeeeeevveeeeeeeeennnnns 4,404 2,828 7,232 43.4 (f)
Current income tax assets..........cceeeeveeeeeennnnns 2,413 — 2,413
Gains on derivative financial instruments ..... 339 — 339
Cash and cash equivalents.........c..cceceerreennne 55,035 — 55,035
Total current assets ...............cccevvevveeeeennnns 202,226 4,329 206,555
TOTAL ASSETS ... 317,764 14,776 332,540
EQUITY
Share capital .......cccceeverieciiiienieie e 54,853 — 54,853
RESEIVES .vveiiieeeeeeee e 5,247 11,151 16,398
Retained €arnings ..........cocceveevereerienieneennenn 46,346 (15,102) 31,244
EQUITY ATTRIBUTABLE TO

OWNERS OF THE COMPANY........... 106,446 (3,951) 102,495
Non-controlling interests...........cccerververerennenn 2,039 — 2,039
TOTAL EQUITY ....coovviiiiiieeeeeee e, 108,485 (3,951) 104,534 434 (g)
LIABILITIES
Non-current liabilities
Long-term borrowings..........cccceeeeevveevenueennenn 20,877 — 20,877
Employees’ leaving entitlement .................... 17,210 1,610 18,820 43.4 (h)
Non-current contract liabilities...................... — 2,560 2,560 43.4 (j)
ProVISIONS ...ooiiiiiiiiiieiieeeeeieeeee e 16,715 — 16,715
Deferred income for capital grants................ 6,809 6,962 13,771 43.4 (i)
Deferred tax liabilities...........cccovveevivveeecnneennn. 48 272 320 43.4 (¢)
Total non current liabilities ....................... 61,659 11,404 73,063
Current liabilities
Bank overdraft and short-term borrowings ... 19,680 6,287 25,967 43.4 (d)
Current portion of long-term borrowings...... 4,840 — 4,840
Trade payables........cccccveeeeiieeiiiiiieeiieee e 76,035 — 76,035
Other payables........ccecverveeiirivirienieeieneeienne 27,587 — 27,587
Current contract liabilitieS..........ccccvevvvveeeennnn. 11,937 1,036 12,973 43.4 (§)
PrOVISIONS .....ooovviieiieiieeeeiee e 5,957 — 5,957
Liabilities for current income tax.................. 1,317 — 1,317
Losses on derivative financial instruments.... 267 — 267
Total current liabilities ............................... 147,620 7,323 154,943
TOTAL LIABILITIES ..............cccoeeveen. 209,279 18,727 228,006
TOTAL EQUITY AND LIABILITIES ..... 317,764 14,776 332,540

(*)  Figures reported reflect some IFRS reclassifications. For details see note 43.4 (k)
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(iii) Reconciliation of the consolidated statement of profit or loss prepared in accordance with Italian GAAP with the
consolidated statement of profit or loss prepared in accordance with IFRS for the year ended December 31, 2017

2017 2017

Italian GAAP (*) IFRS adjustments IFRS Note
REVENUE ...ttt 445,444 3,436 448,880 43.4 (D
CoSt 0F SALES ...voveeviiicreiececeeee e (318,472) 71 (318,401) 43.4 (m)
Gross Profit..............ccocoooeviiiiiiiiiieeeeeeeee 126,972 3,507 130,479
Other INCOMIE ....vvvveiiiiiiiiiiee e 1,650 — 1,650
Selling EXPEnSES ......eeverreeriieieriierieeieeeeieeeenieenie e (120,005) 276 (119,729) 43.4 (n)
AdmiInistrative eXpenses........ceevereereeevereenueneenneenns (36,105) — (36,105)
Other EXPEeNnSEes .....cecuveveeeeiieiiieiee et eeeeeee e (250) — (250)
OPerating 1oSs ..............o.cooovververieeeeiesieeseeeeenias (27,738) 3,783 (23,955)
FInance iNCOME ..........ooovvvvviiiiiiiiiiieieee e 1,252 — 1,252
FINANCE COSES ..uvvenrrrrreiiieeieeiieieeieieesie e e e e (6,042) (247) (6,289) 43.4 (o)
Net exchange rate gains (10SSes)........ccevveevverreerrennnens 3,252 (2,219) 1,033 43.4 (p)
Net finance CoOStS ............oooovovivoeereoereeeeeeeennan, (1,538) (2,466) (4,004)
Loss before taxX.............coccocoovveveeeveeeireeeeeeeeeenns (29,276) 1,317 (27,959)
INCOmMeE tax EXPenSe.......c.eeeeueeierieenienienieeeeseeieenees (2,576) (310) (2,886) 43.4 (@)
Loss for the Year ...............cccoccooovvevoeieeeeeeeeeenn, (31,852) 1,007 (30,845)
Loss attributable to:
Owners of the Company...........cceeeeevvieveereereeneenennnn. (31,399) 1,007 (30,392)
Non-controlling interests...........ecvvvereererieererseennnns (453) — (453)
Loss per share
Basic 10Ss per Share ..........cceveeeciereeeciieneeneeneeeese e (0.57) (0.55)
Diluted loss per share ..........ccccevevieninieniienenie (0.57) (0.55)

(*)  Figures reported reflect some IFRS reclassifications. For details see note 43.4 (1)

(iv) Reconciliation of the consolidated statement of comprehensive income prepared in accordance with Italian GAAP
with the consolidated statement of comprehensive income prepared in accordance with IFRS for the year ended
December 31, 2018

2017 IFRS 2017
Italian GAAP adjustments IFRS Note

Loss for the Year ..............ccocoooviieiiieieieeceece e (31,852) 1,007 (30,845)
Other comprehensive income
Items that will not be reclassified to profit or loss
Actuarial losses on employees’ leaving entitlement................. — (108) (108) 43.4 (s)
TAX IMPACE......eveveeeeeiieeeeeeeeee et enenns — (8) (8)

— (116) (116)
TOMAL oot — (116) (116)
Items that are or maybe reclassified subsequently to profit

or loss

Exchange rate differences on translation of foreign operations (11,419) 3,641 (7,778) 43.4 (1)
TaX TMPAC...tieiveeereieerereese ettt et et e st e saesreesaeesaesseesaessseneas — — —
TOAL ..ttt (11,419) 3,641 (7,778)
Other comprehensive loss for the year, net of tax ............... (11,419) 3,525 (7,894)
Total comprehensive loss for the year ................................. (43,271) 4,532 (38,739)
Total comprehensive loss attributable to:
Owners of the CompPany .........cccceeveveevernienienienesie e (42,591) (38,059)
Non-controlling iNterests.........eecververeeriereerireeniesieeieseeeseene (680) (680)



(v) Reconciliation of equity as at January 1, 2017 and December 31, 2017, loss and other comprehensive loss for the year
ended December 31, 2017 between Italian GAAP and IFRS

Balance in accordance with Italian Gaap ...................

Attributable to Owners of the Company ...........ccccceeenenne
Attributable to Non-controlling interests .............c.o........

IFRS Adjustments
Functional currency adjustment..............cceevevveecvenreennenne.
Costs not eligible for capitalization included in property,
plant and equipment............ccevveeierierieiiieneee e
Costs not eligible for capitalization included in intagible
ASSCES oo ————
Write-off of amortization of goodwill ..........cccccveevennene.
Revenue of finished goods derecognised...........cccoeuee...
Deferred costs for slotting fees .........ccccevveverriereenennenne.
Deferred revenues for Natuzzi Display System...............
Deferred costs for Natuzzi Display System.....................
Deferred revenues for Service Type Warranty ................
Deferred costs for Service Type Warranty.......................
IAS 19 adjustment - employees’ leaving entitlement ......
Government Grants.........coc.eeeeeueeceeneeneneenenneenseeneennennes
Tax effects of IFRS adjustments............cceeeeveereerennenne.

Total IFRS adjustments ................ccccoeviieiieniieieeee
Balance in accordance with IFRS.................................

Attributable to Owners of the Company ............ccccuene....
Attributable to Non-controlling interests ..............ccceeeunee

Other Equity
Equity Loss comprehensive December 31,
January 1, 2017 2017 loss 2017 2017 Note
152,482  (31,852) — 108,485
149,037 (31,399) 106,446
3,445 (453) 2,039
6,180 (2,219) 3,641 7,602  43.4(a)
(399) 70 — (329)  43.4(a)
(306) 306 — — 43.4 (b)
— 323 — 323 43.4(b)
(4,364) 1,308 — (3,056)  43.4(d)
204 1,195 — 1,399  43.4(f)
(1,594)  (1,042) — (2,636)  43.4()
1,229 802 — 2,031  43.4(f)
(609) (351) — (960)  43.4(j)
330 189 — 519 434(D
(1,635) 133 (108) (1,610)  43.4 (h)
(7,565) 603 — (6,962)  43.4 (i)
46 (310) ®) (272)  43.4(c)
(8,483) 1,007 3,525 (3,951)
143,999 (30,845) 3,525 104,534
140,554 (30,392) 102,495
3,445 (453) 2,039
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(vi) Consolidated statement of changes in equity for the year ended December 31, 2017

Balance as at January
1, 2017 as per
Italian Gaap...........

IFRS adjustments
for First Time
Adoption..................
Balance as at
January 1, 2017 as
per IFRS................

Dividends Distribution.

Loss for the period.......

Other comprehensive
loss for the

Balance as at
December 31, 2017
as per

Share Equity attributable Equity attributable
Capital Translation IAS 19 Other Retained to owners of the to owner Non- Total
amount reserve reserve reserves earnings Company controlling interests equity
54,853 4,980 — 11,459 77,745 149,037 3,445 152,482
— 7,626 — — (16,109) (8,483) — (8,483)
54,853 12,606 — 11,459 61,636 140,554 3,445 143,999
— — — — — — (726) (726)
— — — — (30,392) (30,392) (453) (30,845)
— (7,551) (116) — — (7,667) (227) (7,894)
54,853 5,055 (116) 11,459 31,244 102,495 2,039 104,534
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(vii) Reconciliation of the consolidated statement of cash flows prepared in accordance with Italian GAAP with the
consolidated statement of cash flows prepared in accordance with IFRS for the year ended December 31, 2017

2017 IFRS 2017
Italian GAAP adjustments IFRS Note
Cash flows from operating activities:
Loss for the period...............c.ccooviiiiiiiniiiiiie e, (31,852) 1,007 (30,845)
Adjustments for:..............occooiiiiiiiiniii e
Depreciation ........coceveeverieneniee e 12,823 (1,962) 10,861 43.4 (u)
AMOTtIZAtION ..ouvviivieiiieciee ettt e — 1,569 1,569 43.4 (u)
Interest EXPenSes .....c.veeveereerrieenireeiee e eeie st eeenane — 4,639 4,639 43.4 (u)
Share of profit (loss) of equity-accounted investees,
NEE OF tAX.eiiiiieciiecie e — (18) (18)
(Gain) loss on sale of property, plant and equipment
............................................................................. 73 — 73
Deferred income taxes..........ccceeveeeerririeneenvenreennnns (1,241) 1,241 — 43.4 (u)
Unrealized foreign exchange gains (losses) (1,141) — (1,141) 43.4 (u)
Deferred income for capital grants...........c.ccccueeeeeee. (386) (603) (989) 43.4 (u)
TaX EXPENSC..eeuvrreiririeeiieeriieeteeniiesreesteeieenreesaeeens — 2,886 2,886 43.4 (u)
Total adjustment 10,128 7,752 17,880
Changes in: ...........cooceeviieiiiniiiieeeeee
INVentories. .....cooveveeeieeereeree e (3,213) 1,826 (1,387) 43.4 (u)
Trade and other receivables.............. 10,386 (4,663) 5,723 43.4 (u)
Other asSets .....cuvevveeeereereeenreeseeeiens 407 1,077 1,484 43.4 (u)
Trade and other payables.................. 10,643 1,211 11,854
Contract Habilities .......cceveerieeciienrieee e eie e — 3,235 3,235 43.4 (u)
ProVISIONS.....veieiieiicii ettt — 3,732 3,732 43.4 (u)
Liabilities for current income taxes (377) 377 —
Salaries, wages and related liabilities....................... 4,578 (4,578) — 43.4 (u)
Other liabilities Net........cccevveieieirieiresereie e 3,264 (3,264) — 43.4 (v)
One-time termination benefit payments (8,272) — (8,272)
Employees’ leaving entitlement ................cccoeveee.n. (581) (25) (606)
Total changes ...............cccovceeeeveeiecenienn, 16,835 (1,072) 15,763
Cash provided by (used in) operating activities... (4,889) 7,687 2,798
Interest paid........cocceeereerieiene e — (2,821) (2,821) 43.4 (u)
Income taxes paid...........cceevveeiieiieniienienieie e — (4,878) (4,878) 43.4 (u)
Net cash used in operating activities..................ccccocvveeiiennnns (4,889) 12) (4,901)
Cash flows from investing activities:
Property, plant and equipment: ...........ccceeveeeieevieesveesnennns
AdItIONS ..t (6,708) — (6,708)
DiSPOSALS ...ttt 760 — 760
Intangible assets ........ceevveeereerieeriieiieeeieenns (845) — (845)
Purchase of business, net of cash acquired (3,558) — (3,558)
Dividends distribution to Non-controlling interests (1,349) 1,349 — 43.4 (u)

Net cash used in investing activities..................cccevirriiinennns (11,700) 1,349 (10,351)

Cash flows from financing activities:
Long-term DOrrOWIngs: .........cceeevevveerierieerieniieniesieeneeseeienes

Proceeds 12,500 — 12,500
Repayments ........cooeeveiiiniriiienieeecceeeeeee e (4,744) — (4,744)
Short-term bOrroOWINGS ........cccveeveeiieriieieeieiierienieeeeneeeeenns 1,528 4,428 5,956 43.4 (u)
Dividends distribution to Non-controlling interests ........... — (1,349) (1,349) 43.4 (u)
Net cash provided by financing activities...................c..cccooe.. 9,284 3,079 12,363
Increase (decrease) in cash and cash equivalents (7,305) 4,416 (2,889)
Cash and cash equivalents as at January 1, 2017 (¥).......... 64,981 (4,416) 60,565 43.4 (u)
Effect of movements in excahnge rates on cash held.......... (2,641) — (2,641)
Cash and cash equivalents as at December 31 (*) ................... 55,035 — 55,035

(*) AsatJanuary 1, 2017 and December 31, 2017, cash and cash equivalents includes bank overdrafts of 4,416 and nil, respectively,
that are repayble on demand and from an integral part of the Group’s cash management.
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43.4 Illustrative notes to the reconciliation schedules

Comments on the IFRS adjustments are provided in the following notes, together with the reference to the adjustments to equity,
loss and other comprehensive loss included in the reconciliation schedules presented above in note 43.3.

The Group has also reclassified certain captions of its consolidated statements of financial position as at January 1, 2017 and
December 31, 2017 and of its consolidated statement of profit or loss for the year ended December 31, 2017. For details on
these reclassifications see notes (k) and (r) below.

(i) Consolidated statements of financial position as at January 1, 2017 and December 31, 2017
(a) Property, plant and equipment
The following tables show the impacts of the IFRS adjustments for property, plant and equipment:

01/01/2017 31/12/17
Balance as per Italian GAAP .......cccevvieiiiiinieirieneeeene 115,924 107,917
Deemed cost for certain buildings......... — —
Functional currency adjustment ............ 6,180 7,602
Costs not eligible for capitalization (399) (329)
Balance as per [FRS ..o, 121,705 115,190

(i) Deemed cost

Under Italian GAAP, property, plant and equipment is stated at historical cost, net of accumulated depreciation and impairment
losses, except for certain buildings which were revalued in 1983, 1991 and 2000 in accordance with Italian revaluation laws.
Maintenance and repairs are expensed; significant improvements are capitalized and depreciated over the useful life of the
related assets. The cost or valuation of property, plant and equipment is depreciated using the straight-line method over the
estimated useful lives of the assets. The related depreciation expense is allocated to cost of sales, selling expenses and
administrative expenses based on the usage of the assets. Depreciation is also calculated for assets not in use.

As reported in note 43.2 (iv(b)), while transitioning to IFRS in its consolidated statements of financial position as at January 1,
2017 and December 31, 2017 the Group applied the deemed cost for certain buildings that were revalued under Italian GAAP as
this revaluation was broadly comparable to their fair value. As at January, 1 2017 and December 31, 2017 the amount of
property, plant and equipment includes such revaluation amounting to 312 and 287, respectively.

(ii) Functional currency adjustment

Under Italian GAAP, the financial statements of foreign subsidiaries expressed in a foreign currency are translated directly into
Euro as follows: (i) year-end exchange rate for assets, liabilities, share capital, reserves and retained earnings and (ii) average
exchange rates during the year for revenues and expenses. The resulting exchange rate differences are recorded as a direct
adjustment to equity.

IAS 21 requires each individual entity to determine its functional currency and measure its results and financial position in that
currency. In consolidated accounts, the functional currency is determined at the level of each entity within a group.

IAS 21 provides guidance on how to determine an entity’s functional currency, because judgement might be required. An
entity’s functional currency is the currency of the primary economic environment in which the entity operates. The primary
economic environment is normally the economic environment in which the entity primarily generates and expends cash.

IAS 21 requires entities to consider primary and secondary indicators to determine functional currency. Primary indicators are
closely linked to the primary economic environment in which the entity operates and are given more weight. Secondary
indicators provide supporting evidence to determine an entity’s functional currency.

IAS 21 states that when the primary indicators are mixed and the functional currency is not obvious, management uses its
judgement to determine the functional currency that most faithfully represents the economic effects of the underlying
transactions, events and conditions. As part of this approach, management gives priority to the primary indicators in paragraph 9
of IAS 21 before considering the additional indicators in paragraphs 10 and 11 of IAS 21, which are designed to provide
additional supporting evidence to determine an entity’s functional currency.

The primary indicators reported in paragraph 9 of IAS 21 are as follows: (a) the currency that mainly influences sales prices for
goods and services (this will often be the currency in which sales prices for its goods and services are denominated and settled);
(b) the currency of the country whose competitive forces and regulations mainly determine the sales prices of its goods and
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services; (c) the currency that mainly influences labor, material and other costs of providing goods or services (this will often be
the currency in which such costs are denominated and settled).

The additional indicators reported in paragraph 10 and 11 of IAS 21 are: (a) the currency in which funds from financing
activities are generated; (b) the currency in which receipts from operating activities are usually retained; (c) whether the
activities of the foreign operation are carried out as an extension of the reporting entity, rather than being carried out with a
significant degree of autonomy; (d) whether transactions with the reporting entity are a high or a low proportion of the foreign
operation’s activities; (¢) whether cash flows from the activities of the foreign operation directly affect the cash flows of the
reporting entity and are readily available for remittance to it; (f) whether cash flows from the activities of the foreign operation
are sufficient to service existing and normally expected debt obligations without funds being made available by the reporting
entity.

Considering that the Group’s presentation currency is Euro, the Company performed an assessment to determine the functional
currency of each foreign subsidiary. Following such assessment, the Company concluded that: (a) the foreign subsidiaries
Italsofa Romania and Natuzzi China, engaged in the manufacturing the Group’s products, have the same functional currency of
the Parent, namely the Euro, since there is a strong evidence obtained from the results of the analysis of the primary and
additional indicators that the functional currency is the Euro; (b) the other foreign subsidiaries of the Group have as their
functional currency the local currency based only on the strong evidence obtained from the results of the analysis of the primary
indicators.

Therefore, for Italsofa Romania and Natuzzi China, all monetary assets and liabilities are remeasured, at the end of each
reporting period, using the Euro and the resulting gain or loss is recognised in profit or loss. For all non-monetary assets and
liabilities, share capital, reserves and retained earnings, historical exchange rates are used. The average exchange rates during
the year are used to translate non-Euro denominated revenues and expenses, except for those non-Euro denominated revenues
and expenses related to assets and liabilities which are translated at historical exchange rates. The resulting exchange differences
on translation are recognised in profit or loss.

For the other entities the financial statements are translated as follows: (a) assets and liabilities of statement of financial position
are translated at the closing rate at the date of that statement of financial position; (b) revenues and expenses of statement of
profit or loss and statement of comprehensive income are translated at average exchange rates of the year (unless this is not a
reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case revenues and
expenses are translated at the dates of the transactions); (c) and all resulting exchange differences are recognised in other
comprehensive income.

Based on the above discussion, as at January 1, 2017 and December 31, 2017, the IFRS difference arises due to the requirement
to use the local currency as the functional currency under Italian GAAP as compared to IFRS, which requires that the functional
currency be determined based on certain indicators which may or may not result in the local currency being determined to be the
functional currency. As already mentioned, the Euro is the functional currency of Italsofa Romania and Natuzzi China, while
that of the Group’s other foreign subsidiaries is the local currency. Consequently, the Company recorded for IFRS: (a) as at
January, 1 2007 and December 31, 2017 an increase in property, plant and equipment and equity of 6,180 and 7,602,
respectively; (b) an exchange rate loss of 2,219 in profit or loss for the year ended December 31, 2017; (c) an exchange rate gain
of 3,641 in other comprehensive income for the year ended December 31, 2017.

(iii) Costs not eligible for capitalization

Under Italian GAAP, in certain circumstances start-up costs and advertising costs are recorded with the consent of the board of
statutory auditors, and are stated at cost, net of accumulated amortization calculated on the straight-line method over a period of
five years. Under IFRS, costs for starting new operations or launching new products or processes are not eligible for
capitalization.

Therefore, the Group has written off the carrying amount of the advisory costs connected to the launch of the new “Re-vive”
armchair and included under property, plant and equipment.

Consequently, this difference between Italian GAAP and IFRS has determined: (a) a decrease in property, plant and equipment
and equity as at January 1, 2017 and December 31, 2017 of 399 and 329, respectively; (b) a decrease of 70 for amortization
included in selling expenses for the year ended December 31, 2017; (c) a decrease of 70 in the loss for the year ended
December 31, 2017.
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(b) Intangible assets and goodwill
The following tables show the effects of the IFRS adjustments for intangible assets and goodwill:

Intangible assets Goodwill Total
Balance as at January 1, 2017 as per Italian GAAP.............. 2,312 1,921 4,233
Write-off of depreciation of goodwill...........cccccvevveeeviniennnne — — —
Costs not eligible for capitalization ...........c.ccceeeeerveeveeriennrnne (306) — (306)
Balance as at January 1, 2017 as per IFRS ...................c... 2,006 1,921 3,927
Balance as at December 31, 2017 as per Italian GAAP........ 1,991 3,523 5,514
Write-off of depreciation of goodwill..........ccceceevieviieninnnne — 323 323
Costs not eligible for capitalization ...........ccccceevverveereervennenns — — —
Balance as at December 31, 2017 as per IFRS .................... 1,991 3,846 5,837

(i) Costs not eligible for capitalization

Under Italian GAAP, in certain circumstances start-up costs and advertising costs are recorded with the consent of the board of
statutory auditors, and are stated at cost, net of accumulated amortization calculated on the straight-line method over a period of
five years. Under IFRS, costs for starting new operations or launching new products or processes are not eligible for
capitalization.

Therefore, the Group has written off the carrying amount of the advertising costs connected to the launch of the new “Re-vive”
armchair and included under intangible assets. Consequently, the above difference between Italian GAAP and IFRS has
determined: (2) a decrease in intangible assets and equity of 306 and nil, respectively as at January 1, 2017 and December 31,
2017; (b) a decrease of 306 in the amortization included in selling expenses for the year ended December 31, 2017, as the
carrying amount of such advertising costs were fully amortized in 2017 under Italian GAAP; (c) a decrease of 306 in the loss for
the year ended December 31, 2017.

(ii) Write-off of amortization of goodwill

Under Italian GAAP, goodwill arising from business combinations is amortized on a straight-line basis over a period of ten
years. Under IFRS, goodwill is not amortized but tested for impairment at least annually. An impairment loss is recorded when
the value in use of goodwill is lower than its carrying amount. The value in use is calculated by applying the discounted cash
flow (DCF) method, determining therefore the expected cash flows of the cash-generating unit to which goodwill pertains.

The goodwill recorded by the Group is related to acquisition of business finalized in 2016 and 2017.

As reported in note 43.2 (iv(a)), while transitioning to IFRS, the Group has elected to apply IFRS 3 prospectively, without
restating business combinations occurred before the date of transition to IFRS.

Consequently, the above difference between Italian GAAP and IFRS as at December 31, 2017 has determined: (a) an increase of
323 in goodwill and equity as at December 31, 2017; (b) a decrease of 323 in the amortization included in selling expenses for
the year ended December 31, 2017; (c) a decrease of 323 in the loss for the year ended December 31, 2017.
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(c) Deferred tax assets and liabilities

The following tables show the impacts of the IFRS adjustments for deferred assets and liabilities.

Italian IFRS

GAAP adjustments IFRS
January 1, 2017 (a) (b) (at+b)
DEfErred 1aX @SSELS ...uviiiiiiiiiiiieieieeiiiie e e ettt e e eerar e e e e e e eaaereeeseesnaaaes 2,098 459 2,557
Deferred tax liabilities compensated............cceeveeeeerierienrenierieeceneesienns (998) (413) (1,411)
Net deferred taX ASSELS .....iivvviiiiiiieieeeie e e 1,100 46 1,146
Deferred tax Habilities .......ccvevverieienieneeiieeeie e (1,763) — (1,763)

Italian IFRS

GAAP adjustments IFRS
December 31,2017 (a) (b) (a+b)
DeEferred taX @SSELS....ccvveiieeieieeeeieeeeieeeeteee et e e et e taeeeeaae s enaree e 1,897 759 2,656
Deferred tax liabilities compensated...........ccceevueeveereenenienienienieneeeene (1,271) (759) (2,030)
Net deferred tax aSSELS ....coverrerriiriieriirie sttt sttt 626 — 626
Deferred tax HabIlItes . ....ocovveuereriiieiereee e (48) (272) (320)

Income tax rate applied are disclosed in note 36.

