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Energy

Energy intended as the warmth of

the people at Sabaf - a word with a
dual meaning, almost an exhortation
to tackle the daily challenges of the
market. Because at Sabaf, "we burn for
technology and safety”.
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BUSINESS AND FINANCIAL SITUATION OF THE GROUP'

2017-2016
()
o cHANGE | EHANE

(€/000)

Sales revenue 150,223 100% 130,978 100% 19,245 +14.7%
EBITDA 30,955 20.6% 25,365 19.4% 5,590 +22.0%
EBIT 18,117 12.1% 12,501 9.5% 5616 +44.9%
Pre-tax profit 17,804 11.9% 12,417 9.5% 5,387 +43.4%
Profit attributable to the Group 14,835 9.9% 8,994 6.9% 5,841 +64.9%
Basic earnings per share (€) 1.323 - 0.791 - 0.531 +67.0%
Diluted earnings per share (€) 1.323 - 0.791 - 0.531 +67.0%

In 2017, the Sabaf Group reported sales revenue of € 150.2 million, an increase of
14.7% versus the figure of € 131 million 2016; taking into consideration the same
scope of consolidation, sales increased by 12.9%. In 2017, the increase in sales was
accompanied by a more than proportional improvement in profitability: 2017 EBITDA
amounted to € 31 million, equivalent to 20.6% of sales, compared to € 25.4 million
(19.4% of sales) in 2016, EBIT reached € 18.1 million, equivalent to 12.1% of sales,
compared to € 12.5 million (9.5%) in 2016. Net profit of 2017, equal to € 14.8 million
(9.9% of sales), is 64.9% higher than the € 9 million of 2016.

The subdivision of sales revenues by product line is shown in the table below:

An analysis of sales by product category shows the strong growth of special burners,
the family where product innovation has been strongest in recent years. The trend in
sales of light alloy valves, which have now almost completely replaced brass valves,
was also very positive. All other product lines also recorded good growth rates, with
the exception of thermostats.

The geographical breakdown of revenues is shown below:

Brass valves 5991 | 4.0% | 9,007 | 6.9% | -33.5% Italy 36,523 | 24.3% | 36,365 | 27.8% | +0.4%
Light alloy valves 39,351 | 26.2% | 32,393 247% +21.5% Western Europe 11,678 7.8% 8,553 6.5% +36.5%
Thermostats 7,376 4.9% 7,699 59% -4.2% Eastern Europe 42,824 | 28.5% | 34,123 | 26.1% | +25.5%
Standard burners 41,070 | 27.3% | 37,338 285% +10.0% Middle East and Africa 13,009 8.6% 11,698 8.9% +11.2%
Special burners 27,184 | 18.1% | 21,215 162% +28.1% Asia and Oceania 10,516 7.0% 8,088 6.2% +30.0%
“icv‘;fj;’:es and other 15,267 | 10.2% | 12,613 96/ +21.0% South America 22,938 | 15.3% | 20,847 | 15.9% | +10.0%
TOTAL GAS PARTS 136,239| 90.7% |120,265|91.8%| +13.3% ',\\'A‘;:t OAmerica and 12735 | 85% | 11,304 | 8.6% | +12.7%
Professional burners 5079 | 3.4% | 2,289 18% +121.9% TOTAL 150,223| 100% 130,978 100% | +14.7%
Hinges 8905 | 5.9% | 8424 | 6.4% | +57%
TOTAL 150,223| 100% |130,978| 100% | +14.7%
1 2016 figures, shown for comparative purposes in this section, were recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair 115

value measurement of A.R.C's assets and liabilities, at the acquisition date previously considered provisional.



In 2017, all markets recorded double-digit growth rates; Italy, where sales remained
stable after years of decline due to the sharp reduction in the production of domestic
appliances, is an exception. Very positive sales growth rates have been recorded in
other European markets, where Sabaf is consolidating its leadership. The Middle East
market showed a strong recovery compared to 2016; Asia, North and South America
confirmed a positive underlying trend.

Average sales prices in 2017 were 0.8% lower compared to 2016.

The effective average purchase prices of the main raw materials (brass, aluminium
alloys and steel) were on average higher than in 2016, with a negative impact of 0.9%
of sales. Consumption (purchases plus change in inventories) as a percentage of sales
was 38.2%in 2017, compared with 36.7% in 2016.

The impact of labour cost on sales decreased from 24.5% to 23.5%, by benefiting from
greater automation of production and a lower impact of overhead costs.

Operating cash flow (net profit plus depreciation and amortisation) stood at € 27.7
million, equivalent to 18.5% of sales (€ 22 million and 16.8%, respectively in 2016).

The ratio of net financial expenses to sales remained unchanged at 0.5%.
The tax rate for 2017 was 16.2% (26.9% in 2016) and gained tax benefits of appro-

ximately € 2.3 million (mainly related to the patent box and investments made in
Turkey), as described in detail in Note 31 to the consolidated financial statements.

The Group's statement of financial position, reclassified based on financial criteria, is
illustrated below:

Cash flows for the period are summarised in the table below:

(€/000) 2016
Opening liquidity 12,143 3,991
Operating cash flow 22,779 25,931
Cash flow from investments (13,944) (11,762)
Free cash flow 8,835 14,169
Ca§h flow from financing 6,516) (2,894)
activities

A.R.C. acquisition - (2,614)
Foreign exc'P‘wua;l;w‘ge differences | .o

due to translation (2.929) (509)
CASH FLOW

FOR THE PERIOD (610) 8152
Closing liquidity 11,533 12,143

Net financial debt and liquidity shown in the tables above are defined in compliance
with the net financial position detailed in Note 22 of the consolidated financial state-
ments, as required by CONSOB memorandum of 28 July 2006.

At 31 December 2017, working capital stood at € 50.8 million compared with € 46.1
million at the end of the 2016: its impact on sales was 33.8% (35.2% in 2016).

Also to take advantage of the low level of interest rates, as from 2016, the Group refor-
mulated the average duration of its loans, entering into unsecured loan agreements
repayable in 5 years and reducing the short-term bank exposure.

In 2017, the Sabaf Group made net investments of € 13.9 million. The main in-
(€/000) vestments in the financial year were aimed at automation of the assembly lines for
Non_c'l‘ment as;ets 93,802 93,967 light alloy valves and at the interconnection of production plants with management
S A systems (Industry 4.0). The building in Campodarsego (PD) was acquired, where
Short-term assets 2 79,314 72,908 A.R.C., formerly rented, operates. In Brazil, the factory was expanded, against incre-
i ased production volumes; while in Turkey all the die-casting machines were robo-
Short-term liabilities * (28,561) (26,824) tised. Other investments were made in the production of presses for new burners.
Workin;(‘;" Cap’.ta,‘;w 46,084 Investments in maintenance and replacement, so that production equipment is kept
S A constantly up to date and efficient, are systematic.
Short-term financial assets 67 0
Provisions for risks amd chargé;: """""""""""""" Free cash flow (operating cash flow less investments) amounted to € 8.8 million, com-
Post-employment benefits, 4,034 (4,284) pared with € 14.2 million in 2016, following a different trend in working capital (in
deferred taxes particular, following the increase in sales, trade receivables increased at 31 December
NET INVESTED CAPITAL 140,588 135,767 2007).
Short-term net financial position (5,830) (2,804) During the financial year, the Group paid out dividends of € 5.4 million and purchased
Mediur;wu/long—terr;wunet fimamaia [ treasury shares for € 2.1 million; the net financial debt was € 25.5 million, versus €
position (19,703) (20,654) 23.5 millionin 31 December 2016.
NET FINANCIAL DEBT (25,533 (23.458) Shareholders' equity totalled € 115 million at 31 December 2017; the ratio between
SHAREHOLDERS' EQUITY 115,055 112,309 the netfinancial debt and the shareholders’ equity was 0.22 versus 0.21in 2016.
116 2 Sum of Inventories, Trade receivables, Tax receivables and Other current receivables

3 Sum of Trade payables, Tax payables and Other liabilities
4 Difference between short-term assets and short-term liabilities
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ROCE . .

(return on ca‘p'i‘t‘al employed | 12 9.2%
Dividends per share (€) 0.55°% 0.48
Net debt/EBITDA 0.82 0.92
Net debt/equity ratio 22% 21%
Mar!(et ca.pitalisation (31/12)/ 200 107
equityratio

Change in sales +14.7% -5.1%

Please refer to the introductory part of the Annual Report for a detailed examination
of other key performance indicators.

RISK FACTORS

The results of the risk identification and assessment process carried out in 2017 showed that the
Sabaf Group is exposed to certain risk factors, which can be traced back to the macro-categories
described below.

Risks of external environment

Risks deriving from the external context in which Sabaf operates, which could have
a negative impact on the economic and financial sustainability of the business in the
medium/long-term. The most significant risks in this category are related to general
economic conditions, trend in demand and product competition, in addition to the risks
related to Sabaf's presence in Turkey and, more generally, to instability of the emerging
countries in which the Group operates.

Strategic risks

Strategic risks that could negatively impact Sabaf's short to medium term performan-
ce, including, for example: the loss of business opportunities in the Chinese market,
risks related to the growth through acquisitions strategy and the protection of pro-
duct exclusivity.

Legal and compliance risks

Risks related to Sabaf's contractual liabilities and compliance with the laws and
regulations applicable to the Group, including: Legislative Decree 231/2001, Law
262/2005, HSE regulations, regulations applicable to listed companies, tax regula-
tions, labour regulations.

Operational risks

Risks of suffering losses due to inadequate or malfunctioning processes, human re-
sources and information systems. This category includes financial risks (e.g. losses
deriving from the volatility of the price of raw materials used by the Group in its pro-
duction processes, from fluctuations in exchange rates or from the management of
trade receivables), risks related to production processes (e.g. product liability),

organisational risks (e.g. loss of key staff and expertise and the difficulty of replacing
them, resistance to change by the organisation), risks related to purchases (e.g. rela-
tions with suppliers and contractors) and Information Technology risks.

The main risks are described in detail below as well as the relevant risk management
actions that are currently being implemented.

Performance of the sector

The Group's financial position, results and cash flows are affected by several factors rela-

ted to the performance of the sector, including:

e general macro-economic performance: the household appliance market is af-
fected by macro-economic factors such as: gross domestic product, consumer
and business confidence, interest rate trend, the cost of raw materials, the unem-
ployment rate and the ease of access to credit;

e concentration of the end markets: as a result of mergers and acquisitions, custo-
mers have acquired bargaining power;

e stagnation of demand in mature markets (i.e. Europe) in favour of growth in emer-
ging Countries, characterised by different sales conditions and by a more unsta-
ble macro-economic environment;

e increasing competition, which in some cases imposes aggressive pricing policies.

To cope with this situation, the Group aims to retain and reinforce, wherever possible,

its leadership position through:

e development of new products characterised by superior performance compared
with current market standards, and tailored to the needs of the customer;

o diversification of commercial investments in growing and emerging markets with
local commercial and productive investments;

e the maintenance of high quality and safety standards, which make it possible to
differentiate the product through the use of resources and implementation of pro-
duction processes that are not easily sustainable by competitors;

e strengthening of business relations with the main players in the sector;

e adoption of a diversification strategy and entry into new segments / business
sectors.

Instability of Emerging countries in which the Group operates

Turkey represents the main production hub of household appliances at the European
level; over the years, local industry attracted heavy foreign investments and favoured
the growth of important manufacturers. In this context, the Sabaf created a production
plantinTurkeyin 2012 that realises today the 10% of total Group production. The Turkish
market represents more than 25% of the Group's total sales. The social and political ten-
sions in Turkey over the last few years had no effect on the activities of the Sabaf Group,
which continued normally. In consideration of the strategic importance of this Country,
the managementassessed the risks that could arise from the impossibility to operate in
Turkey. We highlight that all the products made in Turkey today can be manufactured
also in Italy, albeit at higher costs, to ensure in this way the continuity of supplies to
customers.

More generally, the Group is exposed to risks related to (political, economic, tax, regula-
tory) instability in some emerging countries where it produces or sells. Any embargoes
or major political or economic instability, or changes in the regulatory and/or local law
systems, or new tariffs or taxes imposed could negatively affecta portion of Group sales
and the related profitability.

5 Proposed dividend
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Sabaf has taken the following measures to mitigate the above risk factors:

e diversifying investments at international level, setting different strategic
priorities that, in addition to business opportunities, also consider the different
associated risk profiles;

e monitoring of the economic and social performance of the target countries, also
through a local network of agents and collaborators;

o timely assessment of (potential) impacts of any business interruption on the
markets of Emerging countries;

e adoption of contractual sales conditions that protect the Group (e.g.: advance
payments and payments through letters of credit from major banks).

Product competition

The Sabaf Group's business model focuses on the production of gas cooking compo-
nents (valves and burners); therefore, there is the risk of not correctly assessing the thre-
atsand opportunities deriving from the competition of alternative products (alternative
solutions to gas cooking, such as induction), with the consequence of not adequately
making use of any market opportunities and/or suffering from negative impacts on
margins and turnover.

In recent years, the Group has launched a number of projects aimed at analysing the
opportunities and threats related to competition of alternative products, other than
gas cooking, including:

e analysing the possibilities for expansion in the induction hob market, with a focus
on technical and commercial feasibility analyses;

e development of new gas cooking components able to satisfy the needs that lead
some consumers (especially Western consumers) to prefer induction (aesthetic fac-
tors, practicality and ease of cleaning, technological integration);

e evaluation of M&A operations, also in sectors adjacent to the traditional Sabaf sector.

Loss of business opportunities in the Chinese market

With a production of over 20 million hobs per year, China is one of the world's most
important markets. After many years of commercial presence only, in 2015 Sabaf star-
ted the on-site production of a special burner for the Chinese market.

However, there is a risk that Sabaf's investments in the opening of its Chinese he-
adquartersand the start of production will not generate - at least in the short/medium
term - an adequate economic return.

To support the development of the Group's Chinese subsidiary and to ensure the eco-

nomic return on the investments made, Sabaf is carrying out the following actions:

¢ developing a strategic/operational plan suitable for using growth opportunities
offered by the local market;

e continuing to develop product lines in accordance with the needs of the Chinese
market and in compliance with local regulations;

e adopting and maintaining a quality-price mix in line with the expectations of
potential local customers.

Growth through acquisitions

The strategic plan developed by the Group's management includes, among other

things, the possibility of growth through acquisitions, also in related sectors. This strate-

gic choice involves specific risk profiles for Sabaf, due to:

e incorrect assessment of the target companies / incorrect assessment of risks and
opportunities for a possible acquisition;

e delays or difficulties in integration.

The Group adopted solutions and instruments to mitigate the above risks, such as:
e definition of guidelines / requirements necessary for the identification of target
companies;

e creation of an internal work team, dedicated to the identification and evaluation
of potential targets;

e development of guidelines, processes and tools to support the assessment of
M&As and subsequent integration activities.

Protection of product exclusivity

Sabaf's business model based the protection of product exclusivity mainly on design
capacity and the internal production of special machines used in manufacturing pro-
cesses, thanks to its unique know-how that competitors would find difficult to repli-
cate.

There is a risk that some Group products, although patented, will be copied by compe-
titors. Exposure to this risk increased as a result of the opening up of trade in countries
where it is difficult to enforce industrial patent rights.

Sabaf developed and maintained a structured model to manage innovation and pro-
tectintellectual property. Moreover, the Group periodically monitors the patent stra-
tegies adopted/to be adopted based on the assessments of cost/opportunity.

Financial risks

The Sabaf Group is exposed to a series of financial risks, due to:

e Commodity price volatility: Sabaf uses metals and alloys in its production
processes, the prices of which are generally negotiated semi-annually or annually;
as a result, Group companies may not be able to immediately pass on to customers
changes in the prices of commodities that occur during the year, with an impact on
profitability.

e Exchange rate fluctuation: the Group carries out transactions primarily in euro;
however, transactions also take place in other currencies, such as the U.S. dollar, the
Brazilian real, the Turkish lira and the Chinese renminbi. In particular, since sales in
US dollars represents about the 14% of consolidated sales, the possible depreciation
against the euro and the real could lead to a loss in competitiveness on the markets
in which sales are made in that currency (mainly South and North America).

e Trade receivable: the high concentration of sales on a small number of customers
generates a concentration of the respective trade receivables, with a resulting
increase in the negative impact on economic and financial results in the event
of insolvency of any one of them. In particular, given the structural difficulties of
the household appliance sector in mature markets, it is possible that situations of
financial difficulty and insolvency among customers could arise.

For more information on financial risks, see Note 35 of the consolidated financial sta-
tements as regards disclosure for the purposes of IFRS 7.

RESEARCH AND DEVELOPMENT

The most important research and development projects conducted in 2017 were as
follows:

Burners

e three models of customised burners are being developed for North America;

e asmalltriple ring burner was developed for South America;

e acustom burnerwas developed for a major Brazilian customer;

e innovative technical solutions that make it easier for users to clean burners are
being tested;

Valves
 asafety valve was developed for requlating the oven;
® aprojectis underway to create a multiposition valve;
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Hinges

e the development of the motorisation of hinges inside the oven doors and related
electronic control of door opening and closing was completed;

e a dishwasher hinge was developed, equipped with a sliding system for sliding
the panel;

e a damping unit fitted in the oven was developed for application on microwave
ovens;

e ahingeand a high performance roller holder were developed for applications on
professional systems.

In addition to the integrations between production plants and management systems
(industry 4.0) mentioned above, studies were launched for the electronic labelling of
packages and forthe automation of internal logistics. The improvementin production
processes continued throughout the Group, accompanied by the development and
internal production of machinery, tools and presses.

Development costs to the tune of € 496,000 were capitalised, as all the conditions set
by international accounting standards were met; in other cases, they were charged to
the income statement.

NON-FINANCIAL STATEMENT

Starting from 2017, the Sabaf Group publishes the consolidated non-financial state-
ment required by Legislative Decree no. 54/2016 in a report separate from this Mana-
gement Report. The consolidated non-financial statement provides all the information
needed to ensure understanding of the Group's activities, performance, results and
impact, with particular reference to environmental, social and personnel issues, respect
for human rights and the fight against active and passive corruption, which are relevant
considering the Group's activities and characteristics.

The consolidated non-financial statement s included in the same file in which the mana-
gementreport, the consolidated financial statements, the separate financial statements
of the parent company Sabaf S.p.A. and the remuneration report are published.

It should be noted that since 2005, the Sabaf Group has drawn up an Annual Report on
its economic, social and environmental sustainability performance.

PERSONNEL

In 2017, the Sabaf Group suffered no on-the-job deaths or serious accidents that led
to serious or very serious injuries to staff for which the Group was definitively held re-
sponsible, nor was it held responsible for occupational ilinesses of employees or former
employees, or causes of mobbing.

Forall other information, please refer to the Non-Financial Statement.

ENVIRONMENT

In 2017 there was no:

e damage caused to the environment for which the Group was held definitively
responsible;

e definitive fines or penalties imposed on the Group for environmental crimes or
damage.

Forall other information, please refer to the Non-Financial Statement.

CORPORATE GOVERNANCE

For a complete description of the corporate governance system of the Sabaf Group, see
the report on corporate governance and on the ownership structure, available in the
Investor Relations section of the company website.

INTERNAL CONTROL SYSTEM ON
FINANCIAL REPORTING

The internal control system on financial reporting is described in detail in the report on
corporate governance and on ownership structure.

With reference to the "conditions for listing shares of parent companies set up and regu-
lated by the law of states not belonging to the European Union" pursuant to articles 36
and 39 of the Market Regulations, the Company and its subsidiaries have administrative
and accounting systems that can provide the public with the accounting situations pre-
pared for drafting the consolidated report of the companies that fall within the scope
of this regulation and can regularly supply management and the auditors of the Parent
Company with the data necessary for drafting the consolidated financial statements.
The Sabaf Group has also set up an effective information flow to the independent audi-
torand continuous information on the composition of the company officers of the subsi-
diaries, together with information on the offices held, and requires the systematic and
centralised gathering and regular updates of the formal documents relating to the arti-
cles of association and granting of powers to company officers. The conditions exist as
required by article 36, letters a), b) and c) of the Market Regulations issued by CONSOB.
In the course of the financial year, no acquisitions were made of companies in countries
not belonging to the European Union which, considered independently, would have a
significant relevance for the purposes of the regulation in question.

MODEL 231

The Organisation, Managementand Control Model, adopted pursuantto Legislative De-
cree 231/2001, is described in the report on company governance and on the ownership
structure, which should be reviewed for reference.

PERSONAL DATA PROTECTION

With reference to Legislative Decree 196 of 30 June 2003, in 2017 the Group continued
its work to ensure compliance with current regulations. Compliance with the GDPR Re-
gulation is in progress and will enter into force in May 2018.

DERIVATIVE FINANCIAL INSTRUMENTS

For the comments on this item, please see Note 35 of the consolidated financial
statements.

ATYPICAL OR UNUSUAL TRANSACTIONS

Sabaf Group companies did not execute any unusual or atypical transactions in 2017.

SECONDARY OFFICES

Neither Sabaf S.p.A. nor its subsidiaries have secondary operating offices.

MANAGEMENT AND COORDINATION

Sabaf S.p.A. is not subject to management and coordination by other companies.
Sabaf S.p.A. exercises management and coordination activities over its Italian subsidia-
ries, Faringosi Hinges s.r.|., Sabaf Immobiliare s.r.l. and A.R.C.s.1.l.
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INTRA-GROUP TRANSACTION AND
RELATED-PARTY TRANSACTIONS

The relationships between the Group companies, including those with the parent
company, are regulated under market conditions, as well as the relationships with
related parties, defined in accordance with the accounting standard IAS 24. The
details of the intra-group transactions and other related-party transactions are
given in Note 36 of the consolidated financial statements and in Note 37 of the
separate financial statements of Sabaf S.p.A.

SIGNIFICANT EVENTS AFTER YEAR-
END AND BUSINESS OUTLOOK

The start of 2018 shows a moderate increase in sales compared to the same pe-
riod of 2017. After a year characterised by a growth rate that is clearly higher than
the average trend of recent years and despite the still challenging competitive
scenario, the Group estimates that revenues for the entire financial year 2018 will
increase ranging from 3% to 5% compared to 2017. The Group also believes that
the adjustment of sales prices and further improvements in operating efficiency
will enable it to balance the negative impacts associated with the weakening of
the dollar and the rise in commodity prices, and therefore estimates operating
profitability (EBITDA%) to be in line with 2017.

These forecasts assume a macroeconomic scenario not affected by unpredicta-
ble events. If the economic situation were to change significantly, actual figures
might diverge from forecasts.
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BUSINESS AND FINANCIAL SITUATION OF SABAF S.P.A.

(€/000) 0 CHANGE % CHANGE

Sales revenue 115,687 101,523 e o
EBITDA 17,477 13,525 3,952 o
EBIT 8,050 4,070 3,980 D
Pre-tax profit (EBT) 9,072 3,593 5,479 s
Net Profit 8,001 2,460 5,541 sy

The reclassification of the statement of financial position based on financial criteria is illustrated below:

(€/000) 0 31.12.2016

Non-current assets & 89,361 89,258
Non-current financial assets 1,848 2,137

Short-term assets 7 58,875 54,475
Short-term liabilities & (23,643) (22,441)
Working capital ¢ 35,232 32,034
oo for ol and g, s mploymens 269) 2
NET INVESTED CAPITAL 123,804 120,541
Short-term net financial position (15,239) (11,496)
Medium/long-term net financial position (16,478) (17,521)
NET FINANCIAL POSITION (31,717) (29,017)
SHAREHOLDERS' EQUITY 92,087 91,524

Cash flows for the period are summarised in the table below:

Opening liquidity 1,797 1,090
Operating cash flow 12,554 15,205
Cash flow from investments 9,319 (12,591)
Free cash flow 3,235 2,614
Cash flow from financing activities (2,335) (1,907)
CASH FLOW FOR THE PERIOD 900 707

Closing liquidity 2,697 1,797

6 Excluding Financial assets . 8 Sum of Inventories, Trade receivables, Tax receivables and Other current receivables 121

7 Sum of Inventories, Trade receivables, Tax receivables and Other current receivables 9 Difference between short-term assets and short-term liabilities



Net financial debt and the net short-term financial position shown in the tables above
are defined in compliance with the net financial position detailed in Note 22 of the
separate financial statements, as required by the CONSOB memorandum of 28 July
2006.