The IFRS adjustments that give rise to deferred tax assets and deferred tax liabilities as at January 1, 2017 and December 31,

2017 are presented below.

Deferred tax assets 01/01/17 31/12/17
Deferred revenues and costs for Natuzzi Display System..........ccceceeveveennnne 459 759
Net deferred tax aSSets (@) ...ecverveeverieiieriieriiereeiereerese e eeeseesteseeseenseeneas 459 759
Deferred tax liabilities

Write-off of amortization of goodWill...........ccoeeeviriiininiiiniieeere e — (33)
Deferred revenues and costs for Natuzzi Display System.........c.ccccevcerenennene (354) (585)
Deferred costs for SIOtHNG fEES......ccvieiiriieriiiierieeeiere et (59) (404)
IAS 19 adjustment—employees’ leaving entitlement..............cccceeeereniennnne — 9)
Total deferred tax 1iabilitieS (D)........ccceevieeiriiriieiiieiieieecieeree e (413) (1,031)
Net deferred tax assets (liabilities) (a+b)...........ccocoooeiiriiiiieieeeeeen, 46 (272)

In assessing the realisability of deferred tax assets, management considers whether it is probable that some portion or all of the
deferred tax assets will not be realised. The ultimate realisation of deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible and the tax loss carry-forwards are
utilised.

Given the cumulative loss position of the domestic companies and of some of foreign subsidiaries as at January 1, 2017 and
December 31, 2017 management has considered the scheduled reversal of deferred tax liabilities and tax planning strategies, in
making their assessment. The management after a reasonable analysis as at January 1, 2017 and December 31, 2017 has not
identified any relevant tax planning strategies prudent and feasible available to increase the carrying value of the deferred tax
assets recognised. Therefore, at January 1, 2017 and December 31, 2017 the realisation of the deferred tax assets is primarily
based on the scheduled reversal of deferred tax liabilities, except in certain historically profitable jurisdictions.

Based upon this analysis, management believes it is probable that Natuzzi Group will realise the benefits of these deductible
differences and net operating losses carry-forwards, as at January 1, 2017 and December 31, 2017.
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Deferred tax assets on IFRS adjustments have not been recognised in respect of the following items, because it is not probable
that future taxable profit will be available against which the Group can use the benefits therefrom.

Unrecognised deferred tax assets 01/01/17 3112/17
Revenue of finished goods derecognised............ccvevervieciiesienieenenienieie e 1,258 881
GOovernmeENt GIaANLS ........cccoeouieiiiieiiiiiiii et 476 403
IAS 19 adjustment - employees’ leaving entitlement............c..ecevvereerrennnnne. 392 357
Costs not eligible for capitalization included in property, plant and

EQUIPITIENE ...vvieteieieee ettt ettt et s et s b s s s sesns 115 95
Costs not eligible for capitalization included in intangible assets................... 88 —
Deferred revenues and costs for Service Type Warranty ...........ccccceeeeerennenne. 81 129
Total unrecognised deferred tax assetS.......covvevverierreerriecreriieneereneeseeeeeesenenns 2,410 1,865

(d) Inventories

The following tables show the impacts of the IFRS adjustments for inventories:

01/01/2017 31/12/17
Balance as per [talian GAAP ......ccccevveiiieninieiieeeee, 78,384 80,273
Revenue of finished goods derecognised............cceeuvnnenee. 12,630 10,804
Balance as per IFRS .......cccooiiiiiiiiieee 91,014 91,077

Under Italian GAAP, the Group recognizes revenues and accrued costs associated with the sales revenue, at the time finished
goods are shipped from its manufacturing facilities located in Italy and abroad. Most of the finished goods are shipped from
factories directly to customers under terms that transfer the risks and ownership to the customer when the customer takes
possession of the goods. These terms are “delivered duty paid”, “delivered at place” and “delivered at terminal”. Delivery to the
customer generally occurs within one to six weeks from the time of shipment.

Under IFRS, an entity shall recognize revenue when (or as) the entity satisfies a performance obligation by transferring a
promised good or service to a customer. An asset is transferred when (or as) the customer obtains control of that asset.
Indicators of the transfer of control include: (a) the existence of a present right to payment for the asset in favor of the entity;
(b) the customer’s legal title to the asset; (c) the transfer of the physical possession of the asset to customer; (d) the customer
bearing the significant risks and rewards of ownership of the asset; (e) the customer’s acceptance of the asset.

The Group’s overall assessment on the application of IFRS 15 for the accounting of revenue from contracts with customers has
resulted in considering performance obligations related to finished goods (furniture, home furnishing accessories, polyurethane
foam and leather by products) satisfied at the time delivery to the customer occurs (see note 4(t)).

Consequently, the above difference between Italian GAAP and IFRS as at January 1, 2017 and December 31, 2017 has
determined the following impacts:

. Consolidated statement of financial position as at January 1, 2017: (a) increase in inventories of 12,630 and decrease in
trade receivables of 19,224 following the derecognition of revenues for finished goods that had not been delivered as at
January 1, 2017; (b) increase in other assets of 2,230 following the derecognition of shipping and handling costs and
commission expenses for finished goods that had not been delivered as at January 1, 2017; (c) decrease in equity of 4,364.

. Consolidated statement of financial position as at December 31, 2017: (a) increase in inventories of 10,804 and decrease
in trade receivables of 15,590 following the derecognition of revenues for finished goods that had not been delivered as at
December 31, 2017; (b) increase in other assets of 1,730 following the derecognition of shipping and handling costs and
commission expenses for finished goods that had not been delivered as at December 31, 2017; (c) decrease in equity of
3,056.

. Consolidated statement of profit and loss for the year ended December 31, 2017: (a) increase in revenues of 3,634
following the derecognition of sales of finished goods that had not been delivered as at January 1, 2017 and as at
December 31, 2017; (b) increase in cost of sales of 1,826 following the recognition of inventories in the opening and
closing balances; (c) increase in selling expenses of 500 following the derecognition of shipping and handling costs and
commission expenses for finished goods that had not been delivered as at January 1, 2017 and as at December 31, 2017;
(d) decrease of 1,308 in the loss for the year ended December 31, 2017.
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(e) Trade receivables

The following tables show the impacts of the IFRS adjustments for trade receivables:

01/01/2017 31/12/17
Balance as per [talian GAAP .......cccooeviiiiieiiniiirieeeee 53,087 46,852
Recognition of trade receivables...........ccevirvereeceenennnnn, 6,275 6,287
Revenue of finished goods derecognised...........ccccceueennenee (19,224) (15,590)
Balance as per IFRS ........ccooieiieiiie et 40,138 37,549

(i) Recognition of trade receivables

Under Italian GAAP the Company derecognised some trade receivables, connected to the non-recourse securitization agreement
signed in July 2015, under which it retains substantially all the risks and rewards of ownership.

Under IFRS, an entity derecognises trade receivables when the contractual rights to the cash flows from such financial asset
expire, or it transfers the rights to receive the contractual cash flows in a transaction in which substantially all of the risks and
rewards of ownership of such financial asset are transferred or in which the entity neither transfers nor retains substantially all of
the risks and rewards of ownership and it does not retain control of such financial asset.

Therefore, under IFRS the Group recognized in the consolidated statement of financial position all trade receivables for which it

retains substantially all the risks and rewards of ownership. Consequently, such IFRS adjustment as at January 1, 2017 and
December 31, 2017 resulted in an increase in trade receivables and short-term borrowings of 6,275 and 6,287, respectively.

(ii) Revenue of finished goods derecognised

For details on such IFRS adjustments, refer to the comments reported in the note (d) “Inventories”.

(f) Other assets (current and non-current)

01/01/2017 3112117

Balance as per Italian GAAP ......ccccevvveiiieninieiieeee, 7,573 4,404
Delivery costs and commission expenses for sales

derecO@NIZed. ....cvovvveevevieieiieiceeee e 2,230 1,730
Deferred costs for Natuzzi Display System............cceeueenee. 1,229 2,031
Deferred costs for Service Type Warranty...........cccvennenn.. 330 519
Deferred costs for slotting fees.........ccccevveverreeneeneneenennn. 204 1,399
Balance as per IFRS .......cccooiiiiiiiiieee 11,566 10,083
Less non-current portion as per IFRS..........cccooceeiinenenne. (1,323) (2,851)
Current portion as per IFRS ........ccooiiiiiiiiniieeieeee 10,243 7,232

Reference should be made to note (d) “Inventories” for details about the adjustments to delivery costs and commission expenses
related to derecognised sales. For details of the adjustments to deferred costs for the Natuzzi Display System and the Service
Type Warranty, reference should be made to note (j) “Contract liabilities”. For details of the adjustment to deferred costs for
slotting fees, please refer to the following comment.

The Group recognises to retailers slotting fees as contributions to prepare the retailer’s system to accept and sell the Group’s
products. Under Italian GAAP, slotting fees are expensed as incurred and are included in selling expenses. Under IFRS, slotting
fees are recognised over time based on the length of the contract signed with the retailers and are treated as a reduction of
revenue. Deferred costs for slotting fees are included under other assets.

Consequently, the effects arising from such variance between Italian GAAP and IFRS are summarized as follows: (a) as at
January 1, 2017 and December 31, 2017 increase in other assets and equity for deferral of slotting fees of 204 and 1,399,
respectively; (b) for the year ended December 31, 2017 increase in revenue of 1,195 and decrease of the same amount in the loss
for the year.
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(g) Equity

The details of IFRS adjustments on the Group’s equity are disclosed in notes from (a) to (j) and are summarized in the schedule
reported in 43.3 (v) that shows a reconciliation of equity as at January 1, 2017 and December 31, 2017, the loss and other
comprehensive loss for the year ended December 31, 2017 under Italian GAAP and IFRS. Further, the schedule reported in 43.3
(vi) sets out the consolidated statement of changes in equity for the year ended December 31, 2017 restated under IFRS.

(h) Employee’s leaving entitlement

The following tables show the effects of the IFRS adjustments for the employee’s leaving entitlement:

01/01/2017 31/12/17
Balance as per Italian GAAP ......cccevevevieviiieieieeree 17,791 17,210
IAS 19 adjustment - employees’ leaving entitlement......... 1,635 1,610
Balance as per IFRS ........cccooiviieieiccteeeeee e 19,426 18,820

Leaving entitlements represent amounts accrued for each Italian employee that are due and payable upon termination of
employment, assuming immediate separation, determined in accordance with applicable Italian labor laws.

Under Italian GAAP, the Group accrues the full amount of the employees’ vested benefit obligation as determined by such laws
for leaving entitlements.

Under IFRS, such benefits on the termination of the employment fall under the definition of defined benefit plans whose
existence and amount is certain but whose date is not. The liability is calculated as the present value of the obligation at the
reporting date, in compliance with applicable regulations and adjusted to take into account actuarial gains or losses. The amount
of the obligation is calculated annually based on the “projected unit credit” method. Actuarial gains or losses are recorded in full
during the relevant period without applying the “corridor method”. Actuarial gains or losses are stated under “Other
comprehensive income” in accordance with IAS 19.

Consequently, the above difference between Italian GAAP and IFRS has resulted in: (a) an increase in employee’s leaving
entitlement and a decrease in equity of 1,635 and 1,610, respectively, as at January 1, 2017 and December 31, 2017; (b) a
decrease in cost of sales and selling expenses of 303 and 77, respectively, for the year ended December 31, 2017; (¢) an increase
of finance costs of 247 for the year ended December 31, 2017; (d) a decrease of 133 in the loss for the year ended December 31,
2017; (e) an increase of 108 in comprehensive loss for the year ended December 31, 2017.

(i) Deferred income for capital grants

The following tables show the effects of the IFRS adjustments for deferred income for capital grants:

01/01/2017 31/12/17
Balance as per Italian GAAP .....ccccoevevevieiinierieeeeeee 7,195 6,309
Government GrantsS...........cccoooeeeieiiieeieeeieeee e 7,565 6,962
Balance as per IFRS .......cccooiiiiiriiiiiee 14,760 13,771

Under Italian GAAP, up to December 31, 2000 government grants related to capital expenditures were recorded, net of tax,
under equity reserves. Subsequent to that date such grants have been recorded as deferred income and recognised in the
consolidated statement of profit or loss as revenue on a systematic basis over the useful life of the asset.

Under IFRS, such grants, when received, are classified as deferred credit and amortized over the estimated remaining useful
lives of the property, plant and equipment to which the grants relates. The amortization is treated as a reduction of depreciation.

Therefore, under IFRS, the Group has recognised as deferred income all the capital grants recorded under equity reserves up to
December 31, 2000. Consequently, such IFRS adjustment has determined: (a) an increase in deferred income for capital grants
and a decrease in equity of 7,565 and 6,962, respectively, as at January 1, 2017 and December 31, 2017; (b) a decrease of 603 in
the amortization charge in cost of sales for the year ended December 31, 2017; (c¢) a decrease of 603 in the loss for the year
ended December 31, 2017.
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@j) Contract liabilities (current and non-current)

The following tables show the effects of the IFRS adjustments for contract liabilities:

01/01/2017 3112117
Balance as per Italian GAAP ......ccccevvveiieiinieiieeee, 10,096 11,937
Deferred revenue for Natuzzi Display System................... 1,594 2,636
Deferred revenue for Service Type Warranty .................... 609 960
Balance as per IFRS ........ccooieiieieiecceeeeee 12,299 15,533
Less non-current portion as per IFRS..........cccooveeiinennne. (1,652) (2,560)
Current portion as per IFRS ......cccooiiiiiiiniieeeee 10,647 12,973

Under Italian GAAP, as mentioned earlier, the Group recognizes revenues and accrued costs associated with the sales revenue at
the time finished goods are shipped from its manufacturing facilities located in Italy and abroad. This accounting policy also
applies for the revenue deriving from the sale of the Natuzzi Display System (NDS) to retailers and for the sale of a service type
warranty to the end customers.

Revenue from the sale of NDS to retailers, used to set up their stores, is fully recognised at the time such products are shipped,
disregarding the length of the contracts with retailers (usually five years). At the same time, costs incurred by the Group to
purchase such store fittings are expensed as occurred.

The insurance is provided by a third party and, therefore, the Group recognizes both costs for the service rendered by the third
party and revenue deriving from the sale of the service type warranty to customers. In both instances, costs and revenue are fully
recognised as they occur (i.e. costs are recognized as the third party performs the services and revenue when the products are
shipped), regardless of the contractual length of the insurance period, which is five years.

Under IFRS 15, the entity shall identify all distinct performance obligations included in contracts with customers and shall
determine whether such performance obligations are satisfied over time or at a point in time.

Based on the IFRS 15 assessment, the Group has concluded that the revenue from the sale of NDS and the service type warranty
is a distinct performance obligation to be recognised over time. The same considerations apply for costs incurred by the Group
for NDS and service type warranties.

Under IFRS 15, revenue from the sale of the NDS is recognised over time based on the length of the distribution contract signed
with the retailer. Revenue from such sale is recognised based on the price specified in the contract. The deferred revenue is
included under contract liabilities.

Under IFRS 15, the Group allocates a portion of the consideration received to the service type warranty. This allocation is based
on the relative stand-alone selling price. The amount allocated to the service type warranty is deferred and is recognised as
revenue over time based on the validity period of such warranty. The deferred revenue is included under contract liabilities.

Consequently, the above differences between Italian GAAP and IFRS as at January, 1 2017 and December 31, 2017 has
determined the following effects:

. Consolidated statement of financial position as at January 1, 2017: (a) increase in contract liabilities of 2,203 for the
deferral of revenues for NDS products, amounting to 1,594, and for service type warranties, amounting to 609; (b)
increase in other assets of 1,559 for the deferral of costs related to NDS products, amounting to 1,229, and to service type
warranties, amounting to 330; (c) decrease in equity of 644.

. Consolidated statement of financial position as at December 31, 2017: (a) increase in contract liabilities of 3,596 for the
deferral of revenues related to NDS products, amounting to 2,636, and to service type warranties, amounting to 960; (b)
increase in other assets of 2,550 for the deferral of costs related to NDS products, amounting to 2,031, and to service type
warranties, amounting to 519; (c) decrease in equity of 1,046.

. Consolidated statement of profit and loss for the year ended December 31, 2017: (a) decrease in revenues of 1,042 for
NDS and of 351 for service type warranties; (b) decrease in cost of sales of 802 for NDS and of 189 for service type
warranties; (c) increase in the loss of the year of 402.
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(k) Reclassifications

Under IFRS the Group has also reclassified certain captions and accounts of its consolidated statements of financial position as
at January 1, 2017 and December 31, 2017. Such reclassifications are detailed as follows:

as at January 1, 2017 and December 31, 2017, goodwill amounting to 1,921 and 3,523, respectively, included as non-
current assets under Italian GAAP has been reclassified to “Intangible assets and goodwill” under IFRS;

as at January 1, 2017 and December 31, 2017, “Deferred tax assets” amounting to 1,100 and 626, respectively, reported as
current assets under Italian GAAP have been reclassified to non-current assets under IFRS;

as at January 1 2017 and December 31, 2017, “Deferred tax liabilities” amounting to 1,763 and 48, respectively, reported
as current liabilities under Italian GAAP have been reclassified to non-current liabilities under IFRS;

as at January 1, 2017 and December 31, 2017, receivables from tax authorities amounting to 1,254 and 2,413,
respectively, included in “Other receivables ” and reported as current assets under Italian GAAP have been reclassified to
“Current income tax assets” under IFRS;

as at January 1, 2017 and December 31, 2017, the entire caption “prepaid expenses and accrued income” amounting to
1,441 and 1,035, respectively, reported as current assets under Italian GAAP have been reclassified to “Other current
assets” of current assets under IFRS;

as at January 1, 2017 and December 31, 2017, advances to suppliers amounting to 6,132 and 3,369, respectively, included
in “Other receivables” and reported as current assets under Italian GAAP have been reclassified to “Other current assets”
of current assets under IFRS;

as at January 1, 2017 and December 31, 2017, provisions amounting to 13,253 and 16,715, respectively, included in
“Other liabilities” of non-current liabilities under Italian GAAP have been reclassified to “Provisions” of non-current
liabilities under IFRS;

as at January 1, 2017 and December 31, 2017, the entire caption “salaries, wages and related liabilities” amounting to
19,420 and 15,726, respectively, reported as current liabilities under Italian GAAP has been reclassified to “Other
payables” of current liabilities under IFRS;

as at January 1, 2017 and December 31, 2017, advances received from customers amounting to 10,096 and 11,938,
respectively, included in “Accounts payable-other” reported as current liabilities under Italian GAAP have been
reclassified to “Contract liabilities” of current liabilities under IFRS;

as at January 1, 2017 and December 31, 2017, provision for assurance type warranty amounting to 5,687 and 5,957,
respectively, included in “Accounts payable-other” of current liabilities under Italian GAAP has been reclassified to
“Provisions” of current liabilities under IFRS;

as at January 1, 2017 and December 31, 2017, translation adjustment reserve amounting to a credit of 4,980 and a debit of
6,212, respectively, included in retained earnings under Italian GAAP have been reclassified to translation reserve under
IFRS.

(ii) Consolidated statement of profit or loss for the year ended December 31, 2017
(1) Revenue

The effects of the IFRS adjustments on revenue are indicated below:

Balance for the year ended December 31, 2017 as per Italian GAAP............. 445,444
Effects of revenue of finished goods derecognised ............ccoeveevievveninernnene 3,634
Effects of deferred costs for slotting fees ........ccevieciivieriiiniesiesecieeeee e, 1,195
Effects of deferred revenue for Natuzzi Display System.........cccceeveevircernnnene (1,042)
Effects of deferred revenue for Service Type Warranty ..........ccocceevevvverennene. (351)
Balance for the year ended December 31, 2017 as per IFRS.........ccocceveenene. 448,880
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Revenue shows a positive adjustment of 3,436 arising from:

. increase of 3,634 due to the effects of derecognition of sales for which delivery of finished goods has not yet occurred as
at January 1, 2017 and December 31, 2017 (refer to comments reported in note (d) “Inventories™);

. increase of 1,195 for the deferred slotting fees (refer to comments reported in note (f) “Other assets™);

. decrease of 1,042 due to the effects of the deferral of revenue for NDS products (refer to comments reported in note (j)

“Contract liabilities”);

. decrease of 351 due to the effects of the deferral of revenue for the service type warranties (refer to comments reported in

note (j) “Contract liabilities”).

(m) Cost of sales

The effects of the IFRS adjustments on cost of sales are illustrated below:

Balance for the year ended December 31, 2017 as per Italian GAAP...... (318,472)
Effects on inventories for revenue derecognised............ceceeeeveeeeneenenne (1,826)
Effects of deferred costs for Natuzzi Display System ..........cccceverienennens 802
Effects of deferred costs for Service Type Warranty...........ccoceevvenrvennnee. 189
Amortization charge of capital grants...........cccceeeeeveriinieeniieneneeneneenee 603
IAS 19 adjustment - employees’ leaving entitlement ...........c.ccceceeveeneenee. 303
Balance for the year ended December 31, 2017 as per IFRS.................... (318,401)

As reported above, the cost of sales shows a negative adjustment of 71 due to:

. increase of 1,826 due to the effects on the opening and closing balances of inventories related to the derecognition of sales
for which delivery of finished goods has not yet occurred as at January 1, 2017 and December 31, 2017 (refer to

comments reported in note (d) “Inventories”);

. decrease of 802 due to the effects of deferred costs related to NDS store fitting products (refer to comments reported note

(j) “Contract liabilities™);

. decrease of 189 due to the effects of deferred costs related to service type warranties (refer to comments reported in note

(j) “Contract liabilities™);

. decrease of 603 due to the amortization charge of the deferred income for capital grants (refer to comments reported in

note (i) “Deferred income for capital grants”;

. decrease of 303 due to the employee’s leaving entitlement (refer to comments reported in note (h) “Employee’s leaving

entitlement”).

(n) Selling expenses

The effects of the IFRS adjustments on the selling expenses are indicated below:

Balance for the year ended December 31, 2017 as per Italian GAAP..... (120,005)
Derecognition of shipping and handling costs.........c.ccoevuerreieennecnenen. (500)
Elimination of amortization of goodWill ...........cceeueevierieninienieieeeeis 323
Elimination of amortization of advertising CostS..........cceevrvvereecrenreennenns 306
Elimination of amortization of adviSOry COStS......cccevvvererieerierieerienieenene 70
IAS 19 adjustment - employees’ leaving entitlement ............ccccecvevurenenn. 77
Balance for the year ended December 31, 2017 as per IFRS................... (119,729)

As shown above, selling and distribution expenses show a positive adjustment of 276 due to:

. increase of 500 due to the effects of the derecognition of shipping and handling costs for undelivered finished goods as at

January 1, 2017 and December 31, 2017 (refer to comments reported in note (d) “Inventories”);

. decrease of 323 due to the elimination of amortization of goodwill recorded for Italian GAAP (refer to comments reported

in note (b) “Intangible assets and goodwill);
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. decrease of 306 due to the elimination of amortization of advertising costs that are not eligible for capitalization under
IFRS (refer to comments reported in note (b) “Intangible assets and goodwill”);

. decrease of 70 due to the elimination of amortization of advisory costs not eligible for capitalization under property, plant
and equipment (refer to comments reported in note (a) “Property, plant and equipment”);

. decrease of 77 due to the employee’s leaving entitlement (refer to comments reported in note (h) “Employee’s leaving
entitlement”).

(o) Finance costs

The effects of the IFRS adjustments on finance costs are indicated below:

Balance for the year ended December 31, 2017 as per Italian GAAP.............. (6,042)
IAS 19 adjustment - employees’ leaving entitlement..............ccoeeevvervecieennenne. (247)
Balance for the year ended December 31, 2017 as per IFRS.........cccceevevienne (6,289)

As reported above, finance costs show a negative adjustment of 247 due to interest expenses arisen from the application of IAS
19 to the employee’s leaving entitlement (refer to comments reported in note (h) “Employee’s leaving entitlement”).

(p) Net exchange rate gains (losses)

The effects of the IFRS adjustments on net exchange rate gains (losses) are indicated below:

Balance for the year ended December 31, 2017 as per Italian GAAP.............. 3,252
Functional currency adjustment............cccuereerviiiienieenieneeniieeesiesie e sseesvesenenens (2,219)
Balance for the year ended December 31, 2017 as per IFRS............c.cceeenee. 1,033

For comments on such functional currency adjustment, refer to note (a) “Property, plant and equipment”.

(q) Income tax expense

The IFRS adjustments have determined an increase of 310 in the income tax expense (see also note (c) “Deferred tax assets and
liabilities”). Further, total income taxes for the year ended December 31, 2017 are allocated as follows:

Italian IFRS
GAAP adjustments IFRS
(a) (b) (a+b)
Current:
= DOMESLIC. .euvieuiiiieiieieet ettt ettt st eaeereenbeeebeseeens (40) — (40)
= FOT@IGN ..ottt era e e (3,777) — (3,777)
X017 1 ) TSRS (3,817) — (3.817)
Italian IFRS
GAAP adjustments IFRS
(a) (b) (a+b)
Deferred:
= DOMESTIC. ..ueeuiiiiiiiiiiieii ettt ettt ree e ere e esbe e e saeeas — (310) (310)
S FOTCIZN oo e 1,241 — 1,241
TOLAL (D) cuvivieciieie ettt ettt eeaes 1,241 (310) 931
TOtal (AHD) cuveiieiieeieeeeeie ettt (2,576) (310) (2,886)
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(r) Reclassifications

Under IFRS the Group has also reclassified certain captions and accounts of its consolidated statement of profit or loss for the
year ended December 31, 2017. Such reclassifications are as follows:

. advertising contributions to resellers of 2,119 recognized as selling expenses under Italian GAAP have been reclassified to
revenue under IFRS;

. slotting fees to retailers of 1,557 recognized as selling expenses under Italian GAAP have been reclassified to revenue
under IFRS;

. amortization of deferred income related to grants of 466 recognized as revenue under Italian GAAP has been reclassified
to cost of sales under IFRS;

. warranty costs of 7,453 included as components of selling expenses under Italian GAAP have been reclassified to cost of
sales under IFRS;

. the Ttalian GAAP caption “other income (expense), net” of (138) has been reclassified under IFRS to finance income for

1,252, finance costs for 6,042, net exchange rate gains for 3,252, other income for 1,650 and other expenses for 250.