The 2017 financial year ended with an increase in sales of 14% compared with 2016.
The product family of valves and thermostats was weaker, while sales of burners re-
corded a very positive trend. In particular, note the strong growth of special burners,
the family where productinnovation has been strongest in recent years. The increase
in sales had a positive impact on gross operating profitability: EBITDA was € 17.5 mil-
lion, or 15.1% of sales (€ 13.5 million in 2016, or 13.3%).

EBIT 0f 2017 was € 8.1 million, or 7% of sales (€ 4.1 million in 2016, or 4%).

The impact of the labour costs on sales decreased from 26% to 24.8%.
Net finance expense as a percentage of sales was minimal, at 0.4% (substantially un-
changed), given the low level of financial debt and the low interest rates.

In 2017, unlike in the previous year, the Company received dividends of € 1.5 million
from the subsidiary Sabaf Immobiliare and recognised the tax benefit related to the
Patent Box for the three-year period 2015 to 2017, totalling € 1.3 million, as described
in detail in Note 33 to the separate financial statements. The actual tax burden related
t0 2017 was 11.8%(31.5% in 2016).

Net profit was € 8 million, or 6.9% of sales (€ 2.5 million in 2016, or 2.4%).
Operating cash flow (net profit plus depreciation and amortisation) decreased from

€11.5 million to €16.8 million, with an impact on sales of 14.6% (compared to 11.3%
in2016).

In 2017, Sabaf S.p.A. invested over € 8 million in plant and equipment. The main
investments in the financial year were aimed at the further automation of production
of light alloy valves and interconnection of production plants with management sy-
stems (Industry 4.0). Other investments were made in the production of presses for
new burners, while investments were made systematically to maintain a constantly
updated and fully efficient machinery fleet.

At 31 December 2017, working capital stood at € 35 million compared with € 32 mil-
lion in the previous year: its percentage impact on sales stood at 30.5% from 31.6%
atthe end of 2016.

Self-financing generated by operating cash flow was € 12.6 million, compared with €
15.2 millionin 2016.

The netfinancial debt was € 31.7 million, compared with € 29 million in 31 December
2016.

At the end of the year, the shareholders' equity amounted to € 92.1 million, compa-
red with € 91.5 million in 2016. The net financial debt/shareholders equity ratio was
34%, 32% at the end of 2016.
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RECONCILIATION BETWEEN PARENT COMPANY AND CONSOLIDATED
SHAREHOLDERS' EQUITY AND NET PROFIT FOR THE PERIOD

Pursuant to the CONSOB memorandum of 28 July 2006, a reconciliation statement of the result of the 2017 financial year and Group shareholders' equity at 31 December 2017
with the same values of the parent company Sabaf S.p.A. is given below:

31.12.2016

DESCRIPTION Profit for the year SIE LD Profit for the year SLE LI
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ B 1L A Y N 1Ly A—

Profit and shareholders’ equity of parent company 8,001 92,087 2,460 91,524

SABAESPA: s O N A EE

Equity and consolidated company results 7,971 67,929 6,175 66,276

_E||m|nat|on of the carrying value of consolidated equity 682 (48,596) 591 (49,900)

VeSS T O SO AT

Goodwill 0 6,215 0 6,215

Put option on A.R.C. minorities (241) (1,763) 0 (1,522)

IFRS 3 effect on A.R.C. acquisition 0 0 (21) 275

Intercompany eliminations (1,497) (817) (60) (491)

Minority interests (81) (1,460) (81) (1,379)

PROFIT AND SHAREHOLDERS' EQUITY

ATTRIBUTABLE TO THE GROUP (Lees (e SRR o

USE OF THE LONGER TIME LIMIT FOR CALLING THE SHAREHOLDERS' MEETING

Pursuant to the second paragraph of Article 2364 of the Italian Civil Code, in consideration of the need to consolidate the financial statements of Group companies and to prepare
all supporting documentation, the directors intend to use the longer time limits granted to companies required to prepare the consolidated financial statements for calling the
ordinary shareholders' meeting to approve the 2017 financial statements. The shareholders' meeting must also resolve on the election of the members of the administration and
control bodies and must therefore be convened at least 40 days in advance pursuant to Article 125-bis of the TUF. The Shareholders' Meeting is convened on a single date for 8
May 2018.

Proposal for approval of the separate financial statements and proposed
dividend

As we thank our employees, the Board of Statutory Auditors, the Independent Auditor and the supervisory authorities for their invaluable cooperation, we would

kindly ask the shareholders to approve the financial statements ended 31 December 2017 with the proposal to allocate the profit for the year of € 8,001,327 as follows:

e adividend of €0.55 pershare to be paid to shareholders as from 30 May 2018 (ex-date 28 May 2018 and record date 29 May 2018). With regard to treasury shares,
we invite you to allocate an amount corresponding to the dividend on the shares held in portfolio on the ex-date to the Extraordinary Reserve;

e theremainderis allocated to the Extraordinary Reserve.

Ospitaletto, 26 March 2018
The Board of Directors

(*) Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and 123
liabilities, at the acquisition date previously considered provisional.
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Group structure and
corporate bodies

Group structure

Parent company
SABAF S.p.A.

Subsidiaries and equity interest owned by the Group

. .. Sabaf Appli C t
Faringosi Hinges s.r.l. @ 100% (I?unashaFr)\)pCllf)r?cL?cd.omponen s
g Sabaf Beyaz Esya Parcalari Sanayi Ve
Sabaf Immobiliare s.rl. @ 100% Ticaret Limited Sirteki (Sabaf Turkey)
' o Sabaf Appliance Components Trading
Sabaf do Brasil Ltda. @ 100% (Kunshan) Co. Ltd. in liquidazione
Sabaf US Corp. @ 100% AR.C.s.rl

> 100%
> 100%
) 100%
> 0%

Associate companies and equity interest owned by the Group

Handan ARC Burners Co. Ltd. @ 35%

Board of Directors

Giuseppe Saleri ) Director * Renato Camodeca )
Cinzia Saleri ) Director * Giuseppe Cavalli )
Ettore Saleri ) Director * Fausto Gardoni )
Roberta Forzanini ) Director * Anna Pendoli )

Chief Executive Officer Pietro lotti ) Director * Nicla Picchi )
Gianluca Beschi ) Director Alessandro Potesta )

Board of Statutory Auditors Independent Auditor
Deloitte & Touche S.p.A.

Antonio Passantino )

Luisa Anselmi )

* Independent directors
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Consolidated statement of financial position

(€/000) NOTES 31.12.2017 31.12.2016 *

ASSETS
Non-current assets

M}';’Hr.(;}:)erty, olant and equipment | 1 73,069 73,445
Investment property | 2 5,697 6,270
Intangible assets | 3 9,283 9,077
Equity investments | 4 281 306
Non-current financial assets | ‘.I‘O 180 0
Non-current receivables | 5 196 262
Deferred tax assets |, 2 1 5,096 4,781
TOTAL NON-CURRENT ASSETS 93,802 94,141
Current assets
Inventories 6 32,929 31,484
Trade receivables 7 42,263 36,842
Taxreceivables T 8 3,065 3,163
Other current receivables | 9 1,057 1,419
Current financial assets | ‘.I‘O 67 0
Cash and cash equivalents | ;i1 11,533 12,143
TOTAL CURRENT ASSETS 90,914 85,051
Assets held for sale 0 0
TOTAL ASSETS 184,716 179,192

SHAREHOLDERS' EQUITY AND LIABILITIES

Shareholders’ equity

Share capital 12 11,533 11,533
Retained earnings, other reserves | 87,227 90,471
Profit for the year | 14,835 8,994
Total equity interest of the Parent Company | 113,595 110,998
Minority interests 1,460 1,379
TOTAL SHAREHOLDERS' EQUITY 115,055 112,377
Non-current liabilities
Loans ;i4 17,760 18,892
Other financial liabilities 15 1,943 1,762
Post-employment benefit and retirement reserves | ;ib 2,845 3,086
Provisions for risks and charges | ;i7 385 434
Deferred tax liabilities | 2 1 804 870
TOTAL NON-CURRENT LIABILITIES 23,737 25,044
Current liabilites
loans ;i4 17,288 14,612
Other financial liabilities | ;iS 75 335
Trade payables ;i8 19,975 18,977
Taxpayables ;i9 1,095 1,190
Otherpayables | 2 0 7,491 6,657
TOTAL CURRENT LIABILITIES 45,924 41,771
Liabilities held for sale 0 0
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 184,716 179,192
128 * Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the

acquisition date previously considered provisional.
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Consolidated income statement

(€/000)

INCOME STATEMENT COMPONENTS

Operating revenue and income

WF;;venue ........... T 150,223 130,978
Oterincome 2 3,361 2,819
TOTAL OPERATING REVENUE AND INCOME 153,584 133,797
Operating costs
Mater'i‘als ........... 5 (59,794) (47,346)
Chanée niwentories | 2,380 (754)
Servic;as ........... 2% (30,227) (27,983)
payollcosts 2 (35,328) (32,112)
Otheruoperating oss T (1,134) (1,078)
Costs"for cpitalised in-housework | 1,474 841
TOTAL OPERATING COSTS (122,629) (108,432)
OPERATING PROFIT BEFORE DEPRECIATION AND
AMORTISATION, CAPITAL GAINS/LOSSES, AND WRITE- 30,955 25,365
DOWNS/WRITE-BACKS OF NON-CURRENT ASSETS
Depreciations and amortisation 1,2, 3 (12,826) (12,882)
Capit;I gains on disposals of non-curentassets | (12) 18
EBIT 18,117 12,501
Financial income 214 101
Finencial expenses | 2 9 ............... (804) (620)

W.I;;hange rate gains and losses 30 ............... 274 435
Proﬁtsﬂ ond losses from equity investments | 3 0
PROFIT BEFORE TAXES 17,804 12,417

Income tax 0 (2,888) (3,342)
PROFIT FOR THE YEAR 14,916 9,075
of which: minority interests 81 81
PROFIT ATTRIBUTABLE TO THE GROUP 14,835 8,994
EARNINGS PER SHARE (EPS) 32
Base 1.323 euro 0.791 euro

D|Iuted .................................... 1.323 euro 0.791 euro

* Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the 129

acquisition date previously considered provisional.



Consolidated statement of comprehensive
Income

PROFIT FOR THE YEAR 14,916 ‘ 9,075

Total profits/losses that will not be subsequently reclassified under profit (loss) for the year

Actuarial post-employment benefit reserve evaluation 82 41)

Tax effect (20) 10
62 (31

Total profits/losses that will be subsequently reclassified under profit (loss) for the year

Forex differences due to translation of financial statements in foreign currencies (4,806) (340)

TOTAL OTHER PROFITS/(LOSSES) NET OF TAXES FOR THE YEAR (4,744) (371)

TOTAL PROFIT 10,172 8,704

Statement of changes
in consolidated shareholders’ equity

Post-em-
Share : ployment : Total Group o Total sha-
(€/000) Shgre e Legal Treasury | Translation benefit Other  |Profit for the| <harehol- Mlnonty reholders’
capital reserve shares reserve : : reserves year : : interests :
reserve discounting ders' equity equity
reserve
BALANCE
AT 31 DEC 11,533 10,002 2,307 (723) (7,048) (581) 86,552 8,998 111,040 0 111,040
2015
Allocation of 2015 profit
‘ ‘;'avi'jiﬁs (5,467) (5,467) (5,467)
. ?ca):;::jd 3,531 (3,531) 0 0
ARC acqui-
sition and 1,210 1,210
consolidation
IFRS 3 effect
on ARC acqui- (15) (15) 83 68
sition
égt?o?wUt (1,522) (1,522) (1,522)
Purchase of
treasury shares (1.676) (1.676) (1.676)
g?tgleirgg: Zt (340) (31 9,009 8,638 86 8,724
BALANCE
AT 31 DEC 11,533 10,002 2,307 (2,399) (7,388) (612) 88,561 8,994 110,998 1,379 112,377
2016 "
Allocation of 2016 profit
e dividends
paid out (5,384) (5,384) (5,384)
o ?2:;:/2% 3,610 (3,610) 0 0
Purchase of
treasury shares (2.110) (2,110) (2,110)
gj’tg'e‘f;’g: o (4,806) 62 14,835 | 10,091 81 10,172
BALANCE
AT 31 DEC 11,533 10,002 2,307 (4,509) (12,194) (550) 92,171 14,835 113,595 1,460 115,055
2017
130 * Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the

acquisition date previously considered provisional.
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Consolidated cash flow statement

Cash and c:;sh equivalents at beginning ofye:;r 12,143 3,991
Profit for theuyear ........... 14,916 9,075
Adjus;ments for:

« Depreciation and amortisation 12,826 12,882
¢ Realised gains 12 (18)
« Netfinancial income and expenses 590 519

® |ncome tax 2,888 3,350
Change in post-employment benefit reser;; ........ (189) (184)
Change inrisk provisions (49) 39
Change in trade receivables (5,421) 5,107
Change in inventories (1,445) 416
Change in trade payables 998 (1,286)
Change in net working capital (5,868) 4,237
Change in other receivables and payables, d 1,029 1,268
Payment of taxes (3,058) (4,762)
Payment of financial expenses (532) (576)
Collection of financial income 214 101
CASH FLOW FROM OPERATIONS 22,779 25,931
Investments in non-current assets

¢ intangible (860) (477)
. tangble (13,604) (11,465)
« financial 0 5
Disposal of non-current assets 520 175
CASH FLOW ABSORBED BY INVESTMENTS (13,944) (11,762)
Repayment of loans (16,526) (33,141)
Raising of loans 17,751 37,321
Short-term financial assets (247) 69
Purchase of treasury shares (2,110) (1,676)
Payment of dividends (5,384) (5,467)
CASH FLOW ABSORBED BY FINANCING ACTIVITIES (6,516) (2,894)
ARC. acquison 0 (2,614)
Foreign exchange differences due to trans'i;tui.c‘;r.w‘ (2,929) (509)
NET FINANCIAL FLOWS FOR THE YEAR (610) 8,152
Cash ';amd cash equivalents at end of year (Note 11) 11,533 12,143
Curreét financial debt 17,363 14,947
Non-current financial debt 19,703 20,654
NET FINANCIAL DEBT (NOTE 22) 25,533 23,458

* Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the

acquisition date previously considered provisional.

131



Explanatory Notes

STATEMENT OF COMPLIANCE AND
BASIS OF PRESENTATION

The consolidated financial statements of the Sabaf Group for the financial year 2017
have been prepared in compliance with the International Financial Reporting Stan-
dards (IFRS) issued by the International Accounting Standards Board (IASB) and en-
dorsed by the European Union. Reference to IFRS also includes all current Internatio-
nal Accounting Standards (IAS). The financial statements have been prepared in euro,
the current currency in the economies in which the Group mainly operates, rounding
amounts to the nearest thousand, and are compared with consolidated financial sta-
tements for the previous year, prepared according to the same standards. The report
consists of the statement of financial position, the income statement, the statement
of changes in shareholders’ equity, the cash flow statement, and these explanatory
notes. The financial statements have been prepared on a historical cost basis except
for some revaluations of property, plant and equipment undertaken in previous ye-
ars, and are considered a going concern. The Group assessed thatitis a going concern
(as defined by paragraphs 25 and 26 of IAS 1), also due to the strong competitive
position, high profitability and solidity of the financial structure.

FINANCIAL STATEMENTS

The Group has adopted the following formats:

e current and non-current assets and current and non-current liabilities are stated
separately in the statement of the financial position;

e an income statement that expresses costs using a classification based on the
nature of each item;

e a comprehensive income statement that expresses revenue and expense items
not recognised in profit (loss) for the year as required or permitted by IFRS;

e a cash flow statement that presents financial flows originating from operating
activity, using the indirect method.

Use of these formats permits the most meaningful representation of the Group's ope-

rating results, financial position and cash flows.

SCOPE OF CONSOLIDATION

The scope of consolidation at 31 December 2017 comprises the parent company Sabaf
S.p.A. and the following companies controlled by Sabaf S.p.A.:

e Faringosi Hingess.r.l.

e Sabaf Immobiliare s.r.l.

e Sabafdo Brasil Ltda.

e SabafBeyaz Esya Parcalari Sanayi Ve Ticaret Limited Sirteki (Sabaf Turkey)

e SabafAppliance Components Trading (Kunshan) Co., Ltd.

e Sabaf Appliance Components (Kunshan) Co., Ltd.

e ARC.srl

Sabaf U.S. is not consolidated since it is irrelevant for the purposes of the consolidation.
Handan A.R.C. Ltd, Chinese company in which the Group holds a 35% share, was me-
asured at costin that at 31 December 2017 operations are still in the early stages, and
therefore the company is considered irrelevant for consolidation purposes.

The companies in which Sabaf S.p.A. simultaneously possesses the following three
elements are considered subsidiaries: (a) power over the company; (b) exposure or

rights to variable returns resulting from involvement therein; (c) ability to affect the
size of these returns by exercising power. If these subsidiaries exercise a significant
influence, they are consolidated as from the date in which control begins until the
date in which control ends so as to provide a correct representation of the Group's
operating results, financial position and cash flows.

CONSOLIDATION CRITERIA

The data used for consolidation have been taken from the income statements and
statements of financial position prepared by the directors of the individual subsidia-
ry companies. These figures have been appropriately amended and restated, when
necessary, to align them with international accounting standards and with uniform
group-wide classification criteria.

The criteria applied for consolidation are as follows:

a) Assets and liabilities, income and costs in the financial statements consolidated
on a 100% line-by-line basis are incorporated into the Group financial statements,
regardless of the entity of the equity interest concerned. In addition, the carrying
value of equity interests is eliminated against the shareholders' equity relating to
investee companies.

b) Positive differences arising from elimination of equity investments against the
carrying value of shareholders’ equity at the date of first-time consolidation are
attributed to the higher values of assets and liabilities when possible and, for the
remainder, to goodwill. In accordance with the provisions of IFRS 3, the Group has
changed the accounting treatment of goodwill on a prospective basis as from the
transition date. Therefore, since 1 January 2004, the Group has not amortised go-
odwill and instead subjects it to impairment testing.

¢) Payable/receivable and cost/revenue items between consolidated companies and
profits/losses arising from intercompany transactions are eliminated.

d) The portion of shareholders' equity and net profit for the period pertaining to mi-
nority shareholders is posted in specific items of the balance sheet and income
statement.

INFORMATION RELATED TO IFRS 3

Upon completion of the valuation of the assets and liabilities of A.R.C. at the acquisi-
tion date, pursuant to IFRS 3, previously considered provisional, the temporary figu-
res of the tangible assets acquired recorded at the time in the consolidated financial
statements at the date of first consolidation (30 June 2016) were increased by
€410,000, subsequentto a technical analysis carried out by experts on plants, machi-
nery and equipment to identify their fair value. Furthermore, provisions for deferred
tax liabilities were increased by € 114,000 in order to record the relevant tax effect.
The Group has used the option provided by IFRS 3 in order to finalise the allocation
within 12 months from the purchase date given that the technical analysis on plants,
machinery and equipment was not previously complete and available.

Final goodwill of € 1,770,000 reflects the net change of € 296,000 described above,
net of the allocation made to minority interests (€ 89,000), during the measurement
period to the temporary values of tangible assets and deferred tax liabilities. At 31
December 2017, goodwill was tested for impairment, as described in detail in Note
3below.
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CONSOLIDATED FINANCIAL STATEMENTS AT 31 DECEMBER 2017

As required by IFRS 3, the comparative financial statements at 31 December 2016
have been restated to retrospectively take into account the effects resulting from the
highervalue of the assets acquired (€ 381,000) and the related tax effect (€ 106,000),
as well as the reduction in goodwill (€ 207,000).

This entry resulted in a reduction in 2016 consolidated net income and consolidated
shareholders' equity of € 21,000, of which € 15,000 owned by the Group.

NON-CURRENT ASSETS

ORIGINAL VALUES

ACQUIRED
ASSETS/LIABILITIES

FAIR VALUE
ACQUIRED
ASSETS/LIABILITIES

MEASUREMENT
AT FAIR VALUE

Property, plant and equipment and intangible assets 303 410 713
Financial fixed assets 107 107
Non-current receivables and deferred tax assets 145 145
CURRENT ASSETS

Inventories 891 891
Trade receivables 1,525 1,525
Other receivables 234 234
Cash and cash equivalents 2,186 2,186
TOTAL ASSETS 5,391 410 5,801
NON-CURRENT LIABILITIES

Post-employment benefit reserve (238) (238)
Deferred tax liabilities reserve - (114) (114)
CURRENT LIABILITIES

Trade payables (813) (813)
Sundry payables (308) (308)
TOTAL LIABILITIES (1,359) (114) (1,473)
FAIR VALUE OF NET ASSETS ACQUIRED 4,032 296 4,328
- % pertaining to Sabaf (70%) (a) 2,823 207 3,030
Total cost of acquisition (b) 4,800 4,800
Goodwill deriving from acquisition (b-a) (Note 3) 1,977 (207) 1,770
Acquired cash and cash equivalents (c) 2,186 2,186
Total cash outlay (b-c) 2,614 2,614

CONVERSION INTO EURO OF FOREIGN-CURRENCY INCOME STATEMENTS AND
STATEMENTS OF FINANCIAL POSITION

Separate financial statements of each company belonging to the Group are prepared
in the currency of the country in which that company operates (functional currency).
For the purposes of the consolidated financial statements, the financial statements
of each foreign entity are expressed in euro, which is the Group's functional currency
and the reporting currency for the consolidated financial statements.

Balance sheet items in accounts expressed in currencies other than euro are
converted by applying current end-of-year exchange rates. Income statement items
are converted at average exchange rates for the year.

Foreign exchange differences arising from the comparison between opening
shareholders' equity converted at current exchange rates and at historical exchange
rates, together with the difference between the net result expressed at average and
current exchange rates, are allocated to "Other Reserves” in shareholders’ equity.
The exchange rates used for conversion into euro of the financial statements of the
foreign subsidiaries, prepared in local currency, are shown in the following table:

CURRENCY A RATE 2017 EFFECT AT 31.12.16 RATE 2016
Brazilian real 3.9729 3.6048 3.4305 3.8576
Turkish lira 4.5464 4.1207 3.7072 3.3435
Chinese renminbi 7.8044 7.6289 7.3202 7.3512
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RECONCILIATION BETWEEN PARENT COMPANY AND CONSOLIDATED
SHAREHOLDERS’ EQUITY AND NET PROFIT FOR THE YEAR

31.12.2016 *

DESCRIPTION Profit for the year Sha:eqhu?:c)‘llers' Profit for the year Sha;eqhuczl?lers'

Equity and consolidated company results 7,971 67,929 6,175 66,276
Elimination of consolicated equity investments'caryingvalue | 62 | usss | s | @eso
GOOdWIH ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ O ............................ 6215 OSSO A O TSSO NS 6215 .
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ (241) RS A (1763) RS A O ST N (1522) .

‘‘‘‘‘‘‘‘‘‘‘‘ O SO NS o FSSSSSN NS (21) SESSTROTRNTN N 275

..i‘r;;;r;)mpany e“mm;,i‘c.;r‘]s ....................................... (1497) OSSO A (81 7) OSSO A (60) SESSTROTRNTN N (491)
Mmomy imere;t; ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ . (81) JESSSOS N— (1460) OSSO A (81) JESSROSIN (1379) .

SEGMENT REPORTING

The Group's Operating segments in accordance with IFRS 8 - Operating Segment are identified in the business segments that generate revenue and costs, whose results are
periodically reassessed by top management in order to assess performance and decisions regarding resource allocation. The Group operating segments are the following:

e gas parts (household and professional)

e hinges.

ACCOUNTING POLICIES

The accounting standards and policies applied for the preparation of the consolidated financial statements at 31 December 2017, unchanged versus the previous year, are shown
below:

Ordinary maintenance costs are expensed in the year in which they are incurred; costs
Property, plant and equipment that increase the asset value or useful working life are capitalised and depreciated
according to the residual possibility of utilisation of the assets to which they refer.

These are recorded at purchase or manufacturing cost. The cost includes directly Land is not depreciated

chargeable ancillary costs. These costs also include revaluations undertaken in
the past based on monetary revaluation rules or pursuant to company mergers.
Depreciation is calculated according to rates deemed appropriate to spread the
carrying value of tangible assets over their useful working life. Estimated useful Leased assets
working life, in years, is as follows:

Assets acquired via finance lease contracts are accounted for using the financial
method and are reported with assets at their purchase value, less depreciation.

Buildings 33 Depreciation of such assets is reflected in the consolidated annual financial
Light constructions 10 statements applying the same policy followed for Company-owned property, plant
General plant 10 and equipment. Set against recognition of such assets, the amounts payable to

the financial lessor are posted among short- and medium-/long-term payables.

Specific plant and machinery 6-10 In addition, financial charges pertaining to the period are charged to the income
Equipment 4-10 statement.

Furniture 8

Electronic equipment 5

Vehicles and other transport means 4-5
134 * Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the

acquisition date previously considered provisional.
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Goodwill

Goodwill is the difference between the purchase price and fair value of investee com-
panies’ identifiable assets and liabilities on the date of acquisition.

As regards acquisitions completed prior to the date of IFRS adoption, the Sabaf Group
has used the option provided by IFRS 1 to refrain from applying IFRS 3 - concerning
business combinations - to acquisitions that took place prior to the transition date.
Consequently, goodwill arising in relation to past acquisitions has not been recal-
culated and has been posted in accordance with Italian GAAPs, net of amortisation
reported up to 31 December 2003 and any losses caused by a permanent value im-
pairment.

After the transition date, goodwill - as an intangible asset with an indefinite useful
life - is notamortised but subjected annually to impairment testing to check for value
loss, or more frequently if there are signs that the asset may have suffered impai-
rment (impairment test).

Other intangible assets

As established by IAS 38, other intangible assets acquired or internally produced are
recognised as assets when it is probable that use of the asset will generate future
economic benefits and when asset cost can be measured reliably. If it is considered
that these future economic benefits will not be generated, the development costs are
written down in the year in which this is ascertained.

Such assets are measured at purchase or production costand - if the assets concerned
have a finite useful life - are amortised on a straight-line basis over their estimated
useful life.

The useful life of projects for which development costs are capitalised is estimated
to be 10 years.

The SAP management system is amortised over five years.

Impairment of value

At each end of reporting period, the Group reviews the carrying value of its tangi-
ble and intangible assets to determine whether there are signs of impairment of the
value of these assets. If there is any such indication, the recoverable amount of said
assets is estimated so as to determine the total of the write-down. If it is not possible
to estimate recoverable value individually, the Group estimates the recoverable value
of the cash generating unit (CGU) to which the asset belongs.

In particular, the recoverable value of the cash generating units (which generally coin-
cide with the legal entity to which the capitalised assets refer) is verified by determi-
ning the value of use. The recoverable amountis the higher of the net selling price and
value of use. In measuring the value of use, future cash flows net of taxes, estimated
based on past experience, are discounted to their present value using a pre-tax rate
that reflects fair market valuations of the present cost of money and specific asset
risk. The main assumptions used for calculating the value of use concern the discount
rate, growth rate, expected changes in selling prices and cost trends during the pe-
riod used for the calculation. The growth rates adopted are based on future market
expectations in the relevant sector. Changes in the sales prices are based on past
experience and on the expected future changes in the market. The Group prepares
operating cash flow forecasts based on the most recent budgets approved by the Bo-
ard of Directors of the consolidated companies, draws up the forecasts for the coming
years and determines the terminal value (current value of perpetual income), which
expresses the medium and long term operating flows in the specific sector.

If the recoverable amount of an asset (or CGU) is estimated to be lower than its
carrying value, the asset's carrying value is reduced to the lower recoverable amount,
recognising impairment of value in the income statement.

When there is no longer any reason for a write-down to be maintained, the carrying
value of the asset (or of the cash-generating unit) - with the exception of goodwill - is
increased to the new value resulting from the estimate of its recoverable value, but
not beyond the net carrying value that the asset would have had if it had not been
written down for impairment of value. Reversal of impairment loss is recognised in
the income statement.

Investment property

As allowed by IAS 40, non-operating buildings and constructions are assessed at cost
net of depreciation and losses due to cumulative impairment of value. The deprecia-
tion criterion applied is the asset's estimated useful life, which is considered to be
33 years.

If the recoverable amount of the investment property - determined based on the
market value of the properties - is estimated to be lower than its carrying value, the
asset's carrying value is reduced to the lower recoverable amount, recognising impai-
rment of value in the income statement.

When there is no longer any reason for a write-down to be maintained, the carrying
value of the asset (or CGU) is increased to the new value stemming from the estimate
of its recoverable amount - but not beyond the net carrying value that the asset would
have had if it had not been written down for impairment of value. Reversal of impai-
rment loss is recognised in the income statement.

Equity investments and non-current receivables

Equity investments not classified as held for sale are stated in the accounts at cost,
reduced forimpairment. The original value is written back in subsequent years if the
reasons for write-down cease to exist.

Non-current receivables are stated at their presumed realisable value.

Inventories

Inventories are measured at the lower of purchase or production cost - determi-

ned using the weighted average cost method - and the corresponding fair value
represented by the replacement cost for purchased materials and by the presumed
realisable value for finished and semi-processed products - calculated taking into ac-
countany manufacturing costs and direct selling costs yet to be incurred. Inventory
costincludes accessory costs and the portion of direct and indirect manufacturing
costs that can reasonably be assigned to inventory items. Inventories subject to ob-
solescence and low turnover are written down in relation to their possibility of use or
realisation. Inventory write-downs are eliminated in subsequent years if the reasons
for such write-downs cease to exist.

Receivables

Receivables are recognised at their presumed realisable value. Their face value is
adjusted to a lower realisable value via specific provisioning directly reducing the
item based on in-depth analysis of individual positions. Trade receivables assigned
without recourse, despite being transferred legally, continue to be stated with “Trade
receivables” until they are collected, which is never prior to the due date. Trade recei-
vables past due and non-recoverable assigned without recourse are recorded under
"Other current receivables".
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Current financial assets

Financial assets held for trading are measured at fair value, allocating profit and loss
effects to finance income or expense.

Provisions for risks and charges

Provisions for risks and charges are provisioned to cover losses and debts, the existen-
ce of which is certain or probable, but whose amount or date of occurrence cannot be
determined at the end of the year. Provisions are stated in the statement of financial
position only when a legal or implicit obligation exists that determines the use of
resources with an impact on profit and loss to meet that obligation and the amount
can be reliably estimated. If the effect is significant, the provisions are calculated by
updating future financial flows estimated at a rate including taxes such as to reflect
current market valuations of the current value of the cash and specific risks associated
with the liability.

Post-employment benefit reserve

The post-employment benefit reserve (TFR) is provisioned to cover the entire liability
accruing vis-a-vis employees in compliance with current legislation and with national
and supplementary company collective labour contracts. This liability is subject to
revaluation via application of indices fixed by current regulations. Up to 31 Decem-
ber 2006, post-employment benefits were considered defined-benefit plans and
accounted for in compliance with IAS 19, using the projected unit-credit method. The
regulations of this fund were amended by Italian Law no. 296 of 27 December 2006
and subsequent Decrees and Regulations issued during the first months of 2007 In
the light of these changes, and, in particular, for companies with at least 50 emplo-
yees, post-employment benefits must now be considered a defined-benefit plan only
for the portions accruing before 1 January 2007 (and not yet paid as at the end of
the reporting period). Conversely, portions accruing after that date are treated as
defined-contribution plans. Actuarial gains or losses are recorded immediately under
"Other total profits/(losses)".

Payables

Payables are recognised at face value; the portion of interest included in their face
value and not yet payable at period-end is deferred to future periods.

Loans are initially recognised at cost, net of related costs of acquisition. This value is
subsequently adjusted to allow for any difference between initial cost and repayment
value over the loan's duration using the effective interest rate method.

Loans are classified among current liabilities unless the Group has the unconditional
right to defer discharge of a liability by at least 12 months after the reference date.

Policy for conversion of foreign currency items

Receivables and payables originally expressed in foreign currencies are converted
into euro at the exchange rates in force on the date of the transactions originating
them. Forex differences realised upon collection of receivables and payment of pa-
yables in foreign currency are posted in the income statement. Income and costs
relating to foreign-currency transactions are converted at the rate in force on the
transaction date.

Atyear-end, assets and liabilities expressed in foreign currencies, with the exception
of non-current items, are posted at the spot exchange rate in force at the end of the
reporting period and related foreign exchange gains and losses are posted in the
income statement. If conversion generates a net gain, this value constitutes a non-
distributable reserve until itis effectively realised.

Derivative instruments and hedge accounting

The Group's business is exposed to financial risks relating to changes in exchange
rates, commodity prices and interest rates. The company uses derivative instruments
(mainly forward contracts on currencies and commodity options) to hedge risks stem-
ming from changes in foreign currencies relating to irrevocable commitments or to
planned future transactions. Derivatives are initially recognised at cost and are then
adjusted to fair value on subsequent closing dates.

Changes in the fair value of derivatives designated and recognised as effective for
hedging future cash flows relating to the Group's contractual commitments and plan-
ned transactions are recognised directly in shareholders' equity, while the ineffective
portion is immediately posted in the income statement. If the contractual commit-
ments or planned transactions materialise in the recognition of assets or liabilities,
when such assets or liabilities are recognised, the gains or losses on the derivative
that were directly recognised in equity are factored back into the initial valuation of
the cost of acquisition or carrying value of the asset or liability. For cash flow hedges
that do not lead to recognition of assets or liabilities, the amounts that were directly
recognised in equity are included in the income statement in the same period when
the contractual commitment or planned transaction hedged impacts profitand loss -
for example, when a planned sale actually takes place.

For effective hedges of exposure to changes in fair value, the item hedged is adjusted
for the changes in fair value attributable to the risk hedged and recognised in the in-
come statement. Gains and losses stemming from the derivative's valuation are also
posted in the income statement.

Changes in the fair value of derivatives not designated as hedging instruments are
recognised in the income statement in the period when they occur.

Hedge accounting is discontinued when the hedging instrument expires, is sold or
is exercised, or when it no longer qualifies as a hedge. At this time, the cumulative
gains or losses of the hedging instrument recognised in equity are kept in the latter
until the planned transaction actually takes place. If the transaction hedged is not
expected to take place, cumulative gains or losses recognised directly in equity are
transferred to the year's income statement.

Embedded derivativesincluded in other financial instruments or contracts are treated
as separate derivatives when their risks and characteristics are not strictly related to
those of their host contracts and the latter are not measured at fair value with posting
of related gains and losses in the income statement.

Revenue reporting

Revenue is reported net of return sales, discounts, allowances and bonuses, as well as
of the taxes directly associated with sale of goods and rendering of services.

Sales revenue is reported when the company has transferred the significant risks and
benefits associated with ownership of the goods and the amount of revenue can be
reliably measured.

Revenues of a financial nature are recorded on an accrual basis.

Financial income

Finance income includes interest receivable on funds invested and income from fi-
nancial instruments, when not offset as part of hedging transactions. Interestincome
is recorded in the income statement at the time of vesting, taking effective output
into consideration.
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Financial expenses

Financial expenses include interest payable on financial debt calculated using the
effective interest method and bank expenses.

Income taxes for the year

Income taxes include all taxes calculated on the Group's taxable income. Income
taxes are directly recognised in the income statement, with the exception of those
concerning items directly debited or credited to shareholders' equity, in which case
the tax effect is recognised directly in shareholders’ equity. Other taxes not relating
toincome, such as property taxes, are included among operating expenses. Deferred
taxes are provisioned in accordance with the global liability provisioning method.
They are calculated on all temporary differences emerging between the taxable base
of an asset and liability and its book value in the consolidated financial statements,
with the exception of goodwill that is not tax-deductible and of differences stemming
from investments in subsidiaries for which cancellation is not envisaged in the fo-
reseeable future. Deferred tax assets on unused tax losses and tax credits carried
forward are recognised to the extent that it is probable that future taxable income
will be available against which they can be recovered. Currentand deferred tax assets
and liabilities are offset when income taxes are levied by the same tax authority and
when there is a legal right to settle on a net basis. Deferred tax assets and liabilities
are measured using the tax rates that are expected to be applicable, according to the
respective regulations of the countries where the Group operates, in the years when
temporary differences will be realised or settled.

Dividends

Dividends are posted on an accrual basis when the right to receive them materialises,
i.e. when shareholders approve dividend distribution.

Treasury shares

Treasury shares are booked as a reduction of shareholders equity. The carrying value
of treasury shares and revenues from any subsequent sales are recognised in the form
of changes in shareholders' equity.

Earnings per share

Basic EPS is calculated by dividing the profit or loss attributable to the direct parent
company's shareholders by the weighted average number of ordinary shares outstan-
ding during the year. Diluted EPS is calculated by dividing the profit or loss attributa-
ble to the direct parent company's shareholders by the weighted average number of
shares outstanding, adjusted to take into account the effects of all potential ordinary
shares with a dilutive effect.

Use of estimates

Preparation of the financial statements and notes in accordance with IFRS requires
management to make estimates and assumptions that affect the carrying values of
assets and liabilities and the disclosures on contingent assets and liabilities as of the
end of the reporting period. Actual results might differ from these estimates. Estima-
tesare used to measure tangible and intangible assets subject to impairment testing,
as described earlier, as well as to measure provisions for bad debts, for inventory
obsolescence, depreciation and amortisation, asset write-downs, employee benefits,
taxes, and other provisions. Specifically:

Recoverable value of tangible and intangible assets

The procedure for determining impairment of value of tangible and intangible as-
sets described in “Impairment of value” implies - in estimating the value of use - the
use of the Business Plans of investees, which are based on a series of assumptions
relating to future events and actions of the investees’ management bodies, which
may not necessarily come about. In estimating market value, however, assumptions
are made on the expected trend in trading between third parties based on historical
trends, which may not actually be repeated.

Provisions for bad debts

Receivables are adjusted by the related bad debt provision to take into account their
recoverable value. To determine the size of the write-downs, management must
make subjective assessments based on the documentation and information available
regarding, among other things, the customer's solvency, as well as experience and
historical payment trends.

Provisions for inventory obsolescence

Warehouse inventories subject to obsolescence and slow turnover are systematically
valued, and written down if their recoverable value is less than their carrying value.
Write-downs are calculated based on management assumptions and estimates, re-
sulting from experience and historical results.

Employee benefits

The current value of liabilities for employee benefits depends on a series of factors
determined using actuarial techniques based on certain assumptions. Assumptions
concern the discount rate, estimates of future salary increases, and mortality and re-
signation rates. Any change in the above-mentioned assumptions might have signifi-
cant effects on liabilities for pension benefits.

Income tax

The Group is subject to different bodies of tax legislation on income. Determining
liabilities for Group taxes requires the use of management valuations in relation to
transactions whose tax implications are not certain at the end of the reporting period.
Furthermore, the valuation of deferred taxes is based on income expectations for fu-
ture years; the valuation of expected income depends on factors that might change
over time and have a significant effect on the valuation of deferred tax assets.

Other provisions and reserves

When estimating the risk of potential liabilities from disputes, the Directors rely
on communications regarding the status of recovery procedures and disputes from
the lawyers who represent the Group in litigation. These estimates are determined
taking into account the gradual development of the disputes, considering existing
exemptions.

Estimates and assumptions are regularly reviewed and the effects of each change
immediately reflected in the income statement.

New accounting standards

Accounting standards, amendments and interpretations applicable
from 1 January 2017

e Amendment to IAS 7 “Disclosure Initiative” (published on 29 January 2016).
The aim of the document is to provide some clarification to improve disclosure on
financial liabilities. In particular, the amendments require providing disclosures
that enable the users of financial statements to understand changes in liabilities
arising from financing activities.

e Amendment to IAS 12 "Recognition of Deferred Tax Assets for Unrealised
Losses" (published on 19 January 2016). The aim of the document is to provide
some clarification on the recognition of deferred tax assets on unrealised losses
in the measurement of financial assets in the "Available for Sale" category upon
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the occurrence of certain circumstances and on the estimate of taxable income
for future years.
The application of these amendments did not have any effect on the Group's consoli-
dated financial statements.

IFRS and IFRIC accounting standard, amendments approved by the Euro-
pean Union, not yet universally applicable and not adopted early by the
Group at 31 December 2017

e Standard IFRS 15 - Revenue from Contracts with Customers (published on 28
May 2014 and supplemented with further clarifications published on 12 April
2016), which is scheduled to replace IAS 18 - Revenue and IAS 11 - Construction
Contracts, as well as interpretations IFRIC 13 - Customer Loyalty Programmes,
IFRIC 15 - Agreements for the Construction of Real Estate, IFRIC 18 - Transfers of
Assets from Customers and SIC 31 - Revenues-Barter Transactions Involving Adver-
tising Services. The standard establishes a new revenue recognition model, which
will apply to all contracts signed with customers except those falling within the
application of other IAS/IFRS standards, such as leases, insurance contracts and
financial instruments. The fundamental passages for the recognition of revenues
according to the new model are:

the identification of the contract with the customer;

the identification of the contract's performance obligations;

the determination of the price;

the allocation of the price to the contract’s performance obligations;

the revenue recognition criteria when the entity satisfies each performance
obligation.

The principle applies from 1 January 2018. The amendments to IFRS 15, Clarifica-
tions to IFRS 15 - Revenue from Contracts with Customers, were approved by the
European Union on 6 November 2017. On the basis of the analyses carried out,
the directors expect that the application of IFRS 15 will have a minor impact on
the amounts recorded as revenues and on the related disclosures in the Group's
consolidated financial statements.

e Final version of IFRS 9 - Financial Instruments (published on 24 July 2014).

The documentincludes the results of the IASB project designed to replace IAS 39:
introduces new methods for the classification and measurement of financial
assets and liabilities (together with the measurement of non-substantial
changes in financial liabilities);
with reference to the impairment model, the new standard requires that the
estimate of credit losses be made on the basis of the expected losses model
(and not on the basis of the incurred losses model used by IAS 39) using sup-
portable information available without unreasonable effort or expense that
include historical, current and future figures;
introduces a new hedge accounting model (increase in the types of transac-
tions eligible for hedge accounting, changes in the method of recognition of
forward contracts and options when included in a hedge accounting report,
changes in efficacy tests).

The new standard must be applied by financial statements from 1 January 2018

onwards.

On the basis of the analyses carried out, the directors expect that the application

of IFRS 9 will have a minor impact on the amounts and on the related disclosures

inthe Group's consolidated financial statements.

e Standard IFRS 16 - Leases (published on 13 January 2016), which will replace
standard IAS 17 - Leases, as well as interpretations 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. The
new standard provides a new definition of lease and introduces a criterion based
on the control (right of use) of an assetin order to distinguish the leasing contracts
from the service contracts, identifying the discriminatory ones: the identification

of the asset, the right of replacement of the same, the right to obtain substantially
all of the economic benefits deriving from the use of the asset and the right to
direct the use of the asset underlying the contract. The standard establishes a
single model of recognition and measurement of the lease agreements for the
lessee which requires the recognition of the asset to be leased (operating lease or
otherwise) in assets offset by a financial debt, while also providing the opportuni-
ty not to recognise as leases the agreements whose subject matter are "low-value
assets" and leases with a contract duration equal to or less than 12 months. By
contrast, the Standard does not include significant changes for the lessors. The
standard applies beginning on 1 January 2019 but early application is permitted,
only for Companies that already applied IFRS 15 - Revenue from Contracts with
Customers.

The directors not expect that the application of IFRS 16 can have a significant im-
pact on the amounts and on the relevant disclosures in the Group's consolidated
financial statements. However, it is not possible to provide a reasonable estimate
of the effects until the Group has completed a detailed analysis of the related
contracts.

IFRS accounting standards, amendments and interpretations not yet ap-
proved by the European Union

On the reference date of these consolidated financial statements, the competent bo-
dies of the European Union have not yet concluded the approval process necessary for
the adoption of the amendments and principles described below.

e Amendment to IFRS 2 “Classification and measurement of share-based

payment transactions” (published on 20 June 2016), which contains some
clarification on the recording of the effects of vesting conditions in the presence of
cash-settled share-based payments, on the classification of share-based payments
with net settlement characteristics and on the recording of amendments under
the terms and conditions of a share-based payment that change their classification
from cash-settled to equity-settled. The amendments apply from 1 January 2018.
The directors do not expect a significant effect on the Group's consolidated
financial statements through the adoption of these changes.

Document “Annual Improvements to IFRSs: 2014-2016 Cycle”, published on 8
December 2016 (including IFRS 1 First-Time Adoption of International Financial
Reporting Standards - Deletion of short-term exemptions for first-time adopters,
IAS 28 Investments in Associates and Joint Ventures - Measuring investees at fair
value through profit or loss: an investment-by-investment choice or a consistent
policy choice, IFRS 12 Disclosure of Interests in Other Entities - Clarification of
the scope of the Standard) which partially integrate the existing standards. Most
of the amendments apply from 1 January 2018. The directors do not expect a
significant effect on the Group's consolidated financial statements through the
adoption of these amendments.

IFRIC 22 Interpretation "Foreign Currency Transactions and Advance
Consideration" (published on 8 December 2016). The interpretation aims to
provide guidelines for foreign currency transactions if advances or non-cash
payments are recognised in the financial statements, prior to the recognition of
the related asset, cost or revenue. This document provides guidance on how an
entity should determine the date of a transaction, and consequently, the spot
exchange rate to be used when foreign currency transactions occur in which the
payment is made or received in advance. IFRIC 22 is applicable from 1 January
2018.

Amendment to IAS 40 “Transfers of Investment Property” (published on 8
December2016). These amendments clarify the transfers of a property to, or from,
investment property. In particular, an entity must reclassify a property among, or
from, investment property only when there is evidence that there was a change in
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the intended use of the property. This change must refer to a specific event that
happened and must not be limited to a change of intention by the Management of
an entity. These amendments are applicable from 1 January 2018. The directors
do notexpectasignificant effect on the Group's consolidated financial statements
through the adoption of these changes.

On7June2017,1ASB published the clarification documentIFRIC 23 - Uncertainty
over Income Tax Treatments. The document deals with uncertainties about
the tax treatment of income taxes. The document requires that uncertainties
in determining deferred tax assets and liabilities be reflected in the financial
statements only when it is probable that the entity will pay or recover the amount
in question. Moreover, the document does not contain any new disclosure
requirement but emphasises that an entity will have to determine whether it
will be necessary to disclose information on management considerations and
on the uncertainty relating to tax accounting in accordance with IAS 1. The new
interpretation applies from 1 January 2019, but early application is permitted.

Amendment to IFRS 9 "Prepayment Features with Negative Compensation
(published on 12 October 2017). This document specifies the instruments that
envisage early repayment that could comply with the "SPPI" test even if the
"reasonable additional compensation” to be paid in the event of early repayment
is a "negative compensation" for the lender. The amendment applies from 1
January 2019, but early application is permitted. The directors do not expect a
significant effect on the Group's consolidated financial statements through the
adoption of these changes.

e Amendmentto IAS 28 “Long-term Interests in Associates and Joint Ventures

"

(published on 12 October 2017)". This document clarifies the need to apply
IFRS 9, including the requirements of impairment, to other long-term interests
in associate companies and joint ventures that are not accounted for under
the equity method. The amendment applies from 1 January 2019, but early
application is permitted. The directors do not expect a significant effect on the
Group's consolidated financial statements through the adoption of these changes.