(iii) Consolidated statement of comprehensive income for the year ended December 31, 2017
(s) Actuarial losses on employee’s leaving entitlement

For comments on actuarial losses reported under other comprehensive income, refer to comments reported in note (h)
“Employee’s leaving entitlement”.

(1) Exchange rate differences on translation of foreign operations

The impact of the IFRS adjustments on the exchange rate differences on translation of the foreign operations is as follows:

Balance for the year ended December 31, 2017 as per Italian GAAP........ (11,419)
Functional currency adjustment...........ccoceeveeienieeieeieniieeniere e 3,641
Balance for the year ended December 31, 2017 as per [FRS...................... (7,778)

For comments on such functional currency adjustment, refer to note (a) “Property, plant and equipment”.

(iv) Consolidated statement of cash flows for the year ended December 31, 2017
(u) Explanation of material IFRS adjustments to the consolidated statement of cash flows

The consolidated statement of cash flows for the year ended December 31, 2017 reflects: (a) the IFRS adjustments with an
impact on the consolidated statement of financial position’s captions and equity as at January 1, 2017 and December 31, 2017,
disclosed in notes from “a” to “j”’; (b) the IFRS reclassifications that affected the consolidated statement of financial position
prepared in accordance with Italian GAAP as at January 1, 2017 and December 31, 2017, disclosed in note “k”.

In particular, the material IFRS adjustments to the consolidated statement of cash flows for the year ended December 31, 2017

are detailed as follows:

. as at January 1, 2017 and December 31, 2017, bank overdrafts of 4,416 and nil, respectively, that are repayable on
demand, form an integral part of the Group’s cash management and which were classified as “cash flows from financing
activities” under Italian GAAP, have been reclassified to “cash and cash equivalents” under IFRS;

. dividends distribution to “Non-controlling interests” amounting to 1,349 for the year ended December 31, 2017 included
in “cash flows from investing activities” under Italian GAAP have been reclassified to “cash flows from financing
activities” under IFRS;

. interest paid amounting to 2,821 for the year ended December 31, 2017 recognised as “other disclosures on cash flows”
under Italian GAAP has been recognized as “cash flows used in operating activities”;

. income taxes paid amounting to 4,878 for the year ended December 31, 2017 recognised as “other disclosures on cash
flows” under Italian GAAP have been recognised as “cash flows used in operating activities”;

. the entire caption “deferred income taxes” amounting to 1,241 for the year ended December 31, 2017 recognised in “cash
flows from operating activities” under Italian GAAP have been reclassified to “tax expense” recognized in “cash flows
from operating activities” under IFRS;
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. the entire caption “salaries, wages and related liabilities” amounting to 4,578 for the year ended December 31, 2017
recognised in “cash flows from operating activities” under Italian GAAP have been reclassified to “trade and other
payables” recognised in “cash flows from operating activities” under IFRS;

. the entire caption “other liabilities, net” amounting to 3,264 for the year ended December 31, 2017 recognised in “cash
flows from operating activities” under Italian GAAP have been reclassified to “provisions” recognised in “cash flows
from operating activities” under IFRS.

. amortization of intangibles assets of 1,892 recognised in the caption “Depreciation and amortization” under Italian GAAP
has been reclassified to “Amortization” under IFRS;

. the caption “Depreciation” of 10,861 under IFRS reflects the IFRS adjustment of 70 for the elimination of amortization of
advisory costs not eligible for capitalization under property, plant and equipment (see note (a) “Property, plant and
equipment” and note (n) “Selling expenses”);

. the caption “Amortization” of 1,569 under IFRS reflects the IFRS adjustment for the elimination of amortization of
goodwill of 323 recorded under Italian GAAP (see note (b) “Intangible assets and goodwill” and note (n) “Selling
expenses”);

. the captions “Interest expenses” of 4,639 and “Tax expense” of 2,886 have been disclosed in the cash flows from
operating activities under IFRS;

. the caption “Deferred income for capital grants” shows an increase of 603 due to the effects of the amortization of capital
grants recorded under IFRS (see note (i) “Deferred income for capital grants” and note (m) “Cost of sales”);

. the caption “Inventories” shows an increase of 1,826 due to the derecognition of sales of finished goods which had not
been delivered as at January 1, 2017 and December 31, 2017 (see note (d) “Inventories” and note (m) “Cost of sales™);

. the caption “Trade and other receivables” shows a negative adjustment of 4,663 mainly due to: (a) decrease of 3,634 for

the derecognition of sales of finished goods which had not been delivered as at January 1, 2017 and December 31, 2017
(see note (e) “Trade receivables” and note (1) “Revenue”); (b) decrease of 2,763 for the reclassification of advances from
suppliers from “Other receivables” under Italian GAAP to “Other assets” under IFRS (see note (k) “Reclassifications”);
(c) increase of 1,159 for the reclassification of receivables from tax authorities from “Other receivables” under Italian
GAAP to “Current income tax assets” under IFRS (see note (k) “Reclassifications”);

. the caption “Other assets” shows a positive adjustment of 1,077 arising from: (a) decrease of 1,686 for deferred costs
recognized under IFRS (see note (f) “Other assets™); (b) increase of 2,763 due to the reclassification of advance paid to
suppliers (see note (k) “Reclassification”);

. the caption “Contract liabilities” shows a positive adjustment of 3,235 arising from: (a) 1,393 increase in deferred income
for NDS products and service type warranties (see note (j) “Contract liabilities” and note (1) “Revenue”); (b) 1,842
increase due to the reclassification of advances received from customers from “Account-payables other” under Italian
GAAP to “Contract liabilities” under IFRS (see note (k) “Reclassifications”;

. the caption “Short-term borrowings” shows an increase of 4,428 due to: (a) an increase of 4,416 for bank overdraft
reclassified from “cash flows from financing activities” under Italian GAAP to “cash and cash equivalents” under IFRS
(see first comment above); (b) an increase of 12 for borrowings recognised following the recognition of some trade
receivables under IFRS (see note (e) “Trade receivables”™).

There are no other material differences between the consolidated statement of cash flows presented in accordance with IFRS and
the consolidated statement of cash flows presented in accordance with Italian GAAP.
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ITEM 19. EXHIBITS

1.1 English translation of the by-laws (Statuto) of the Company, as amended and restated as of January 24, 2008
(incorporated by reference to Exhibit 1.1 to the Form 20-F filed by Natuzzi S.p.A. with the Securities Exchange Commission on
June 30, 2008, file number 001-11854).

2.1* Deposit Agreement dated as of May 15, 1993, as amended and restated as of December 23, 1996 and as of
December 31, 2001, among the Company, The Bank of New York, as Depositary, and owners and beneficial owners of ADRs.

4.1 Agreement among the Ministry of Economic Development, Ministry of Labour and Social Policy, INVITALIA, the
Region of Puglia, the Region of Basilicata, Natuzzi S.p.A., Confindustria and the Italian trade union and other entities named therein,
dated as of October 10, 2013 (incorporated by reference to Exhibit 4.1 to the Form 20-F filed by Natuzzi S.p.A. with the Securities
and Exchange Commission on April 30, 2014, file number 001-11854).

4.2 Addendum among the Ministry of Economic Development, Confindustria of Bari, Natuzzi S.p.A. and the trade unions
named therein dated as of March 3, 2015, to the agreement dated as of October 10, 2013 (incorporated by reference to Exhibit 4.2 to
the Form 20-F filed by Natuzzi S.p.A. with the Securities and Exchange Commission on April 30, 2015, file number 001-11854).

4.3 Two separate agreements, each among the Ministry of Labor, the Ministry of Economic Development, the Puglia
Region, the Basilicata Region, Natuzzi S.p.A., Confindustria Bari and the Italian trade unions and other entities named therein, each
dated as of March 3, 2015 (incorporated by reference to Exhibit 4.3 to the Form 20-F filed by Natuzzi S.p.A. with the Securities and
Exchange Commission on April 30, 2015, file number 001-11854).

4.4 English translation of the Memorandum of Understanding between the Ministry of Labor and Social Policy, Natuzzi
S.p.A. and the Italian trade unions (incorporated by reference to Exhibit 4.4 to the Form 20-F filed by Natuzzi S.p.A. with the
Securities and Exchange Commission on May 23, 2016, file number 001-11854).

4.5 English translation of the Framework Agreement for Assignment of Receivables between Natuzzi S.p.A. and Muttley
S.r.l., dated July 9, 2015 (incorporated by reference to Exhibit 4.5 to the Form 20-F filed by Natuzzi S.p.A. with the Securities and
Exchange Commission on May 23, 2016, file number 001-11854).

4.6 English translation of the agreement among the individuals named therein, dated as of March 27, 2017 (incorporated
by reference to Exhibit 4.6 to the Form 20-F filed by Natuzzi S.p.A. with the Securities and Exchange Commission on May 1, 2017,
file number 001-11854).

4.7 English translation of the agreement among the individuals named therein, dated as of March 27, 2017 (incorporated
by reference to Exhibit 4.7 to the Form 20-F filed by Natuzzi S.p.A. with the Securities and Exchange Commission on May 1, 2017,
file number 001-11854).

4.8 English translation of the Joint Venture Contract between Natuzzi S.p.A. and Jason Furniture (Hangzhou) CO., Ltd.,
dated March 22, 2018, portions of which have been omitted pursuant to a request for confidential treatment. Such omitted portions
have been filed separately with the Securities and Exchange Commission (incorporated by reference to Exhibit 4.8 to the Form 20-F
filed by Natuzzi S.p.A. with the Securities and Exchange Commission on April 30, 2018, file number 001-11854).

4.9 English translation of the Agreement for the Sale and Purchase and Subscription of Shares in Natuzzi Trading
(Shanghai) Co, Ltd., dated March 22, 2018 (incorporated by reference to Exhibit 4.9 to the Form 20-F filed by Natuzzi S.p.A. with the
Securities and Exchange Commission on April 30, 2018, file number 001-11854).

4.10*1 English translation of the agreement among the Company, certain trade unions, Italian authorities and the
individuals therein, dated December 18, 2018.

8.1* List of Significant Subsidiaries.
12.1* Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
12.2* Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
13.1* Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

1011+ XBRL Instance Document and related items.

* Filed herewith.
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Tt

Portions of this exhibit (indicated by asterisks) have been omitted pursuant to Regulation S-K, Item 601(b)(10).
Such omitted information is not material and would likely cause competitive harm to the registrant if publicly
disclosed..

As permitted by Rule 405(a)(2)(ii) of Regulation S-T, the registrant’s XBRL (eXtensible Business Reporting
Language) information will be furnished in an amendment to this Form 20-F that will be filed no more than 30
days after the date hereof. In accordance with Rule 402 of Regulation S-T, such XBRL information will be
furnished and not filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the
Act, will be deemed not filed for purposes of Section 18 of the Exchange Act, and otherwise will not be subject to
liability under those sections.
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SIGNATURE

The registrant, Natuzzi S.p.A., hereby certifies that it meets all of the requirements for filing on Form 20-F and that it has duly
caused and authorized the undersigned to sign this annual report on its behalf.

NATUZZI S.p.A.

By /s/ Pasquale Natuzzi

Name: Pasquale Natuzzi
Title: Chief Executive Officer

Date: April 30, 2019
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DEPOSIT AGREEMENT

DEPOSIT AGREEMENT dated as of May 15, 1993, amended and restated as of December 23, 1996 and further amended
and restated as of December 31, 2001, among Industrie Natuzzi S.p.A., a societa per azioni (a limited liability company) organized
under the laws of the Republic of Italy (herein called the Company), THE BANK OF NEW YORK, a New York banking corporation
(herein called the Depositary), and all Owners and Beneficial Owners from time to time of American Depositary Receipts issued
hereunder.

WITNESSETH:

WHEREAS, the Company desires to provide, as hereinafter set forth in this Deposit Agreement, for the deposit of Shares
(as hereinafter defined) of the Company from time to time with the Depositary or with the Custodian (as hereinafter defined) as agent
of the Depositary for the purposes set forth in this Deposit Agreement, for the creation of American Depositary Shares representing
the Shares so deposited and for the execution and delivery of American Depositary Receipts evidencing the American Depositary
Shares; and

WHEREAS, the American Depositary Receipts are to be substantially in the form of Exhibit A annexed hereto, with
appropriate insertions, modifications and omissions as hereinafter provided in this Deposit Agreement;

NOW, THEREFORE, in consideration of the premises it is agreed by and between the parties hereto as follows:

ARTICLE 1
DEFINITIONS

The following definitions shall for all purposes, unless otherwise clearly indicated, apply to the respective terms used in
this Deposit Agreement:

SECTION 1.01 American Depositary Shares.

The term “American Depositary Shares” shall mean the securities representing the interests in the Deposited Securities
and evidenced by the Receipts issued hereunder. Each American Depositary Share shall represent the number of Shares specified in
Exhibit A annexed hereto, until there shall occur a distribution upon Deposited Securities covered by Section 4.03 or a change in
Deposited Securities covered by Section 4.03 or otherwise with respect to which additional Receipts are not executed and delivered,
and thereafter American Depositary Shares shall evidence the amount of Shares or Deposited Securities specified in such Sections.

SECTION 1.02 Beneficial Owner.
The term “Beneficial Owner” shall be any person who has a beneficial interest in any American Depositary Share.
SECTION 1.03 Business Day.

The term “Business Day” shall mean any day on which both banks in Italy and banks in New York, New York are not
required or authorized by law to close.

SECTION 1.04 Commission.

The term “Commission” shall mean the Securities and Exchange Commission of the United States or any successor
governmental agency in the United States.

SECTION 1.05 Company.

The term “Company” shall mean Industrie Natuzzi S.p.A., incorporated under the laws of Italy, and its successors.

SECTION 1.06 Custodian.

The term “Custodian” shall mean the principal Milan, Italy office of Credito Italiano S.p.A., as agent of the Depositary for
the purposes of this Deposit Agreement, and any other firm or corporation which may hereafter be appointed by the Depositary

pursuant to the terms of Section 5.05, as substitute or additional custodian or custodians hereunder, as the context shall require and
shall also mean all of them collectively.



SECTION 1.07 Deposit Agreement.

The term “Deposit Agreement” shall mean this Agreement, including the Exhibits hereto, as the same may be amended
from time to time in accordance with the provisions hereof.

SECTION 1.08 Depositary; Corporate Trust Office.

The term “Depositary’’ shall mean The Bank of New York, a New York banking corporation, and any successor as
depositary hereunder. The term “Corporate Trust Office”, when used with respect to the Depositary, shall mean the office of the
Depositary which at the date of this Deposit Agreement is 101 Barclay Street, New York, New York 10286.

SECTION 1.09 Deposited Securities.

The term “Deposited Securities” as of any time shall mean Shares at such time deposited or deemed to be deposited
(including as contemplated under Section 2.09) under this Deposit Agreement and any and all other securities, property and cash
received or deemed to be received by the Depositary or the Custodian in respect or in lieu of such deposited Shares and at such time
held hereunder, subject as to cash to the provisions of Section 4.05.

SECTION 1.10 Dollars; Euro.

The term “Dollars” shall mean United States dollars. The term “Euro” shall mean the common currency of the
participating member countries of the European Union.

SECTION 1.11 Foreign Currency.
The term “Foreign Currency” shall mean currency other than Dollars.
SECTION 1.12 Foreign Registrar.

The term “Foreign Registrar” shall mean the entity that presently carries out the duties of registrar for the Shares or any
successor as registrar for the Shares and any other appointed agent of the Company for the transfer and registration of Shares.

SECTION 1.13 Owner.

The term “Owner” shall mean the person in whose name a Receipt is registered on the books of the Depositary maintained
for such purpose.

SECTION 1.14 Pre-Release.
The term “Pre-Release” shall have the meaning set forth in Section 2.09.
SECTION 1.15 Receipts.

The term “Receipts” shall mean the American Depositary Receipts issued hereunder evidencing American Depositary
Shares, as the same may be amended from time to time in accordance with the provisions hereof.

SECTION 1.16 Registrar.

The term “Registrar” shall mean any bank or trust company having an office in the Borough of Manhattan, The City of
New York, which shall be appointed to register Receipts and transfers of Receipts as herein provided.

SECTION 1.17 Regulation S.

The term “Regulation S” shall mean Rules 901 through 904, inclusive, under the Securities Act of 1933, as such Rules
may from time to time be amended.

SECTION 1.18 Securities Act of 1933.

The term “Securities Act of 1933 shall mean the United States Securities Act of 1933, as from time to time amended.
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SECTION 1.19 Shares.

The term “Shares” shall mean Ordinary Shares of the Company in registered form, heretofore validly issued and
outstanding and fully paid, nonassessable and free of any pre-emptive rights of the holders of outstanding Shares or hereafter validly
issued, subscribed and outstanding and fully paid, nonassessable and free of any pre-emptive rights of the holders of outstanding
Shares or interim certificates representing such Shares.

ARTICLE 2
FORM OF RECEIPTS, DEPOSIT OF SHARES, EXECUTION AND DELIVERY,
TRANSFER AND SURRENDER OF RECEIPTS

Section 2.01 Form and Transferability of Receipts.

Definitive Receipts shall be engraved or printed or lithographed on steel-engraved borders or such other form as may be
acceptable to the New York Stock Exchange and shall be substantially in the form set forth in Exhibit A annexed to this Deposit
Agreement, with appropriate insertions, modifications and omissions, as hereinafter provided. No Receipt shall be entitled to any
benefits under this Deposit Agreement or be valid or obligatory for any purpose, unless such Receipt shall have been executed by the
Depositary by the manual signature of a duly authorized signatory of the Depositary; provided, however, that such signature may be a
facsimile if a Registrar for the Receipts shall have been appointed and such Receipts are countersigned by the manual signature of a
duly authorized officer of the Registrar. Receipts may be issued in denominations of any whole number of American Depositary
Shares. The Depositary shall maintain books on which each Receipt so executed and delivered as hereinafter provided and the transfer
of each such Receipt shall be registered. Receipts bearing the facsimile signature of a duly authorized signatory of the Depositary who
was at any time a proper signatory of the Depositary shall bind the Depositary, notwithstanding that such signatory has ceased to hold
such office prior to the execution and delivery of such Receipts by the Registrar or did not hold such office on the date of issuance of
such Receipts.

The Receipts may be endorsed with or have incorporated in the text thereof such legends or recitals or modifications not
inconsistent with the provisions of this Deposit Agreement or with any provisions of the Company’s Articles of Association or Italian
law as may be reasonably required by the Depositary in order to comply with any applicable law or regulations thereunder or with the
rules and regulations of any securities exchange upon which American Depositary Shares may be listed or to conform with any usage
with respect thereto, or to indicate any special limitations or restrictions to which any particular Receipts are subject by reason of the
date of issuance of the underlying Deposited Securities or otherwise.

Title to a Receipt (and to the American Depositary Shares evidenced thereby), when properly endorsed or accompanied by
proper instruments of transfer, shall be transferable by delivery with the same effect as in the case of a negotiable instrument;
provided, however, that the Depositary and the Company, notwithstanding any notice to the contrary, may treat the Owner thereof as
the absolute owner thereof for the purpose of determining the person entitled to distribution of dividends or other distributions or to
any notice provided for in this Deposit Agreement and for all other purposes.

Section 2.02 Deposit of Shares.

Subject to the terms and conditions of this Deposit Agreement, Shares, or evidence of rights to receive Shares to the extent
permitted by Section 2.09, may be deposited by delivery thereof to any Custodian hereunder, accompanied by any appropriate
instrument or instruments of transfer, or endorsement, in form satisfactory to the Custodian, together with all such certifications as
may be required by the Depositary, the Custodian or the Company in accordance with the provision of this Deposit Agreement, and, if
the Depositary requires, together with a written order directing the Depositary to execute and deliver to, or upon the written order of,
the person or persons stated in such order, a Receipt or Receipts for the number of American Depositary Shares representing such
deposit. No Share shall be accepted for deposit unless accompanied by evidence satisfactory to the Depositary that any necessary
approval has been granted by the governmental body or bodies in Italy which is or are then regulating currency exchange. If required
by the Depositary, Shares presented for deposit at any time, whether or not the transfer books of the Company or the Foreign
Registrar, if applicable, are closed, shall also be accompanied by (i) an agreement or assignment, or other instrument satisfactory to
the Depositary, which will provide for the prompt transfer to the Custodian of any dividend, or right to subscribe for additional Shares
or to receive other property which any person in whose name the Shares are or have been recorded may thereafter receive upon or in
respect of such deposited Shares, or in lieu thereof, such agreement of indemnity or other agreement as shall be satisfactory to the
Depositary and (ii) if the Shares are registered in the name of the person on whose behalf they are presented for deposit, a proxy or
proxies entitling the Custodian to vote such deposited Shares for any and all purposes until the Shares are registered in the name of the
Depositary or its nominee or the Custodian or its nominees.

At the request and risk and expense of any person proposing to deposit Shares, and for the account of such person, the
Depositary may receive certificates for Shares to be deposited, together with the other instruments herein specified, for the purpose of
forwarding such Share certificates to the Custodian for deposit hereunder.
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Upon each delivery to a Custodian of a certificate or certificates for Shares to be deposited hereunder, together with the
other documents above specified, such Custodian shall, as soon as transfer and recordation can be accomplished, present such
evidence of ownership to the Company or the Foreign Registrar, if applicable, for transfer and recordation of the Shares being
deposited in the name of the Depositary or its nominee or such Custodian or its nominee at the cost and expense of the person making
such deposit (or for whose benefit such deposit is made) and shall obtain evidence satisfactory to it of such registration.

Deposited Securities shall be held by the Depositary or by a Custodian for the account and to the order of the Depositary
or at such other place or places as the Depositary shall determine.

Section 2.03 Execution and Delivery of Receipts.

Upon receipt by any Custodian of any deposit pursuant to Section 2.02 hereunder (and in addition, if the transfer books of
the Company or the Foreign Registrar, if applicable, are open, the Depositary may in its sole discretion require a proper
acknowledgment or other evidence from the Company or the Foreign Registrar, as the case may be, that any Deposited Securities have
been recorded upon the books of the Company or the Foreign Registrar, if applicable, in the name of the Depositary or its nominee or
such Custodian or its nominee), together with the other documents required as above specified, such Custodian shall notify the
Depositary of such deposit and the person or persons to whom or upon whose written order a Receipt or Receipts are deliverable in
respect thereof and the number of American Depositary Shares to be evidenced thereby. Such notification shall be made by letter or, at
the request, risk and expense of the person making the deposit, by cable, telex or facsimile transmission. Upon receiving such notice
from such Custodian, or upon the receipt of Shares by the Depositary, the Depositary, subject to the terms and conditions of this
Deposit Agreement, shall, as promptly as practicable execute and deliver at its Corporate Trust Office, to or upon the order of the
person or persons entitled thereto, a Receipt or Receipts, registered in the name or names and evidencing any authorized number of
American Depositary Shares requested by such person or persons, but only upon payment to the Depositary of the fees of the
Depositary for the execution and delivery of such Receipt or Receipts as provided in Section 5.09, and of all taxes and governmental
charges and fees, if any, payable in connection with such deposit and the transfer of the Deposited Securities. The Depositary shall not
issue Receipts except in accordance with this Section 2.03 and Sections 2.04, 2.07, 2.09, 4.03, 4.04 and 4.08.

Section 2.04 Transfer of Receipts; Combination and Split-up of Receipts.

The Depositary, subject to the terms and conditions of this Deposit Agreement, shall register transfers of Receipts on its
transfer books from time to time, upon any surrender of a Receipt, by the Owner in person or by a duly authorized attorney, properly
endorsed or accompanied by proper instruments of transfer, and duly stamped as may be required by the laws of the State of New
York and of the United States of America. Thereupon the Depositary shall execute a new Receipt or Receipts and deliver the same to
or upon the order of the person entitled thereto.

The Depositary, subject to the terms and conditions of this Deposit Agreement, shall upon surrender of a Receipt or
Receipts for the purpose of effecting a split-up or combination of such Receipt or Receipts, execute and deliver a new Receipt or
Receipts for any authorized number of American Depositary Shares requested, evidencing the same aggregate number of American
Depositary Shares as the Receipt or Receipts surrendered.

The Depositary may appoint, upon at least 20 days’ written notice to the Company, one or more co-transfer agents,
reasonably acceptable to the Company, for the purpose of effecting transfers, combinations and split-ups of Receipts at designated
transfer offices on behalf of the Depositary. In carrying out its functions, a co-transfer agent may require evidence of authority and
compliance with applicable laws and other requirements by Owners or persons entitled to Receipts and will be entitled to protection
and indemnity to the same extent as the Depositary.

Section 2.05 Surrender of Receipts and Withdrawal of Shares.

Upon surrender at the Corporate Trust Office of the Depositary of a Receipt for the purpose of withdrawal of the
Deposited Securities represented by the American Depositary Shares evidenced by such Receipt, and upon payment of the fee of the
Depositary for the surrender of Receipts as provided in Section 5.09 and payment of all taxes and governmental charges, if any,
payable in connection with such surrender and withdrawal of the Deposited Securities, and subject to the terms and conditions of this
Deposit Agreement and the Company’s Articles of Association, the Owner of such Receipt shall be entitled to delivery, to him or
upon his order, of the amount of Deposited Securities at the time represented by the American Depositary Shares evidenced by such
Receipt. Delivery of such Deposited Securities may be made by the delivery of (a) certificates in the name of such Owner or as
ordered by him or certificates properly endorsed or accompanied by proper instruments of transfer to such Owner or as ordered by him
and (b) any other securities, property and cash to which such Owner is then entitled in respect of such Receipts to such Owner or as
ordered by him. Such delivery shall be made, as promptly as practicable as hereinafter provided.