Document “Annual Improvements to IFRSs 2015-2017 Cycle”, published on
12 December 2017 (including IFRS 3 Business Combinations and IFRS 11 Joint
Arrangements - Remeasurement of previously held interest in a joint operation,
IAS 12 Income Taxes - Income tax consequences of payments on financial
instruments classified as equity, IAS 23 Borrowing costs Disclosure of Interests
in Other Entities - Borrowing costs eligible for capitalisation) which implements
changes to some standards as part of the annual process of improving them. The
amendments apply from 1 January 2019 but early application is permitted. The
directors do not expect a significant effect on the Group's consolidated financial
statements through the adoption of these changes.
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Comments on significant
balance sheet items

1. PROPERTY, PLANT AND EQUIPMENT

PLANT AND ASSETS UNDER
PROPERTY EQUIPMENT OTHER ASSETS CONSTRUCTION TOTAL

COST

51,225 176,529 37,149 2,059 266,962
Increases 95 8,417 2,275 1,101 11,888
Disposals @) (3,075) (312 - (3,3898)
Change in the scope of consolidation - 1,745 584 - 2,329
Reclassifications 1 875 177 (1,476) (423)
Forex differences (52) 657 430 86 1121

51,268 185,148 40,303 1,770 278,489
Increases 1,589 7,050 2,487 2,782 13,908
Disposals - (1,002 (538) - (1,540)
Reclassifications 118 587 192 (1,201) (304)
Forex differences (914) (1,900) (626) (29) (3,469)
A » BER 20 52,061 189,883 41,818 3,322 287,084
ACCUMULATED DEPRECIATIONS

15,470 146,059 32,396 - 193,925
Depreciations for the year 1,442 7,961 2,328 - 11,731
Eliminations for disposals - (3,066) (231) - (3,297)
Change in scope of consolidation - 1,174 492 - 1,666
Reclassifications 5 40 21 - 66
Forex differences 59 588 306 - 953
A » BER 2016 16,976 152,756 35,312 - 205,044
Depreciations for the year 1,459 8,047 2,260 - 11,766
Eliminations for disposals - (800) 479) - (1,279)
Reclassifications 5 41 30 - 76
Forex differences (156) (1,002) (434) - (1,592)
A D BER 20 18,284 159,042 36,689 - 214,015
NET CARRYING VALUE

33,777 30,841 5,129 3,322 73,069

34,292 32,392 4,991 1,770 73,445

140 1 Figures recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the

acquisition date previously considered provisional.
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The breakdown of the net carrying value of Property was as follows:

0 31.12.2016 CHANGE

Land 6,877 6,688 189
Industrial buildings 26,900 27,604 (704)
TOTAL 33,777 34,292 ‘ (515)

The net carrying value of industrial property includes an amount of € 2,125,000 (€
2,211,000 at 31 December 2016) relating to industrial buildings held under finance
leases.

2. INVESTMENT PROPERTY

The main investments in the financial year were aimed at automation of the
assembly lines for light alloy valves and at the interconnection of production plants
with management systems (Industry 4.0). The building in Campodarsego (PD)
was acquired, where A.R.C., formerly rented, operates. In Brazil, the factory was
expanded, against increased production volumes; while in Turkey all the die-casting
machines were robotised. Other investments were made in the production of presses
for new burners. Investments in maintenance and replacement, so that production
equipment is kept constantly up to date and efficient, are systematic.

Decreases mainly relate to the disposal of machinery no longer in use. Assets under
construction include machinery under construction and advance payments to
suppliers of capital equipment.

At 31 December 2017, the Group found no endogenous or exogenous indicators of
impairment of its property, plant and equipment. As a result, the value of property,
plantand equipment was not submitted to impairment testing.

COsT
f D BER 20 13,136
Increases -
Disposals -
A D BER 2016 13,136
Increases -
Disposals (199)
D BER 20 12,937
ACCUMULATED DEPRECIATIONS
p D BER 20 6,424
Depreciations for the year 442
Eliminations for disposals -
A D BER 2016 6,866
Depreciations for the year 436
Eliminations for disposals (62)
D BER 20 7,240
NET CARRYING VALUE

This item includes non-operating buildings owned by the Group: these are mainly
properties for residential use, held for rental or sale.

At 31 December 2017, the Group found no endogenous or exogenous indicators of
impairment of its investment property. As a result, the value of investment property
was not submitted to impairment testing.
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3. INTANGIBLE ASSETS

GOODWILL SOF%E:ESAND DEVE‘E%‘;'\SAENT IN'I('ZI;\IHCI:'EII;LE
KNOW-HOW ASSETS

COST

A » BER 20 9,008 6,231 4,685 799 20,723
Increases - 155 314 18 487
Change in the scope of consolidation 1,770 13 - 19 1,802
Reclassifications - 62 (44) (30) (12)
Decreases - - - (15) (15)
Forex differences - 6 - - 6

A D BER 2016 10,778 6,467 4,955 791 22,991
Increases - 420 496 23 939
Reclassifications - - 79 - (79)
Decreases - (14) - (13) (27)
Forex differences - (14) - 8) (22)

A D BER 20 10,778 6,859 5,372 793 23,802
AMORTISATION/WRITE-DOWNS

A D BER 20 4,563 5,732 2,347 556 13,198
Amortisation for the year - 266 352 98 716
Change in the scope of consolidation - 3 - 8 11
Decreases - - - (15) (15)
Forex differences - 4 _ _ 4

A D BER 2016 4,563 6,005 2,699 647 13,914
Amortisation for the year - 272 342 22 636
Decreases - (14) - - (14)
Forex differences - ©) - 8) (7

A » BER 20 4,563 6,254 3,041 661 14,519
NET CARRYING VALUE

6,215 605 2,331 132 9,283
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Goodwill

Goodwill recognised at 31 December 2017 is allocated:
e to"Hinges" (CGU) cash generating units of € 4.445 million;
e tothe "Professional burners” CGU of € 1.770 million?.

The Group verifies the ability to recover goodwill atleast once a year or more frequently
ifthere are indications of value impairment. Recoverable value is determined through
value of use, by discounting expected cash flows.

Goodwill allocated to the Hinges CGU

In 2017, the Hinges CGU achieved very positive and better results, in terms of sales
and profitability, both compared to the previous year and compared to the budget.
The 2018-2022 forward plan, drafted at the beginning of 2018, envisages a further
increasein sales. Profitability is expected to decline in 2018, following the devaluation
of the dollar (the currency in which more than 40% of sales are denominated) and
the increase in the price of steel, before gradually recovering in subsequent years.
At 31 December 2017, the Group tested the carrying value of its CGU Hinges for
impairment, determining its recoverable value, considered to be equivalent to its
usable value, by discounting expected future cash flow in the forward plan drafted
by the management. Cash flows for the period from 2018 to 2022 were augmented
by the so-called terminal value, which expresses the operating flows that the CGU
is expected to generate from the sixth year to infinity and determined based on the
perpetual income. The value of use was calculated based on a discount rate (WACC)
of 9.18% (7.76% in the impairment test conducted while preparing the consolidated
financial statements at 31 December 2016) and a growth rate (g) of 1.50%, which is
in line with historical data.

The recoverable value calculated on the basis of the above-mentioned assumptions
and valuation techniques is € 12.680 million, compared with a carrying value of
the assets allocated to the Hinges unit of € 7.427 million; consequently, the value
recorded for goodwill at 31 December 2017 was deemed recoverable.

Sensitivity analysis

The table below shows the changes in recoverable value depending on changes in the
WACC discount rate and growth factor g:

S 1.00% | 1.25% | 1.50% | 1.75% | 2.00%

8.18% 13,890 | 14312 | 14765 | 15254 15’7{;2 ~~~~~
8.68% 12902 | 13263 | 13649 | 14,063 14,565 .....
9.18% 12,036 12,348 680 13,035 13, 41“'4 ~~~~~~~
9.68% 1272 | 11543 | 11,831 12,138 12’4{; ~~~~~
10.18% 10592 | 10830 | 11,081 11,348 | 1 1,65"1' """""

Goodwill allocated to the Professional burners CGU

At 31 December 2017, the Group tested the carrying value of its Professional burners
CGU forimpairment, determining its recoverable value, considered to be equivalentto
its usable value, by discounting expected future cash flow in the forward plan drafted
at the beginning of 2018. Cash flows for the 2018-2022 period were augmented by
the so-called terminal value, which expresses the operating flows that the CGU is
expected to generate from the fourth year to infinity and determined based on the
perpetual income. The value of use was calculated based on a discount rate (WACC)
0of 6.90% (5.79% in the impairment test conducted while preparing the consolidated
financial statements at 31 December 2016) and a growth rate (g) of 1.50%.

The recoverable value calculated on the basis of the above-mentioned assumptions
and valuation techniques is € 11.345 million, compared with a carrying value of
the assets allocated to the Professional burners unit of € 4.409 million (including
minority interests); consequently, the value recorded for goodwill at 31 December
2017 was deemed recoverable.

Sensitivity analysis

The table below shows the changes in recoverable value depending on changes in the
WACC discount rate and growth factor g:

Patents, software and know-how

Software investments include the implementation of a production scheduler and the
application development of the Group management system (SAP).

(€/000) ROWTH RA
S 1.00% | 1.25% | 1.50% | 1.75% | 2.00%
5.90% 12,794 13,396 14,066 14,816 15,663
6.40% 11,549 12,033 12,566 13,156 13,814
6.90% 10,516 10,917 . 11,820 12,343
7.40% 9,646 9,975 10,333 10,721 11,146
7.90% 8,903 9,180 9,479 9,802 10,153

Development costs

The main investments in the year relate to the development of new products,
including special burners and personalised burners for some customers (research
and development activities carried out during the year are set out in the Report on
Operations).

2 Figure recalculated pursuant to IFRS 3, in order to retrospectively take into account the effects resulting from the fair value measurement of A.R.C's assets and liabilities, at the 143

acquisition date previously considered provisional.



4. EQUITY INVESTMENTS

31.12.2016 DISPOSALS

31.12.2017

Sabaf US 139 - 139
ARC Handan Burners Co. 101 - 101
Other equity investments 66 (25) 40
TOTAL 306 (25) 281

The subsidiary Sabaf U.S. operates as a commercial base for North America. The
carrying value of the investment is deemed recoverable taking into consideration
expected developments on the North American market.

5. NON-CURRENT RECEIVABLES

Handan ARC Burners Co. is a Chinese joint venture built at the end of 2015, in which
AR.C. s.r.l. holds 50% (therefore, the Group's share is 35%). The aim of Handan
ARC Burners is to produce and market in China burners for professional cooking;

production of the first pre-series began in 2017.

Tax receivables 153 225 (72)
Guarantee deposits 43 37 6
TOTAL 196 262 (66)

Tax receivables relate to indirect taxes expected to be recovered after 31 December 2018.

6. INVENTORIES

31.12.2017

31.12.2016 CHANGE

Commodities 11,459 9,740 1,719
Semi-processed goods 11,180 10,893 287
Finished products 13,448 13,308 140
Obsoloscence provision (3,158) (2,457) (701)
TOTAL 32,929 31,484 1,445

The value of final inventories at 31 December 2017 increased compared to the end of the previous year to meet the higher volumes of activity. The obsolescence provision is mainly
allocated for hedging the obsolescence risk, quantified on the basis of specific analyses carried out at the end of the year on slow-moving and non-moving products.
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7. TRADE RECEIVABLES

Total trade receivables 43,002 37,576 5,426
Bad debt provision (739) (734) (5)
NET TOTAL 42,263 36,842 5,421

Trade receivables at 31 December 2017 were higher than at the end of 2016 subse-
quent to higher sales. There were no significant changes in payment terms agreed

with customers.

At 31 December 2017, trade receivables included balances totalling USD 6,826,000,

booked at the EUR/USD exchange rate in effect on 31 December 2017, i.e. 1.1993. The
amount of trade receivables recognised in the financial statements includes approxi-
mately € 28.2 million of insured receivables (€ 22.4 million at 31 December 2016).

The bad debt provision was adjusted to the better estimate of the creditrisk at the end

of the reporting period.

31.12.2017 31.12.2016 CHANGE

Current receivables (not past due) 38,282 32,616 5,666
Outstanding up to 30 days 2,802 3,296 (494)
Outstanding from 30 to 60 days 868 218 650
Outstanding from 60 to 90 days 594 136 458
Outstanding for more than 90 days 456 1,310 (854)
TOTAL 43,002 37,576 5,426

8. TAX RECEIVABLES

For income tax 1,998 2,186 (188)
For VAT and other sales taxes 682 533 149
Other tax credits 385 444 (59)
TOTAL 3,065 3,163 (98)

The income tax receivables derives for € 1,153,000 from the full deductibility of IRAP from IRES relating to the expenses incurred for employees for the 2006-2011 period (ltalian
Legislative Decree 201/2011), for which an application for a refund was presented and, for the residual part, to the payments on account on 2017 income, for the part exceeding

the tax to be paid.

Other tax receivables mainly refer to receivables in respect of indirect Brazilian and Turkish taxes.
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9. OTHER CURRENT RECEIVABLES

31.12.2017 31.12.2016 CHANGE

Credits to be

received from 360 706 (346)
suppliers

Advances fo 155 168 (13)
suppliers

Other 542 545 (3)
TOTAL 1,057 1,419 (362)

At 31 December 2017, credits to be received from suppliers included € 248,000
related to the relief due to the parent company as an energy-intensive business (so-
called "energy-intensive bonuses”) for the years 2016 and 2017. "Energy-intensive
bonuses” due for the years 2014 and 2015 were regularly collected during 2017.

10. CURRENT FINANCIAL ASSETS

31.12.2017

31.12.2016

Escrow bank 0 180 i .
accounts

Derivative

instruments on 7 - - _
interest rates

TOTAL 67 180 0 0

The item Derivative instruments on interest rates refers to the positive fair value of
an IRS hedging rate risks of an unsecured loan pending, for a notional amount of
approximately € 4 million and expiry until 31 December 2021. Financial income was
recognised in the income statement with a balancing entry.

11. CASH AND CASH EQUIVALENTS

Cash and cash equivalents, which amounted to € 11,533,000 at 31 December 2017
(€ 12,143,000 at 31 December 2016) consisted of bank current account balances of
approximately € 11 million and sight deposits of approximately € 0.5 million.

12. SHARE CAPITAL

The parent company's share capital consists of 11,533,450 shares with a par value of
€1.00 each. The share capital paid in and subscribed did not change during the year.

13. TREASURY SHARES

During the financial year Sabaf S.p.A. acquired 148,630 treasury shares at an average
unit price of € 14.20; there have been no sales.

At 31 December 2017, the parent company Sabaf S.p.A. held 381,769 treasury shares,
equal to 3.31% of share capital (233,139 treasury shares at 31 December 2016),
reported in the financial statements as an adjustment to shareholders’ equity at a
unitvalue of € 11.81 (the market value at year-end was € 19.91).

There were 11,151,681 outstanding shares at 31 December 2017 (11,300,311 at 31
December 2016).

14. LOANS

31.12.2017 31.12.2016
v ] s v

Property leasing 149 1,462 145 1,611
Unsecured loans 5,982 16,298 6,656 17,281
Short-term bank 9,477 ) 7,802 )
loans

Advances on

bank receipts or 1,678 - 2 -
invoices

Interest payable 2 - 7 -
TOTAL 17,288 17,760 14,612 18,892

To manage interest rate risk, unsecured loans are either fixed-rate or hedged by IRS.

Two of the outstanding unsecured loans, amounting to € 9 million at 31 December

2017, have covenants, defined with reference to the consolidated financial statements

atthe end of the reporting period, as specified below:

e Commitment to maintain a ratio of net financial position to shareholders' equity
of less than 1

e Commitment to maintain a ratio of net financial position to EBITDA of less than 2

both widely observed at 31 December 2017.

All outstanding bank loans are denominated in euro, with the exception of a short-

term loan of USD 2 million and a short-term loan of 1.4 million Turkish lira.

Note 35 provides information on financial risks, pursuant to IFRS 7.

15. OTHER FINANCIAL LIABILITIES

31.12.2017 31.12.2016

current non current current non current
Option on - 1,763 : 1,522
minorities
Payables
to AR.C. 60 180 60 240
shareholders
Currency
derivatives } ) 238 )
Derivative
instruments on 15 - 37 -
interest rates
TOTAL 75 1,943 335 1,762

InJune 2016, as part of the acquisition of 70% of A.R.C. S.1.I., Sabaf signed with Loris
Gasparini (current minority shareholder by 30% of A.R.C.) an agreement that aimed
to regulate Gasparini's right to leave A.R.C. and the interest of Sabaf to acquire 100%
of the shares after expiry of the term of five years from the signing of the purchase
agreement of 24 June 2016, by signing specific option agreements. Therefore,
the agreement envisaged specific option rights to purchase (by Sabaf) and sell (by
Gasparini) exercisable as from 24 June 2021, the remaining shares of 30% of A.R.C,,
with strike prices contractually defined on the basis of final income parameters from
A.R.C.at 31 December 2020.
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Pursuant to the provisions of IAS 32, the assignment of an option to sell (put option)
in the terms described above required the recording of a liability corresponding to
the estimated redemption value, expected at the time of any exercise of the option:
to this end, a financial liability of € 1.522 million was recognised in the consolidated
financial statements at 31 December2016. At 31 December 2017, the Group revalued
the outlay estimate, based on the expected results of A.R.C. at 31 December 2020
in accordance with the business plan of the subsidiary prepared at the beginning of
2018. The recalculation of the fair value, in compliance with IAS 39, led to an increase
of €241,000 in the liability; financial expenses were recognised as a balancing entry
(Note 29).

The payable to the A.R.C. shareholders of € 240,000 at 31 December 2017 is related
to the part of the price still to be paid to the sellers, which was deposited on an escrow
account and will be released in favour of the sellers at constant rates in 4 years, in
accordance with contractual agreements and guarantees issued by the sellers.

Other financial liabilities also include the negative fair value of two IRSs hedging rate
risks of unsecured loans pending, for residual notional amounts of approximately
€ 5.4 million and expiry until 31 December 2021. Financial expenses in the same
amount were recognised in the income statement.

16. POST-EMPLOYMENT BENEFIT AND RETIREMENT RESERVES

31.12.2017 31.12.2016 CHANGE

employment 2,720 2,961 (241)
benefit reserve

Post-employment benefits are calculated as follows:

Retirement 125 125 )
reserve
TOTAL 2,845 3,086 (241)

Following the revision of IAS 19 - Employee benefits, from 1 January 2013 all actuarial
gains or losses are recorded immediately in the comprehensive income statement
("Other comprehensive income”) under the item "Actuarial income and losses".

17. PROVISIONS FOR RISKS AND CHARGES

FINANCIAL

ASSUMPTIONS 31:12.2016
Discount rate 1.15% ‘ 1.15%
Inflation ‘ 1.80% ‘ 1.75%
DEMOGRAPHIC THEORY 31.12. 2017 31.12.2016

Mortality rate ISTAT 2016 M/F ISTAT 2010 M/F

Disability rate INPS 1998 M/F INPS 1998 M/F

Staff turnover 3% - 6% 3% - 6%

Advance payouts 5% - 7% per year 5% - 7% per year

Pursuant to Pursuant to
legislation in force legislation in force
on 31 december on 31 december

2017 2016

Retirement age

RELEASE EXCHANGE
016 PROVISIONS UTILISATION OF EXCESS RATE 31.12.2017
PORTION DIFFERENCES
‘Reservg for agents’ 231 15 (15) 210
indemnities
Product guarantee fund 60 1" (11) - - 60
Reserve for legal risks 143 - (7) - (21) 115
TOTAL 434 26 (33) (21) (21) 385

The reserve for agents' indemnities covers amounts payable to agents if the Group
terminates the agency relationship.

The product guarantee fund covers the risk of returns or charges by customers for
products already sold. The fund was adjusted at the end of the year, on the basis of
analyses conducted and past experience.

The reserve for legal risks, setaside for moderate disputes, was adjusted to reflect the
outstanding disputes.

The provisions booked to the provisions for risks, which represent the estimate of
future payments made based on historical experience, have not been discounted
because the effect is considered negligible.
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18. TRADE PAYABLES

TOTAL

‘ 19,975

31.12.2017

18,977

CHANGE

998

Average payment terms did not change versus the previous year. At 31 December 2017, there were no overdue payables of a significantamount and the Group did not receive any

injunctions for overdue payables.

19. TAX PAYABLES

31.12.2017

31.12.2016 CHANGE

For income tax 240 361 (121)
Withholding taxes 656 788 (132)
Other tax payables 199 41 158
TOTAL 1,095 1,190 (95)

20. OTHER CURRENT PAYABLES

To employees 4,552 3,965 587
To social security institutions 2,304 2,139 165
To agents 195 268 (73)
Advances from customers 94 181 (87)
Other current payables 346 104 242
TOTAL 7,491 6,657 834

Atthe beginning of 2018, payables due to employees and social security institutions were paid in accordance with the scheduled expiry dates.

21. DEFERRED TAX ASSETS AND LIABILITIES

31.12.2016

Deferred tax assets 5,096 4,781
Deferred tax liabilities (804) (870)
NET POSITION 4,293 3,911
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The table below analyses the nature of the temporary differences that determine the recognition of deferred tax liabilities and assets and their movements during the year and
the previous year.

Depreciation Provisions | Fair value of Tax Actuarial post- Other
and amortisa- | and value derivative A 5 employment benefit] temporary TOTAL
: incentives . .
instruments reserve evaluation | differences
] SER 1,771 595 210 289 3,911
To the income statement (37) 105 (64) - 159 (2 423 584
To shareholders’ equity - - - - - (19) - (19)
Forex differences - 17) - - (125) - 41 (183)
: = (120) 1,150 3 1,771 629 189 671 4,293

Deferred tax assets relating to goodwill, equal to € 1,771,000, refer to the exemption
of the value of the equity investment in Faringosi Hinges s.r.l. made in 2011 pursuant
to Italian law Decree 98/2011. The future tax benefit can be made in ten annual
portions starting in 2018.

22. NET FINANCIAL POSITION

As required by the CONSOB memorandum of 28 July 2006, we disclose that the Company's net financial position is as follows:

Deferred tax assets relating to tax incentives are commensurate to investments made
in Turkey, for which the Group benefited from reduced taxation recognised on income

generated in Turkey.

31.12.2017

31.12.2016 CHANGE

A. Cash (Note 11) 14 12 2
B (F’,\c‘);itt;v1e1l;>alances of unrestricted bank accounts 11,009 8,376 2633
C. Other cash equivalents 510 3,755 (3,245)
D. LIQUIDITY (A+B+C) 11,533 12,143 (610)
E Current bank payables (Note 14) 11,157 7,811 3,346
F Current portion of non-current debt (Note 14) 6,131 6,801 (670)
G Other current financial payables (Note 15) 75 335 (260)
H. CURRENT FINANCIAL DEBT (E+F+G) 17,363 14,947 2,416
[l NET CURRENT FINANCIAL DEBT (H-D) 5,830 2,804 3,026
J. Non-current bank payables (Note 14) 16,298 17,281 (983)
K Other non-current financial payables (Note 14) 3,405 3,373 32
L, NON-CURRENT FINANCIAL DEBT (J+K) 19,703 20,654 (951)
M. NET FINANCIAL DEBT (I+L) 25,533 23,458 2,075

The consolidated cash flow statement shows changes in cash and cash equivalents (letter D of this schedule).
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Comments on key
iIncome statement items

23. REVENUE

In 2017, sales revenues totalled € 150,223,000, up by € 19,245,000 (+14.7%) compared with 2016. Taking into consideration the same scope of consolidation, revenue
increased by 12.9%.

Revenue by product family

2017 % 2016 % % CHANGE

Brass valves 5,991 4.0% 9,007 6.9% -33.5%

Light alloy valves 39,351 26.2% 32,393 24.7% +21.5%
Thermostats 7,376 4.9% 7,699 5.9% -4.2%

Standard burners 41,070 27.3% 37,338 28.5% +10.0%
Special burners 27,184 18.1% 21,215 16.2% +28.1%
Accessories 15,267 10.2% 12,613 9.6% +21.0%
Household gas parts 136,239 90.7% 120,265 91.8% +13.3%
Professional gas parts 5,079 3.4% 2,289 1.8% +121.9%
Hinges 8,905 5.9% 8,424 6.4% +5.7%

TOTAL 150,223 100% 130,978 100% +14.7%

Revenue by geographical area

Italy 36,523 24.3% 36,365 27.8% +0.4%

Western Europe 11,678 7.8% 8,553 6.5% +36.5%

Eastern Europe 42,824 28.5% 34,123 26.1% +25.5%

Middle East and Africa 13,009 8.6% 11,698 8.9% +11.2%

Asia and Oceania 10,516 7.0% 8,088 6.2% +30.0%

South America 22,938 15.3% 20,847 15.9% +10.0%

North America and Mexico 12,735 8.5% 11,304 8.6% +12.7%

TOTAL 150,223 100% 130,978 100% +14.7%
An analysis of sales by product category shows the strong growth of special burners, In 2017, all markets recorded double-digit growth rates; Italy, where sales remained
the family where product innovation has been strongest in recent years. The trend in stable after years of decline due to the sharp reduction in the production of domestic
sales of light alloy valves, which have now almost completely replaced brass valves, appliances, is an exception. Very positive sales growth rates have been recorded in
was also very positive. All other product lines also recorded good growth rates, with other European markets, where Sabaf is consolidating its leadership. The Middle East
the exception of thermostats. market showed a strong recovery compared to 2016; Asia, North and South America

confirmed a positive underlying trend.

Average sales prices in 2017 were on average 0.8% lower compared with 2016.
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24. OTHER INCOME

Sale of trimmings 2,261 1,684 577
Contingent 31 146 165
income

Rental income 89 85 4
Use of provisions

for risks and 36 67 (31
charges

Other income 664 837 (173)
TOTAL 3,361 2,819 542

Theincreaseinincome from the sale of trimmings is directly related to higher production
volumes and to the increase in the price of raw materials.

26. COSTS FOR SERVICES

25. MATERIALS

Commodities

and outsourced 54,179 42,540 11,639
components

Consumables 5,615 4,806 809
TOTAL 59,794 47,346 12,448

In 2017, the effective purchase prices of the main raw materials (aluminium alloys,
steel and brass) were on average higher than in 2016, with a negative impact of 0.9%
of sales. Consumption (purchases plus change in inventories) as a percentage of sales
was 38.2%in 2017, compared with 36.7% in 2016.

Outsourced processing 9,779 8,435 1,344
Natural gas and power 4,485 4,622 (137)
Maintenance 4,474 4,071 403
Transport 2,221 1,848 373
Advisory services 2,106 1,639 467
Directors’ fees 1,084 1,181 97)
Travel expenses and allowances 715 693 22
Commissions 637 648 (11)
Insurance 537 675 (138)
Canteen 394 395 (1)
Temporary agency workers 199 125 74
Other costs 3,596 3,651 (55)
TOTAL 30,227 27,983 2,244

The higher costs for outsourced processing were related to the increase in production
volumes in ltaly. The reduction in energy costs is due to the recognition of the
"energy-intensive bonuses" for 2016 and 2017 for a total of € 248,000, which was not
recognised in the 2016 financial statements because the collectability was uncertain
at the end of the reporting period. The increase in maintenance costs was due to
activities in progress for the ongoing adaptation of plants, machinery and equipment

at the premises of all the factories of the Group.

Other costs included expenses for the registration of patents, waste disposal,
cleaning, leasing third-party assets and other minor charges.

Costs for advisory services related to technical (€ 568,000), sales (€ 343,000) and
legal, administrative and general (€ 1,195,000) services.
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27. PAYROLL COSTS

Salaries and wages 23,987 22,284 1,703
Social Security costs 7,585 7,088 497
Temporary agency 1910 1216 694
Workers ..................
Post-employment

benefit reserve and 1,846 1,524 322

other costs

TOTAL 35,328 32,112 3,216

30. EXCHANGE RATE GAINS
AND LOSSES

In 2017, the Group reported net foreign exchange gains of € 274,000, versus net
gains of € 435,000 in 2016.

31. INCOME TAXES

0 2016 CHANGE

The average Group headcount in 2017 was 760 employees compared to 755 in 2016.
The average number of temporary staff was 60 in 2017 (40 in 2016).

During the financial year, the Group made only negligible use of the solidarity
contract and temporary lay-off scheme, whereas in 2016 these institutions, used
in periods characterised by low production requirements, made it possible to save
personnel costs of € 689,000.

28. OTHER OPERATING COSTS

Current taxes 3,836 3,454 382
Deferred tax liabilities (452) 73 (525)
Taxes related to (496) (176) (320)
previous financial years

TOTAL 2,888 3,351 (463)

The current income taxes include the IRES of € 2,448,000, the IRAP of € 545,000
and foreign income taxes of € 843,000 (€ 2,078,000, € 452,000 and € 924,000
respectively in 2016).

Reconciliation between the tax burden booked in the financial statements and the
theoretical tax burden calculated according to the statutory tax rates currently in force
in Italy is shown in the following table:

2017

Non-income taxes 539 488 51
Other operating 331 205 12
eSS b

Contingent liabilities 145 69 76
Losses and write-downs | . | .

of trade receivables B 189 6)
Provisions for risks 11 127 (116)
Other provisions 15 - 15
TOTAL 1,134 1,078 56

Non-income taxes chiefly relate to property tax.
Provisions refer to the allocations to the reserves described in Note 17.

29. FINANCIAL EXPENSES

Interest paid to banks 260 243 17

Interest paid on finance 19 22 3)

lease contracts

IRS spreads payable 10 37 (27)
Banking expenses 240 263 (23)
Adjustment to the fair

value of the ARC option 241 - 241
(Note 15)

Other financial expense 34 55 (22)
TOTAL 804 620 183

W;I"heoretical income tax 4,272 3,280
WF";l:rg;‘;‘lnent t;;.;.j‘{ﬁerenc; .................... 172 202
W;I";;;;reIatec'imtl;;)reviou”s”%i;ancial years ........ 91 (138)
Tax effect fom different foreign tax rates. 5 (109
Eﬁect of norln—';e:;(‘)verabl';’.f;x |osse; ................ 172 162
CPatentbor taxbenefit (1,151 :
“Super ammortamento” taxbenefit 179 :
Toxincentives for investments in Turkey 950 08
Otherdiferences 10 o
Income taxes booked in the accounts,

excluding IRAP and withholding taxes 2,442 2,918
feurrentand deferred) .

IRAP (current and deferred) 446 433

TOTAL 2,888 B35

Theoretical taxes were calculated applying the current corporate income tax (IRES)
rate, i.e. 24% (27.50% in 2016), to the pre-tax result.

Following the prior agreement signed with the Revenue Agency, in 2017 the Group
recognised the tax benefit relating to the Patent Box for the three-year period 2015
to 2017, for a total of € 1,324,000 (€ 1,151,000 for IRES and € 173,000 for IRAP), of
which €772,000 for 2015 and 2016 (Note 38) and € 552,000 for 2017.
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In2018, the Group also recognised € 950,000 in tax benefits deriving from investments
made in Turkey, of which € 582,000 deriving from investments made in previous years
for which access to the incentive was only established in 2017 (Note 38).

32. EARNINGS PER SHARE

Basicand diluted EPS are calculated based on the following data:

IRAP is not taken into account for the purpose of reconciliation because, as it is a tax
with a different assessment basis from pre-tax profit, it would generate distorting
effects.

No significant tax disputes were pending at 31 December 2017.1

caRNINGS ' T
(€/000) ‘ (€/000)
Profit for the year 14,835 ‘ 8,994

Weightgd average number of ordinary shares for 11,208,062 11,376,320
determining basic earnings per share

Dilutive effect from potential ordinary shares - -
Weightgq average numbgr of ordinary shares for 11,208,062 11,376,320
determining diluted earnings per share

EARNINGS PER SHARE (€) 0 2016
Basic earnings per share 1.323 0.791
Diluted earnings per share 1.323 0.791

Basic earnings per share are calculated on the average number of outstanding shares minus treasury shares, equal to 325,388 in 2017 (157,130 in 2016).
Diluted earnings per share are calculated taking into account any shares approved but not yet subscribed, of which there were none in 2017 and 2016.

33. DIVIDENDS

On 31 May 2017, shareholders were paid an ordinary dividend of € 0.48 per share (total dividends of € 5,384,000).
The Directors have recommended payment of a dividend of € 0.55 per share this year. This dividend is subject to approval of shareholders in the annual Shareholders’ Meeting

and was notincluded under liabilities in these financial statements.

The dividend proposed is scheduled for payment on 30 May 2018 (ex-date 28 May and record date 29 May).

34.

Below is the information by business segment for 2017 and 2016.

Gas parts (household
and professional)

INFORMATION BY BUSINESS SEGMENT

2016 FY

Gas parts (household

and professional) ek

141,280 ‘ 8,943

150,223

122,636 ‘ 8,342 ‘ 130,978

Ebit 16,974 ‘ 1,143

18,117

11,643 ‘ 887 ‘ 12,530
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35. INFORMATION ON FINANCIAL RISK

Categories of financial instruments

In accordance with IFRS 7, a breakdown of the financial instruments is shown below,

among the categories set forth in IAS 39.
31.12.2017 31.12.2016

FINANCIAL ASSETS

Amortised cost

e Cash and cash equivalents 11,533 12,143
e Escrow bank deposits 240 -
. Trad_e receivables and other 43516 38,523
receivables e
Income statement fair value
o Derivative to hedge cash flows 7 -

FINANCIAL LIABILITIES

Amortised cost

e Derivative to hedge cash flows 15 275

The Group is exposed to financial risks related to its operations, mainly:

o credit risk, with special reference to normal trade relations with customers;

o market risk, relating to the volatility of prices of commodities, foreign exchange
and interest rates;

o liquidity risk, which can be expressed by the inability to find financial resources
necessary to ensure Group operations.

It is part of the Sabaf Group's policies to hedge exposure to changes in prices and
in fluctuations in exchange and interest rates via derivative financial instruments.
Hedging is done using forward contracts, options or combinations of these
instruments. Generally speaking, the maximum duration covered by such hedging
does not exceed 18 months. The Group does not enter into speculative transactions.
When the derivatives used for hedging purposes meet the necessary requisites,
hedge accounting rules are followed.

Credit risk management

Trade receivables involve producers of domestic appliances, multinational groups
and smaller manufacturers in a few or single markets. The Company assesses the
creditworthiness of all its customers at the start of supply and systemically on at least
an annual basis. After this assessment, each customer is assigned a credit limit.

A credit insurance policy is in place, which guarantees cover for approximately 65%
of trade receivables.

Credit risk relating to customers operating in emerging economies is generally
attenuated by the expectation of revenue through letters of credit.

Forex risk management

The key currencies other than the euro to which the Group is exposed are the US
dollar, the Brazilian real and the Turkish lira, in relation to sales made in dollars
(chiefly on some Asian and American markets) and the production units in Brazil and
Turkey. Sales in US dollars represented 14% of total revenue in 2017, while purchases
in dollars represented 4% of total revenue. During the year, operations in dollars
were partially hedged through forward sales contracts; no currency derivatives were
pending at 31 December 2017.

Sensitivity analysis
With reference to financial assets and liabilities in US dollars at 31 December 2017, a

hypothetical and immediate revaluation of 10% of the euro against the dollar would
have led to a loss of € 475,000.

Interest rate risk management

At 31 December 2017, gross financial debt of the Group was at a floating rate for
approximately 35% and at a fixed rate for approximately 65%; to reach an optimum
mix of floating and fixed rates in the structure of the loans, the Group also used
derivative financial instruments. At 31 December 2017, three interest rate swap
(IRS) contracts totalling € 9.4 million were in place, mirrored in mortgages with
the same residual debt, through which the Group transformed the floating rate of
the mortgages into fixed rate. Considering the IRS in place, at the end of 2017, the
fixed-rate portion amounted to approximately 90% of the total financial debt. The
derivative contracts were not designated as a cash flow hedge and were therefore
recognised using the "fair value in the income statement” method.

Sensitivity analysis

At 31 December 2017, the sensitivity analysis concerned financial leases and the
floating rate portion of the short-term financial debt. The Group is not exposed to
interest rate risk as regards medium/long-term bank debt, since the floating rate
of loans has been transformed into a fixed rate by means of the interest rate swap
contracts in place.

With reference to financial assets and liabilities at variable rate at 31 December 2017
and 31 December 2016, a hypothetical increase (decrease) in the interest rate of 100
base points versus the interest rates in effect at the same date - all other variables
being equal - would lead to the following effects:

31.12.2017 31.12.2016

FINANCIAL EXPENSES FINANCIAL EXPENSES
Increase‘ of 100 3 20
basepoints 1 e
Decrease of 100
base points S0 )
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Commodity price risk management

Asignificant portion of the Group's purchase costs is represented by brass and alumi-
nium alloys. Sale prices of products are generally renegotiated annually; as a result,
the Group is unable to pass on to customers any changes in the prices of commodities
during the year. The Group protects itself from the risk of changes in the price of brass
and aluminium with supply contracts signed with suppliers for delivery up to twelve
months in advance or, alternatively, with derivative financial instruments. In 2017
and 2016, the Group did not use financial derivatives on commodities.

To stabilise the rising costs of commodities, Sabaf preferred to execute transactions
on the physical market, fixing prices with suppliers for immediate and deferred de-
livery.

Liquidity risk management

The Group operates with a low debt ratio (net financial debt / shareholders' equity
at 31 December 2017 of 22%, net financial debt / EBITDA of 0.82) and has unused
short-term lines of credit. To minimise the risk of liquidity, the Administration and
Finance Department:

e maintainsa correct balance of net financial debt, financing investments with capi-
tal and with medium to long-term debt;

o verifies systematically that the short-term accrued cash flows (amounts received
from customers and other income) are expected to accommodate the deferred
cash flows (short-term financial debt, payments to suppliers and other outgoings);

e regularly assesses expected financial needs in order to promptly take any correc-
tive measures.

Below is an analysis by expiration date of financial payables at 31 December 2017 and 31 December 2016:

ARR ONTRA A RO OR A
A A A O O .. o O AR AR
Short-term bank loans 11,157 11,157 11,157 0 - -
Unsecured loans 22,280 22,676 1,537 4,612 16,527 -
Finance leases 1,611 1,818 47 141 754 876
Payables to ARC shareholders 240 240 - 60 180 -
ARC option 1,763 1,763 - - 1,763 -
TOTAL FINANCIAL PAYABLES 37,051 37,654 12,741 4,813 19,224 876
Trade payables 19,975 19,975 19,021 954 - -
TOTAL 57,026 57,629 31,762 5,767 19,224 876
A D, BER 2016
PR R RO R R
: A .A .‘ O - . O - A : AR
Short-term bank loans 7,811 7,811 5,811 2,000 - -
Unsecured loans 23,937 24,388 1,709 5,129 17,550 -
Finance leases 1,756 2,007 47 141 754 1,065
Payables to ARC shareholders 300 300 - 60 240 -
ARC option 1,522 1,522 - - 1,522 -
TOTAL FINANCIAL PAYABLES 35,326 36,028 7,567 7,330 20,066 1,065
Trade payables 18,977 18,977 18,340 637 - -
TOTAL 54,303 55,005 25,907 7,967 20,066 1,065

The various due dates are based on the period between the end of the reporting
period and the contractual expiration date of the commitments, the values indicated
in the table correspond to non-discounted cash flows. Cash flows include the shares

of principal and interest; for floating rate liabilities, the shares of interest are
determined based on the value of the reference parameter at the end of the reporting
period increased by the spread set forth in each contract.
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Hierarchical levels of fair value assessment

The revised IFRS 7 requires that financial instruments reported in the statement of

financial position at fair value be classified based on a hierarchy that reflects the si-

gnificance of the input used in determining the fair value. IFRS 7 makes a distinction

between the following levels:

e Level 1-quotations found on an active market for assets or liabilities subject to
assessment;

e Level 2 - input other than prices listed in the previous point, which can be obser-
ved (prices) or indirectly (derivatives from prices) on the market;

e Level 3-input based on observable market data.

36. RELATED-PARTY TRANSACTIONS

The following table shows the assets and liabilities valued at fair value at 31 December
2017, by hierarchical level of fair value assessment.

LEVEL2 | LEVEL3 TOTAL

Other financial assets

(derivatives on interest - 7 - 7
rates)

Other financial liabilities

(derivatives on interest B (15) - (15)
rates)

Other financial liabilities

(ARC put option) - - (1.763) (1,763)
TOTAL LIABILITIES 0 (8) (1,763) (1,771)

Transactions between consolidated companies were eliminated from the consolidated financial statements and are not reported in these notes. The table below illustrates the
impact of all transactions between the Group and other related parties on the balance sheet and income statement.

Impact of related-party transactions on balance sheet items

OTAL 20 GIUSEPPE SALERI CONSNOOL:\IID-ATED OTHER RELATED | TOTAL RELATED IMPACT ON THE
S.A.PA. SUBSIDIARIES PARTIES PARTIES TOTAL
Trade receivables 42,263
Tax receivables 3,065
Trade payables 19,976
[\\[e]\'B
OTAL 2014 GIUSEPPE SALERI CONSOLIDATED OTHER RELATED | TOTAL RELATED IMPACT ON THE
S.A.PA. SUBSIDIARIES PARTIES PARTIES TOTAL
Trade receivables 36,842
Tax receivables 3,163 1,158 - 1,158 36.61%
Trade payables 18,977 - 2 2 0.01%

Impact of related-party transactions on income statement accounts

OTA 0 GIUSEPPE SALERI CONS'\:)CI).:\IJD-ATED OTHER RELATED TOTAL RELATED IMPACT ON THE
S.A.PA. SUBSIDIARIES PARTIES PARTIES TOTAL
Other income 3,361
Services (30,227)
NON-
OTA 016 GIUSEPPE SALERI CONSOLIDATED OTHER RELATED TOTAL RELATED IMPACT ON THE
S.A.PA. SUBSIDIARIES PARTIES PARTIES TOTAL
Other income 2,819 10 | 0.35%
Services (27,983) (22) (203) ‘ 0.73%

Transactions are regulated by specific contracts regulated at arm’s length conditions.
Transactions with non-consolidated subsidiaries were solely of a commercial nature.

Transactions with the shareholder, Giuseppe Saleri S.a.p.A., comprise:

o administration services provided by Sabaf S.p.A. to Giuseppe Saleri S.a.p.A.;

e transactions as part of the domestic tax consolidation scheme until 2016, which
generated the receivables shown in the tables.

Fees to directors, statutory auditors and executives with strategic responsibilities

Please see the 2017 Report on Remuneration for this information.
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37. SHARE-BASED PAYMENTS

At 31 December 2017, there were no equity-based incentive plans for the Group's directors and employees.

38. SIGNIFICANT NON-RECURRING EVENTS AND TRANSACTIONS

Pursuantto CONSOB memorandum of 28 July 2006, the following section describes and comments on significant non-recurring events, the consequences of which are reflected
in the economic, equity and financial results for the year:

SHAREHOLDERS' PROFIT

NET
FINANCIAL DEBT

EQUITY ATTRIBUTABLE] ATTRIBUTABLE TO

CASH FLOWS

TO THE GROUP THE GROUP

Financial statement values (A) 113,595 14,835 25,533 (610)

Recognition of “Patent box" tax benefit related
to 2015 and 2016 (772) (772) - B

Recognition of tax incentives for investments
in Turkey carried out in previous financial years

FINANCIAL STATEMENT NOTIONAL VALUE
(A+B)

(592) (592 - -

112,231 13,471 25,533 (610)

As described in Note 31, in these consolidated financial statements, the Group recognised:

- the tax benefit relating to the Patent Box for the three-year period 2015 to 2017;

- the tax benefit on investments made in Turkey, against which a tax credit was recognised.

The tax benefits relating to previous years are considered non-recurring and are therefore shown in the table above.

39. ATYPICAL AND/OR UNUSUAL TRANSACTIONS

Pursuant to CONSOB memorandum of 28 July 2006, the Group declares that no atypical and/or unusual transactions as defined by the CONSOB memorandum were executed
during 2017.

40. COMMITMENTS

Guarantees issued

The Sabaf Group has issued sureties to guarantee consumer and mortgage loans granted by banks to Group employees for a total of € 5,145,000 (€ 5,510,000 at 31 December
2016).

41. SCOPE OF CONSOLIDATION AND SIGNIFICANT EQUITY INVESTMENTS

Companies consolidated using the full line-by-line consolidation method

COMPANY NAME REGISTERED OFFICES SHARE CAPITAL SHAREHOLDERS OWNERSHIP %

Faringosi Hinges s.r.|. Ospitaletto (BS) € 90,000 Sabaf S.p.A. 100%
Sabaf Immobiliare s.r.l. Ospitaletto (BS) € 25,000 Sabaf S.p.A. 100%
Sabaf do Brasil Ltda Jundiai (SP, Brazil) BRL 24,000,000 Sabaf S.p.A. 100%
\S/Ztﬁifree{aﬁnffty: dPSai'ri:L"’i‘” Sanayi Manisa (Turkey) TRK 28,000,000 Sabaf S.p.A. 100%
%fa%ﬁig‘ifg.ance Components Kunshan (China) € 200,000 Sabaf S.p.A. 100%
Sabaf Appliance Components Ltd. Kunshan (China) € 4,400,000 Sabaf S.p.A. 100%
AR.C.s.rl. Campodarsego (PD) - Italy € 45,000 Sabaf S.p.A. 70%
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Non-consolidated companies valued at cost

COMPANY NAME REgll'S:'II'(IZEESED SHARE CAPITAL SHAREHOLDERS OWNERSHIP % HOLDING %

Sabaf US Corp. Plainfield (USA) ‘ UsD 100,000 ‘ Sabaf S.p.A. 100% 100%

Handan ARC Burners Co., Ltd. ‘ Handan (China) ‘ RMB 7,000,000 ‘ ARC.s.rl ‘ 50% ‘ 35%

42. GENERAL INFORMATION ON THE PARENT COMPANY

Registered and administrative office: Tax information:
Via dei Carpini, 1 R.E.A. Brescia: 347512
25035 Ospitaletto (Brescia) Tax Code 03244470179

VAT number: 01786910982
Contacts:
Tel.: +39.030 6843001
Fax: +39 030 6848249
E-mail: info@sabaf.it
Website: www.sabaf.it

APPENDIX

Information pursuant to article 149 duodecies of the CONSOB Issuers' Regulation

The following table, prepared pursuant to Article 149-duodecies of the CONSOB Issuers’ Regulation, shows fees relating to 2017 for auditing and for services other than auditing
provided by the Independent Auditor and its network.

DARTY PR o FEES PERTAINING TO THE 2017
(€000 o AR FINANCIAL YEAR

Audit Deloitte & Touche S.p.A. Parent company 57
Deloitte & Touche S.p.A. ltalian subsidiaries 30
Deloitte network Sabaf do Brasil 27
Deloitte network Sabaf Turkey 21
Certification services Deloitte & Touche S.p.A. Parent company 2
Deloitte & Touche S.p.A. ltalian subsidiaries 1M
Other services Deloitte & Touche S.p.A. Parent company 142
Deloitte network Sabaf do Brasil 36
TOTAL 155
158 (1) Signing of Unified Tax Return, IRAP and 770 forms

(2) Auditing procedures agreement relating to interim management reports, auditing of statements and training activities
(3) Tax assistance regarding transfer pricing
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CERTIFICATION OF THE CONSOLIDATED
FINANCIAL STATEMENTS

Pietro lotti, the Chief Executive Officer, and Gianluca Beschi, the Financial Reporting Officer of Sabaf S.p.A., have taken
into account the requirements of Article 154-bis, paragraphs 3 and 4, of Legislative Decree 58 of 24 February 1998 and
can certify:

e theadequacy, in relation to the business characteristics and
e theactual application

of the administrative and accounting procedures for the formation of the consolidated financial statements during
the 2017 financial year.

They also certify that:

e the Consolidated financial statements:
were prepared in accordance with the international accounting policies recognised in the European Community in
accordance with EC regulation 1606/2002 of the European Parliament and Council of 19 July 2002 and with the
measures issued in implementation of Article 9 of Italian Legislative Decree 38/2005;
are consistent with accounting books and records;
provide a true and fair view of the operating results, financial position and cash flows of the issuer and of the
companies included in the consolidation;

e the report on operations contains a reliable analysis of the performance and results of operations and the situation
of the issuer and the companies included in the scope of consolidation, along with a description of the key risks and
uncertainties to which they are exposed.