A Receipt surrendered for such purposes may be required by the Depositary to be properly endorsed in blank or
accompanied by proper instruments of transfer in blank, and if the Depositary so requires, the Owner thereof shall execute and deliver
to the Depositary a written order directing the Depositary to cause the Deposited Securities being withdrawn to be delivered to or upon
the written order of a person or persons designated in such order. Thereupon the Depositary shall, as promptly as practicable, direct
the Custodian to deliver at the Milan, Italy office of such Custodian, subject to Sections 2.06, 3.01 and 3.02 and to the other terms and
conditions of this Deposit Agreement and the Company’s Articles of Association, to or upon the written order of the person or persons
designated in the order delivered to the Depositary as above provided, the amount of Deposited Securities represented by the
American Depositary Shares evidenced by such Receipt, except that the Depositary may make delivery to such person or persons at
the Corporate Trust Office of the Depositary of any dividends or distributions with respect to the Deposited securities represented by
the American Depositary Shares evidenced by such Receipt, or of any proceeds of sale of any dividends, distributions or rights, which
may at the time be held by the Depositary.

At the request, risk and expense of any Owner so surrendering a Receipt, and for the account of such Owner, the
Depositary shall direct the Custodian to forward any cash or other property (other than rights) comprising, and forward a certificate or
certificates and other proper documents of title for, the Deposited Securities represented by the American Depositary Shares evidenced
by such Receipt to the Depositary for delivery at the Corporate Trust Office of the Depositary. Such direction shall be given by letter
or, at the request, risk and expense of such Owner, by cable, telex or facsimile transmission.

Neither the Depositary nor the Custodian shall deliver Shares, by physical delivery, book entry or otherwise (other than to
the Company or its agent as contemplated by Section 4.08), or otherwise permit Shares to be withdrawn from the facility created
hereby, except upon the receipt and cancellation of Receipts.

Section 2.06 Limitations on Execution and Delivery, Transfer and Surrender of Receipts.

As a condition precedent to the execution and delivery, registration of transfer, split-up, combination or surrender of any
Receipt, the delivery of any distribution thereon, or withdrawal of any Deposited Securities, the Company, Depositary, Custodian or
Registrar may require payment from the depositor of Shares or the presenter of the Receipt of a sum sufficient to reimburse it for any
tax or other governmental charge and any stock transfer or registration fee with respect thereto (including any such tax, charge or fee
with respect to Shares being deposited or withdrawn) and payment of any fees of the Depositary as provided in Section 5.09, may
require the production of proof satisfactory to it as to the identity and genuineness of any signature and may also require compliance
with such reasonable regulations the Depositary may establish consistent with the provisions of this Deposit Agreement, including,
without limitation, this Section 2.06.

The delivery of Receipts against deposits of Shares generally or against deposits of particular Shares may be suspended,
or the transfer of Receipts in particular instances may be refused, or the registration of transfer of outstanding Receipts or the
combination or split-up of Receipts generally may be suspended, during any period when the transfer books of the Depositary are
closed, or if any such action is deemed necessary or advisable by the Depositary or the Company at any time or from time to time
because of any requirement of law or of any government or governmental body or commission, or under any provision of this Deposit
Agreement, or for any other reason, subject to the provisions of the following sentence. Notwithstanding any other provision of this
Deposit Agreement or the Receipts, the surrender of outstanding Receipts and withdrawal of Deposited Securities may be suspended
only for (i) temporary delays caused by closing the transfer books of the Depositary or the Company or the deposit of Shares in
connection with voting at a shareholders’ meeting, or the payment of dividends, (ii) the payment of fees, taxes and similar charges,
(iii) compliance with any U.S. or foreign laws or governmental regulations relating to the Receipts or to the withdrawal of the
Deposited Securities, or (iv) any other reason that may at any time be specified in paragraph I(A)(l) of the General Instructions to
Form F-6, as from time to time in effect, or any successor provision thereto. Without limitation of the foregoing, the Depositary shall
not knowingly accept for deposit under this Deposit Agreement any Shares required to be registered under the provisions of the
securities Act of 1933, unless a registration statement is in effect as to such Shares. The Depositary will comply with written
instructions of the Company that the Depositary shall not accept for deposit hereunder any Shares identified in such instructions at
such times and under such circumstances as may reasonably be specified in such instructions in order to facilitate the Company’s
compliance with the securities laws in the United States.

Section 2.07 Lost Receipts, etc.

In case any Receipt shall be mutilated, destroyed, lost or stolen, the Depositary shall execute and deliver a new Receipt of
like tenor in exchange and substitution for such mutilated Receipt upon cancellation thereof, or in lieu of and in substitution for such
destroyed, lost or stolen Receipt. Before the Depositary shall execute and deliver a new Receipt in substitution for a destroyed, lost or
stolen Receipt, the Owner thereof shall have (a) filed with the Depositary (i) a request for such execution and delivery before the
Depositary has notice that the Receipt has been acquired by a bona fide purchaser and (ii) a sufficient indemnity bond and (b) satisfied
any other reasonable requirements imposed by the Depositary.



Section 2.08 Cancellation and Destruction of Surrendered Receipts.

All Receipts surrendered to the Depositary shall be canceled by the Depositary. The Depositary is authorized to destroy
Receipts so canceled, subject to Section 2.10.

Section 2.09 Pre-Release of Receipts.

The Depositary may issue Receipts against the delivery by the Company (or any agent of the Company recording Share
ownership) of rights to receive Shares from the Company (or any agent of the Company recording Share ownership). No such issue of
Receipts will be deemed a “Pre-Release” that is subject to the restrictions of the following paragraph.

Unless requested by the Company to cease doing so, the Depositary may, notwithstanding Section 2.03 hereof, execute
and deliver Receipts prior to the receipt of Shares pursuant to Section 2.02 (“Pre-Release”). The Depositary may, pursuant to
Section 2.05, deliver Shares upon the receipt and cancellation of Receipts which have been Pre-Released, whether or not such
cancellation is prior to the termination of such Pre-Release or the Depositary knows that such Receipt has been Pre-Released. The
Depositary may receive Receipts in lieu of Shares in satisfaction of a Pre-Release. Each Pre-Release will be (a) preceded or
accompanied by a written representation and agreement from the person to whom Receipts are to be delivered that such person, or its
customer, (i) owns the Shares or Receipts to be remitted, as the case may be, (ii) assigns all beneficial right, title and interest in such
Shares to the Depositary for the benefit of the Owners, and (iii) agrees in effect to hold such Shares for the account of the Depositary
until delivery of the same upon the Depositary’s request, (b) at all times fully collateralize (such collateral marked to market daily)
with cash or U.S. government securities, (¢) terminable by the Depositary on not more than five (5) business days notice, and
(d) subject to such further indemnities and credit regulations as the Depositary deems appropriate. The number of American
Depositary Shares which are outstanding at any time as a result of Pre-Releases will not normally exceed thirty percent (30%) of the
American Depositary Shares outstanding (without giving effect to American Depositary Shares evidenced by Receipts outstanding as
a result of Pre-Release); provided, however, that the Depositary reserves the right to disregard such limit from time to time as it deems
appropriate and may, with the prior written consent of the Company, change such limit for purposes of general application. The
Depositary will also set limits with respect to the number of Pre-Released Receipts involved in transactions to be done hereunder with
any one person on a case by case basis as it deems appropriate. The collateral referred to in clause (b) above shall be held by the
Depositary for the benefit of the Owners as security for the performance of the obligations to deliver Shares set forth in clause
(a) above (and shall not, for the avoidance of doubt, constitute Deposited Securities hereunder).

The Depositary may retain for its own account any compensation received by it in connection with the foregoing.

Section 2.10 Maintenance of Records.

The Depositary agrees to maintain or cause its agents to maintain records of all Receipts surrendered and Deposited
Securities withdrawn under Section 2.05, substitute Receipts delivered under Section 2.07, and of canceled or destroyed Receipts
under Section 2.08, in keeping with procedures ordinarily followed by stock transfer agents located in The City of New York or as
required by the laws or regulations governing the Depositary. Prior to destroying any such records, the Depositary will notify the
Company and will turn such records over to the Company upon its request.

ARTICLE 3

CERTAIN OBLIGATIONS OF OWNERS OF RECEIPTS

Section 3.01 Filing Proofs, Certificates and Other Information.

Any person presenting Shares for deposit or any Owner of a Receipt may be required from time to time to file with the
Depositary or the Custodian such proof of citizenship or residence, exchange control approval, legal or beneficial ownership of
Receipts, Deposited Securities or other securities, compliance with all applicable laws or regulations or terms of this Deposit
Agreement or the Receipts or such information relating to the registration on the books of the Company or the Foreign Registrar, if
applicable, to execute such certificates and to make such representations and warranties, as the Depositary may deem necessary or
proper. The Depositary may withhold the delivery or registration of transfer of any Receipt or the distribution of any dividend or sale
or distribution of rights or of the proceeds thereof or the delivery of any Deposited Securities until such proof or other information is
filed or such certificates are executed or such representations and warranties made. The Depositary shall from time to time advise the
Company of the availability of any such proofs, certificates or other information and shall provide copies thereof to the Company as
promptly as practicable upon request by the Company, unless such disclosure is prohibited by law.

Section 3.02 Liability of Owner for Taxes.

If any tax or other governmental charge shall become payable with respect to any Receipt or any Deposited Securities
represented by any Receipt, such tax or other governmental charge shall be payable by the Owner of such Receipt. The Depositary
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may refuse to effect any transfer of such Receipt or any combination or split-up thereof or any withdrawal of Deposited Securities
represented by American Depositary Shares evidenced by such Receipt until such payment is made, and may withhold any dividends
or other distributions, or may sell for the account of the Owner thereof any part or all of the Deposited Securities represented by the
American Depositary Shares evidenced by such Receipt, and may apply such dividends or other distributions or the proceeds of any
such sale in payment of such tax or other governmental charge (and any taxes or expenses arising out of such sale), and the Owner of
such Receipt shall remain liable for any deficiency.

Section 3.03 Warranties on Deposit of Shares.

Every person depositing Shares under this Deposit Agreement shall be deemed thereby to represent and warrant that such
Shares and each certificate therefor are validly issued, fully paid, nonassessable and free of any preemptive rights of the holders of
outstanding Shares and that the person making such deposit is duly authorized so to do. Every such person shall also be deemed to
represent that (i) the Shares presented for deposit are not, and the Receipts issuable upon such deposit will not be, restricted securities
within the meaning of Rule 144(a)(3) under the Securities Act of 1933, and (ii) the deposit of such Shares and the sale of Receipts
evidencing American Depositary Shares representing such Shares by that person are not otherwise restricted under the Securities Act
of 1933. Such representations and warranties shall survive the deposit of Shares and issuance of Receipts.

Section 3.04 Disclosure of Interests.

To the extent that provisions of or governing any Deposited Securities (including the Company’s Articles of Association
or applicable law) may require the disclosure of beneficial or other ownership of Deposited Securities, other Shares and other
securities to the Company and may provide for blocking transfer and voting or other rights to enforce such disclosure or limit such
ownership, the Depositary shall use its best efforts that are reasonable under the circumstances to comply with Company instructions
as to Receipts in respect of any such enforcement or limitation, and Owners and Beneficial Owners shall comply with all such
disclosure requirements and ownership limitations and shall cooperate with the Depositary’s compliance with such Company
instructions.

ARTICLE 4
THE DEPOSITED SECURITIES

Section 4.01 Cash Distributions.

Whenever the Depositary, or on its behalf, its agent, shall receive any cash dividend or other cash distribution on any
Deposited Securities, the Depositary shall, or shall cause its agent, as promptly as practicable after its receipt of such dividend or
distribution (unless otherwise prohibited or prevented by law), subject to the provisions of Section 4.05, to convert such dividend or
distribution into Dollars and shall, as promptly as practicable, distribute the amount thus received (net of the expenses of the
Depositary as provided in Section 5.09) to the Owners entitled thereto, in proportion to the number of American Depositary Shares
representing such Deposited Securities held by them respectively; provided, however, that in the event that the Company or an agent
of the Company or the Depositary shall be required to withhold and does withhold from such cash dividend or such other cash
distribution an amount on account of taxes, the amount distributed to the Owner of the Receipts evidencing American Depositary
Shares representing such Deposited Securities shall be reduced accordingly. The Depositary shall distribute only such amounts as can
be distributed without distributing to any Owner a fraction of one cent and any balance that is not so distributed shall be held by the
Depositary (without liability for the interest thereon) and shall be added to and be part of the next sum received by the Depositary for
distribution to the Owners of Receipts then outstanding.

Section 4.02 Distributions Other Than Cash, Shares or Rights.

Subject to the provisions of Section 4.11 and 5.09, whenever the Depositary shall receive any distribution other than a
distribution described in Sections 4.01, 4.03 or 4.04, the Depositary shall, as promptly as practicable, cause the securities or property
received by it to be distributed to the Owners entitled thereto, in proportion to the number of American Depositary Shares representing
such Deposited Securities held by them respectively, in any manner that the Depositary may deem equitable and practicable for
accomplishing such distribution; provided, however, that if in the opinion of the Depositary such distribution cannot be made
proportionately among the Owners entitled thereto, or if for any other reason (including, but not limited to, any requirement that the
Company or an agent of the Company or the Depositary withhold an amount on account of taxes or other governmental charges or that
such securities must be registered under the Securities Act of 1933 in order to be distributed to Owners) the Depositary deems such
distribution not to be feasible, the Depositary may, after consultation with the Company, adopt such method as it may deem equitable
and practicable for the purpose of effecting such distribution, including, but not limited to, the public or private sale of the securities or
property thus received, or any part thereof, and the net proceeds of any such sale (net of the fees of the Depositary as provided in
Section 5.09 and any expenses in connection with such sale) shall be distributed by the Depositary to the Owners entitled thereto as in



the case of a distribution received in cash pursuant to Section 4.01; provided, however, no distribution to Owners pursuant to this
Section 4.02 shall be unreasonably delayed by any action of the Depositary or any of its agents.

Section 4.03 Distributions in Shares.

If any distribution upon any Deposited Securities consists of a dividend in, or free distribution of, Shares, the Depositary
may or shall, if the Company shall so request, distribute, as promptly as practicable, to the Owners of outstanding Receipts entitled
thereto, in proportion to the number of American Depositary Shares representing such Deposited Securities held by them respectively,
additional Receipts evidencing an aggregate number of American Depositary Shares representing the amount of Shares received as
such dividend or free distribution, subject to the terms and conditions of the Deposit Agreement with respect to the deposit of Shares
and the issuance of American Depositary Shares evidenced by Receipts, including the withholding of any tax or other governmental
charge as provided in Section 4.11 and the payment of the fees of the Depositary as provided in Section 5.09. In lieu of delivering
Receipts for fractional American Depositary Shares in any such case, the Depositary shall sell the amount of Shares represented by the
aggregate of such fractions and distribute the net proceeds all in the manner and subject to the conditions described in Section 4.01;
provided, however, no distribution to Owners pursuant to this Section 4.03 shall be unreasonably delayed by any action of the
Depositary or any of its agents. If additional Receipts are not so distributed, each American Depositary Share shall thenceforth also
represent the additional Shares distributed upon the Deposited Securities represented thereby.

Section 4.04 Rights.

In the event that the Company shall offer or cause to be offered to the holders of any Deposited Securities any rights to
subscribe for additional Shares or any rights of any other nature, the Depositary, after consultation with the Company, shall have
discretion as to the procedure to be followed in making such rights available to any Owners or in disposing of such rights on behalf of
any Owners and making the net proceeds available to such Owners or, if by the terms of such rights offering or for any other reason it
would be unlawful for the Depositary either to make such rights available to any Owners or dispose of such rights and make the net
proceeds available to such Owners, then the Depositary shall allow the rights to lapse. If at the time of the offering of any rights the
Depositary determines that it is lawful and feasible to make such rights available to all or certain Owners but not to other Owners, the
Depositary may, and at the request of the Company shall, distribute to any Owner to whom it determines the distribution to be lawful
and feasible, in proportion to the number of American Depositary Shares held by such Owner, warrants or other instruments therefor
in such form as it deems appropriate.

In circumstances in which rights would otherwise not be distributed, if an Owner requests the distribution of warrants or
other instruments in order to exercise the rights allocable to the American Depositary Shares of such Owner hereunder, the Depositary
will promptly make such rights available to such Owner upon written notice from the Company to the Depositary that (a) the
Company has elected in its sole discretion to permit such rights to be exercised and (b) such Owner has executed such documents as
the Company has determined in its sole discretion are reasonably required under applicable law.

If the Depositary has distributed warrants or other instruments for rights to all or certain Owners, then upon instruction
from such an Owner pursuant to such warrants or other instruments to the Depositary from such Owner to exercise such rights, upon
payment by such Owner to the Depositary for the account of such Owner of an amount equal to the purchase price of the Shares to be
received upon the exercise of the rights, and upon payment of the fees of the Depositary and any other charges as set forth in such
warrants or other instruments, the Depositary shall, on behalf of such Owner, exercise the rights and purchase the Shares, and the
Company shall cause the Shares so purchased to be delivered to the Depositary on behalf of such Owner. As agent for such Owner,
the Depositary will cause the Shares so purchased to be deposited pursuant to Section 2.02 of this Deposit Agreement, and shall,
pursuant to section 2.03 of this Deposit Agreement, execute and deliver Receipts to such Owner. In the case of a distribution pursuant
to this paragraph, such Receipts shall be legended in accordance with applicable U.S. laws, and shall be subject to the appropriate
restrictions on sale, deposit, cancellation, and transfer under such laws.

If the Depositary determines that it is not lawful or feasible to make such rights available to all or certain Owners, it may,
and at the request of the Company will use its best efforts that are reasonable under the circumstances to, sell the rights, warrants or
other instruments in proportion to the number of American Depositary Shares held by the Owners to whom it has determined it may
not lawfully or feasibly make such rights available. In each such instance, (a) the Depositary shall solicit a bid for all such rights,
warrants or other instruments from each of at least five firms that regularly participate in the international securities markets and that
are registered as brokers or dealers in Italy or the United Kingdom and (b) after soliciting such bids, the Depositary shall (i) inform
Mr. Pasquale Natuzzi, Mrs. Annunziata Natuzzif;} [and] Miss Anna Maria Natuzzi fand-Geminatnvestment-S-A- of the identity of
the highest bidder responding to such solicitation (if any) and (ii) offer all such rights, warrants or other instruments to Mr. Pasquale
Natuzzi, Mrs. Annunziata Natuzzif;} [and] Miss Anna Maria Natuzzi fand-Geminatnvestments-S-A-}(acting as a group) at a price
equal to the bid of such highest bidder (or if the Depositary shall obtain no bids in response to its solicitation, at such price as
Mr. Natuzzi, Mrs. Natuzzif5} [and] Miss Natuzzi fand-Geminalnvestments-S-A-}(acting as a group) shall bid). The Depositary shall
allocate the net proceeds of such sales (net of the fees of the Depositary as provided in Section 5.09, any expenses in connection with
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such sale and all taxes and governmental charges payable in connection with such rights and subject to the terms and conditions of this
Deposit Agreement) for the account of such Owners otherwise entitled to such rights, warrants or other instruments, upon an averaged
or other practical basis without regard to any distinctions among such Owners because of exchange restrictions or the date of delivery
of any Receipt or otherwise. Such proceeds shall be distributed as promptly as practicable in accordance with Section 4.01 hereof.

If a registration statement under the Securities Act of 1933 is required with respect to the securities to which any rights
relate in order for the Company to offer such rights to Owners and sell the securities represented by such rights, the Depositary will
not offer such rights to Owners having an address in the United States (as defined in Regulation S) unless and until such a registration
statement is in effect, or unless the offering and sale of such securities and such rights to such Owners are exempt from registration
under the provisions of such Act.

The Depositary shall not be responsible for any failure to determine that it may be lawful or feasible to make such rights
available to Owners in general or any Owner in particular.

Section 4.05 Conversion of Foreign Currency.

Whenever the Depositary shall receive Foreign Currency, by way of dividends or other distributions or the net proceeds
from the sale of securities, property or rights, and if at the time of the receipt thereof the Foreign Currency so received can, pursuant to
applicable law, be converted on a reasonable basis into Dollars and the resulting Dollars transferred to the United States, the
Depositary shall convert or cause to be converted as promptly as practicable, by sale or in any other manner that it may determine in
accordance with applicable law, such Foreign Currency into Dollars. If, at the time of conversion of such Foreign Currency into
Dollars, such Dollars can, pursuant to applicable law, be transferred outside of Italy for distribution to Owners entitled thereto, such
Dollars shall be distributed as promptly as practicable to the Owners entitled thereto or, if the Depositary shall have distributed any
rights, warrants or other instruments which entitle the holders thereof to such Dollars, then to the holders of such rights, warrants
and/or instruments upon surrender thereof for cancellation. Such distribution or conversion may be made upon an averaged or other
practicable basis without regard to any distinctions among Owners on account of exchange restrictions, the date of delivery of any
Receipt or otherwise and shall be net of any expenses of conversion into Dollars incurred by the Depositary as provided in
Section 5.09.

If such conversion or distribution can be effected only with the approval or license of any government or agency thereof,
the Depositary shall file as promptly as practicable such application for approval or license; however, the Depositary shall be entitled
to rely upon Italian local counsel in such matters, which counsel shall be instructed to act as promptly as possible.

If at any time Foreign Currency received by the Depositary is not, pursuant to applicable law, convertible, in whole or in
part, into Dollars transferable to the United States, or if any approval or license of any government or agency thereof which is required
for such conversion is denied or in the opinion of the Depositary cannot be promptly obtained, the Depositary shall, (a) as to that
portion of the Foreign Currency that is convertible into Dollars make such conversion and, if permitted by applicable law, transfer
such Dollars to the United States for distribution to Owners in accordance with the first paragraph of this Section 4.05 and (b) as to the
nonconvertible balance, if any, (i) if requested in writing by an Owner, distribute or cause the Custodian to distribute the Foreign
Currency (or an appropriate document evidencing the right to receive such Foreign Currency) received by the Depositary or Custodian
to such Owner and (ii) the Depositary shall hold or shall cause the Custodian to hold any amounts of nonconvertible Foreign Currency
not distributed pursuant to the immediate preceding subclause (i) uninvested and without liability for interest thereon for the respective
accounts of the Owners entitled to receive the same.

Section 4.06 Fixing of Record Date.

Whenever any cash dividend or other cash distribution shall become payable or any distribution other than cash shall be
made, or whenever rights shall be issued with respect to the Deposited Securities, or whenever for any reason the Depositary causes a
change in the number of Shares that are represented by each American Depositary Share, or whenever the Depositary shall receive
notice of any meeting of holders of Shares or other Deposited Securities, the Depositary shall fix a record date, which date shall, to the
extent practicable, be either (x) the same date as the record date fixed by the Company, or (y) if different from the record date fixed by
the Company, be fixed after consultation with the Company (a) for the determination of the Owners who shall be (i) entitled to receive
such dividend, distribution or rights or the net proceeds of the sale thereof or (ii) entitled to give instructions for the exercise of voting
rights at, and to attend (without voting or speaking), any such meeting, or (b) on or after which each American Depositary Share will
represent the changed number of Shares. Subject to the provisions of Sections 4.01 through 4.05 and to the other terms and conditions
of this Deposit Agreement, the Owners on such record date shall be entitled, as the case may be, to receive the amount distributable by
the Depositary with respect to such dividend or other distribution or such rights or the net proceeds of sale thereof in proportion to the
number of American Depositary Shares held by them respectively and to give voting instructions and to attend such meeting (without
voting or speaking) and to act in respect of any other such matter.



Section 4.07 Voting of Deposited Securities and Attendance at Meetings.

As soon as practicable after receipt of notice of any meeting or solicitation of proxies of holders of Shares or other
Deposited Securities, if requested in writing by the Company, the Depositary shall, as soon as practicable thereafter, mail to the
Owners a notice, the form of which notice shall be in the sole discretion of the Depositary, which shall contain (a) such information as
is contained in such notice of meeting (or if requested by the Company a summary of such information provided by the Company), (b)
a statement that the Owners as of the close of business on a specified record date (the “Specified Record Date”) will be entitled,
subject to any applicable provisions of Italian law and of the Articles of Association of the Company (which provisions, if any, shall
be summarized in such notice to the extent that such provisions are material), to instruct the Depositary as to the exercise of the voting
rights, if any, pertaining to the amount of Shares or other Deposited Securities represented by their respective American Depositary
Shares, (c) a statement as to the manner in which such instructions may be given, (d) a statement that Beneficial Owners on the
Specified Record Date may attend, but not vote or speak at, such meeting and (e) a statement as to the manner in which such
Beneficial Owners may request from the Depositary an admission ticket for such meeting. Upon the written request of an Owner on
the Specified Record Date, received on or before the date established by the Depositary for sucticable, to vote or cause to be voted the
amount of Shares or other Deposited Securities represented by the American Depositary Shares evidence by such Receipt in
accordance with the instructions set forth in such request. The Depositary shall not itself exercise any voting discretion over any
Deposited Securities. Upon the written request of an Owner (or if the Depository Trust Company (“DTC”) is the Owner, a participant
in DTC’s book-entry system) on behalf of a Beneficial Owner on the Specified Record Date, received on or before the date established
by the Depositary for such purpose the Depositary shall endeavor, in so far as pracor other Deposited Securities represented by the
American Depositary Shares evidenced by such Receipt in accordance with the instructions set forth in such request. The Depositary
shall not itself exercise any voting discretion over any Deposited Securities. Upon the written request of an Owner (or if The
Depository Trust Company (“DTC”) is the Owner, a participant in DTC’s book-entry system) on behalf of a Beneficial Owner on the
Specified Record Date, received on or before the date established by the Depositary for such purpose, the Depositary shall (a) as early
as practicable prior to such meeting issue to such Beneficial Owner an admission ticket (in the form provided by the Company) for
such meeting and (b) notify the Company of the identity of such Beneficial Owner as promptly as practicable thereafter (but in any
case at least two Business Days prior to such meeting).

Subject to the rules of any securities exchange on which American Depositary Shares or the Deposited Securities
represented thereby are listed, the Depositary shall if requested by the Company deliver, at least two Business Days prior to the date of
such meeting to the Company, to the attention of its Secretary, copies of all instructions received from Owners in accordance with
which the Depositary will vote, or cause to be voted, the Deposited Securities represented by the American Depositary Shares
evidenced by such Receipts at such meeting. Delivery of instructions will be made at the expense of the Company (unless otherwise
agreed in writing by the Company and the Depositary) provided that payment of such expense shall not be a condition precedent to the
obligations of the Depositary under this Section.

Section 4.08 Changes Affecting Deposited Securities.

In circumstances where the provisions of Section 4.03 do not apply, upon any change in nominal value, change in par
value, split-up, consolidation or any other reclassification of Deposited Securities, or upon any recapitalization, reorganization, merger
or consolidation or sale of assets affecting the Company or to which it is a party, any securities which shall be received by the
Depositary or a Custodian in exchange for or in conversion of or in respect of Deposited Securities shall be treated as new Deposited
Securities under this Deposit Agreement, and American Depositary Shares shall thenceforth represent the new Deposited Securities so
received in exchange or conversion, unless additional Receipts are delivered pursuant to the following sentence.

In any such case the Depositary may, and shall if the Company shall so request, execute and deliver additional Receipts as in the case
of a dividend in Shares, or call for the surrender of outstanding Receipts to be exchanged for new Receipts specifically describing such
new Deposited Securities.

Section 4.09 Documents Available at the Depositary’s Office and Reports to the Commission and Stock Exchanges.

The Depositary shall make available for inspection by Owners at its Corporate Trust Office any reports, notices and other
communications, including any proxy soliciting material, received from the Company which are both (a) received by the Depositary,
the Custodian, or a nominee of either as the holder of the Deposited Securities and (b) generally transmitted to the holders of such
Deposited Securities by the Company. The Depositary shall also make available for inspection by Owners at its Corporate Trust
Office copies of reports, notices and communications furnished by the Company pursuant to Section 5.06.

The Company has delivered to the Depositary and the Custodian a copy of the provisions of or governing the Shares and
any other Deposited Securities issued by the Company or any affiliate of the Company, and promptly upon any amendment thereto or
change therein, the Company shall deliver to the Depositary and the Custodian a copy of such provisions as so amended or changed.
The Depositary may rely upon such copy for all purposes of this Deposit Agreement. The Depositary will, at the expense of the
Company (unless otherwise agreed in writing by-the Company and the Depositary), make such copy and such notices, reports and
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other communications available for inspection by Owners at the Depositary’s office, at the office of the Custodian and at any other
designated transfer offices.

When the Company makes available at its offices the financial statements upon which holders of the Shares are to vote at
an annual general meeting of such holders, the Company shall promptly deliver to the Depositary and the Custodian a copy of such
financial statements. Until the date of such annual general meeting, the Depositary shall, at the expense of the Company (unless
otherwise agreed in writing by the Company and the Depositary), make such copy of the financial statements available for inspection
by Owners at the Depositary’s office, the office of the Custodian and any other designated transfer offices.

In addition, upon notice that the Company has not furnished the Commission or any relevant stock exchange with any
public reports, documents or other information as required by foreign law or otherwise under the Securities Exchange Act of 1934 or
any rule thereunder, as from time to time amended, the Depositary shall furnish promptly to the Commission or such stock exchange
copies of all annual or other periodic reports and other notices or communications which the Depositary, the Custodian or a nominee
of either receives as holder of the Deposited Securities from the Company and which are not so furnished to or filed with the
Commission or such stock exchange pursuant to any other requirement of the Commission or such stock exchange and the Depositary
is hereby authorized by the Company so to do on its behalf. In connection with any registration statement relating to the Receipts or
with any undertaking contained therein, the Company and the Depositary shall each furnish to the other and to the Commission such
information as shall be required to make filings or comply with such undertakings.

Section 4.10 Lists of Owners.

Promptly upon request by the Company, the Depositary shall, at the expense of the Company (unless otherwise agreed in
writing by the Company and the Depositary), furnish to it a list, as of a recent date, of the names, addresses and holdings of American
Depositary Shares by all persons in whose names Receipts are registered on the books of the Depositary.

Section 4.11 Withholding.

In connection with any distribution to Owners, the Company or its agent will remit to the appropriate governmental
authority or agency all amounts (if any) required under applicable law to be withheld and remitted by the Company or such agent and
owing to such governmental authority or agency by the Company or such agent; and the Depositary and the Custodian will remit to
the appropriate governmental authority or agency all amounts (if any) required under applicable law to be withheld and remitted by
the Depositary or the Custodian and owing to such authority or agency by the Depositary or the Custodian. The Depositary shall
forward to the Company or its agent such information from its records as the Company may reasonably request to enable the
Company or its agent to file necessary reports with governmental authorities or agencies. In the event that the Depositary determines
that any distribution in property other than cash (including Shares and rights to subscribe therefor) is subject to any tax or other
governmental charge which the Depositary is obligated to withhold, the Depositary may by public or private sale dispose of all or a
portion of such property (including Shares and rights to subscribe therefor) in such amounts and in such manner as the Depositary
deems necessary and practicable to withhold any such taxes or charges and the Depositary shall distribute the net proceeds of any such
sale after deduction of such taxes or charges to the Owners entitled thereto in proportion to the number of American Depositary Shares
held by them, respectively, all in accordance with applicable provisions of this Deposit Agreement.

In order to enable persons that are considered United States residents for purposes of the income tax convention between
the United States and Italy in effect as of the date of this Deposit Agreement (the “Convention”) to obtain a refund of certain Italian
withholding tax under the Convention, the Company shall provide prompt written notice (the “Dividend Notice”) to the Depositary of
(i) the calling of any meeting of holders of Deposited Securities at which the Company expects the approval of a distribution to such
holders that is subject to withholding tax refundable under the Convention, (ii) the date on which any such distribution approved at
such meeting is proposed to be payable to owners of such Deposited Securities and (iii) the related date on distribution paid to the
Depositary (the “Withholding Repayment Date”).

As promptly as practicable after receiving the Dividend Notice, the Depositary shall (i) provide the Owners with written
notice (in the form and with the content agreed by the Company and the Depositary) of the requirements that Owners and Beneficial
Owners must satisfy to receive under the Convention a refund of withholding tax with respect to the specified distribution (the
“Refund Notice”) and (ii) shall use its reasonable best efforts to cause Owners of Receipts that are financial intermediaries, including
DTG, to send the Refund Notice to their participants or customers for transmission to the Beneficial Owners of such Receipts. The
Depositary shall also deliver with each check in payment of a portion of the distribution specified in the Refund Notice (other than a
check in payment of a refund of withholding tax under the Convention) a written reminder to the Owners (in the form agreed with the
Company) of the procedures set forth in the Refund Notice. Such written reminder and the Refund Notice shall state (among other
requirements) that all certifications of entitlement to a refund of Italian withholding tax under the Convention (including each report of
ownership by a financial intermediary) must be dated later than the date of the Dividend Notice and that each such certification that is
dated on or before the date of the Dividend Notice shall be treated as incomplete by the Depositary and the Company.
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In the case of each claim for a refund by a Beneficial Owner holding Receipts through a participant in DTC, the
Depositary shall use its reasonable best efforts to obtain confirmation from DTC that the ownership reported to the Depositary by each
financial intermediary holding such Receipts on behalf of such Beneficial Owner corresponds to the ownership of such Receipts as
recorded on the books of DTC. The Depositary shall deliver to the Company (or, if so instructed by the Company, to a dividend
paying agent for the Company) all completed certifications of entitlement to a refund of Italian withholding tax under the Convention
(including each report of ownership by a financial intermediary) that the Depositary receives on or before the day that is 30 days prior
to the Withholding Repayment Date (the “Final Delivery Date”). The Depositary shall deliver such certifications to the Company (or
if applicable, the dividend paying agent for the Company) (i) in the case of such certifications received by the Depositary on or before
the date that is 30 days after the dividend payment date (the “First Delivery Date”), as soon as practicable after the First Delivery Date
and (ii) in the case of such certifications received by the Depositary after the First Delivery Date, at intervals agreed between the
Company and the Depositary. The Depositary shall deliver as soon as practicable to each Beneficial Owner (i) all completed
certifications of entitlement to a refund of Italian withholding tax under the Convention (including each report of ownership by a
financial intermediary) relating to such Beneficial Owner that the Depositary receives after the Final Delivery Date and (ii) all
incomplete certifications of such entitlement relating to such Beneficial Owner.

If the Company determines in its reasonable judgment that the completed certifications delivered to it (or if applicable, its
dividend paying agent) by the Depositary on behalf of a Beneficial Owner satisfy the requirements for a refund of Italian withholding
tax by the Company under the Convention and applicable law, the Company shall pay to the Depositary the amount to which such
Beneficial Owner is entitled under the Convention (i) within 30 days after the First Delivery Date, if the completed certifications of
such Beneficial Owner have been delivered to the Depositary on or before the First Delivery Date and delivered to the Company in
accordance with the preceding paragraph and (ii) as soon as practicable after such certifications have been delivered to the Company,
if the completed certifications of such Beneficial Owner have been delivered to the Depositary after the First Delivery Date. The
Depositary shall convert such payments in accordance with the terms of Section 4.05 and shall distribute such payments to the Owners
entitled thereto in accordance with the provisions of this Agreement.

The Depositary shall use reasonable efforts to make and maintain arrangements (in addition to or in substitution for the
foregoing arrangements) enabling persons that are considered United States residents for purposes of applicable law to receive any
rebates, tax credits or other benefits (pursuant to treaty or otherwise) relating to distributions on the American Depositary Shares to
which such persons are entitled. The Company or its agent may take any steps necessary to obtain such benefits.

Notwithstanding any other terms of the Deposit Agreement or the Receipt, absent the gross negligence or bad faith of,
respectively the Depositary and the Company, the Depositary and the Company assume no obligation, and shall not be subject to any
liability, for the failure of any Owner or Beneficial Owner, or its agent or agents to receive any tax benefit under applicable law or tax
treaties. Neither the Depositary nor the Company shall be liable for any acts or omissions of any other party in connection with any
attempts to obtain any such benefit, and Owners and Beneficial Owners hereby agree that each of them shall be conclusively bound by
any deadline established by the Company and the Depositary in connection therewith.

ARTICLE 5
THE DEPOSITARY, THE CUSTODIANS AND THE COMPANY

Section 5.01 Maintenance of Office and Transfer Books by the Depositary.

Until termination of this Deposit Agreement in accordance with its terms, the Depositary shall maintain in the Borough of
Manhattan, The City of New York, facilities for the execution and delivery, registration, registration of transfers, combinations and
split-ups and surrender of Receipts in accordance with the provisions of this Deposit Agreement.

The Depositary shall keep books for the registration of Receipts and transfers of Receipts which at all reasonable times
shall be open for inspection by the Owners, provided that such inspection shall not be for the purpose of communicating with Owners
for an object other than the business of the Company, including without limitation a matter related to this Deposit Agreement or the
Receipts.

The Depositary may close the transfer books after consultation with the Company to the extent practicable, at any time or
from time to time, when deemed expedient by it in connection with the performance of its duties hereunder or at the request of the
Company, provided that any such closing of the transfer books shall be subject to the provisions of Section 2.06 which limit the
suspension of withdrawals of Shares.

If any Receipts or the American Depositary Shares evidenced thereby are listed on one or more stock exchanges in the

United States, the Depositary shall act as Registrar or, with the written approval of the Company, appoint a Registrar or one or more
co-registrars for registry of such Receipts in accordance with any requirements of such exchange or exchanges.
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The Company shall have the right, upon reasonable request, to inspect the transfer and registration records of the
Depositary relating to the Receipts, to take copies thereof and to require the Depositary and any co-registrars to supply copies of such
portions of such records as the Company may request.

Section 5.02 Prevention or Delay in Performance by the Depositary or the Company.

Neither the Depositary nor the Company shall incur any liability to any Owner or Beneficial Owner, if by reason of any
provision of any present or future law or regulation of the United States or any other country, or of any governmental or regulatory
authority or stock exchange, or by reason of any provision, present or future, of the Articles of Association of the Company, or by
reason of any act of God or war or other circumstance beyond its control, the Depositary or the Company shall be prevented or
forbidden from, or be subject to any civil or criminal penalty on account of, doing or performing any act or thing which by the terms
of this Deposit Agreement it is provided shall be done or performed; nor shall the Depositary or the Company incur any liability to
any Owner or Beneficial Owner by reason of any non-performance or delay, caused as aforesaid, in the performance of any act or
thing which by the terms of this Deposit Agreement it is provided shall or may be done or performed, or by reason of any exercise of,
or failure to exercise, any discretion provided for in this Deposit Agreement. Where, by the terms of a distribution pursuant to Sections
4.01, 4.02, or 4.03 of the Deposit Agreement, or an offering or distribution pursuant to Section 4.04 of the Deposit Agreement, or for
any other reason, the Depositary is prevented or prohibited from making such distribution or offering available to Owners, and the
Depositary is prevented or prohibited from disposing of such distribution or offering on behalf of such Owners and making the net
proceeds available to such Owners, then the Depositary, after consultation with the Company, shall not make such distribution or
offering, and shall allow any rights, if applicable, to lapse.

Section 5.03 Obligations of the Depositary, the Custodian and the Company.

The Company assumes no obligation nor shall it be subject to any liability under this Deposit Agreement to Owners or
Beneficial Owners, except that it agrees to perform its obligations specifically set forth in this Deposit Agreement without negligence
or bad faith.

The Depositary assumes no obligation nor shall it be subject to any liability under this Deposit Agreement to any Owner
or Beneficial Owner (including, without limitation, liability with respect to the validity or worth of the Deposited Securities), except
that it agrees to perform its obligations specifically set forth in this Deposit Agreement without negligence or bad faith.

Neither the Depositary nor the Company shall be under any obligation to appear in, prosecute or defend any action, suit or
other proceeding in respect of any Deposited Securities or in respect of the Receipts, which in its opinion may involve it in expense or
liability, unless indemnity satisfactory to it against all expense and liability shall be furnished as often as may be required, and the
Custodian shall not be under any obligation whatsoever with respect to such proceedings, the responsibility of the Custodian being
solely to the Depositary.

Neither the Depositary nor the Company shall be liable for any action or nonaction by it in reliance upon the advice of or
information from legal counsel, accountants, any person presenting Shares for deposit, any Owner or any other person believed by it
in good faith to be competent to give such advice or information.

The Depositary shall not be liable for any acts or omissions made by a successor depositary whether in connection with a
previous act or omission of the Depositary or in connection with any matter arising wholly after the removal or resignation of the
Depositary, provided that in connection with the issue out of which such potential liability arises the Depositary performed its
obligations without negligence or bad faith while it acted as Depositary.

The Depositary shall not be responsible for any failure to carry out any instructions to vote any of the Deposited
Securities, or for the manner in which any such vote is cast or the effect of any such vote, provided that any such action or nonaction is
in good faith.

No disclaimer of liability under the Securities Act of 1933 is intended by any provision of this Deposit Agreement.

The Depositary, subject to Sections 2.05 and 2.09 hereof, may own and deal in any class of securities of the Company and
its affiliates and in Receipts.
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Section 5.04 Resignation and Removal of the Depositary.

The Depositary may at any time resign as Depositary hereunder by written notice of its election so to do delivered to the
Company, such resignation to take effect upon the appointment of a successor depositary and its acceptance of such appointment as
hereinafter provided.

The Depositary may at any time be removed by the Company by written notice of such removal effective upon the
appointment of a successor depositary and its acceptance of such appointment as hereinafter provided.

In case at any time the Depositary acting hereunder shall resign or be removed, the Company shall use its best efforts that
are reasonable under the circumstances to appoint a successor depositary, which shall be a bank or trust company having an office in
the Borough of Manhattan, The City of New York. Every successor depositary shall execute and deliver to its predecessor and to the
Company an instrument in writing accepting its appointment hereunder, and thereupon such successor depositary, without any further
act or deed, shall become fully vested with all the rights, powers, duties and obligations of its predecessor; but such predecessor,
nevertheless, upon payment of all sums due it and on the written request of the Company shall execute and deliver an instrument
transferring to such successor all rights and powers of such predecessor hereunder, shall duly assign, transfer and deliver all right, title
and interest in the Deposited Securities to such successor, and shall deliver to such successor a list of the Owners of all outstanding
Receipts. Any such successor depositary shall promptly mail notice of its appointment to the Owners.

Any corporation into or with which the Depositary may be merged or consolidated shall be the successor of the
Depositary without the execution or filing of any document or any further act.

Section 5.05 The Custodian.

The Custodian shall be subject at all times and in all respects to the directions of the Depositary and shall be responsible
solely to it and the Depositary shall be responsible for the compliance by the Custodian with the applicable provisions of this Deposit
Agreement. Any Custodian may resign from its duties hereunder by notice of such resignation delivered to the Depositary at least 30
days prior to the date on which such resignation is to become effective. If upon such resignation there shall be no Custodian acting
hereunder, the Depositary shall, promptly after receiving such notice, appoint a substitute custodian or custodians approved by the
Company (such approval not to be unreasonably withheld), each of which shall thereafter be a Custodian hereunder. The Depositary
may discharge any Custodian at any time upon notice to the Custodian being discharged with the approval of the Company (such
approval not to be unreasonably withheld). Whenever the Depositary in its discretion determines that it is in the best interest of the
Owners to do so, it may appoint substitute or additional custodian or custodians, which shall thereafter be one of the Custodians
hereunder. The Depositary shall notify the Company of the appointment of a substitute or additional Custodian at least 30 days prior to
the date on which such appointment is to become effective. Upon demand of the Depositary any Custodian shall deliver such of the
Deposited Securities held by it as are requested of it to any other Custodian or such substitute or additional custodian or custodians.
Each such substitute or additional custodian shall deliver to the Depositary, forthwith upon its appointment an acceptance of such
appointment satisfactory in form and substance to the Depositary. promptly after any such change, the Depositary shall give notice
thereof in writing to all Owners.

Upon the appointment of any successor depositary hereunder, each Custodian then acting hereunder shall forthwith
become, without any further act or writing, the agent hereunder of such successor depositary and the appointment of such successor
depositary shall in no way impair the authority of each Custodian hereunder; but the successor depositary so appointed shall,
nevertheless, on the written request of any Custodian, execute and deliver to such Custodian all such instruments as may be proper to
give to such Custodian full and complete power and authority as agent hereunder of such successor depositary.

Section 5.06 Reports, Notices and Other Communications.

On or before the first date on which the Company gives notice, by publication or otherwise, of any meeting of holders of
Shares or other Deposited Securities, or of any adjourned meeting of such holders, or of the taking of any action in respect of any cash
or other distributions (other than an offering of rights), the Company agrees to transmit to the Depositary and the Custodian a copy of
the notice thereof in the form given or to be given to holders of Shares or other Deposited Securities.

The Company will promptly transmit to the Custodian English language versions of any reports, notices and other
communications that are generally transmitted by the Company to holders of its Shares or other Deposited Securities, as well as
English language versions of the Company’s annual reports (including a description of operations and annual audited consolidated
financial statements prepared in conformity with Italian generally accepted accounting principles (“Italian GAAP”), together with a
reconciliation of net earnings and stockholders’ equity to United States generally accepted accounting principles) and semiannual
reports (including unaudited semiannual consolidated financial information prepared in conformity with Italian GAAP). The
Depositary shall, at the Company’s expense (unless otherwise agreed in writing by the Company and the Depositary), arrange for the
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prompt transmittal by the Custodian to the Depositary of such notices, reports and other communications and arrange for the mailing,
at the Company’s expense (unless otherwise agreed in writing by the Company and the Depositary), of copies thereof (or if requested
by the Company, a summary of any such notice provided by the Company) to all Owners or, at the request of the Company, make
such notices, reports (other than the annual and semiannual reports described in the preceding sentence) and other communications
available to all Owners on a basis similar to that for holders of Shares or other Deposited Securities, or on such other basis as the
Company may advise the Depositary may be required by any applicable law, regulation or stock exchange requirement. The Company
will timely provide the Depositary with the quantity of such notices, reports, and communications, as requested by the Depositary
from time to time, in order for the Depositary to effect such mailings.

Section 5.07 Distribution of Additional Shares; Rights, etc.

The Company agrees that in the event of any issuance or distribution of (1) additional Shares, (2) rights to subscribe for
Shares, (3) securities convertible into or exchangeable for Shares, or (4) rights to subscribe for such securities, the Company will take
all steps reasonably necessary to ensure that no violation by the Company or the Depositary of the Securities Act of 1933 will result
from such issuance or distribution.

The Company agrees with the Depositary that neither the Company nor any company controlled by the Company will at
any time deposit any Shares, either originally issued or previously issued and reacquired by the Company or any such affiliate, unless
a Registration Statement is in effect as to such Shares under the Securities Act of 1933 or the Company furnishes to the Depositary a
written opinion from U.S. counsel for the Company, which counsel shall be reasonably satisfactory to the Depositary, stating that the
offer and sale of the Receipts evidencing the American Depositary Shares representing such Shares are exempt from registration under
that Act. The Company will advise each person who, to the best knowledge of the Company, controls, or is under common control
with, the Company that such person is subject to the same restrictions on the deposit of Shares as the Company and persons controlled
by the Company.

Section 5.08 Indemnification.

The Company agrees to indemnify the Depositary, its directors, employees, agents and affiliates and any Custodian
against, and hold each of them harmless from, any liability or expense (including, but not limited to, the reasonable fees and expenses
of counsel) which may arise out of acts performed or omitted, in accordance with the provisions of this Deposit Agreement and of the
Receipts, as the same may be amended, modified or supplemented from time to time, (i) by either the Depositary or a Custodian or
their respective directors, employees, agents and affiliates, except for any liability or expense arising out of the negligence or bad faith
of either of them, and except to the extent that such liability or expense arises out of information relating to the Depositary or the
Custodian, as applicable, furnished in writing to the Company by the Depositary or the Custodian, as applicable, expressly for use in
any registration statement, proxy statement, prospectus (or placement memorandum) or preliminary prospectus (or preliminary
placement memorandum) relating to the Shares, or omissions from such information; or (ii) by the Company or any of its directors,
employees, agents and affiliates. The indemnities contained in this paragraph shall not extend to any liability or expense which may
arise out of any Pre-Release.

The Depositary agrees to indemnify the Company, its directors, employees, agents and affiliates and hold them harmless
from any liability or expense which may arise out of acts performed or omitted by the Depositary or its Custodian or their respective
directors, employees, agents and affiliates due to their negligence or bad faith.

The obligations set forth in this Section 5.08 shall survive the termination of this Deposit Agreement and the succession or
substitution of any indemnified person.

Any person seeking indemnification hereunder (an “Indemnified Person”) shall notify the person from whom it is seeking
indemnification (the “Indemnifying Person”) of the commencement of any indemnifiable action or claim promptly after such
Indemnified Person becomes aware of such commencement and shall consult in good faith with the Indemnifying Person as to the
conduct of the defense of such action or claim, which defense shall be reasonable under the circumstances. No Indemnified Person
shall compromise or settle any such action or claim without the consent in writing of the Indemnifying Person.

Section 5.09 Charges of Depositary.

The Company agrees to pay the fees and reasonable out-of-pocket expenses of the Depositary and those of any Registrar
only in accordance with agreements in writing entered into between the Depositary and the Company from time to time. The
Depositary shall present detailed statements for such expenses to the Company at least once every three months. The charges and
expenses of the Custodian are for the sole account of the Depositary.
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The following charges (to the extent permitted by applicable law or the rules of any securities exchange on which the
American Depositary Shares are admitted for trading) shall be incurred by any party depositing or withdrawing Shares or by any party
surrendering Receipts or to whom Receipts are issued (including, without limitation, issuance pursuant to a stock dividend or stock
split declared by the Company or an exchange of stock regarding the Receipts or Deposited Securities or a distribution of Receipts
pursuant to Section 4.03), whichever applicable: (1) taxes and other governmental charges, (2) such registration fees as may from time
to time be in effect for the registration of transfers of Shares generally on the Share register of the Company or (if applicable) Foreign
Registrar and applicable to transfers of Shares to the name of the Depositary or its nominee or the Custodian or its nominee on the
making of deposits or withdrawals hereunder, (3) such cable, telex and facsimile transmission expenses as are expressly provided in
this Deposit Agreement, (4) such expenses as are incurred by the Depositary in the conversion of foreign currency pursuant to
Section 4.05, (5) a fee not in excess of $5.00 or less per 100 American Depositary Shares (or portion thereof) for the execution and
delivery of Receipts pursuant to Sections 2.03 or 4.03 and the surrender of Receipts pursuant to Section 2.05 and (6) a fee for the
distribution of proceeds of sales of securities or rights pursuant to Section 4.02 or 4.04, respectively, such fee (which may be deducted
from such proceeds) being in an amount equal to the lesser of (i) the fee for the issuance of American Depositary Shares referred to
above which would have been charged as a result of the deposit by Owners of securities (for purposes of this clause 6 treating all such
securities as if they were Shares) or Shares received in exercise of rights distributed to them pursuant to Section 4.02 or 4.04,
respectively, but which securities or rights are instead sold by the Depositary and the net proceeds distributed and (ii) the amount of
such proceeds.

Section 5.10 Exclusivity.

The Company agrees not to appoint any other depositary for issuance of American Depositary Receipts so long as The
Bank of New York is acting as Depositary hereunder, subject, however, to the rights of the Company under Section 5.04.

ARTICLE 6
AMENDMENT AND TERMINATION

Section 6.01 Amendment.