Ospitaletto, 26 March 2018

Chief The Financial
Executive Officer Reporting Officer
Pietro lotti Gianluca Beschi
el PR L
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INDEPENDENT AUDITOR'S REPORT
PURSUANT TO ARTICLE 14 OF LEGISLATIVE DECREE Mo, 38 OF JANUARY 27, 2010
AND ARTICLE 10 OF THE EU REGULATION 537 /2014

To the Sharghokders of
SABAF S.p.A,

REPORT OM THE AUDLT OF THE CONSOLIDATED FINANCIAL STATEMENTS
Cpinion

Wi have audited the consolidated financial statements of Sabal Group (the Group), which comprise the
consalidated statement of finamcial position as st December 31, 2017, the conselidabed income statement,
the consolidated staterment of comprehensive income, the statement of changes in consolidated
sharehokders” equity, the consalidated cash fow statement for the year then ended, and the related
eaplanatory noles.

In sur epinion, the saccompanyying consolidated financial stakements give a tree and Bair view of the
corsolicdabed Enanceal pesition of the Group &s 8t December 31, 2017, and of its consalidated financial
performance and its consolidated cash fiows for the year then ended in accordance with [nternational
Financial Reporting Standards as adopled by the European Union and the reguirements of national
regitations iSsaed purdsuant 1o at. 9 of Italkan Legislative Decres no. 38/05,

Basis for Opinion

We condusebed cur swdit in accordance with [nternational Standards on Aditing (15A Ttalia). Our
responsibdlities under those standards are further described in e Auditors Responsthilites for the dodir of
ohe Consovaabed Fanancial Statermaents section of our report. We are independent of the parent company
Sabaf 5.p.A. (the “Company™) n accordancs with the ethical requirements applicable under [takan law o
tha awdit of the financial statements, We belieyve that the sudit cvidence we have obkained 5 sufficiant and
appropriate to provide a basis for aur apinion,

Koy Audit Matters

HEF audit mallers are thess makters thi’.'r In gur professsonal judgement, wihe ﬂ[m’.ﬂwlﬂumm our
auchit ol the consolidated finanddal statements of the current period. These matters were addressed in the

context of our audit of the consolidated finandial staterments as & whiohe, and in forrming aur apnion
thereon, and we o0 not provide & separate opinkan on these matters.
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Deloitte.

Impairment test on gocdwill
Descnplion of ey audit maiter

The cansalidated financial statements of the Sabal Group as at December 31, 2017 report goodwill of

Eurg 6,215 theusand {3.4% of consclidated astets). Based on the Group's strategic and crganisational
decisions, the goodwill has been allocated to the “Hinges® cash generating unit (hercinalter, alsa "CGLU") in
the amaunt of Eundg 4,445 thowsand and o the *Profedsionsal Burners® CGU In the amount of Eurg 1,770
thousand. Impairment te2ts have been perfoomed by comparing the recoverable amount of the DGL with
cierying ampunt, which @kes acceunt of Both the goddeill and the ather tangible and intangibie asscis
allpcated to the CGU. The impairment test was set up by Managemant which considers recoverable amount
a5 walue in use, determining the value of the assets based an their ability to generate fulture cash flows.

The impairment process camied oul by the Management i complex since it includes Several assumptions
regarding the forecasted future cash Nows from OGUE, the definition of an apprapriabe discount rate
(WACC) and of a long-term growth rate (g-rabe). In coder ta ditermine the recaverable amounts, the Group
fook Inbe @ocount cash News as reported i the 2018-2022 forward plan, drafied at the beginning of 2018,

Thet assumiptibons on forecast cadh Mows are alfectsd by fsture @xpectalions on eXoQEnoEs variables, amang
which the most relevant are the market ewglution, in term of volumes and values and the discount rates.

Considering the relevant velue of assets sccounted for within the financial stabements, snd the subjectivity
of estimates used to detenmine Tutume cash flows, 85 well 84 the vanables desoribed above, we considersd
the impaimment test 10 be a key audit matter for Sabaf Group conselidated Nnancial stalements.

The paragraphs "Use of estirnates” snd in particular the section “Goodwil® of the paragraph "Intangikle
assets”, within the caplanatory nebes repart mfarmation on the impairment test, including the sensitivity
analysis, whath shows the effects of variations of the key wariables used in implementing the impairment
1218

Awilit procedures

We irst examined bow the Management determined the value in use of the CGLS, Laking into account
procedures and assumpbions on which the impairment test is based.

In particular, we casmied out the lellpwing procedures, with assstance of experts of our netwark:

< observation and understanding of relevant controls canned out by the Group on the implementation of
the i parRent Bist;

. fissessment of the reasonablencess of main assumptions wsed to forecast cash Nows, alse through
analysis of sector-based data (for example national dernand, estimates on GOP growth] and coligction
ol ciiher relevant infoemation for 2 obtsned by the Management:

- Anadysis of actual values, compared with the onginal plans, In order to understand the nature af
wariations and the reliabidity of the badgeting process:

. Assesument af the reasenableness of the discount rate {WACC) and the grewlh rate (g-rate);

. fiseiament of mathematical accuracy of the model used 1o determans [he valee in use af OGUL:
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Verification of the correct debermination of the carmying amount of the astets allocated to the COGL
“Hinges" and "Professional burners” and comparisen with the receverable amount emerging rom the
ImpairmLnt sk

: Ascessment of the sensitivity analyss iImplemented By Managament:

< Astessment of complisnce with applicable docounting standards over the procedures mplemented by
Management far the irmpairment. best;

- Aspessment of compliance with 1AS 36 awer the infermation disclosed by the Growp with reference to
the impalrment tedt

Responsibilities of the Directors and the Board of Statutory Auditors for the Consolidated
Financial Statements

The Directors ane responsible for the preparation of consolidated finandial staterments that give a true and
fair vhew In accordance with International Financial Reparting Standards as adogpted by the European Union
ard the requirements of national requlations issued pursuant to art. 9 of l@lian Legislathe Deoree no.
A5, and, within the terms established by Baw, for such intemal contral a5 the Direciors determing is
necesLary (o enable the preparation of consolidated financial statements that are free fram material
mitsstatement, whether due to fraud or erfor.

in preparing the consolidated financial statements, the Dineclors ane responsible for axsessing the Group’s
akdlity 1o continue as a going concem, decasing, as applicable, matters related o going concern and wsing
the going concem basis of accounting unless they have sentified the existence of the conditions for the
liquidation of the parent company Sabaf S.pA. or the termination of the business or have mo realstic
altemnatives to such chaloes.

The Board of Statutory Awditors 5 responsibés for owersesing, within the terms established by lavw, the
Group’s fnancial reporting process.

Auditor's Responsibilities for the Audit of the Consclidated Financlal Statements

Owr chiectives are to obtain reasonable assurance about whether the consolidated fnandal statements as a
wivdle are free from materisl misstatement, whether due bo fraud or error. and 00 isswe an suditor's repart
that includes cur cpinien. Reasonable assurance is a high bevel of Esurance, bul is not 3 guarantee that an
audit comdwited in accordance with Intemational Standards on Auditing (154 Tlia) will alvays detect a
materid misstatement when it exists, Misctalements can s rmam fraod o crror and are considersd
materiad if, individually or in the aggregate, they could reasonably be expected to influence the economic
decissons of users taken on the basis of these consolidated financal staterments.

As part of an audi In accordance with International Standards on Awsditing (154 talia), we exercise
professional judgment and maintain professional skepticlsm througheaut the auwdit. 'We alse:

= [dentity and attess e ks of material misstatement of the consolidated financial statements, whalhar
due to frawd or emror, design and perfonm audit procedures responsive to those risks, and abtain audit
evidence that is sulficient and appropriate [0 provide a basis for our opinion, The risk of not detecting a
material misstatement resulting from fraud is higher than for ene resulting from emos, as fraud may
imalve collusion, forgery, inlentional omistions, misrepresentations, of the override of internal contral,
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Deloitte.

# Obtain an understanding of internal contral relesant Bo the ssdit in onder bo design audlt procedures Ehat
ane appropriate in Uhe circumsianoes, Bbut nat for the purpese of expressing an opinion on the
effectivenets of the Group’s internal controd,

= Evaluate the appropriatencis of accounting policles used and the reascnableness of accouning
estimates and related disclosures made by the Diredtors.

« Conclude an the approprateness of management’'s use of the geing consérn basis of accourting and,
ased on the audit evidence abiained, whether & material uncertadnty exists related to events or
conditeans that may cast signifcant doubt on the Group's ability te continwe as a going concern. [T we
conclisde that @ material uncemainty exists, we are required to draw atfention in our audtor's repoet to
the related disclosures Im the consclidated financial statements or, if such disclosures are inadeqeate, bo
mpdity gur oginion, Our conclusions are based on the audit evidence obtained wp to the date of our
suditor's repoet. However, future svents or conditions may cause tha Group bo cease te continue a3 &
poing concam

« Evaluate the overadl presentation, simjcture and conbent of the conddlideted financial statements,
Inchuding the disclofures, and whether the consolidated financial statements represent the undertying
transactions and ewents in a manner that achiewes fas e en s,

=  Obtain sufficient appropriate auds evidenos regarding the financial infarmation af the entities or
bisiness activities within the Group to express an opinion on the consolidated financial stabements, We
are responsible for the direction, supervision and perfarmance of the group sudil. We remain solely
resgensible for our audit apinéan.

Wi communicate with those changed with governance, identified at an appropriate level as reguired by [SA
[taks, regarding, among other matters, the planned scepe and timdng of the sudit and significant audit
findings, including any significant deficiencies in inbernal control that we identify during cur audit.

W also provide those charged with gosernance with & statement that we have complied with refevant
ethical requirements regarding independence applicable in Italy, and te commuenicate with thern all
refationships and other matters that may reasonably be thought 1o bear on our ndépendence, and where
applicable, related safequards.

Fram the ratiers communicated with those charged with governance, we determine those matters that
werg of mast significance i the auds of the consalidated Ninancial statements of the current period and are
therefore the key audil matiers. We destribe these matters inoour auditors” report.

Dthar infarmation communicated pursuant to art. 10 of the EU Regulation 537 /2014

The Sharehoidess” Meeling of Sabal 5.p.h. has appointed us on Aprl 28, 2009 as awditors of the Company
for the years from Decernber 31, 2009 to Decernber 31, 2017,

WWe dechare that we have not provided prohibited non-audit services refermed to i ar. 5 (1) of EU
Fegulation 53770004 and that we have remained independent of the Company in conducting the awsdit.

W confirm that the opinéon on the consolidated financial statements expressed in this report & consisbent

vith the additional report to the Board of Statutory Auditers, i its mole of Aedit Cemmitiee, referred 1o in
art, 11 of the said Regulation,
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMEMNTS

Opinion pursuant to art, 14 paragraph 2 (e) of Legistative Decree 39710 and art. 123-bis,
paragragh 4, of Legislative Doecres 58/08

The Rirectors of Sabal 5.p.A: are respondible for the preparation of the report on operations and the report
On Corporale governance and the oamngrship sruciure of Sabal Group as at December 31, 2017, including
thedr conststonoy with the related consalidated financial statements and thelr compliance with the Law.

We hawve carmied oul, the procederes st fonth in the Auditing Standard (SA [talia) ne F208 in order o
express an opinien on the consistency of the report on operations and some specific information contained
i thir report on corporabe govemance and the awaership structune Lot forth in art. 123-big, n, 4 of
Legislative Decree S8/98, with the consclidated financial statements of Sabal Group as at December 31,
2017 and on their compliance with the law, &s well 35 1o make & staterment about any material
mlsSLatament.

In our apinkon, the above-mentioned report on operations and some specifkc information contained in the
report on corparate govemnance and the ownership structure are consistent with the consolidated financial
statements of Sabal Group &5 &1 December 31, 2017 and are prepaned in agcondanon with. tha w.

With reference to the statement referned to in art. 14, paragraph 2 (), of Legistative Decree 39710, made
on the basis of the knowledge and understandang of the Group and o the related contest acquired during
Ehe audit, we have nathing to repart.

Satement pursuasnl 1o arl. 4 of the Consob Regulation for the implementation of Legisiative
Decréd 30 December 2016, no. 54

The Directors of Sabalf 5.p.A. arc responsible for the preparation of the non-financiad statement purswant to
Legislative Decres 30 December 2016, na, 254,

We verified the approval by the Divectors of the non-financial statemaent.

Puriusnk to at. 3, paragraph 10 of Legislative Deoree 30 December 2016, no. 254, thiz statement is
subject of a ceparate attestation issued by other auditor,

DELOITTE & TOUCHE 5.p.4,

Signied by
Andrea Resballi
Partner

Brescip, [Laky
April 12, 201E

This repart has been Iransisted into the English language
sofety fov the convendence of niernabions resmders.
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Social

A major company like ours sets out
to serve as a point of reference for
society as a whole: we are committed
to establishing a responsible and
sustainable relationship with the local
communities in which we operate.

S SABAF
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Statement of financial position

(IN €)
ASSETS

NOTES 31.12.2017 31.12.2016

Non-current assets

Property, plant and equipment 1 31,610,510 31,092,204
Investment property 2 1,453,564 1,645,412
Intangible assets 3 3,370,260 3,095,000
Equity investments 4 49451811 | 50,098,459
Non-current financial assets 5 1847639 | 2,137,353
- of which from related parties 36 1667639 | 1,897,353
Non-current receivables 19871 | 11,621
Deferred tax assets 21 3455483 | 3,315,263
TOTAL NON-CURRENT ASSETS 91,209,138 91,395,312
Current assets
Inventories 24768927 | 23,492,840
Trade receivables 31,154,012 27,465,436
- of which from related parties 36 1,208,883 1,191,581
Tax receivables 8 2,229,708 2,477,294
- of which from related parties 36 1083666 | 1,083,666
Other current receivables 9 59 | 1,039,324
Current financial assets 10 1067429 | 1,060,000
- of which from related parties 36 1000000 | 1,000,000
Cash and cash equivalents 11 2696664 | 1,796,980
TOTAL CURRENT ASSETS 62,638,269 57,331,874
Assets held for sale 0 0
TOTAL ASSETS 153,847,407 148,727,186
SHAREHOLDERS' EQUITY AND LIABILITIES
Shareholders’ equity
Share capital 12 11,533,450 11,533,450
Retained earnings, other reserves 72,552,367 77,530,764
Profit for the year 8001,327 | 2,459,688
TOTAL SHAREHOLDERS' EQUITY 92,087,144 91,523,902
Non-current liabilities
Loans 14 16297969 | 17,281,379
Other financial liabilities 15 180000 | 240,000
Post-employment benefit and retirement reserves 16 2199523 | 2,435,538
Provisions for risks and charges 17 %9482 | 322,979
Deferred tax liabilities 21 67983 | 129,289
TOTAL NON-CURRENT LIABILITIES 19,114,957 20,409,185
Current liabilities H
Loans 14 18,927,558 14,054,604
- of which from related parties 36 2100000 | 0
Other financial liabilities 15 74849 | 298,161
Trade payables 18 16569390 | 16,010,381
- of which from related parties 36 509,631 | 104,142
Tax payables 19 623013 | 641,944
Other payables 20 645049 | 5,789,009
TOTAL CURRENT LIABILITIES 42,645,306 36,794,099
Liabilities held for sale o | 0
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 153,847,407 148,727,186
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Income statement

(IN €)

INCOME STATEMENT COMPONENTS

Operating revenue and income

Revenue 23 115,687,029 101,523,407
- of which from related parties s | 10,238,606 voms
Other income 2 | 2,647,542 Josess
TOTAL OPERATING REVENUE AND INCOME 118,334,571 103,802,056
Operatingcosts
Materials s | (46,554,625) e
Change inmventories | | 1,276,087 Gy
Services s | 07 603,637 o
- of which by related parties s | (3,966,399) v
Payroll costs 2z | (28,734,310) e
Other operating costs . | S e
Costs for capitalised imhouse wolk | | 1,474,322 satsos
TOTAL OPERATING COSTS (100,857,459) (90,277,380)
OPERATING PROFIT BEFORE DEPRECIATION AND AMORTISATION,
CAPITAL GAINS/LOSSES, WRITE-DOWNS/WRITE-BACKS 17,477,112 13,524,676
OF NON-CURRENTASSETS
Depreciations and amortisation 1,2,3 (8,843,617) 9,020 879)
Capital gains/(losses) on disposals of non-curentassets | | 97,873 o3
Write-downs/write-backs of non-current assets 2 | (681,628) soo2y
- of which by related parties s | e81625) oo
EBIT 8,049,740 4,069,939
Frandalncome || 88,754 sasso
Financial expenses o | (482,136) e
Exchange rate gains and losses A .15 P
Profits and losses from equity investments | | 503,354 S
PROFIT BEFORE TAXES 9,071,567 3,593,270
Income tax 33 (1,070,240) (1,133,582)
PROFIT FOR THE YEAR 8,001,327 2,459,688
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Comprehensive income statement

PROFIT FOR THE YEAR 8,001,327 2,459,688

Total profits/losses that will not be subsequently reclassified under profit (loss) for the year

o Actuarial post-employment benefit reserve evaluation 73,372 (35,894)
e Tax effect (17,609) 8,615
Total other profits/(losses) net of taxes for the year 55,763 (27,279)
TOTAL PROFIT 8,057,090 2,432,409

Statement of changes in shareholders' equity

Actuarial
Shat:e Legal Treasury post-em- Other Profit e :
(€/000) premium ployment shareholders
reserve shares 5 reserves for the year :
reserve benefit reserve equity
evaluation
BALANCE AT
31 DEC 2015 11,533 10,002 2,307 (723) (506) 67,979 5,642 96,234
Allocation of 2015 profit
e dividends paid (5,467) (5,467)
out

® toreserve 175 (175)
Purchase of
treasury shares (1,676) (1,676)
Total profit at
31 Dec 2016 @7 2,460 2,433
7 .‘ 0 ; 11,533 10,002 2,307 (2,399) (533) 68,154 2,460 91,524
2017 dividend (2.924) (2,460) (5.384)
payment
Purchase of
treasury shares @110 @110)
Total profit at
31 Dec 2017 56 8,001 8,057

OTAL PRO
A D 11,533 10,002 2,307 (4,509) (477) 65,230 8,001 92,087

0
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Cash flow Statement

(€/000)

2017 FY 2016 FY

Cash and cash equivalents at beginnin:é of year 1,797 1,090
Profit for the year 8,001 2,460
Adjustments for:

e Depreciation and amortisation 8,844 9,021
® Realised gains S (98) (87)

¢ Write-downs/write-backs of non-current assets 622 521

e Profits and losses from equity investments (1,503)

e Net financial income and expenses 393 428

e Non-monetary foreign exchange differences 23 (60)

® |Income tax 1,070 1,133
Change in post-employment benefit reserve (263) (131)
Change in risk provisions 47 (3)
Change in trade receivables (3,689) 5,405
Change in inventories (1,276) 1,182
Change in trade payables 559 (2,192)
Change in net working capital (4,406) 4,395
Change in other receivables and payableﬁ,‘ deferedtax 830 367 i
Payment of taxes (847) (2450)
Payment of financial expenses (456) (474)
Collection of financial income 89 85
CASH FLOW FROM OPERATIONS 12,554 15,205
Investments in non-current assets

e intangible (1,099 (735) i
® tangible (8,670) (7,298)
e financial - (4,800)
Disposal of non-current assets 449 242
CASH FLOW ABSORBED BY INVESTMENTS (9,319) (12,591)
Repayment ofloans (10,607) (19,077)‘
Raising of loans 14,273 24,243
Change in financial assets 7) 69
Sale of treasury shares (2,110) (1 ,675)"
Payment of dividends (5,384) (5,467)
Collection of dividends 1,500 -
CASH FLOW ABSORBED BY FINANCING ACTIVITIES (2,335) (1,907)
TOTAL FINANCIAL FLOWS 900 707
Cash and cash equivalents at end of yc%:j:)r (Note 11) 2,697 1,797::
Net current financial debt 15,239 11,496
Non-current financial debt 16,478 17,521
NET FINANCIAL DEBT (NOTE 22) 31,717 29,017
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Explanatory notes

STATEMENT OF COMPLIANCE AND
BASIS OF PRESENTATION

The separate financial statements of Sabaf S.p.A. for the financial year 2017 have
been prepared in compliance with the International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards Board (IASB) and adopted
by the European Union. Reference to IFRS also includes all current International Ac-
counting Standards (IAS).

The separate financial statements are drawn up in euro, which is the currency in the
economy in which the Company operates. The income statement, the comprehensive
income statement and the statement of financial position schedules are prepared in
euro, while the cash flow statement, the statement of changes in shareholders’ equity
and the values reported in the explanatory notes are in thousands of euro.

The financial statements have been prepared on a historical cost basis except for
some revaluations of property, plant and equipment undertaken in previous years,
and are considered a going concern. The Company assessed that it is a going concern
(as defined by paragraphs 25 and 26 of IAS 1), also due to the strong competitive
position, high profitability and solidity of the financial structure.

Sabaf S.p.A., as the Parent Company, also prepared the consolidated financial state-
ments of the Sabaf Group at 31 December 2017.

FINANCIAL STATEMENTS

The Company has adopted the following formats:

e currentand non-current assets and current and non-current liabilities are stated
separately in the statement of the financial position;

e an income statement that expresses costs using a classification based on the
nature of each item;

e a comprehensive income statement that expresses revenue and expense items
not recognised in profit for the year as required or permitted by IFRS;

e 3 cash flow statement that presents financial flows originating from operating
activity, using the indirect method.

Use of these formats permits the most meaningful representation of the Company's
capital, business and financial status.

ACCOUNTING POLICIES

The accounting standards and policies applied for the preparation of the separate
financial statements at 31 December 2017, unchanged versus the previous year,
are shown below:

Property, plant and equipment

These are recorded at purchase or manufacturing cost. The cost includes directly char-
geable ancillary costs. These costs also include revaluations undertaken in the past
based on monetary revaluation rules or pursuant to company mergers.

Depreciation is calculated according to rates deemed appropriate to spread the
carrying value of tangible assets over their useful working life. Estimated useful wor-
king life, in years, is as follows:

Buildings 33
Light constructions 10
General plant 10
Specific plant and machinery 6-10
Equipment 4
Furniture 8
Electronic equipmen 5
Vehicles and other transport means 5

Ordinary maintenance costs are expensed in the yearin which they are incurred; costs
that increase the asset value or useful working life are capitalised and depreciated
according to the residual possibility of utilisation of the assets to which they refer.
Land is not depreciated.

Investment property

Investment property is valued at cost, including revaluations undertaken in the past
based on monetary revaluation rules or pursuant to company mergers.

The depreciation is calculated based on the estimated useful life, considered to be
33 years.

If the recoverable amount of the investment property - determined based on the
market value of the properties - is estimated to be lower than its carrying value, the
asset's carrying value is reduced to the lower recoverable amount, recognising impai-
rment of value in the income statement.

When there is no longer any reason for a write-down to be maintained, the carrying
value of the asset (or of the cash-generating unit) is increased to the new value stem-
ming from the estimate of its recoverable value - but not beyond the net carrying
value that the asset would have had if it had not been written down forimpairment of
value. Reversal of impairment loss is recognised in the income statement.
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Intangible assets

As established by IAS 38, intangible assets acquired or internally produced are
recognised as assets when it is probable that use of the asset will generate future
economic benefits and when asset cost can be measured reliably. If it is considered
that these future economic benefits will not be generated, the development costs are
written down in the year in which this is ascertained.

Such assets are measured at purchase or production cost and - if the assets concerned
have a finite useful life - are amortised on a straight-line basis over their estimated
useful life.

The useful life of projects for which development costs are capitalised is estimated
to be 10 years.

The SAP management system is amortised over five years.

Equity investments and non-current receivables

Equity investments not classified as held for sale are booked at cost, reduced for
impairment.
Non-current receivables are stated at their presumed realisable value.

Impairment of value

At each end of the reporting period, Sabaf S.p.A. reviews the carrying value of its pro-
perty, plant and equipment, intangible assets and equity investments to determine
whether there are signs of impairment of the value of these assets. If there is any such
indication, the recoverable amount of said assets is estimated so as to determine the
total of the write-down. If it is not possible to estimate the recoverable value indi-
vidually, the Company estimates the recoverable value of the cash generating unit
(CGU) to which the asset belongs. In particular, the recoverable value of the cash ge-
nerating units (which generally coincide with the legal entity to which the capitalised
assets refer) is verified by determining the value of use. The recoverable amount is
the higher of the net selling price and value of use. In measuring the value of use,
future cash flows net of taxes, estimated based on past experience, are discounted to
their present value using a pre-tax rate that reflects fair market valuations of the pre-
sent cost of money and specific asset risk. The main assumptions used for calculating
the value of use concern the discount rate, growth rate, expected changes in selling
prices and cost trends during the period used for the calculation. The growth rates
adopted are based on future market expectations in the relevant sector. Changes in
the sales prices are based on past experience and on the expected future changes in
the market. The Company prepares operating cash flow forecasts based on the most
recent budgets approved by the Boards of Directors of the investees, draws up four-
year forecasts and determines the terminal value (current value of perpetual income),
which expresses the medium and long term operating flows in the specific sector.
Furthermore, the Company checks the recoverable value of its investees at least once
ayear when the separate financial statements are prepared.

If the recoverable amount of an asset (or CGU) is estimated to be lower than its
carrying value, the asset's carrying value is reduced to the lower recoverable amount,
recognising impairment of value in the income statement.

When there is no longer any reason for a write-down to be maintained, the carrying
value of the asset (or of the cash-generating unit) is increased to the new value stem-
ming from the estimate of its recoverable value - but not beyond the net carrying
value that the asset would have had if it had not been written down forimpairment of
value. Reversal of impairment loss is recognised in the income statement.

Inventories

Inventories are measured at the lower of purchase or production cost - determined
using the weighted average cost method - and the corresponding fair value represen-
ted by the replacement cost for purchased materials and by the presumed realisable
value for finished and semi-processed products - calculated taking into account any
manufacturing costs and direct selling costs yet to be incurred. Inventory cost inclu-
des accessory costs and the portion of direct and indirect manufacturing costs that
can reasonably be assigned to inventory items. Inventories subject to obsolescence
and low turnover are written down in relation to their possibility of use or realisation.
Inventory write-downs are eliminated in subsequent years if the reasons for such
write-downs cease to exist.

Receivables

Receivables are recognised at their presumed realisable value. Their face value is
adjusted to a lower realisable value via specific provisioning directly reducing the
item based on in-depth analysis of individual positions. Trade receivables assigned
without recourse, despite being transferred legally, continue to be stated with "Trade
receivables” until they are collected. Advance payments obtained with regard to the
sale of trade receivables are recognised under current loans.

Current and non-current financial assets

Financial assets held for trading are measured at fair value, allocating profit and loss
effects to finance income or expense.

Provisions for risks and charges

Provisions for risks and charges are provisioned to cover losses and debts, the existen-
ce of which is certain or probable, but whose amount or date of occurrence cannot be
determined at the end of the year. Provisions are stated in the statement of financial
position only when a legal or implicit obligation exists that determines the use of
resources with an impact on profit and loss to meet that obligation and the amount
can be reliably estimated. If the effect is significant, the provisions are calculated by
updating future financial flows estimated at a rate including taxes such as to reflect
current market valuations of the current value of the cash and specific risks associated
with the liability.

Post-employment benefit reserve

The post-employment benefit reserve (TFR) is provisioned to cover the entire liability
accruing vis-a-vis employees in compliance with current legislation and with national
and supplementary company collective labour contracts. This liability is subject to
revaluation via application of indices fixed by current regulations. Up to 31 Decem-
ber 2006, post-employment benefits were considered defined-benefit plans and
accounted for in compliance with IAS 19, using the projected unit-credit method. The
regulations of this fund were amended by Italian Law no. 296 of 27 December 2006
and subsequent Decrees and Regulations issued during the first months of 2007.
In the light of these changes, and, in particular, for companies with at least 50 em-
ployees, post-employment benefits must now be considered a defined-benefit plan
only for the portions accruing before 1 January 2007 (and not yet paid as at the end
of the reporting period). Conversely, portions accruing after that date are treated as
defined-contribution plans.

Actuarial gains or losses are recorded immediately under "Other total profits/(losses)".
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Payables

Payables are recognised at face value; the portion of interest included in their face
value and not yet payable at period-end is deferred to future periods.

Loans are initially recognised at cost, net of related costs of acquisition. This value is
subsequently adjusted to allow for any difference between initial costand repayment
value over the loan’s duration using the effective interest rate method.

Loans are classified among current liabilities unless the Company has the unconditio-
nal right to defer discharge of a liability by at least 12 months after the reference date.

Policy for conversion of foreign currency items

Receivables and payables originally expressed in foreign currencies are converted
into euro at the exchange rates in force on the date of the transactions originating
them. Forex differences realised upon collection of receivables and payment of pa-
yables in foreign currency are posted in the income statement. Income and costs
relating to foreign-currency transactions are converted at the rate in force on the
transaction date.

At year-end, assets and liabilities expressed in foreign currencies are posted at the
spot exchange rate in force at the end of the reporting period and related foreign
exchange gains and losses are posted in the income statement. If conversion genera-
tes a net gain, this value constitutes a non-distributable reserve until it is effectively
realised.

Derivative instruments and hedge accounting

The Company's business is exposed to financial risks relating to changes in exchange
rates, commodity prices and interest rates. The Company may decide to use derivative
financial instruments to hedge these risks.

Derivatives are initially recognised at cost and are then adjusted to fair value on
subsequent closing dates.

Changes in the fair value of derivatives designated and recognised as effective for
hedging future cash flows relating to the Company's contractual commitments and
planned transactions are recognised directly in shareholders' equity, while the inef-
fective portion is immediately posted in the income statement. If the contractual
commitments or planned transactions materialise in the recognition of assets or
liabilities, when such assets or liabilities are recognised, the gains or losses on the
derivative that were directly recognised in equity are factored back into the initial va-
luation of the cost of acquisition or carrying value of the asset or liability. For cash flow
hedges that do not lead to recognition of assets or liabilities, the amounts that were
directly recognised in equity are included in the income statement in the same period
when the contractual commitment or planned transaction hedged impacts profitand
loss - for example, when a planned sale actually takes place.

For effective hedges of exposure to changes in fair value, the item hedged is adjusted
for the changes in fair value attributable to the risk hedged and recognised in the
income statement.

Gains and losses stemming from the derivative's valuation are also posted in the in-
come statement.

Changes in the fair value of derivatives not designated as hedging instruments are
recognised in the income statement in the period when they occur.

Hedge accounting is discontinued when the hedging instrument expires, is sold or is
exercised, orwhen itno longer qualifies as a hedge. At this time, the cumulative gains
or losses of the hedging instrument recognised in equity are kept in the latter until

the planned transaction actually takes place.

If the transaction hedged is not expected to take place, cumulative gains or losses
recognised directly in equity are transferred to the year's income statement.
Embedded derivativesincluded in other financial instruments or contracts are treated
as separate derivatives when their risks and characteristics are not strictly related to
those of their host contracts and the latter are not measured at fair value with posting
of related gains and losses in the income statement.

Revenue reporting

Revenue is reported net of return sales, discounts, allowances and bonuses, as well as
of the taxes directly associated with sale of goods and rendering of services.

Sales revenue is reported when the company has transferred the significant risks and
benefits associated with ownership of the goods and the amount of revenue can be
reliably measured.

Revenues of a financial nature are recorded on an accrual basis.

Financial income

Finance income includes interest receivable on funds invested and income from fi-
nancial instruments, when not offset as part of hedging transactions.

Interest income is recorded in the income statement at the time of vesting, taking
effective outputinto consideration.

Financial expenses

Financial expenses include interest payable on financial debt calculated using the
effective interest method and bank expenses.

Income taxes for the year

Income taxes include all taxes calculated on the Company's taxable income. Income
taxes are directly recognised in the income statement, with the exception of those
concerning items directly debited or credited to shareholders’ equity, in which case
the tax effectis recognised directly in shareholders’ equity.

Other taxes not relating to income, such as property taxes, are included among ope-
rating expenses.

Deferred taxes are provisioned in accordance with the global liability provisioning
method. They are calculated on all temporary differences that emerge from the taxa-
ble base of an asset or liability and its book value.

Currentand deferred tax assets and liabilities are offset when income taxes are levied
by the same tax authority and when there is a legal right to settle on a net basis.
Deferred tax assets and liabilities are measured using the tax rates that are expected
to be applicable in the years when temporary differences will be realised or settled.

Dividends

Dividends are posted on an accrual basis when the right to receive them materialises,
i.e. when shareholders approve dividend distribution.

176



SABAF | ANNUAL REPORT 2017

SEPARATE FINANCIAL STATEMENTS AT 31 DECEMBER 2017

Treasury shares

Treasury shares are booked in a specific reserve as a reduction of shareholders’ equity.
The carrying value of treasury shares and revenues from any subsequent sales are
recognised in the form of changes in shareholders' equity.

Use of estimates

Preparation of the separate financial statements in accordance with IFRS requires
management to make estimates and assumptions that affect the carrying values of
assets and liabilities and the disclosures on contingent assets and liabilities at the
end of the reporting period. Actual results might differ from these estimates.
Estimates are used to measure tangible and intangible assets and investments
subject to impairment testing, as described earlier, as well as to measure the ability
to recover prepaid tax assets, provisions for bad debts, for inventory obsolescence,
depreciation and amortisation, asset write-downs, employee benefits, taxes, other
provisions and reserves.

Specifically:

Recoverability of value of tangible and intangible assets and
investments

The procedure for determining impairment of value of tangible and intangible as-
sets described in “Impairment of value” implies - in estimating the value of use - the
use of the Business Plans of investees, which are based on a series of assumptions
relating to future events and actions of the investees' management bodies, which
may not necessarily come about. In estimating market value, however, assumptions
are made on the expected trend in trading between third parties based on historical
trends, which may not actually be repeated.

Provisions for bad debts

Receivables are adjusted by the related bad debt provision to take into account their
recoverable value.

To determine the size of the write-downs, management must make subjective asses-
sments based on the documentation and information available regarding, among
other things, the customer’s solvency, as well as experience and historical payment
trends.

Provisions for inventory obsolescence

Warehouse inventories subject to obsolescence and slow turnover are systematically
valued, and written down if their recoverable value is less than their carrying value.
Write-downs are calculated based on management assumptions and estimates, re-
sulting from experience and historical results.

Employee benefits

The current value of liabilities for employee benefits depends on a series of factors
determined using actuarial techniques based on certain assumptions. Assumptions
concern the discount rate, estimates of future salary increases, and mortality and re-
signation rates.

Any change in the above-mentioned assumptions might have an effect on liabilities
for pension benefits.

Income tax

Determining liabilities for Company taxes requires the use of management valuations
in relation to transactions whose tax implications are not certain at the end of the
reporting period. Furthermore, the valuation of deferred taxes is based on income
expectations for future years; the valuation of expected income depends on factors
that might change over time and have a significant effect on the valuation of deferred
tax assets.

Other provisions and reserves

When estimating the risk of potential liabilities from disputes, the Directors rely on
communications regarding the status of recovery procedures and disputes from the
lawyers who represent the Company in litigation.

These estimates are determined taking into account the gradual development of the
disputes, considering existing exemptions.

Estimates and assumptions are regularly reviewed and the effects of each change
immediately reflected in the income statement.

New accounting standards

Accounting standards, amendments and interpretations applicable
from 1 January 2017

e Amendment to IAS 7 “Disclosure Initiative” (published on 29 January 2016).
The aim of the document is to provide some clarification to improve disclosure
on financial liabilities.

In particular, the amendments require providing disclosures that enable the
users of financial statements to understand changes in liabilities arising from
financing activities.

e Amendment to IAS 12 "Recognition of Deferred Tax Assets for Unrealised
Losses" (published on 19 January 2016). The aim of the document is to provide
some clarification on the recognition of deferred tax assets on unrealised losses
in the measurement of financial assets in the "Available for Sale" category upon
the occurrence of certain circumstances and on the estimate of taxable income
for future years.

The adoption of these amendments did not have any effect on the Company's sepa-
rate financial statements.

IFRS and IFRIC accounting standards, amendments and interpreta-
tions approved by the European Union, not yet universally applicable
and not adopted early by the Company at 31 December 2017

e Standard IFRS 15 - Revenue from Contracts with Customers (published
on 28 May 2014 and supplemented with further clarifications published on
12 April 2016), which is scheduled to replace IAS 18 - Revenue and IAS 11
- Construction Contracts, as well as interpretations IFRIC 13 - Customer
Loyalty Programmes, IFRIC 15 - Agreements for the Construction of Real
Estate, IFRIC 18 - Transfers of Assets from Customers and SIC 31 - Revenues-
Barter Transactions Involving Advertising Services.

The standard establishes a new revenue recognition model, which will apply to
all contracts signed with customers except those falling within the application
of other IAS/IFRS standards, such as leases, insurance contracts and financial
instruments. The fundamental passages for the recognition of revenues
according to the new model are:

the identification of the contract with the customer;

the identification of the contract's performance obligations;

the determination of the price;

the allocation of the price to the contract's performance obligations;

the revenue recognition criteria when the entity satisfies each performance

obligation.
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The principle applies from 1 January 2018. The amendments to IFRS 15, Clarifi-
cations to IFRS 15 - Revenue from Contracts with Customers, were approved by
the European Union on 6 November 2017.

On the basis of the analyses carried out, the directors expect that the applica-
tion of IFRS 15 will have a minor impact on the amounts recorded as revenues
and on the related disclosures in the Company's separate financial statements.

e Finalversion of IFRS 9 - Financial Instruments (published on 24 July 2014). The
documentincludes the results of the IASB project designed to replace 1AS 39:
introduces new methods for the classification and measurement of
financial assets and liabilities (together with the measurement of non-
substantial changes in financial liabilities);

with reference to the impairment model, the new standard requires that
the estimate of credit losses be made on the basis of the expected losses
model (and not on the basis of the incurred losses model used by IAS 39)
using supportable information available without unreasonable effort or
expense thatinclude historical, currentand future figures;

introduces a new hedge accounting model (increase in the types of
transactions eligible for hedge accounting, changes in the method of
recognition of forward contracts and options when included in a hedge
accounting report, changes in efficacy tests).
The new standard must be applied by financial statements from 1 January 2018
onwards.

On the basis of the analyses carried out, the directors expect that the application of
IFRS 9 will have a minor impact on the amounts and on the related disclosures in
the Company's separate financial statements.

e Standard IFRS 16 - Leases (published on 13 January 2016), which will replace

standard IAS 17 - Leases, as well as interpretations |FRIC 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.
The new standard provides a new definition of lease and introduces a criterion
based on the control (right of use) of an asset in order to distinguish the leasing
contracts from the service contracts, identifying the discriminatory ones: the
identification of the asset, the right of replacement of the same, the right to
obtain substantially all of the economic benefits deriving from the use of the
asset and the right to direct the use of the asset underlying the contract. The
standard establishes a single model of recognition and measurement of the
lease agreements for the lessee which requires the recognition of the asset to
be leased (operating lease or otherwise) in assets offset by a financial debt,
while also providing the opportunity not to recognise as leases the agreements
whose subject matter are "low-value assets" and leases with a contract
duration equal to or less than 12 months. By contrast, the Standard does not
include significant changes for the lessors. The standard applies beginning
on 1 January 2019 but early application is permitted, only for Companies that
already applied IFRS 15 - Revenue from Contracts with Customers.

The directors expect that the application of IFRS 16 can have a significant impact
on the amounts and on the relevant disclosures in the Company's separate state-
ments. However, it is not possible to provide a reasonable estimate of the effects
until the Company has completed a detailed analysis of the related contracts.

IFRS accounting standards, amendments and interpretations not yet
approved by the European Union

On the reference date of these separate financial statements, the competent bodies
of the European Union have not yet concluded the approval process necessary for
the adoption of the amendments and principles described below.

Amendment to IFRS 2 "Classification and measurement of share-based
payment transactions” (published on 20 June 2016), which contains some
clarification on the recording of the effects of vesting conditions in the
presence of cash-settled share-based payments, on the classification of share-
based payments with net settlement characteristics and on the recording of
amendments under the terms and conditions of a share-based payment that
change their classification from cash-settled to equity-settled. The amendments
apply from 1 January 2018. The directors do not expect a significant effect on
the Company's separate financial statements through the adoption of these
changes.

Document “Annual Improvements to IFRSs: 2014-2016 Cycle”, published on
8 December 2016 (including IFRS 1 First-Time Adoption of International
Financial Reporting Standards - Deletion of short-term exemptions for
first-time adopters, IAS 28 Investments in Associates and Joint Ventures
- Measuring investees at fair value through profit or loss: an investment-
by-investment choice or a consistent policy choice, IFRS 12 Disclosure of
Interests in Other Entities - Clarification of the scope of the Standard) which
partially integrate the existing standards. Most of the amendments apply from 1
January 2018. The directors do not expect a significant effect on the Company's
separate financial statements through the adoption of these amendments.

IFRIC 22 Interpretation "Foreign Currency Transactions and Advance
Consideration" (published on 8 December 2016). The interpretation aims to
provide guidelines for foreign currency transactions if advances or non-cash
payments are recognised in the financial statements, prior to the recognition of
the related asset, cost or revenue. This document provides guidance on how an
entity should determine the date of a transaction, and consequently, the spot
exchange rate to be used when foreign currency transactions occur in which the
payment is made or received in advance. IFRIC 22 is applicable from 1 January
2018.

Amendment to IAS 40 “Transfers of Investment Property” (published on 8
December 2016). These amendments clarify the transfers of a property to, or
from, investment property. In particular, an entity must reclassify a property
among, or from, investment property only when there is evidence that there
was a change in the intended use of the property. This change must refer to a
specific event that happened and must not be limited to a change of intention
by the Management of an entity. These amendments are applicable from 1
January 2018. The directors do not expect a significant effect on the Company's
separate financial statements through the adoption of these changes.

On 7 June 2017, IASB published the clarification document IFRIC 23
- Uncertainty over Income Tax Treatments. The document deals with
uncertainties about the tax treatment of income taxes. The document requires
that uncertainties in determining deferred tax assets and liabilities be reflected
in the financial statements only when it is probable that the entity will pay or
recover the amount in question. Moreover, the document does not contain
any new disclosure requirement but emphasises that an entity will have to
determine whether it will be necessary to disclose information on management
considerations and on the uncertainty relating to tax accounting in accordance
with 1AS 1. The new interpretation applies from 1 January 2019, but early
application is permitted.
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e Amendment to IFRS 9 “Prepayment Features with Negative Compensation

(published on 12 October 2017). This document specifies the instruments that
envisage early repayment that could comply with the "SPPI" test even if the
"reasonable additional compensation”to be paid in the event of early repayment
is a "negative compensation” for the lender. The amendment applies from 1
January 2019, but early application is permitted. The directors do not expect a
significant effect on the Company's separate financial statements through the
adoption of these changes.

Amendment to IAS 28 “Long-term Interests in Associates and Joint
Ventures” (published on 12 October 2017)". This document clarifies the need
to apply IFRS 9, including the requirements of impairment, to other long-term
interests in associate companies and joint ventures that are not accounted for
under the equity method. The amendment applies from 1 January 2019, but
early application is permitted. The directors do not expect a significant effect
on the Company's separate financial statements through the adoption of these
changes.

e Document "Annual Improvements to IFRSs 2015-2017 Cycle", published

on 12 December 2017 (including IFRS 3 Business Combinations and IFRS
11 Joint Arrangements - Remeasurement of previously held interest
in a joint operation, 1AS 12 Income Taxes - Income tax consequences of
payments on financial instruments classified as equity, |AS 23 Borrowing
costs Disclosure of Interests in Other Entities - Borrowing costs eligible
for capitalisation) which implements changes to some standards as part of
the annual process of improving them. The amendments apply from 1 January
2019 but early application is permitted. The directors do not expect a significant
effect on the Company's separate financial statements through the adoption of
these changes.
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Comments on the main items
of the statement of financial position

1. PROPERTY, PLANT AND EQUIPMENT

Pl A
Property af‘t ot Other assets — unfier Total
equipment construction

COST

6,275 155,364 30,574 1,672 193,885
Increases 53 5,325 1,462 758 7,598
Disposals (1 (2,982) (236) - (3,219)
Reclassification - 684 19 (1,003) (300)

6,327 158,391 31,819 1,427 197,964
Increases 56 5,347 1,770 1,785 8,958
Disposals - (721) (430) (33) (1,184)
Reclassification 18 551 59 (883) (255)

AT 31 DECEMBER 2017 6,401 163,568 33,218 2,296 205,483

ACCUMULATED DEPRECIATION
A » BER 20 2,711 131,920 27,314 - 161,945
Depreciations for the year 176 6,200 1,702 - 8,078
Eliminations for disposals - (2,973) (178) - (3,151)
A D BER 2016 2,887 135,147 28,838 - 166,872
Depreciations for the year 177 6,221 1,521 - 7,920
Eliminations for disposals - (525) (395) - (920)

AT 31 DECEMBER 2017 3,064 140,843 29,965 - 173,872

NET CARRYING VALUE

AT 31 DECEMBER 2017 3,337 22,725 3,253 2,296 31,611

AT 31 DECEMBER 2016 3,440 23,244 2,981 1,427 31,092

The breakdown of the net carrying value of Property was as follows:

0 31.12.2016 CHANGE

Land 1,291 1,291 -
Industrial buildings 2,046 2,149 (103)
TOTAL 3,337 3,440 (103)
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The main investments in the financial year were aimed at the further automation Assets under construction include machinery under construction and advance
of production of light alloy valves and interconnection of production plants with payments to suppliers of capital equipment.

managementsystems (Industry 4.0). Otherinvestments were made in the production At 31 December 2017, the Company found no endogenous or exogenous indicators
of presses for new burners. Investments in maintenance and replacement, so that ofimpairment of its property, plantand equipment. As a result, the value of property,
production equipment is kept constantly up to date and efficient, are systematic. plantand equipment was not submitted to impairment testing.

Decreases mainly relate to the disposal of machinery no longer in use.

2. INVESTMENT PROPERTY

COST

p D BER 20 6,675

Increases

Disposals

A D

Increases

Disposals

A D BER 20 6,675

A D BER 20 4,838

Depreciations for the year 192

A D BER 2016 5,030

Depreciations for the year 191

A D BER 20 5,221

NET CARRYING VALUE

AT 31 DECEMBER 2017 1,454

AT 31 DECEMBER 2016 1,645
This item includes non-operating buildings owned by the Group. During the year this At31December 2017, the Company found no endogenous or exogenous indicators of
item did not undergo any changes except for depreciations for the year. impairment of its investment property. As a result, the value of investment property

was not submitted to impairment testing.
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3. INTANGIBLE ASSETS

Patents, know-how

and software Development costs Other intangible assets Total
COST
A » BER 20 6,113 4,676 1,807 12,596
Increases 108 313 53 474
Reclassifications 54 (87) 207 174
Decreases - - - R
A D BER 2016 6,275 4,902 2,067 13,244
Increases 243 441 161 845
Reclassifications 99 155 254
Decreases (14) (79) (14) (107)
A D BER 20 6,603 5,264 2,369 14,236
AMORTISATION AND WRITE-DOWNS
A D BER 20 5,619 2,347 1,432 9,398
Amortisation 254 350 147 751
Decreases - - - -
A D BER 2016 5,873 2,697 1,579 10,149
Amortisation 242 341 148 731
Decreases (14) - - (14)
A » BER 20 6,101 3,038 1,727 10,866
NET CARRYING VALUE
AT 31 DECEMBER 2017 502 2,226 642 3,370
AT 31 DECEMBER 2016 402 2,205 488 3,095
Intangible assets have a finite useful life and, as a result, are amortised throughout At 31 December 2017, the Company found no endogenous or exogenous indicators
their life. The main investments in the year relate to the development of new products, of impairment of its intangible assets. As a result, the value of property, plant and
mainly related to the expansion of the range of burners (research and development equipment was not submitted to impairment testing.

activities carried out during the financial year are set outin the Report on Operations).
Software investments include the implementation of a production scheduler and the
application development of the Group management system (SAP). Other intangible
assets refer, in the main, to improvements to third-party leased assets.
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4. EQUITY INVESTMENTS

0 31.12.2016 CHANGE

In subsidiaries 49,417 50,039 (622)
Other equity investments 34 59 (25)
TOTAL 49,451 50,098 (647)

The change in equity investments in subsidiaries is broken down in the table below:

HISTORICAL COST

SABAF
IMMOBI-

LIARE

FARINGOSI
HINGES

SABAF

APPLIANCE | SABAF A.C.
TRADING
(CHINA)

SABBR»:ZIIID-O SABAF U.S. | COMPO-
NENTS

(CHINA)

SABAF

TURKEY

AR.C.SRR.L.