The form of the Receipts and any provisions of this Deposit Agreement may at any time and from time to time be
amended by agreement between the Company and the Depositary in any respect which they may deem necessary or desirable. Any
amendment which shall impose or increase any fees or charges (other than taxes and other governmental charges, registration fees,
cable, telex or facsimile transmission costs, delivery costs or other such expenses), or which shall otherwise prejudice any substantial
existing right of Owners, shall, however, not become effective as to outstanding Receipts until the expiration of thirty days after notice
of such amendment shall have been given to the Owners of outstanding Receipts. Every Owner at the time any amendment so
becomes effective shall be deemed, by continuing to hold such Receipt, to consent and agree to such amendment and to be bound by
the Deposit Agreement as amended thereby. In no event shall any amendment impair the right of the Owner of any Receipt to
surrender such Receipt and receive therefor the Deposited Securities represented thereby, except in order to comply with mandatory
provisions of applicable law.

Section 6.02 Termination.

The Depositary shall at any time, at the direction of the Company, terminate this Deposit Agreement by mailing notice of
such termination to the Owners of all Receipts then outstanding at least 30 days prior to the date fixed in such notice for such
termination. The Depositary may likewise terminate this Deposit Agreement by mailing notice of such termination to the Company
and the Owners of all Receipts then outstanding, such termination to be effective on a date specified in such notice not less than 30
days after the date thereof, if at any time 60 days shall have expired after the Depositary shall have delivered to the Company a written
notice of its election to resign and a successor depositary shall not have been appointed and accepted its appointment as provided in
Section 5.04. On and after the date of termination, the Owner of a Receipt will, upon (a) surrender of such Receipt at the Corporate
Trust Office of the Depositary, (b) payment of the fee of the Depositary for the surrender of Receipts referred to in Section 2.05, and
(c) payment of any applicable taxes or governmental charges, be entitled to delivery, to the Owner or upon the Owner’s order, of the
amount of Deposited Securities represented by the American Depositary Shares evidenced by such Receipt. If any Receipts shall
remain outstanding after the date of termination, the Depositary thereafter shall discontinue the registration of transfers of Receipts,
shall suspend the distribution of dividends to the Owners thereof, and shall not give any further notices or perform any further acts
under this Deposit Agreement, except that the Depositary shall continue to collect dividends and other distributions pertaining to
Deposited Securities, shall sell rights as provided in this Deposit Agreement, and shall continue to deliver Deposited Securities,
together with any dividends or other distributions received with respect thereto and the net proceeds of the sale of any rights or other
property, in exchange for Receipts surrendered to the Depositary (after deducting, in each case, the fee of the Depositary for the
surrender of a Receipt, any expenses for the account of the Owner of such Receipt in accordance with the terms and conditions of this
Deposit Agreement, and any applicable taxes or governmental charges). At any time after the expiration of one year from the date of
termination, the Depositary may sell the Deposited Securities then held hereunder and may thereafter hold uninvested the net proceeds
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of any such sale, together with any other cash then held by it hereunder, unsegregated and without liability for interest, for the pro rata
benefit of the Owners of Receipts which have not theretofore been surrendered, such Owners thereupon becoming general creditors of
the Depositary with respect to such net proceeds. After making such sale, the Depositary shall be discharged from all obligations
under this Deposit Agreement, except to account for such net proceeds and other cash (after deducting, in each case, the fee of the
Depositary for the surrender of a Receipt, any expenses for the account of the Owner of such Receipt in accordance with the terms and
conditions of this Deposit Agreement, and any applicable taxes or governmental charges) and except as provided in Section 5.08.
Upon the termination of this Deposit Agreement, the Company shall be discharged from all obligations under this Deposit Agreement
except for its obligations to the Depositary under Sections 5.08 and 5.09 hereof.

ARTICLE 7
MISCELLANEOUS

Section 7.01 Counterparts.
This Deposit Agreement may be executed in any number of counterparts, each of which shall be deemed an original and
all of such counterparts shall constitute one and the same instrument. Copies of this Deposit Agreement shall be filed with the

Depositary and the Custodian and shall be open to inspection by any Owner during business hours.

Section 7.02 No Third Party Beneficiaries.

This Deposit Agreement is for the exclusive benefit of the parties hereto and shall not be deemed to give any legal or
equitable right, remedy or claim whatsoever to any other person.

Section 7.03 Severability.
In case any one or more of the provisions contained in this Deposit Agreement or in the Receipts should be or become
invalid, illegal or unenforceable in any respect, the validity, legality and enforceability of the remaining provisions contained herein or

therein shall in no way be affected, prejudiced or disturbed thereby.

Section 7.04 Binding Effect on Owners and Beneficial Owners.

The Owners and Beneficial Owners shall be bound by all of the terms and conditions of this Deposit Agreement and of
the Receipts by acceptance thereof.

Section 7.05 Notices.

Any and all notices to be given to the Company shall be deemed to have been duly given if personally delivered or sent by
mail or cable, telex or facsimile transmission confirmed by letter, addressed to

Industrie Natuzzi S.p.A.

Via lazzitiello 47

70029 Santeramo

Italy

Attention: Mr. Pasquale Natuzzi

or any other place to which the Company may have transferred its principal office.

Any and all notices to be given to the Depositary shall be deemed to have been duly given if in English and personally
delivered or sent by mail or cable, telex or facsimile transmission confirmed by letter, addressed to The Bank of New York, 101
Barclay Street, New York, New York 10286, Attention: American Depositary Receipt Administration, or any other place to which the
Depositary may have transferred its Corporate Trust Office.

Any and all notices to be given to any Owner shall be deemed to have been duly given if personally delivered or sent by
mail or cable, telex or facsimile transmission confirmed by letter, addressed to such Owner at the address of such Owner as it appears
on the transfer books for Receipts of the Depositary, or, if such Owner shall have filed with the Depositary a written request that
notices intended for such Owner be mailed to some other address, at the address designated in such request.

Delivery of a notice sent by mail or cable, telex or facsimile transmission shall be deemed to be effective at the time when

a duly addressed letter containing the same (or a confirmation thereof in the case of a cable, telex or facsimile transmission) is
deposited, postage prepaid, in a post-office letter box; provided, however, that delivery of a notice to the Company or the Depositary
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shall be deemed to be effective when actually received by the Company or the Depositary, as the case may be. The Depositary or the
Company may, however, act upon any cable, telex or facsimile transmission received by it, notwithstanding that such cable, telex or
facsimile transmission shall not subsequently be confirmed by letter as aforesaid.

Section 7.06 Governing Law.

This Deposit Agreement and the Receipts shall be interpreted and all rights hereunder and thereunder and provisions
hereof and thereof shall be governed by the law of the State of New York.

Section 7.07 Headings.

Headings contained herein are included for convenience only and are not to be used in construing or interpreting any
provision hereof.
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IN WITNESS WHEREOF, INDUSTRIE NATUZZI S.P.A. and THE BANK OF NEW YORK have duly executed this
agreement as of the day and year first set forth above and all Owners shall become parties hereto upon acceptance by them of Receipts

issued in accordance with the terms hereof.

-19-

INDUSTRIE NATUZZI S.P.A

By: /s/ Giuseppe Desantis

Name: Giuseppe Desantis
Title:  Vice President

THE BANK OF NEW YORK,
As Depositary

By: /s/ David S. Stueber

Name: David S. Stueber
Title:  Vice President



Note: This revised form of American Depositary Receipt is being filed to reflect that the ratio of Shares per American
Depositary Share has changed from one share to five shares, effective February 21, 2019.

EXHIBIT A

AMERICAN DEPOSITARY SHARES
(Each American Depositary

Share represents five deposited

Shares)

THE BANK OF NEW YORK MELLON
AMERICAN DEPOSITARY RECEIPT
FOR ORDINARY SHARES OF
NATUZZI S.P.A.
(INCORPORATED UNDER THE LAWS OF THE REPUBLIC OF ITALY)

The Bank of New York Mellon, as depositary (hereinafter called the “Depositary”), hereby certifies
that , or registered assigns IS THE OWNER
OF

AMERICAN DEPOSITARY SHARES

representing deposited Ordinary Shares (herein called “Shares”) of Natuzzi S.p.A., incorporated under the laws of The Republic of
Italy (herein called the “Company”). At the date hereof, each American Depositary Share represents five Shares deposited or subject
to deposit under the Deposit Agreement (as such term is hereinafter defined) at the principal Milan, Italy office of Credito Italiano
S.p.A. (herein called the “Custodian”). The Depositary’s Corporate Trust Office and its principal executive office are located at 240
Greenwich Street, New York, N.Y. 10286.

THE DEPOSITARY’S CORPORATE TRUST OFFICE ADDRESS IS
240 GREENWICH STREET, NEW YORK, N.Y. 10286

1. THE DEPOSIT AGREEMENT.

This American Depositary Receipt is one of an issue (herein called “Receipts™), all issued and to be issued upon the terms
and conditions set forth in the deposit agreement, dated as of May 15, 1993, as amended and restated as of December 23, 1996 and
December 31, 2001 (herein called the “Deposit Agreement”), by and among the Company, the Depositary, and all Owners and
Beneficial Owners from time to time of Receipts issued thereunder, each of whom by accepting a Receipt agrees to become a party
thereto and become bound by all the terms and conditions thereof. The Deposit Agreement sets forth the rights of Owners and
Beneficial Owners of the Receipts and the rights and duties of the Depositary in respect of the Shares deposited thereunder and any
and all other securities, property and cash from time to time received in respect of such Shares and held thereunder (such Shares,
securities, property, and cash are herein called “Deposited Securities”). Copies of the Deposit Agreement are on file at the
Depositary’s Corporate Trust Office in New York City and at the office of the Custodian.

The statements made on the face and reverse of this Receipt are summaries of certain provisions of the Deposit
Agreement and are qualified by and subject to the detailed provisions of the Deposit Agreement, to which reference is hereby made.
Capitalized terms defined in the Deposit Agreement and not defined herein shall have the meanings set forth in the Deposit
Agreement.

2. SURRENDER OF RECEIPTS AND WITHDRAWAL OF SHARES.

Upon surrender at the Corporate Trust Office of the Depositary of this Receipt for the purpose of withdrawal of the
Deposited Securities represented by the American Depositary Shares evidenced hereby, and upon payment of the fee of the Depositary
provided in this Receipt, and subject to the terms and conditions of the Deposit Agreement, the Owner hereof is entitled to delivery, to
him or upon his order, of the Deposited Securities at the time represented by the American Depositary Shares for which this Receipt is
issued. Delivery of such Deposited Securities may be made by the delivery of (a) certificates in the name of the Owner hereof or as
ordered by him or certificates properly endorsed or accompanied by proper instruments of transfer to such Owner or as ordered by him
and (b) any other securities, property and cash to which such Owner is then entitled in respect of this Receipt to such Owner or as
ordered by him. Such delivery will be made at the option of the Owner hereof, either at the office of the Custodian or at the Corporate
Trust Office of the Depositary, as provided in the Deposit Agreement; provided that the forwarding of certificates for Shares or other
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Deposited Securities for such delivery at the Corporate Trust Office of the Depositary shall be at the risk and expense of the Owner
hereof.
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3. TRANSFERS, SPLIT-UPS, AND COMBINATIONS OF RECEIPTS.

The transfer of this Receipt is registrable on the books of the Depositary at its Corporate Trust Office by the Owner hereof
in person or by a duly authorized attorney, upon surrender of this Receipt properly endorsed for transfer or accompanied by proper
instruments of transfer and funds sufficient to pay any applicable transfer taxes and the expenses of the Depositary and upon
compliance with such regulations, if any, as the Depositary may establish for such purpose. This Receipt may be split into other such
Receipts, or may be combined with other such receipts into one Receipt, evidencing the same aggregate number of American
Depositary Shares as the Receipt or Receipts surrendered. As a condition precedent to the execution and delivery, registration of
transfer, split-up, combination, or surrender of any Receipt, the delivery of any distribution thereon, or withdrawal of any Deposited
Securities, the Company, the Depositary, the Custodian, or Registrar may require payment from the depositor of the Shares or the
presentor of the Receipt of a sum sufficient to reimburse it for any tax or other governmental charge and any stock transfer or
registration fee with respect thereto (including any such tax or charge and fee with respect to Shares being deposited or withdrawn)
and payment of any applicable fees as provided in this Receipt, may require the production of proof satisfactory to it as to the identity
and genuineness of any signature and may also require compliance with such reasonable regulations the Depositary may establish
consistent with the provisions of the Deposit Agreement or this Receipt, including, without limitation, this Article 3.

The delivery of Receipts against deposits of Shares generally or against deposits of particular Shares be suspended, or the
transfer of Receipts in particular instances may be refused, or the registration of transfer of outstanding Receipts, or the combination
or split-up of Receipts generally may be suspended, during any period when the transfer books of the Depositary are closed, or if any
such action is deemed necessary or advisable by the Depositary or the Company at any time or from time to time because of any
requirement of law or of any government or governmental body or commission, or under any provision of the Deposit Agreement or
this Receipt, or for any other reason, subject to the provisions of the following sentence. Notwithstanding any other provision of the
Deposit Agreement or this Receipt, the surrender of outstanding Receipts and withdrawal of Deposited Securities may be suspended
only for (i) temporary delays caused by closing the transfer books of the Depositary or the Company or the deposit of Shares in
connection with voting at a shareholders’ meeting, or the payment of dividends, (ii) the payment of fees, taxes and similar charges,
and (iii) compliance with any U.S. or foreign laws or governmental regulations relating to the Receipts or to the withdrawal of the
Deposited Securities, or (iv) any other reason that may at any time be specified in paragraph I(A)(1) of the General Instructions to
Form F-6, as from time to time in effect, or any successor provision thereto. Without limitation of the foregoing, the Depositary shall
not knowingly accept for deposit under the Deposit Agreement any Shares required to be registered under the provisions of the
Securities Act of 1933, unless a registration statement is in effect as to such Shares.

4.  LIABILITY OF OWNER FOR TAXES.

If any tax or other governmental charge shall become payable with respect to any Receipt or any Deposited Securities
represented hereby, such tax or other governmental charge shall be payable by the Owner hereof. The Depositary may refuse to effect
any transfer of this Receipt or any combination or split-up hereof or any withdrawal of Deposited Securities represented by American
Depositary Shares evidenced by such Receipt until such payment is made, and may withhold any dividends or other distributions, or
may sell for the account of the Owner hereof any part or all of the Deposited Securities represented by the American Depositary
Shares evidenced by this Receipt, and may apply such dividends or other distributions or the proceeds of any such sale in payment of
such tax or other governmental charge (and any taxes or expenses arising out of such sale), and the Owner hereof shall remain liable
for any deficiency.

5. WARRANTIES OF DEPOSITORS.

Every person depositing Shares hereunder and under the Deposit Agreement shall be deemed thereby to represent and
warrant that such Shares and each certificate therefor are validly issued, fully paid, non-assessable, and free of any preemptive rights
of the holders of outstanding Shares and that the person making such deposit is duly authorized so to do. Every such person shall also
be deemed to represent that (i) the Shares presented for deposit are not, and the Receipts issuable upon such deposit will not be,
restricted securities within the meaning of Rule 144(a)(3) under the Securities Act of 1933, and (ii) the deposit of such Shares and the
sale of Receipts evidencing American Depositary Shares representing such Shares by that person are not otherwise restricted under the
Securities Act of 1933. Such representations and warranties shall survive the deposit of Shares and issuance of Receipts.

6.  FILING PROOFS CERTIFICATES, AND OTHER INFORMATION.

Any person presenting Shares for deposit or any owner of a Receipt may be required from time to time to file with the
Depositary or the Custodian such proof of citizenship or residence, exchange control approval, legal or beneficial ownership of
Receipts, Deposited Securities or other securities, compliance with all applicable laws or regulations or terms of the Deposit
Agreement or such Receipt, or such information relating to the registration on the books of the Company or the Foreign Registrar, if
applicable, to execute such certificates and to make such representations and warranties, as the Depositary may deem necessary or
proper. The Depositary may withhold the delivery or registration of transfer of any Receipt or the distribution of any dividend or sale
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or distribution of rights or of the proceeds thereof or the delivery of any Deposited Securities until such proof or other information is
filed or such certificates are executed or such representations and warranties made. The Depositary shall from time to time advise the
Company of the availability of any such proofs, certificates or other information and shall provide copies thereof to the Company as
promptly as practicable upon request by the Company, unless such disclosure is prohibited by law.

7.  CHARGES OF DEPOSITARY.

The Company agrees to pay the fees and reasonable out-of-pocket expenses of the Depositary and those of any Registrar
only in accordance with agreements in writing entered into between the Depositary and the Company from time to time. The
Depositary shall present detailed statement for such expenses to the Company at least once every three months. The charges and
expenses of the Custodian are for the sole account of the Depositary.

The following charges (to the extent permitted by applicable law or the rules of any securities exchange on which the
American Depositary Shares are admitted for trading) shall be incurred by any party depositing or withdrawing Shares or by any party
surrendering Receipts or to whom Receipts are issued (including, without limitation, issuance pursuant to a stock dividend or stock
split declared by the Company or an exchange of stock regarding the Receipts or Deposited Securities or a distribution of Receipts
pursuant to Section 4.03 of the Deposit Agreement), whichever applicable: (1) taxes and other governmental charges, (2) such
registration fees as may from time to time be in effect for the registration of transfers of Shares generally on the Share register of the
Company or (if applicable) Foreign Registrar and applicable to transfers of Shares to the name of the Depositary or its nominee or the
Custodian or its nominee on the making of deposits or withdrawals under the terms of the Deposit Agreement, (3) such cable, telex
and facsimile transmission expenses as are expressly provided in the Deposit Agreement, (4) such expenses as are incurred by the
Depositary in the conversion of foreign currency pursuant to Section 4.05 of the Deposit Agreement, (5) a fee not in excess of $5.00 or
less per 100 American Depositary Shares (or portion thereof) for the execution and delivery of Receipts pursuant to Sections 2.03 or
4.03 of the Deposit Agreement and the surrender of Receipts pursuant to Section 2.05 of the Deposit Agreement and (6) a fee for the
distribution of proceeds of sales of securities or rights pursuant to Sections 4.02 or 4.04, respectively, of the Deposit Agreement, such
fee (which may be deducted from such proceeds) being in an amount equal to the lesser of (i) the fee for the issuance of American
Depositary Shares referred to above which would have been charged as a result of the deposit by Owners of securities (for purposes of
this clause 6 treating all such securities as if they were Shares) or Shares received in exercise of rights distributed to them pursuant to
Sections 4.02 or 4.04, respectively, of the Deposit Agreement, but which securities or rights are instead sold by the Depositary and the
net proceeds distributed and (ii) the amount of such proceeds.

The Depositary, subject to Article 8 hereof, may own and deal in any class of securities of the Company and its affiliates
and in Receipts.

8. PRE-RELEASE OF RECEIPTS.

Neither the Depositary nor the Custodian shall deliver Shares, by physical delivery, book entry or otherwise (other than to
the Company or its agent as contemplated by Section 4.08 of the Deposit Agreement), or otherwise permit Shares to be withdrawn
from the facility created hereby, except upon the receipt and cancellation of Receipts.

The Depositary may issue Receipts against the delivery by the Company (or any agent of the Company recording Share
ownership) of rights to receive Shares from the Company (or any agent of the Company recording Share ownership). No such issue of
Receipts will be deemed a “Pre-Release” that is subject to the restrictions of the following paragraph.

The Depositary may execute and deliver Receipts prior to the receipt of Shares pursuant to Section 2.02 of the Deposit
Agreement (“Pre-Release”). The Depositary may, pursuant to Section 2.05 of the Deposit Agreement, deliver Shares upon the receipt
and cancellation of Receipts which have been Pre-Released, whether or not such cancellation is prior to the termination of such Pre-
Release or the Depositary knows that such Receipt has been Pre-Released. The Depositary may receive Receipts in lieu of Shares in
satisfaction of a Pre-Release. Each Pre-Release will be (a) preceded or accompanied by a written representation and agreement from
the person to whom Receipts or Shares are to be delivered that such person, or its customer, (i) owns the Shares or Receipts to be
remitted, as the case may be, (ii) assigns all beneficial right, title and interest in such Shares to the Depositary for the benefit of the
Owners, and (iii) agrees in effect to hold such Shares for the account of the Depositary until delivery of the same upon the
Depositary’s request, (b) at all times fully collateralized (such collateral marked to market daily) with cash or U.S. government
securities, (c) terminable by the Depositary on not more than five (5) business days notice, and (d) subject to such further indemnities
and credit regulations as the Depositary deems appropriate. The number of American Depositary Shares which are outstanding at any
time as a result of Pre-Releases will not normally exceed thirty percent (30%) of the American Depositary Shares outstanding (without
giving effect to American Depositary Shares evidenced by Receipts outstanding as a result of Pre-Releases); provided, however, that
the Depositary reserves the right to disregard such limit from time to time as it deems appropriate and may, with the prior written
consent of the Company, change such limit for purposes of general application. The Depositary will also set limits with respect to the
number of Pre-Released Receipts involved in transactions to be done hereunder with any one person on a case by case basis as it
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deems appropriate. The collateral referred to in clause (b) above shall be held by the Depositary for the benefit of the Owners as
security for the performance of the obligations to deliver Shares set forth in clause (a) above (and shall not, for the avoidance of doubt,
constitute Deposited Securities hereunder).

The Depositary may retain for its own account any compensation received by it in connection with the foregoing.
9.  TITLE TO RECEIPTS.

It is a condition of this Receipt, and every successive holder and Owner of this Receipt by accepting or holding the same
consents and agrees, that title to this Receipt when properly endorsed or accompanied by proper instruments of transfer, is transferable
by delivery with the same effect as in the case of a negotiable instrument, provided, however, that the Depositary and the Company,
notwithstanding any notice to the contrary, may treat the person in whose name this Receipt is registered on the books of the
Depositary as the absolute owner hereof for the purpose of determining the person entitled to distribution of dividends or other
distributions or to any notice provided for in the Deposit Agreement or for all other purposes.

10. VALIDITY OF RECEIPT.

This Receipt shall not be entitled to any benefits under the Deposit Agreement or be valid or obligatory for any purpose,
unless this Receipt shall have been executed by the Depositary by the manual signature of a duly authorized signatory of the
Depositary; provided, however, that such signature may be a facsimile if a Registrar for the Receipts shall have been appointed and
such Receipts are countersigned by the manual signature of a duly authorized officer of the Registrar.

11. REPORTS; INSPECTION OF TRANSFER BOOKS.

The Company is subject to the periodic reporting requirements of the Securities Exchange Act of 1934 and accordingly
files certain reports and information with the Securities and Exchange Commission (hereinafter called the “Commission”). Such
reports and information are available for inspection and copying by Beneficial Owners and Owners at the public reference facilities
maintained by the Commission located at 450 Fifth Street, N.W., Washington, D.C. 20549.

The Depositary shall make available for inspection by Owners of Receipts at its Corporate Trust Office any reports,
notices and other communications, including any proxy soliciting material, received from the Company which are both (a) received by
the Depositary, the Custodian or a nominee of either as the holder of the Deposited Securities and (b) generally transmitted to the
holders of such Deposited Securities by the Company. The Depositary shall also make available for inspection by Owners at its
Corporate Trust Office copies of reports, notices and communications furnished by the Company pursuant to the following paragraph.

The Company will promptly transmit to the Custodian English language versions of any reports, notices and other
communications that are generally transmitted by the Company to holders of its Shares or other Deposited Securities, as well as
English language versions of the Company’s annual reports (including a description of operations and annual audited consolidated
financial statements prepared in conformity with Italian generally accepted accounting principles (“Italian GAAP”), together with a
reconciliation of net earnings and stockholders’ equity to United States generally accepted accounting principles) and semiannual
reports (including unaudited semiannual consolidated financial information prepared in conformity with Italian GAAP). The
Depositary will, at the Company’s expense (unless otherwise agreed in writing by the Company and the Depositary), arrange for the
prompt transmittal by the Custodian to the Depositary of such notices, reports and other communications and arrange for the mailing,
at the Company’s expense (unless otherwise agreed in writing by the Company and the Depositary), of copies thereof (or if requested
by the Company, a summary of any such notice provided by the Company) to all Owners or, at the request of the Company, make
such notices, reports (other than the annual and semiannual reports described in the preceding sentence) and other communications
available to all Owners on a basis similar to that for holders of Shares or other Deposited Securities, or on such other basis as the
Company may advise the Depositary may be required by any applicable law, regulation or stock exchange requirement. The Company
will timely provide the Depositary with the quantity of such notices, reports and other communications, as requested by the Depositary
from time to time, in order for the Depositary to effect such mailings.

The Company has delivered to the Depositary and the Custodian a copy of the provisions of or governing the Shares and
any other Deposited Securities issued by the Company or any affiliate of the Company, and promptly upon any amendment thereto or
change therein, the Company shall deliver to the Depositary and the Custodian a copy of such provisions as so amended or changed.
The Depositary may rely upon such copy for all purposes of this Deposit Agreement. The Depositary will, at the expense of the
Company (unless otherwise agreed in writing by the Company and the Depositary), make such copy and such notices, reports and
other communications available for inspection by Owners at the Depositary’s office, at the office of the Custodian and at any other
designated transfer offices.
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When the Company makes available at its offices the financial statements upon which holders of the Shares are to vote at
an annual general meeting of such holders, the Company shall promptly deliver to the Depositary and the Custodian a copy of such
financial statements. Until the date of such annual general meeting, the Depositary shall, at the expense of the Company (unless
otherwise agreed in writing by the Company and the Depositary), make such copy of the financial statements available for inspection
by Owners at the Depositary’s office, the office of the Custodian and any other designated transfer offices.

The Depositary will keep books for the registration of Receipts and transfers which at all times shall be open for
inspection by the Owners of Receipts provided that such inspection shall not be for the purpose of communicating with Owners of
Receipts for an object other than the business of the Company, including, without limitation, a matter related to the Deposit
Agreement or the Receipts.

The Depositary may close the transfer books after consultation with the Company to the extent practicable, at any time or
from time to time, when deemed expedient by it in connection with the performance of its duties under the Deposit Agreement or at
the request of the Company, provided that any such closing of the transfer books shall be subject to the provisions of Section 2.06 of
the Deposit Agreement which limit the suspension of withdrawals of Shares.

12.  DIVIDENDS AND DISTRIBUTIONS.

Whenever the Depositary or on its behalf, its agent, receives any cash dividend or other cash distribution on any
Deposited Securities, the Depositary will, if at the time of receipt thereof any amounts received in a foreign currency can in the
judgment of the Depositary be converted on a reasonable basis into United States dollars transferable to the United States, and subject
to the Deposit Agreement, convert or will cause its agent to convert, as promptly as practicable after its receipt of such dividend or
distribution (unless otherwise prohibited or prevented by law), such dividend or distribution into dollars and will, as promptly as
practicable, distribute the amount thus received (net of the expenses of the Depositary as provided in Article 7 hereof and Section 5.09
of the Deposit Agreement) to the Owners of Receipts entitled thereto, provided, however, that in the event that the Company or an
agent of the Company or the Depositary is required to withhold and does withhold from such cash dividend or other cash distribution
in respect of any Deposited Securities an amount on account of taxes, the amount distributed to the Owners of the Receipts evidencing
American Depositary Shares representing such Deposited Securities shall be reduced accordingly.

Subject to the provisions of Section 4.11 and 5.09 of the Deposit Agreement, whenever the Depositary receives any
distribution other than a distribution described in Sections 4.01, 4.03 or 4.04 of the Deposit Agreement, the Depositary will, as
promptly as practicable cause the securities or property received by it to be distributed to the Owners of Receipts entitled thereto, in
any manner that the Depositary may deem equitable and practicable for accomplishing such distribution; provided, however, that if in
the opinion of the Depositary such distribution cannot be made proportionately among the Owners of Receipts entitled thereto, or if
for any other reason the Depositary deems such distribution not to be feasible, the Depositary may, after consultation with the
Company, adopt such method as it may deem equitable and practicable for the purpose of effecting such distribution, including, but
not limited to, the public or private sale of the securities or property thus received, or any part thereof, and the net proceeds of any
such sale (net of the fees of the Depositary as provided in Article 7 hereof and Section 5.09 of the Deposit Agreement and any
expenses in connection with such sale) shall be distributed by the Depositary to the Owners of Receipts entitled thereto as in the case
of a distribution received in cash, all in the manner and subject to the conditions set forth in the Deposit Agreement.

If any distribution consists of a dividend in, or free distribution of, Shares, the Depositary may or shall, if the Company
shall so request, distribute, as promptly as practicable to the Owners of outstanding Receipts entitled thereto, additional Receipts
evidencing an aggregate number of American Depositary Shares representing the amount of Shares received as such dividend or free
distribution subject to the terms and conditions of the Deposit Agreement with respect to the deposit of Shares and the issuance of
American Depositary Shares evidenced by Receipts, including the withholding of any tax or other governmental charge as provided in
Section 4.11 of the Deposit Agreement and the payment of the fees of the Depositary as provided in Article 7 hereof and Section 5.09
of the Deposit Agreement. In lieu of delivering Receipts for fractional American Depositary Shares in any such case, the Depositary
will sell the amount of Shares represented by the aggregate of such fractions and distribute the net proceeds, all in the manner and
subject to the conditions set forth in the Deposit Agreement. If additional Receipts are not so distributed, each American Depositary
Share shall thenceforth also represent the additional Shares distributed upon the Deposited Securities represented thereby.

In the event that the Depositary determines that any distribution in property other than cash (including Shares and rights to
subscribe therefor) is subject to any tax or other governmental charge which the Depositary is obligated to withhold, the Depositary
may by public or private sale dispose of all or a portion of such property (including Shares and rights to subscribe therefor) in such
amounts and in such manner as the Depositary deems necessary and practicable to pay any such taxes or charges, and the Depositary
shall distribute the net proceeds of any such sale after deduction of such taxes or charges to the Owners of Receipts entitled thereto.

In order to enable persons that are considered United States residents for purposes of the income tax convention between

the United States and Italy in effect as of the date of this Deposit Agreement (the “Convention”) to obtain a refund of certain Italian
withholding tax under the Convention, the Company shall provide prompt written notice (the “Dividend Notice”) to the Depositary of
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(i) the calling of any meeting of holders of Deposited Securities at which the Company expects the approval of a distribution to such
holders that is subject to withholding tax refundable under the Convention, (ii) the date on which any such distribution approved at
such meeting is proposed to be payable to owners of such Deposited Securities and (iii) the related date on which the Company (or, if
applicable, a dividend paying agent for the Company) is expected to be required to pay to Italian governmental authorities or agencies
the Italian withholding tax with respect to the portion of such distribution paid to the Depositary (the “Withholding Repayment Date”).

As promptly as practicable after receiving the Dividend Notice, the Depositary shall (i) provide the Owners with written
notice (in the form and with the content agreed by the Company and the Depositary) of the requirements that Owners and Beneficial
Owners must satisfy to receive under the Convention a refund of withholding tax with respect to the specified distribution (the
“Refund Notice”) and (ii) shall use its reasonable best efforts to cause Owners of Receipts that are financial intermediaries, including
The Depository Trust Company (“DTC”), to send the Refund Notice to their participants or customers for transmission to the
Beneficial Owners of such Receipts. The Depositary shall also deliver with each check in payment of a portion of the distribution
specified in the Refund Notice (other than a check in payment of a refund of withholding tax under the Convention) a written reminder
to the Owners (in the form agreed with the Company) of the procedures set forth in the Refund Notice. Such written reminder and the
Refund Notice shall state (among other requirements) that all certifications of entitlement to a refund of Italian withholding tax under
the Convention (including each report of ownership by a financial intermediary) must be dated later than the date of the Dividend
Notice and that each such certification that is dated on or before the date of the Dividend Notice shall be treated as incomplete by the
Depositary and the Company.

In the case of each claim for a refund by a Beneficial Owner holding Receipts through a participant in DTC, the
Depositary shall use its reasonable best efforts to obtain confirmation from DTC that the ownership reported to the Depositary by each
financial intermediary holding such Receipts on behalf of such Beneficial Owner corresponds to the ownership of such Receipts as
recorded on the books of DTC. The Depositary shall deliver to the Company (or, if so instructed by the Company, to a dividend
paying agent for the Company) all completed certifications of entitlement to a refund of Italian withholding tax under the Convention
(including each report of ownership by a financial intermediary) that the Depositary receives on or before the day that is 30 days prior
to the Withholding Repayment Date (the “Final Delivery Date”). The Depositary shall deliver such certifications to the Company (or
if applicable, the dividend paying agent for the Company) (i) in the case of such certifications received by the Depositary on or before
the date that is 30 days after the dividend payment date (the “First Delivery Date”), as soon as practicable after the First Delivery Date
and (ii) in the case of such certifications received by the Depositary after the First Delivery Date, at intervals agreed between the
Company and the Depositary. The Depositary shall deliver as soon as practicable to each Beneficial Owner (i) all completed
certifications of entitlement to a refund of Italian withholding tax under the Convention (including each report of ownership by a
financial intermediary) relating to such Beneficial Owner that the Depositary receives after the Final Delivery Date and (ii) all
incomplete certifications of such entitlement relating to such Beneficial Owner.

If the Company determines in its reasonable judgment that the completed certifications delivered to it (or if applicable, its
dividend paying agent) by the Depositary on behalf of a Beneficial Owner satisfy the requirements for a refund of Italian withholding
tax by the Company under the Convention and applicable law, the Company shall pay to the Depositary the amount to which such
Beneficial Owner is entitled under the Convention (i) within 30 days after the First Delivery Date, if the completed certifications of
such Beneficial Owner have been delivered to the Depositary on or before the First Delivery Date and delivered to the Company in
accordance with the preceding paragraph and (ii) as soon as practicable after such certifications have been delivered to the Company,
if the completed certifications of such Beneficial Owner have been delivered to the Depositary after the First Delivery Date. The
Depositary shall convert such payments in accordance with the terms of Section 4.05 of the Deposit Agreement and shall distribute
such payments to the Owners entitled thereto in accordance with the provisions of this Agreement.

The Depositary shall use reasonable efforts to make and maintain arrangements (in addition to or in substitution for the
foregoing arrangements) enabling persons that are considered United States residents for purposes of applicable law to receive any
rebates, tax credits or other benefits (pursuant to treaty or otherwise) relating to distributions on the American Depositary Shares to
which such persons are entitled. The Company or its agent may take any steps necessary to obtain such benefits.

Notwithstanding any other terms of the Deposit Agreement or the Receipt, absent the gross negligence or bad faith of,
respectively, the Depositary and the Company, the Depositary and the Company assume no obligation, and shall not be subject to any
liability, for the failure of any Owner or Beneficial Owner, or its agent or agents, to receive any tax benefit under applicable law or tax
treaties. Neither the Depositary nor the Company shall be liable for any acts or omissions of any other party in connection with any
attempts to obtain any such benefit, and Owners and Beneficial Owners hereby agree that each of them shall be conclusively bound by
any deadline established by the Company and the Depositary in connection therewith.
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13.  RIGHTS.

In the event that the Company shall offer or cause to be offered to the holders of any Deposited Securities any rights to
subscribe for additional Shares or any rights of any other nature, the Depositary, after consultation with the Company, shall have
discretion as to the procedure to be followed in making such rights available to any Owners or in disposing of such rights on behalf of
any Owners and making the net proceeds available to such Owners or, if by the terms of such rights offering or for any other reason it
would be unlawful for the Depositary either to make such rights available to any Owners or to dispose of such rights and make the net
proceeds available to such Owners, then the Depositary shall allow the rights to lapse. If at the time of the offering of any rights the
Depositary determines that it is lawful and feasible to make such rights available to all or certain Owners but not to other Owners, the
Depositary may, and at the request of the Company shall, distribute to any Owner to whom it determines the distribution to be lawful
and feasible, in proportion to the number of American Depositary Shares held by such Owner, warrants or other instruments therefor
in such form as it deems appropriate.

In circumstances in which rights would otherwise not be distributed, if an Owner requests the distribution of warrants or
other instruments in order to exercise the rights allocable to the American Depositary Shares of such Owner hereunder, the Depositary
will promptly make such rights available to such Owner upon written notice from the Company to the Depositary that (a) the
Company has elected in its sole discretion to permit such rights to be exercised and (b) such Owner has executed such documents as
the Company has determined in its sole discretion are reasonably required under applicable law.

If the Depositary has distributed warrants or other instruments for rights to all or certain Owners, then upon instruction
from such an Owner pursuant to such warrants or other instruments to the Depositary from such Owners to exercise such rights, upon
payment by such Owner to the Depositary for the account of such Owner of an amount equal to the purchase price of the Shares to be
received upon the exercise of the rights, and upon payment of the fees of the Depositary and any other charges as set forth in such
warrants or other instruments, the Depositary shall, on behalf of such Owner, exercise the rights and purchase the Shares, and the
Company shall cause the Shares so purchased to be delivered to the Depositary on behalf of such Owner. As agent for such Owner,
the Depositary will cause the Shares so purchased to be deposited pursuant to Section 2.02 of the Deposit Agreement, and shall,
pursuant to Section 2.03 of the Deposit Agreement, execute and deliver Receipts to such Owner. In the case of a distribution pursuant
to this paragraph, such Receipts shall be legended in accordance with applicable U.S. laws, and shall be subject to the appropriate
restrictions on sale, deposit, cancellation, and transfer under such laws.

If the Depositary determines that it is not lawful or feasible to make such rights available to all or certain Owners, it may,
and at the request of the Company will use its best efforts that are reasonable under the circumstances to, sell the rights, warrants or
other instruments in proportion to the number of American Depositary Shares held by the Owners to whom it has determined it may
not lawfully or feasibly make such rights available. In each such instance, (a) the Depositary shall solicit a bid for all such rights,
warrants or other instruments from each of at least five firms that regularly participate in the international securities markets and that
are registered as brokers or dealers in Italy or the United Kingdom and (b) after soliciting such bids, the Depositary shall (i) inform
Mr. Pasquale Natuzzi, Mrs. Annuziata Natuzzi and Miss Anna Maria Natuzzi of the identity of the highest bidder responding to such
solicitation (if any) and (ii) offer all such rights, warrants or other instruments to Mr. Pasquale Natuzzi, Mrs. Annuziata Natuzzi and
Miss Anna Maria Natuzzi (acting as a group) at a price equal to the bid of such highest bidder (or if the Depositary shall obtain no bids
in response to its solicitation, at such price as Mr. Natuzzi, Mrs. Natuzzi, Miss Natuzzi and Gemina Investments, S.A. (acting as a
group) shall bid). The Depositary shall allocate the net proceeds of such sales (net of the fees of the Depositary as provided in
Section 5.09 of the Deposit Agreement, any expenses in connection with such sale and all taxes and governmental charges payable in
connection with such rights and subject to the terms and conditions of the Deposit Agreement) for the account of such Owners
otherwise entitled to such rights, warrants or other instruments, upon an averaged or other practical basis without regard to any
distinctions among such Owners because of exchange restrictions or the date of delivery of any Receipt or otherwise. Such proceeds
shall be distributed as promptly as practicable in accordance with Section 4.01 of the Deposit Agreement.

If a registration statement under the Securities Act of 1933 is required with respect to the securities to which any rights
relate in order for the Company to offer such rights to Owner and sell the securities represented by such rights, the Depositary will not
offer such rights to Owners having an address in the United States (as defined in Regulation S) unless and until such a registration
statement is in effect, or unless the offering and sale of such securities and such rights to such Owners are exempt from registration
under the provisions of such Act.

The Depositary shall not be responsible for any failure to determine that it may be lawful or feasible to make such rights
available to Owners in general or any Owner in particular.
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14.  CONVERSION OF FOREIGN CURRENCY.

Whenever the Depositary shall receive foreign currency, by way of dividends or other distributions or the net proceeds
from the sale of securities, property or rights, and if at the time of the receipt thereof the foreign currency so received can, pursuant to
applicable law, be converted on a reasonable basis into Dollars and the resulting Dollars transferred to the United States, the
Depositary shall convert or cause to be converted as promptly as practicable, by sale or in any other manner that it may determine in
accordance with applicable law, such Foreign Currency into Dollars. If, at the time of conversion of such Foreign Currency into
Dollars, such Dollars can, pursuant to applicable law, be transferred outside of Italy for distribution to Owners entitled thereto, such
Dollars shall be distributed as promptly as practicable to the Owners entitled thereto or, if the Depositary shall have distributed any
rights, warrants or other instruments which entitle the holders thereof to such Dollars, then to the holders of such rights, warrants
and/or instruments upon surrender thereof for cancellation. Such distribution or conversion may be made upon an averaged or other
practicable basis without regard to any distinctions among Owners on account of exchange restrictions, the date of delivery of any
Receipt or otherwise and shall be net of any expenses of conversion into Dollars incurred by the Depositary as provided in
Section 5.09 of the Deposit Agreement

If such conversion or distribution can be effected only with the approval or license of any government or agency thereof,
the Depositary shall file as promptly as practicable such application for approval or license; however, the Depositary shall be entitled
to rely upon Italian local counsel in such matters, which counsel shall be instructed to act as promptly as possible.

If at any time foreign currency received by the Depositary is not, pursuant to applicable law, convertible, in whole or in
part, into Dollars transferable to the United States, or if any approval or license of any government or agency thereof which is required
for such conversion is denied or in the opinion of the Depositary cannot be promptly obtained, the Depositary shall, (a) as to that
portion of the foreign currency that is convertible into Dollars, make such conversion and, if permitted by applicable law, transfer such
Dollars to the United States for distribution to Owners in accordance with the first paragraph of this Article 13 and (b) as to the
nonconvertible balance, if any, (i) if requested in writing by an owner, distribute or cause the Custodian to distribute the foreign
currency (or an appropriate document evidencing the right to receive such foreign currency) received by the Depositary or Custodian
to such Owner and (ii) the Depositary shall hold or shall cause the Custodian to hold any amounts of nonconvertible foreign currency
not distributed pursuant to the immediate preceding subclause (i) uninvested and without liability for interest thereon for the respective
accounts of the Owners entitled to receive the same.

15. RECORD DATES.

Whenever any cash dividend or other cash distribution shall become payable or any distribution other than cash shall be
made, or whenever rights shall be issued with respect to the Deposited Securities, or whenever for any reason the Depositary causes a
change in the number of Shares that are represented by each American Depositary Share, or whenever the Depositary shall receive
notice of any meeting of holders of Shares or other Deposited Securities, the Depositary shall fix a record date, which date shall, to the
extent practicable, be either (x) the same date as the record date fixed by the Company, or (y) if different from the record date fixed by
the Company, be fixed after consultation with the Company (a) for the determination of the Owners of Receipts who shall be
(1) entitled to receive such dividend, distribution or rights or the net proceeds of the sale thereof or (ii) entitled to give instructions for
the exercise of voting rights at, and to attend (without voting or speaking), any such meeting, or (b) on or after which each American
Depositary Share will represent the changed number of Shares, subject to the provisions of the Deposit Agreement.

16. VOTING OF DEPOSITED SECURITIES AND ATTENDANCE AT MEETINGS.

As soon as practicable after receipt of notice of any meeting or solicitation of proxies of holders of Shares or other
Deposited Securities, if requested in writing by the Company, the Depositary shall, as soon as practicable thereafter, mail to the
Owners of Receipts a notice, the form of which notice shall be in the sole discretion of the Depositary, which shall contain (a) such
information as is contained in such notice of meeting (or, if requested by the Company a summary of such information provided by
the Company), (b) a statement that the Owners of Receipts as of the close of business on a specified record date (the “Specified
Record Date”) will be entitled, subject to any applicable provisions of Italian law and of the Articles of Association of the Company
(which provisions, if any, shall be summarized in such notice to the extent that such provisions are material), to instruct the Depositary
as to the exercise of the voting rights, if any, pertaining to the amount of Shares or other Deposited Securities represented by their
respective American Depositary Shares, (c) a statement as to the manner in which such instructions may be given, (d) a statement that
Beneficial Owners on the Specified Record Date may attend, but not vote or speak at, such meeting and (e) a statement as to the
manner in which such Beneficial Owners may request from the Depositary an admission ticket for such meeting. Upon the written
request of an Owner of a Receipt on the Specified Record Date, received on or before the date established by the Depositary for such
purpose, the Depositary shall endeavor insofar as practicable to vote or cause to be voted the amount of Shares or other Deposited
Securities represented by such American Depositary Shares evidenced by such Receipt in accordance with the instructions set forth in
such request. The Depositary shall not itself exercise any voting discretion over any Deposited Securities. Upon the written request of
an Owner (or if DTC is the Owner, a participant in DTC’s book-entry system) on behalf of a Beneficial Owner on the Specified
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Record Date, received on or before the date established by the Depositary for such purpose, the Depositary shall (a) as early as
practicable prior to such meeting issue to such Beneficial Owner an admission ticket (in the form provided by the Company) for such
meeting and (b) notify the Company of the identity of such Beneficial Owner as promptly as practicable thereafter (but in any case at
least two Business Days prior to such meeting).

Subject to the rules of any securities exchange on which American Depositary Shares or the Deposited Securities
represented thereby are listed, the Depositary shall if requested by the Company deliver, at least two Business Days prior to the date of
such meeting, to the Company, to the attention of its Secretary, copies of all instructions received from Owners in accordance with
which the Depositary will vote, or cause to be voted, the Deposited Securities represented by the American Depositary Shares
evidenced by such Receipts at such meeting. Delivery of instructions will be made at the expense of the Company (unless otherwise
agreed in writing by the Company and the Depositary).

17.  CHANGES AFFECTING DEPOSITED SECURITIES.

In circumstances where the provisions of Section 4.03 of the Deposit Agreement do not apply, upon any change in
nominal value, change in par value split-up, consolidation, or any other reclassification of Deposited Securities, or upon any
recapitalization, reorganization, merger or consolidation, or sale of assets affecting the Company or to which it is a party, any
securities which shall be received by the Depositary or a Custodian in exchange for or in conversion of or in respect of Deposited
Securities shall be treated as new Deposited Securities under the Deposit Agreement, and American Depositary Shares shall
thenceforth represent the new Deposited Securities so received in exchange or conversion, unless additional Receipts are delivered
pursuant to the following sentence. In any such case the Depositary may, and shall if the Company shall so request, execute and
deliver additional Receipts as in the case of a dividend in Shares, or call for the surrender of outstanding Receipts to be exchanged for
new Receipts specifically describing such new Deposited Securities.

18. LIABILITY OF THE COMPANY AND DEPOSITARY.

Neither the Depositary nor the Company shall incur any liability to any Owner or Beneficial Owner, if by reason of any
provision of any present or future law or regulation of the United States or any other country, or of any other governmental or
regulatory authority, or by reason of any provision, present or future, of the Articles of Association of the Company, or by reason of
any act of God or war or other circumstances beyond its control, the Depositary or the Company shall be prevented or forbidden from
or be subject to any civil or criminal penalty on account of doing or performing any act or thing which by the terms of the Deposit
Agreement it is provided shall be done or performed; nor shall the Depositary or the Company incur any liability to any Owner or
Beneficial Owner of a Receipt by reason of any non-performance or delay, caused as aforesaid, in the performance of any act or thing
which by the terms of the Deposit Agreement it is provided shall or may be done or performed, or by reason of any exercise of, or
failure to exercise, any discretion provided for in the Deposit Agreement. Where, by the terms of a distribution pursuant to Sections
4.01, 4.02 or 4.03 of the Deposit Agreement, or an offering or distribution pursuant to Section 4.04 of the Deposit Agreement, such
distribution or offering may not be made available to Owners of Receipts, and the Depositary may not dispose of such distribution or
offering on behalf of such Owners and make the net proceeds available to such Owners, then the Depositary shall not make such
distribution or offering, and shall allow any rights, if applicable, to lapse. Neither the Company nor the Depositary assumes any
obligation or shall be subject to any liability under the Deposit Agreement to Owners or Beneficial Owners of Receipts, except that
they agree to perform their obligations specifically set forth in the Deposit Agreement without negligence or bad faith. The Depositary
shall not be subject to any liability with respect to the validity or worth of the Deposited Securities. Neither the Depositary nor the
Company shall be under any obligation to appear in, prosecute or defend any action, suit, or other proceeding in respect of any
Deposited Securities or in respect of the Receipts, which in its opinion may involve it in expense or liability, unless indemnity
satisfactory to it against all expenses and liability shall be furnished as often as may be required, and the Custodian shall not be under
any obligation whatsoever with respect to such proceedings, the responsibility of the Custodian being solely to the Depositary. Neither
the Depositary nor the Company shall be liable for any action or nonaction by it in reliance upon the advice of or information from
legal counsel, accountants, any person presenting Shares for deposit, any Owner or Beneficial Owner of a Receipt, or any other person
believed by it in good faith to be competent to give such advice or information. The Depositary shall not be responsible for any failure
to carry out any instructions to vote any of the Deposited Securities, or for the manner in which any such vote is cast or the effect of
any such vote, provided that any such action or nonaction is in good faith. The Depositary shall not be liable for any acts or omissions
made by a successor depositary whether in connection with a previous act or omission of the Depositary or in connection with a matter
arising wholly after the removal or resignation of the Depositary, provided that in connection with the issue out of which such
potential liability arises, the Depositary performed its obligations without negligence or bad faith while it acted as Depositary. The
Company agrees to indemnify the Depositary, its directors, employees, agents and affiliates and any Custodian against, and hold each
of them harmless from, any liability or expense (including, but not limited to the reasonable fees and expenses of counsel) which may
arise out of acts performed or omitted, in accordance with the provisions of the Deposit Agreement and of the Receipts, as the same
may be amended, modified, or supplemented from time to time, (i) by either the Depositary or a Custodian or their respective
directors, employees, agents and affiliates, except for any liability or expense arising out of the negligence or bad faith of either of
them, and except to the extent that such liability or expense arises out of information relating to the Depositary or the Custodian, as
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applicable, furnished in writing to the Company by the Depositary or the Custodian, as applicable, expressly for use in any registration
statement, proxy statement, prospectus (or placement memorandum) or preliminary prospectus (or preliminary placement
memorandum) relating to the Shares, or omissions from such information; or (ii) by the Company or any of its directors, employees,
agents and affiliates. The indemnities contained in this paragraph shall not extend to any liability or expense which may arise out of
any Pre-Release.

No disclaimer of liability under the Securities Act of 1933 is intended by any provisions of the Deposit Agreement.

The Depositary, subject to Sections 2.05 and 2.09 of the Deposit Agreement, may own and deal in any class of securities
of the Company and its affiliates and in Receipts.

19. RESIGNATION AND REMOVAL OF THE DEPOSITARY; APPOINTMENT OF SUCCESSOR CUSTODIAN.

The Depositary may at any time resign as Depositary hereunder by written notice of its election so to do delivered to the
Company, such resignation to take effect upon the appointment of a successor depositary and its acceptance of such appointment as
provided in the Deposit Agreement. The Depositary may at any time be removed by the Company by written notice of such removal,
effective upon the appointment of a successor depositary and its acceptance of such appointment as provided in the Deposit
Agreement. Whenever the Depositary in its discretion determines that it is in the best interest of the Owners of Receipts to do so, it
may appoint a substitute or additional custodian or custodians.

20. AMENDMENT.

The form of the Receipts and any provisions of the Deposit Agreement may at any time and from time to time be amended
by agreement between the Company and the Depositary in any respect which they may deem necessary or desirable. Any amendment
which shall impose or increase any fees or charges (other than taxes and other governmental charges, registration fees and cable, telex
or facsimile transmission costs, delivery costs or other such expenses), or which shall otherwise prejudice any substantial existing
right of Owners of Receipts, shall, however, not become effective as to outstanding Receipts until the expiration of thirty days after
notice of such amendment shall have been given to the Owners of outstanding Receipts. Every Owner of a Receipt at the time any
amendment so becomes effective shall be deemed, by continuing to hold such Receipt, to consent and agree to such amendment and to
be bound by the Deposit Agreement as amended thereby. In no event shall any amendment impair the right of the Owner of any
Receipt to surrender such Receipt and receive therefor the Deposited Securities represented thereby except in order to comply with
mandatory provisions of applicable law.

21. TERMINATION OF DEPOSIT AGREEMENT

The Depositary at any time, at the direction of the Company, shall terminate the Deposit Agreement by mailing notice of
such termination to the Owners of all Receipts then outstanding at least 30 days prior to the date fixed in such notice for such
termination. The Depositary may likewise terminate the Deposit Agreement by mailing notice of such termination to the Company
and the Owners of all Receipts then outstanding, such termination to be effective on a date specified in such notice not less than 30
days after the date thereof, if at any time 60 days shall have expired after the Depositary shall have delivered to the Company a written
notice of its election to resign and a successor depositary shall not have been appointed and accepted its appointment as provided in
the Deposit Agreement. On and after the date of termination, the Owner of a Receipt will, upon (a) surrender of such Receipt at the
Corporate Trust Office of the Depositary, (b) payment of the fee of the Depositary for the surrender of Receipts referred to in
Section 2.05 of the Deposit Agreement, and (c) payment of any applicable taxes or governmental charges, be entitled to delivery, to
the Owner or upon the Owner’s order, of the amount of Deposited Securities represented by the American Depositary Shares
evidenced by such Receipt. If any Receipts shall remain outstanding after the date of termination, the Depositary thereafter shall
discontinue the registration of transfers of Receipts, shall suspend the distribution of dividends to the Owners thereof, and shall not
give any further notices or perform any further acts under the Deposit Agreement, except that the Depositary shall continue to collect
dividends and other distributions pertaining to Deposited Securities, shall sell rights as provided in the Deposit Agreement, and shall
continue to deliver Deposited Securities, together with any dividends or other distributions received with respect thereto and the net
proceeds of the sale of any rights or other property, in exchange for Receipts surrendered to the Depositary (after deducting, in each
case, the fee of the Depositary for the surrender of a Receipt, any expenses for the account of the Owner of such Receipt in accordance
with the terms and conditions of the Deposit Agreement, and any applicable taxes or governmental charges). At any time after the
expiration of one year from the date of termination, the Depositary may sell the Deposited Securities then held under the Deposit
Agreement and may thereafter hold uninvested the net proceeds of any such sale, together with any other cash then held by it
thereunder, unsegregated and without liability for interest, for the pro rata benefit of the Owners of Receipts which have not
theretofore been surrendered, such Owners thereupon becoming general creditors of the Depositary with respect to such net proceeds.
After making such sale, the Depositary shall be discharged from all obligations under the Deposit Agreement, except to account for
such net proceeds and other cash (after deducting, in each case, the fee of the Depositary for the surrender of a Receipt, any expenses
for the account of the Owner of such Receipt in accordance with the terms and conditions of the Deposit Agreement, and any
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applicable taxes or governmental charges) and except as provided in Section 5.08 of the Deposit Agreement. Upon the termination of
the Deposit Agreement, the Company shall be discharged from all obligations under the Deposit Agreement except for its obligations
to the Depositary with respect to indemnification, charges, and expenses.

22. DISCLOSURE OF INTERESTS.

To the extent that provisions of or governing any Deposited Securities (including the Company’s Articles of Association
or applicable law) may require the disclosure of beneficial or other ownership of Deposited Securities, other Shares and other
securities to the Company and may provide for blocking transfer and voting or other rights to enforce such disclosure or limit such
ownership, the Depositary shall use its best efforts that are reasonable under the circumstances to comply with Company instructions
as to Receipts in respect of any such enforcement or limitation, and Owners and Beneficial Owners shall comply with all such
disclosure requirements and ownership limitations and shall cooperate with the Depositary’s compliance with such Company
nstructions.
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Exhibit 4.10

[***] Certain information in this document has been excluded pursuant to Regulation S-K, Item 601(b)(10). Such excluded
information is not material and would likely cause competitive harm to the registrant if publicly disclosed.

MINISTERO del LAVORO
e delle POLITICHE SOCIALI

RECORD OF AGREEMENT

On 18 December 2018, at the Department of Labour and Social Politics, a meeting was held to carry out the joint examination
requested by NATUZZI SPA aimed to be granted an extension of payments from the CIGS (Cassa Integrazione Guadagni
Straordinaria, Extraordinary Redundancy Benefit Fund), after the conclusion of a “defensive solidarity contract” under Section 22-bis
of Legislative Decree 148/2015, as amended by Section 25 of Legislative Decree 119/2018.

The following parties appeared:

- The Department of Labour and Social Politics, represented by Mr Andrea Annesi.

- The Department of Economic Development, represented by Ms Chiara Cherubini.

- The Region of Puglia, represented by Mr Stefano Basile.

- The Region of Basilicata, represented by Mr Roberto Cifarelli, Councillor.

- NATUZZI S.p.A., represented by Mr Michele Onorato and Ms Patrizia Ragazzo, assisted by Mr Claudio Schiavone, solicitor.

- Mr Fabrizio Pascucci, Mr Antonio Delle Noci, Mr Gianni Fiorucci, Mr Marco Demurtas, Ms Vanessa Caccerini, respectively
as national representatives of FENEAL UIL and UILTUCS, FILCA CISL, FILLEA CGIL, FISASCAT CISL, FILCAMS
CGIL, along with the regional and territorial RSU (unified trade union representations) and RSA (corporate trade union
representations).

WHEREAS

- Natuzzi S.p.A. (VAT No 03513760722), with registered office in Santeramo in Colle, via lazzitiello, No 47 is the leading
Italian company in the furniture industry.
- The Company is classified in the industrial sector for social security purposes. The Company’s relations with its employees are
regulated by the following agreements:
o The CCNL (Contratto Collettivo Nazionale di Lavoro, collective bargaining agreement) for employees working in the
Wood and Furniture industries.
o The CCNL for employees working in the Distribution and Services industries.
- The Company’s staff totalled 2,063 employees (excluding Managers) at 30 November 2018 and was made up as follows:
o 92 First Line Managers
o 488 Clerks
o 1,483 Factory Workers



The above personnel works in the following production units:

© O 0 o0 o0 oo

Matera (MT) Iesce - Via Appia Antica s.c. Km 13.5
Santeramo in Colle (BA) Iesce- SS 271 for Matera Km 50.2
Laterza (TA) - Contrada Madonna delle Grazie

Matera La Martella (MT) - Zona Industriale La Martella
Santeramo in Colle (BA) - Via lazzitiello, 47

Ginosa (TA) - Contrada Sierro delle Vigne, s.n.

Altamura (BA) Graviscella - Via Graviscella z.i.

with the following distribution:

Foremen
and
Supervisory Factory First Line Total
Production Unit Clerks Workers Workers Managers Workers
Ginosa (TA) — C.da Sierro delle Vigne s.n.............ccceeveiieiiinnenennne. 5 7 189 201
Laterza (TA) — C.da Madonna delle Grazie...................cc.cceevvreennnnn. 30 32 505 2 569
Matera (MT) - Via Appia Antica S.C. Km 13.5 ...l 7 9 201 1 218
Matera (MT) - Zona Industriale Localita La Martella...................... 17 4 69 1 91
Santeramo in Colle (BA) - SS 271 for Matera Km 50.2.................... 12 27 367 1 407
Santeramo in Colle (BA) - Via lazzitiello, 47 .................c.ccoceeeeiriinni. 319 16 151 87 573
Altamura (BA) - Via Graviscella sn ...................c.cooooiiiiiiiieiinc, 1 2 1 4
Total WOTKETS ....c.oooiiiiiiiiiiiic e e 391 97 1483 92 2063

The Company applied to this Office for a joint examination of its request to be granted an extension of payments from the
CIGS (Extraordinary Redundancy Benefit Fund) scheme, after the conclusion of a “defensive solidarity contract” under
Section 22-bis of Legislative Decree 148/2015, as amended by Section 25 of Legislative Decree 119/2018. As a result, the
parties were convened on the date of this record.

During the meeting, the Company’s representative declared as follows:

(o)

The Company took measures aimed to increase its competitiveness and strengthen its position on the market, and
consequently to maintain its employment levels. The above measures included substantial industrial reconversion
activities aimed to attract the Italian “living room” (furniture) district to “high end” production with the purpose of
meeting market demand. As a matter of fact, Natuzzi Italia and Natuzzi Edition products are perceived as having a
higher added value but this factor depends on their capacity to maintain quality and design standards well above the
market average.

Achievement of the above target will be favoured by the specialisation and verticalisation of production and by the
progressive termination of non-profitable production as a result of the cost of Italian factors of production.

In order to meet the above target, the Group also declared that it wishes to keep pursuing its global brand strengthening
policy by developing a commercial network that may increase the sales of its Italian products, especially the Natuzzi
Italia Brand.

In spite of the above measures, which were started with the implementation of the Programme Agreement signed at the
headquarters of the Department of Economic Development in 2013, including for example the completion of the
restructuring of the Matera Iesce plant (the only plant which almost met the Business Plan targets) and the introduction
of technological and process innovations in the Laterza plant (which also led to significant improvements), there are
still doubts about the achievement of the above objectives in terms of competitiveness and product quality.

Moreover, due to a complex legal dispute, which is still pending, the Group had declared an interruption to its
investments in Italy for the purpose of setting-aside considerable funds for litigation costs, which largely affected the
Company’s financial performance and made it impossible to reach the production cost objectives which would have
made Italian production sustainable.

In light of the above financial and production circumstances, on 20 April 2018 the Company convened the Trade
Union Organisations to the offices of Federlegno to inform them of the results for the 2017 financial year, which
showed an operating loss of 29 million euros. The meeting was also aimed to inform the Social Partners that upon
expiration of the Solidarity Contract the production and organisation set-up would result in the structural redundancy of
approximately 1000 workers employed in production/logistics units and offices.

During the above meeting, the parties agreed, upon express request by the Trade Union Organisations, to set an urgent
meeting at the “Control Centre”, which was held on 11 May 2018 at the headquarters of the Department of Economic
Development. On that occasion, the Company and the Social Partners started to discuss technical issues and the
dialogue was reopened, prior to the expiration of the social safety nets, in order to prevent the start of a collective
dismissal procedure.



Given the circumstances, the Trade Union Organisations declared that the defence of the employment levels was a
priority and asked for a business plan which excluded redundancies, to be implemented by way of: a) the re-
internalisation of production for the entire supply chain; b) the diversification of production; c) the valorisation of
company know-how. Furthermore, the Trade Union Organisations asked the Company to complete the investments
aimed at increasing the quality and production levels of the Italian plants.
During the meeting at the Control Centre, the Company undertook to submit a plan for the business reorganisation of
the Italian plants and to take joint measures in an attempt to reduce forecast redundancies following the expiry of the
social safety nets.
After the meeting at the Control Centre and the commitments made on that institutional occasion, on 30 May 2018 the
Company submitted to Bari’s Confindustria (Employers’ Trade Union) its new Italian Business Plan to the national
and regional Trade Union Organisations, the territorial organisations and the coordination of the RSU and RSA
(corporate and unified trade union representations). The Plan was aimed at:

B Restore competitiveness and product quality;

B Internalise the processing of semi-finished products;

B Retrain and redeploy any redundant staff.
The above Plan, which was fully illustrated during the meeting, was based on the organisation of the activities over
four production plants: Matera lesce, Santeramo lesce, Laterza, Ginosa, as well as those of the Matera La Martella’s
logistics hub, the Industrial Methodology Lab and the Improvement and Quality Lab.
During the implementation of the Plan, each plant was supposed to specialize in a specific cluster of products in order
to encourage the development of a specific know-how that would ensure its competitiveness and quality.
After further negotiations, the Collective Agreement approving the Business Plan was signed on 28 June 2018 at the
headquarters of the Department of Economic Development. The Plan aims to regain productivity and efficiency while
protecting the corporate skills, also by diversifying and internalising the production cycles. Once all the preconditions
are met, the Plan envisages complex and costly restructuring interventions and staff retraining measures.
The final working arrangements envisaged in the Plan for the “living room” industry provide for the employment of
1093 workers in the production/logistics departments and 469 workers in the service departments and in the offices.
The Agreement also provides for shared arrangements to retrain the workers made redundant as a result of the
restructuring of the production sites and to redeploy them to the new semi-finished production activities.
At the same time, also in execution of subsequent arrangements, within the general restructuring process and under the
development programme agreement signed with Invitalia (National Agency for Inward Investment and Economic
Development), investments have been envisaged both in the sites allocated to the “living room” production (Matera
Iesce, Santeramo Iesce, Laterza, Santeramo in Colle, the Industrial Methodology Lab and the Matera La Martella
logistics hub) and for the reindustrialisation of the site of Ginosa (TA) with the purpose of executing the investments
related to the new processing of semi-finished wood products. An agreement signed on 13 November 2018 at the
Control Centre of the Department of Economic Development confirmed the contents of the Business Plan approved by
way of the above-mentioned Collective Agreement on 28 June 2018. The agreement only provided for two
amendments: zero production costs at the new lesce 3 and Iesce 4 plants and the resulting displacement of these
activities to the plants of Ginosa (TA) and Altamura-Graviscella (BA), as well as the liquidation of the Polyurethane
Production plant, as set forth in the project addendum.
Therefore, in execution of the Business Plan, the Parties agreed upon the retraining process for the 491 workers who
will be employed on the Altamura-Graviscella site and will thus undergo professional retraining for the new processing
procedures for wood and rubber semi-finished products.
As regards the Altamura-Graviscella site, on 14 December 2018 the Parties signed a record of agreement concerning
the request for application of the CIGS (Extraordinary Redundancy Benefit Fund) scheme due to corporate
restructuring at the regional headquarters.
Without prejudice to the implementation of the above Business Plan, the Company declared that it was necessary to
deal with an overstaffing of 491 workers.
Likewise, it was necessary to apply for an extension of the Solidarity Contract under Section 22-bis of Legislative
Decree 148/2015 for the Matera Iesce, Santeramo Iesce, Laterza, Matera La Martella, Factory Outlet, Santeramo in
Colle and Ginosa sites. The Solidarity Contract for these sites will expire on 31 December 2018.

During the meeting held at the headquarters of the Region of Puglia on 14 December 2018, the Company agreed with
the representatives of the Region of Puglia and the Region of Basilicata on the adoption of active policy measures
intended for the workers.

The Regions of Puglia and Basilicata also declared that the Company plays a key financial and strategic role on their
territories.



HAVING REGARD TO

. Section 25 of Legislative Decree 119 of 23 October 2018, which amended Section 22-bis of Legislative Decree 148/2015;
. Ministerial Circular No 16 of 29 October 2018.

1)
2)

NOW, THEREFORE, THE PARTIES AGREE AS FOLLOWS

The above recitals form an integral part of this agreement.

Under Section 22-bis of Legislative Decree 148/2015, introduced by Section 1, par. 133, of Act No 205/2017, as
amended by Section 25 of Legislative Decree 119 of 23 October 2018, NATUZZI SPA will apply for an extension of
payments from the CIGS (Extraordinary Redundancy Benefit Fund) scheme after the conclusion of a “defensive
solidarity contract” to the benefit of a maximum of 2022 workers:

MaAtera-1eSCe........c.ooiiiiieieieee s 218 workers
Santeramo-lesce. ..., 407 workers
LAterza........cccoooviiiiiiiiiieicicieece et 569 workers
Matera-La Martella and Factory Outlet.........................ccooceee. 91 workers

Santeramo in Colle..............coooiiiiiiiiii e 571 workers
GINOSA ..o e 166 workers

3) The payments will be requested for 12 months starting from 1 January 2019.

4) Working hours will be reduced by an average 42% on a monthly basis in consideration of a 40-hour work week.

5) Working hours will be reduced, depending on corporate needs, both “vertically” (single days) and/or horizontally.

6) Without prejudice to the corporate average reduction of working hours of 42% provided for by Legislative Decree
148/2015, the maximum individual reduction will be implemented in such a way as to guarantee compliance with the
percentage set forth in Legislative Decree 148/2015 for the reduction of the individual average by 70% over the period
of extension of the Solidarity Contract.

7) Section 21, par. 5, of Legislative Decree 148/2015 allows for a decrease in the reduction of working hours to meet
temporary needs of increased workloads.

8) As aresult of the above reduction of working hours, the direct, indirect and deferred remuneration, as well as the
contractual and/or statutory schemes will be determined and paid in proportion to the actual work performance in
compliance with applicable law. The severance indemnity fund will be paid under Section 21, par. 5, of Legislative
Decree 148/2015.

9) The Company will advance the salary supplementation payments to the employees concerned at their usual pay dates.

10) In order to rationalise inspections and make them more efficient, the Company will request their centralisation at the

ITL (Ispettorato Nazionale del Lavoro, National Labour Inspectorate) of Bari.

11) The Company quantified the cost for the extension of the payments from the CIGS (Extraordinary Redundancy Benefit

Fund) scheme after the conclusion of the “defensive solidarity contract” as a total expenditure of [***].

12) The measures envisaged by the Plan submitted by the Company will be discussed during special meetings between the

Parties at the Company’s headquarters on a three-monthly basis or upon request. This will allow the Parties to monitor
the management of the Solidarity Contract and the evolution of the corporate situation.

By signing this record, the Parties acknowledged that they concluded their joint examination and reached the agreement under
Section 22-bis of Legislative Decree 148/2015, introduced by Section 1, par. 133, of Act No 205/2017, as amended by Section 25 of
Legislative Decree 119/2018.

The Department of Labour acknowledged the agreement between the Parties and declared that the joint examination procedure under
Section 24 of Legislative Decree 148/2015 was concluded with a positive outcome.

Having concluded its mediation activity, this Office will forward this record promptly to the IV Division of the Direzione Generale
degli Ammortizzatori Sociali e della Formazione (Directorate-General for Social Safety Nets and Training) for its preliminary
inquiries and decision.



This record was read, confirmed and signed as a true and correct record.

DEPARTMENT OF LABOUR AND SOCIAL POLITICS
/S/[ILLEGIBLE]

DEPARTMENT OF ECONOMIC DEVELOPMENT
/S/[ILLEGIBLE]

REGION OF PUGLIA
/S/[ILLEGIBLE]

REGION OF BASILICATA
/S/[ILLEGIBLE]

NATUZZI SPA ..ot TRADE UNION ORGANISATIONS
/S/ MICHELE ONORATO ......ccocceoiiiiiiiiiiiiiiiciiicieciec e /SS/[ILLEGIBLE]
GLOBAL HUMAN RESOURCES DIRECTOR

/S/[ILLEGIBLE]
RSU/RSA
/SS/[ILLEGIBLE]



EXCERPT OF MINUTES OF THE MEETING OF 14 DECEMBER 2018

On 14 December 2018, in Bari, at the headquarters of the Assessorato alla Formazione e Lavoro (Training and Labour Council), in
Via Corigliano 1 Z.1. Bari (BA), NATUZZI S.p.A., represented by Mr Michele ONORATO, the Social Partners and the Regional
Authorities met in order to request an extension of the Solidarity Contract in force under Sections 21, 22-bis and 24 of Legislative
Decree 148/2015 and of payments from the CIGS (Cassa Integrazione Guadagni Straordinaria, Extraordinary Redundancy Benefit
Fund) for the site of Altamura Graviscella (BA). In compliance with applicable regional law, Natuzzi S.p.A. will submit a training
programme under the “Corporate Training Programmes — Notice No 4/2016” section within the framework of the agreement signed by
the Company and the Social Partners, specifically in performance of subsection 11), and having regard to the active policy tools made
available by the Puglia and Basilicata Regions. The programme envisages professional retraining activities aimed to reinstate workers
in the workplace y means of the following measures:

- Preparing activities for the purpose of professional training and retraining;
- Promoting work, training and professional growth opportunities by improving the match between the skill requirements
expressed by employers and the need for reinstatement;

- Reinstatement and professional development;

- Active monitoring of the job market offers through local employment agencies.
However, it is understood that the share of state co-funding cannot exceed 800,000 euros.
The Company may implement its Training Programme individually or in cooperation with the authorities set out in the Regional List
of Accredited Authorities by setting up a RTS (Raggruppamento Tecnico-Scientifico, Technical and Scientific Association of
Enterprises) or a RTI (Raggruppamento Temporaneo di Imprese, Temporary Association of Enterprises).
The Region of Basilicata agreed and declared that it will take part in the restructuring of the sites involved and in the retraining of
personnel through an Active Labour Market Policy Programme programme of active policies and by monitoring the investment plan
and the achievement of full employment.

These minutes were read, confirmed and signed as a true and correct record.

THE COMPANY TRADE UNION ORGANISATIONS THE REGION
/S/ MICHELE ONORATO

GLOBAL HUMAN RESOURCES
DIRECTOR /SS/ [ILLEGIBLE] /SS/ [ILLEGIBLE]

/S/ [ILLEGIBLE]



List of Significant Subsidiaries:

Exhibit 8.1

Percentage
of

Name ownership Registered office Activity
Ttalsofa NOTdeste S/A .......coveieereeierieii e 100.00 Salvador de Bahia, Brazil (N
Natuzzi (China) Ltd. .......ccoovevrieiiieeiiiie e 100.00 Shanghai, China (D)
Ttalsofa Romania S.r.l. ....cccoooviiiiiiiiiiiiiceeceeee e 100.00 Baia Mare, Romania (D)
NALCO SiPA ettt e 99.99 Santeramo in Colle, Italy 2)
LM.P.E. SiP.A e 100.00 Bari, Italy 3)
NACON S.PA. oottt st reesre e ee 100.00 Santeramo in Colle, Italy 4)
Lagene S.r.l ..ot e 100.00 Santeramo in Colle, Italy 4)
Natuzzi Americas INC.......cccevvviiverniinieniieieeeeeee e 100.00 High Point, North Carolina, USA 4
Natuzzi IDerica S.A. ....cc.eoevieiieeiieee et 100.00 Madrid, Spain 4)
Natuzzi Switzerland AG .......ccoovevievenieniienieeeeseeee 100.00 Dietikon, Switzerland 4
Natuzzi Germany Gmbh ...........ccccoeeiiviiiiiieiice e 100.00 Koln, Germany 4)
Natuzzi Japan KK ........ccccoeieviiiiiiieiieiecce e 100.00 Tokyo, Japan 4)
Natuzzi Services Limited..........cccoeeeiiiiiiviiieiiieie e, 100.00 London, UK 4)
Natuzzi Russia OOO.........cccocviiiieeiiieie et 100.00 Moscow, Russia 4)
Natuzzi India Furniture PVT Ltd. ....c.ccoevveviiieiieieiee, 100.00 New Delhi, India 4)
Natuzzi Florida LLC ........cooceviininieiieccie e 51.00 High Point, North Carolina, USA 4)
Natmex S.DE.R.L.DE.C.V ...c.cooevieiinieiiesecieeeeeeeie e 99.00 Mexico City, Mexico 4)
Natuzzi France S.a.5.....ccccevvvevviiviinieniinienierie st 100.00 Paris, France 4)
Softaly (Furniture) Shanghai Co. Ltd...........ccceveerernennnnnne. 96.50 Shanghai, China 4)
Natuzzi Netherlands Holding..........cccoecvevievienienieeieiieies 100.00 Amsterdam, Holland (%)
New Comfort S.r.l...c.ccvveiiiieiiiiiieeeeee e 100.00 Santeramo in Colle, Italy (6)
Italsofa Shanghai Ltd. .........ccccevieveniiniiiiiecee e 96.50 Shanghai, China (6)
Natuzzi Trade Service S.r.l. .ocoocvevieiieieieeceeeeeeee e 100.00 Santeramo in Colle, Italy (6)
Natuzzi Oceania PTT Ltd. .....cccoceveeviinieninieiieeiee 100.00 Sydney, Australia (6)
(1) Manufacture and distribution
(2) Intragroup leather dyeing and finishing
(3) Production and distribution of polyurethane foam
(4) Services and distribution
(5) Investment holding

(6)

Dormant



Exhibit 12.1
I, Pasquale Natuzzi, certify that:
1. I have reviewed this annual report on Form 20-F of Natuzzi S.p.A;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the company as of, and for, the periods presented in
this report;

4. The company’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the company, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared,

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period
covered by the annual report that has materially affected, or is reasonably likely to materially affect, the company’s internal
control over financial reporting; and

5. The company’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the company’s auditors and the audit committee of the company’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the company’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
company’s internal control over financial reporting.

Date: April 30, 2019

/s/ Pasquale Natuzzi

Name: Pasquale Natuzzi
Title: Chief Executive Officer



Exhibit 12.2
1, Vittorio Notarpietro, certify that:
1. I have reviewed this annual report on Form 20-F of Natuzzi S.p.A;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the company as of, and for, the periods presented in
this report;

4. The company’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the company, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared,

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period
covered by the annual report that has materially affected, or is reasonably likely to materially affect, the company’s internal
control over financial reporting; and

5. The company’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the company’s auditors and the audit committee of the company’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the company’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
company’s internal control over financial reporting.

Date: April 30, 2019

/s/ Vittorio Notarpietro

Name: Vittorio Notarpietro
Title: Chief Financial Officer



Exhibit 13.1

Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code)

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18,
United States Code), each of the undersigned officers of Natuzzi S.p.A. (the “Company”), does hereby certify, to such officer’s
knowledge, that:

The Annual Report on form 20-F for the year ended December 31, 2018 (the “Form 20-F”) of the Company fully complies with
the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in the Form 20-F fairly
presents, in all material respects, the financial condition and results of operations of the Company.

Dated: April 30,2019 /s/ Pasquale Natuzzi
Pasquale Natuzzi
Chief Executive Officer

Dated: April 30,2019 /s/ Vittorio Notarpietro
Vittorio Notarpietro
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to Natuzzi S.p.A. and will be retained by
Natuzzi S.p.A. and furnished to the Securities and Exchange Commission or its staff upon request.