13,475 10,329 8,469 139 4,400 200 12,005 0 49,017
A D BER 2016 13,475 10,329 8,469 139 4,400 200 12,005 4,800 53,817
f’urchase of equity ) ) ) ) ) . ) ) 0
investments
A D BER 20 13,475 10,329 8,469 139 4,400 200 12,005 4,800 53,817
PROVISION FOR WRITE-DOWNS

0 0 0 0 3,257 0 0 0 3,257
Write-downs (Note 28) - - - - 521 - - - 521
A » BER 2016 0 0 0 0 3,778 0 0 0 3,778
Write-downs (Note 28) - - - - 622 - - - 622
A D BER 20 0 0 0 0 4,400 0 0 0 4,400
NET CARRYING VALUE
AT 31 DECEMBER 2017 13,475 10,329 8,469 139 0 200 12,005 4,800 49,417
AT 31 DECEMBER 2016 13,475 10,329 8,469 139 622 200 12,005 4,800 50,039
PORTION OF SHAREHOLDERS' EQUITY (CALCULATED IN COMPLIANCE WITH IFRS)

AT 31 DECEMBER 2017 30,061 6,248 10,409 (79) (60) 251 16,449 3,200 66,479
AT 31 DECEMBER 2016 30,027 5,546 10,628 (25) 683 266 14,805 3,025 64,955
DIFFERENCE BETWEEN SHAREHOLDERS' EQUITY AND CARRYING VALUE

AT 31 DECEMBER 2017 16,586 (4,081) 1,940 (218) (60) 51 4,444 (1,600) 17,062
AT 31 DECEMBER 2016 16,552 (4,783) 2,159 (164) 61 66 2,800 (1,775) 14,916
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Faringosi Hinges s.r.|

In 2017, the Faringosi Hinges achieved very positive and better results, in terms of
sales and profitability, both compared to the previous year and compared to the
budget. The 2018-2022 forward plan, drafted at the beginning of 2018, envisages
a further increase in sales. Profitability is expected to decline in 2018, following
the devaluation of the dollar (the currency in which more than 40% of sales are
denominated) and the increase in the price of steel, before gradually recovering in
subsequent years. At 31 December 2017, Sabaf S.p.A. tested the carrying value of
the equity investment forimpairment, determining its recoverable value, considered
to be equivalent to its usable value plus available liquidity, by discounting expected

year to infinity and determined based on the perpetual income. The value of use was
calculated based on a discount rate (WACC) of 9.18% (7.76% in the impairment test
conducted while drafting the separate financial statements at 31 December 2016)
and a growth rate (g) of 1.50%, which is in line with historical data.

The recoverable value calculated on the basis of the above-mentioned assumptions
and valuation techniques is € 12.279 million, compared with a carrying value of the
equity investment of € 10.329 million; consequently, the value recorded for equity
investmentat 31 December 2017 was deemed recoverable.

future cash flows in the forward plan drafted by the management. Cash flows for the
period from 2018 to 2022 were augmented by the so-called terminal value, which
expresses the operating flows that the investee is expected to generate from the sixth

Sensitivity analysis

The table below shows the changes in recoverable value depending on changes in the WACC discount rate and growth factor g:

D O RA 1.00% 1.25% 1.50% 1.75% 2.00%
8.18% 13,466 13,888 14,341 14,830 15,358
8.68% 12,490 12,851 13,237 13,651 14,096
9.18% 11,635 11,847 12,634 13,013
9.68% 10,882 11,154 11,442 11,748 12,074
10.18% 10,213 10,451 10,703 10,969 11,252
Sabaf do Brasil Sabaf Appliance Components Trading

In 2017, Sabaf do Brasil continued to obtain positive results, which improved compa-
red with 2016. The decrease in shareholders’ equity (converted into euros at the end-
of-year exchange rate) is entirely attributable to the devaluation of the Brazilian real.

Sabaf U.S.

The subsidiary Sabaf U.S. operates as a commercial support for North America.

The difference between the carrying value and the shareholders' equity of the investee
is attributable to the non-durable losses taking into consideration expected deve-
lopment on the North American market.

Sabaf Appliance Components

Sabaf Appliance Components (Kunshan) Co., Ltd. has been producing burners
for the Chinese market since 2015. Furthermore, the company has performed
the function as distributor on the Chinese market of Sabaf products manufac-
tured in Italy and Turkey. Low production volumes have enabled the company
to reach the break-even pointin 2017. At 31 December 2017, the value of the
equity investment decreased by € 622,000, zeroing the value of sharehol-
ders' equity at the end of the year, in that the loss was considered permanent.

Sabaf Appliance Components Trading (Kunshan) Co., Ltd., was founded during 2012
in order to perform the function as distributor. During 2015, this activity was centra-
lised at Sabaf Appliance Components; however, the company went into liquidation;
the process of liquidation will end in 2018.

Sabaf Beyaz Esya Parcalari Sanayi Ve Ticaret Limited
Sirteki (Sabaf Turchia)

Sabaf Turkey achieved extremely satisfactory results in 2017 as well. The conversion
into euro of the shareholders' equity at the end of the financial year was affected by
the strong devaluation of the Turkish lira at the end of 2017; however, the sharehol-
ders’ equity remains higher than the carrying value of the equity investment.
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AR.C.s.r.l.

In June 2016, the Company acquired the controlling share (70%) of A.R.C. s.r.l., lea-
ding company in the production of burners for professional cooking. The transaction
allowed Sabaf to enter into a new sector, contiguous with the traditional sector of
components for household gas cooking appliances, and to enhance the consolidated
international presence of the Sabaf Group.

At31December 2017, the Company tested the carrying value of the equity investment
forimpairment, determining its recoverable value, considered to be equivalent to its
usable value plus available liquidity, by discounting expected future cash flows in the
forward plan drafted at the beginning of 2018. Cash flows for the period from 2018 to
2022 were augmented by the so-called terminal value, which expresses the operating
flows that the investee is expected to generate from the fourth year to infinity and
determined based on the perpetual income. The value of use was calculated based

on a discount rate (WACC) of 6.90% (5.79% in the impairment test carried out while
drafting the separate financial statements at 31 December 2016) and a growth rate
(g) of 1.50%, in line with last year.

The portion pertaining to Sabaf S.p.A. of the recoverable value calculated on the ba-
sis of the above-mentioned assumptions and valuation techniques is € 8.746 million
(70% of total recoverable value, equal to € 12.495 million), compared with a carrying
value of the equity investment of € 4.8 million; consequently, the carrying value re-
corded for equity investment at 31 December 2017 was deemed recoverable.

Sensitivity analysis

The table below shows the changes in recoverable value depending on changes in the WACC discount rate and growth factor g:

(€/000) GROWTH RATE

D O RA 1.00% 1.25% 1.50% 1.75% 2.00%
5.90% 13,929 14,531 15,201 15,951 16,798
6.40% 12,692 13,176 13,709 14,299 14,957
6.90% 11,667 12,063 12,495 12,970 13,493
7.40% 10,804 11,133 11,490 11,879 12,303
7.90% 10,067 10,345 10,643 10,967 11,317

As part of the acquisition of 70% of A.R.C. S.r.I., Sabaf S.p.A. signed with Loris Ga-
sparini (current minority shareholder by 30% of A.R.C.) an agreement that aimed to
regulate Gasparini's right to leave A.R.C. and the interest of Sabaf to acquire 100%
of the shares after expiry of the term of five years from the signing of the purchase
agreement of 24 June 2016, by signing specific option agreements. Therefore, the
agreement envisaged specific option rights to purchase (by Sabaf) and sell (by Gaspa-
rini) exercisable as from 24 June 2021, the remaining shares of 30% of A.R.C., with
strike prices contractually defined on the basis of final income parameters from A.R.C.
at 31 December 2020.

The option for the purchase of the residual 30% of A.R.C. represents a derivative in-
strument; since the exercise price defined by contract was considered representative
of the fair value of the portion that can be potentially acquired, no value was recorded
in the separate financial statements ended 31 December 2017.
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5. NON-CURRENT FINANCIAL ASSETS

31.12.2016 CHANGE

Financial receivables from subsidiaries 1,668 1,897 (229)
Escrow bank account 180 240 (60)
TOTAL 1,848 2,137 (289)

At 31 December 2017 and at 31 December 2016, financial receivables from subsi-
diaries consist of an interest-bearing loan of USD 2 million, granted to the subsidiary
Sabaf do Brasil with the aim of optimising the Group's exposure to foreign exchange
rate risk and whose maturity, originally expected for 31 March 2017, was postponed
to 14 March 2019.

6. INVENTORIES

As partof the acquisition of 70% of A.R.C., Sabaf S.p.A. deposited in an escrow account
the total amount of € 300,000. This amount was deducted from the consideration
agreed to guarantee the commitments assumed by the sellers and will be released in
favour of the sellers at constant rates in 4 years (Note 15). At 31 December 2017, the
portion due beyond 12 months amounted to € 180,000.

31.12.2016 CHANGE

Commodities 8,795 7,455 1,340
Semi-processed goods 9,115 9.310 (195)
Finished products 8,789 8,773 16
Obsolescence provision (1,930) (2,045) 115
TOTAL 24,769 23,493 1,276

The value of final inventories at 31 December 2017 increased compared to the end of
the previous year to meet the highervolumes of activity. The obsolescence provision is
mainly allocated for hedging the obsolescence risk, quantified on the basis of specific

7. TRADE RECEIVABLES

analyses carried out at the end of the year on slow-moving and non-moving products,
and refers to raw materials for € 453,000, semi-finished products for € 536,000 and
finished products for € 941,000.

31.12.2017

31.12.2016 CHANGE

Total trade receivables 31,754 28,065 3,689
Bad debt provision (600) (600) 0
NET TOTAL 31,154 27,465 3,689

At 31 December 2017, trade receivables included balances totalling USD 3,656,000,
booked at the EUR/USD exchange rate in effect on 31 December 2017, i.e. 1.1993.
The amount of trade receivables recognised in the financial statements includes ap-
proximately € 22 million of insured receivables (€ 14 million at 31 December 2016).

The bad debt provision is considered adequate to cover the credit risk at the end of the
reporting period, unchanged from the previous year.

Trade receivables at 31 December 2017 were higher than at the end of 2016 subse-
quent to higher sales. There were no significant changes in average payment terms
agreed with customers.

31.12.2016 CHANGE

Current receivables (not past due) 28,591 24,378 4,213
Outstanding up to 30 days 1,524 2,242 (718)
Outstanding from 31 to 60 days 754 184 570
Outstanding from 61 to 90 days 519 64 455
Outstanding for more than 90 days 366 1,197 (831)
TOTAL 31,754 28,065 3,689
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8. TAX RECEIVABLES

ST2:20078 31.12.2016 S CHANGE

For income tax 1,644 2,075 (431)
For VAT and other sales 586 402 184

taxes

TOTAL 2,230 ‘ 2,477 ‘ (247)

The income tax receivables derives for € 1,153,000 from the full deductibility of IRAP
from IRES relating to the expenses incurred for employees for the 2006-2011 period
(Italian Legislative Decree 201/2011), for which an application for a refund was pre-
sented and, for the residual part, to the payments on account on 2017 income, for the
part exceeding the tax to be paid.

9. OTHER CURRENT RECEIVABLES

0 31.12.2016 CHANGE

Codmobercaed |||
Advances to suppliers 28 54 (26)
Due from INAIL 21 58 (37)
Other 322 249 73

TOTAL 722 1,039 (317)

At 31 December 2017, credits to be received from suppliers included € 248,000 rela-
ted to the relief due to the Company as an energy-intensive business (so-called “ener-
gy-intensive bonuses”) for the years 2016 and 2017. "Energy-intensive bonuses” due
for the years 2014 and 2015 were regularly collected during 2017.

10. CURRENT FINANCIAL ASSETS

STH2:22007 31.12.2016 CHANGE

Financial fe;eiyables 1,000 1,000 )
from subsidiaries
Escrow bank account
Noted) . * *
Interest rates
derivatives / ) /
TOTAL 1,067 1,060 7

At 31 December 2017 and at 31 December 2016, financial receivables from subsidia-
ries consist of an interest-bearing loan of € 1 million to Sabaf Appliance Components
Co., Ltd. to support the Chinese subsidiary’s working capital. The loan has a term of
12 months and was renewed in December 2017 for the same period. The receivable
is considered recoverable in that the Chinese subsidiary is expected to generate suffi-
cient cash flows to repay this loan in future years.

11. CASH AND CASH EQUIVALENTS

The item Cash and cash equivalents, equal to € 2,697,000 at 31 December 2017 (€
1,797,000 at 31 December 2016) refers almost exclusively to bank current account
balances.

12. SHARE CAPITAL

At 31 December 2017, the Company's share capital consists of 11,533,450 shares
with a par value of € 1.00 each. The share capital paid in and subscribed did not chan-
ge during the year.

13. TREASURY SHARES

During the financial year, Sabaf S.p.A. acquired 148,630 treasury shares atan average
unit price of € 14.20; there have been no sales.

At 31 December 2017, the Company held 381,769 treasury shares, equal to 3.31% of
share capital (233,139 treasury shares at 31 December 2016), reported in the financial
statements as an adjustment to shareholders’ equity at a unit value of € 11.87 (the
market value at year-end was € 19.91). There were 11,151,681 outstanding shares at
31 December2017(11,300,311 at 31 December 2016).
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31.12.2017 31.12.2016
Pt e ey

Unsecured loans 5,982 16,298 6,656 17,281
Short-term bank 10,846 ) 7,397 )
|oans ...........................
Sabaf Turkey loan 2,100 - - -
Advances on bank ) P _ .............
receipts or invoices
TOTAL 18,928 16,298 14,055 17,281

During the financial year, the Company signed an unsecured loan totalling € 5 million

repayable in five years in quarterly fixed instalments, at a fixed rate of 1.02%.

Two of the outstanding unsecured loans amounting to € 9 million at 31 December 2017

have covenants, defined with reference to the consolidated financial statements at the

end of the reporting period, as specified below:

e Commitment to maintain a ratio of net financial position to shareholders’ equity
of less than 1

e Commitment to maintain a ratio of net financial position to EBITDA of less than 2
widely observed at 31 December 2017.

Alloutstanding bank loans are denominated in euro, with the exception of a short-term

loan of USD 2 million.

As partof the Group's financial management, in 2017 aloan agreement was also signed

with the Turkish subsidiary for a total amount of € 2,700,000, expiring on 21 September

2018.

Note 36 provides information on financial risks, pursuant to IFRS 7.

15. OTHER FINANCIAL LIABILITIES

31.12.2017 31.12.2016
180

Payables to A.R.C. 0 0 240
SharehOIderS ...........................
Currency derivatives - - 201 -
e
instruments on 15 - 37 -
interest rates

TOTAL 75 180 298 240

The payable to the A.R.C. shareholders of € 240,000 at 31 December 2017 is related
to the part of the price still to be paid to the sellers, which was deposited on an escrow
account (Note 5) and will be released in favour of the sellers at constant rates in 4 ye-
ars, in accordance with contractual agreements and guarantees issued by the sellers.

Other financial liabilities also include the negative fair value of two IRSs hedging rate
risks of unsecured loans pending, for residual notional amounts of approximately
€ 5.4 million and expiry until 31 December 2021. Financial expenses in the same
amount were recognised in the income statement.

16. POST-EMPLOYMENT BENEFIT
RESERVE

CHANGE

2,200 2,436 (236)

Post-employment bene-
fit reserve

TOTAL ‘ 2,200 ‘ 2,436 ‘ (236)

Following the revision of IAS 19 - Employee benefits, from 1 January 2013 all actua-
rial gains or losses are recorded immediately in the comprehensive income statement
("Other comprehensive income") under the item "Actuarial income and losses".

Post-employment benefits are calculated as follows:

Financial assumptions

31.12.2016

Discount rate 1.15% ‘ 1.15%

Inflation ‘ 1.80% ‘ 1.75%

Demographic theory

31.12.2017 31.12.2016

ISTAT 2016 M/F ISTAT 2010 M/F

Mortality rate

Disability rate INPS 1998 M/F INPS 1998 M/F

Staff turnover 6% 6%

Advance payouts 5% per year 5% per year

pursuant to legislation
in force on 31
December 2017

pursuant to legislation in

Retirement age force on 31 December 2016
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17. PROVISIONS FOR RISKS AND CHARGES

016 PROVISIONS UTILISATION RELEASE OF EXCESS 31.12.2017

Reserve for agents’ indemnities 213 15 (11) (18) 199
Product guarantee fund 60 11 (11 - 60
ﬁ]r\(/)evsiiimozrf;r risks on equity ) 40 ) ) 60
Reserve for legal risks 50 - - - 50
TOTAL 323 86 (22) (18) 369

The reserve foragents' indemnities covers amounts payable to agents if the Company
terminates the agency relationship.

The product guarantee fund covers the risk of returns or charges by customers for
products already sold.

The provision for risks on equity investments was set-aside to cover future outlays to
restore the shareholders' equity of the Chinese subsidiary Sabaf Appliance Compo-
nents, which was negative at 31 December 2017.

18. TRADE PAYABLES

TOTAL 16,569

Average payment terms did not change versus the previous year. The amount of trade
payables in currencies other than the euro is not significant. At 31 December 2017,

19. TAX PAYABLES

31.12.2017

The reserve for legal risks is allocated for disputes of a modest size.

The provisions booked to the provisions for risks, which represent the estimate of
future payments made based on historical experience, have not been discounted
because the effect is considered negligible.

CHANGE

16,010 558,

there were no overdue payables of a significant amount and the Company did not
receive any injunctions for overdue payables.

31.12.2016 CHANGE

To inland revenue for IRPEF tax deductions 569 642 (73)
Other tax payables 54 - 54
TOTAL 623 642 (19)
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20. OTHER CURRENT PAYABLES

31.12.2017 31.12.2016 CHANGE

To employees 3,931 3,472 459
To social security institutions 2,063 1,937 126
Advances from customers 64 108 (44)
To agents 165 241 (76)
Other current payables 227 31 196
TOTAL 6,450 5,789 661

Atthe beginning of 2018, payables due to employees and social security institutions were paid in accordance with the scheduled expiry dates.

21. DEFERRED TAX ASSETS AND LIABILITIES

0 31.12.2016

Deferred tax assets 3,455 3,315
Deferred tax liabilities (68) (129)
NET POSITION 3,387 3,186

The table below analyses the nature of the temporary differences that determine the recognition of deferred tax liabilities and assets and their changes during the year and the
previous year.

Actuarial post-

Fair value of

Amortisation and | Provisions and o employment |Other tempora-
: : derivative y :
leasing value adjustments| . benefit reserve | ry differences
instruments :
evaluation

o =8 353 793 (19) 1,771 170 67 3,135
To the income statement 40 (23) 76 - - (50) 43
To shareholders’ equity - - - - 8 - 8
ots SER 393 770 57 1,771 178 17 3,186
To the income statement (46) 149 (55) - 2 172 218
To shareholders’ equity - - - - (17) - (17)
: 8 - - 347 919 2 1,771 159 189 3,387

Deferred tax assets relating to goodwill refer to the exemption of the value of the investment in Faringosi Hinges s.r.l. made in 2011 pursuant to Italian law Decree 98/2011. The
future tax benefit can be made in ten annual portions starting in 2018.
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22. NET FINANCIAL POSITION

As required by the CONSOB memorandum of 28 July 2006, we disclose that the Company's net financial position is as follows:

31.12.2017 31.12.2016 CHANGE

A. Cash (Note 11) 5 4 1

B. Positive balances of unrestricted bank accounts (Note 11) 2,692 1,793 899

C. | Other cash equivalents - - -

D. | LIQUIDITY (A+B+C) 2,697 1,797 900
E CURRENT FINANCIAL RECEIVABLES 1,067 1,060 7
F ..... Current bank payables (Note 14) 12,946 7,399 5,547
G ....... élurrent portion of non-current debt (Note 14) sog 656 | en
H. m;)ther current financial payables (Note 15) 75 298 oy
I ...... CURRENT FINANCIAL DEBT (F+G+H) 19,003 14,353 4,650
J ..... NET CURRENT FINANCIAL POSITION (I-D-E) 15,239 11,496 3,743
K Non-current bank payables (Note 14) 16,298 17,281 (983)
L ....... 6ther non-current financial payables o w | P
M NON-CURRENT FINANCIAL DEBT (K+L) 16,478 17,521 (1,043)
N NET FINANCIAL DEBT (J+M) 31,717 29,017 2,700

The cash flow statement shows changes in cash and cash equivalents (letter D of this schedule).
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Comments on key income

statement items

23. REVENUE

In 2017, sales revenues totalled € 115,687,000, up by € 14,164,000 (+14%) compared with 2016.

Revenue by geographical area

2017 2016 % % CHANGE

Wi‘taly .......... 29,587 25.6% 31,431 30.9% -5.9%
Western Europe 8,920 7.7% 6,868 6.8% +29.9%
Eastern Europe and Turkey 35,655 30.8% 27,365 26.9% +30.3%
e dﬁg‘éi;ea”‘a (excluding 9,570 8.3% 7,064 7.0% +35.5%
Central and South America 11,331 9.8% 10,373 10.2% +9.2%
Middle East and Africa 12,703 11.0% 11,254 11.1% +12.9%
North America and Mexico 7,921 6.8% 7,168 7.1% +10.5%
TOTAL 115,687 100% 101,523 100% +14.0%

Revenue by product family
Brass valves 5,992 5.2% 9,002 8.9% -33.4%
Light alloy valves 39,219 33.9% 32,406 31.9% +21.0%
Thermostats 7,365 6.4% 7,690 7.6% -4.2%
Igz‘s;‘g’:&;ﬁ%AND 52,576 45.4% 49,098 48.4% 71%
Standard burners 25,127 21.7% 21,483 21.2% +17.0%
Special burners 24,136 20.9% 19,438 19.1% +24.2%
TOTAL BURNERS 49,263 42.6% 40,921 40.3% +20.4%
Accessories and other 13,848 11.9% 11,504 11.3% +20.4%
TOTAL 115,687 100% 101,523 100.0% +14.0%

An analysis of sales by product category shows the strong growth of special burners,
the family where product innovation has been strongest in recent years. The trend in
sales of light alloy valves, which have now almost completely replaced brass valves,
was also very positive. All other product lines also recorded good growth rates, with
the exception of thermostats.

In 2017, all markets recorded double-digit growth rates; Italy, where sales are slightly
down due to the sharp reduction in the production of domestic appliances, is an
exception. Very positive sales growth rates have been recorded in other European
markets, where Sabaf is consolidating its leadership. The Middle East market showed
a strong recovery compared to 2016; Asia, North and South America confirmed a po-
sitive underlying trend.

Average sales prices in 2017 were on average 0.7% lower compared with 2016.
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24. OTHER INCOME

0 2016 CHANGE

Sale of trimmings 1,457 958 499
T

to subsidiaries s e 224
Contingent income 97 136 (39)
Rental income 89 85 4
Use of provisions for | .o |

risks and charges ¥ o0 e “9)
Services to parent 10 10 )
COMPANY

Other income 578 848 (270)
TOTAL 2,648 2,279 369

The increase in income from the sale of trimmings is directly related to higher produc-

tion volumes and to the increase in the price of raw materials.

Services to subsidiaries and to the parent company refer to administrative, commercial
and technical services within the scope of the Group.
Otherincome includes the charge to customers for sharing the development and indu-

strialisation of new products.

25. MATERIALS

CHANGE

Commodities

and outsourced 42,973 33,692 9,281
components |
Consumables 3,582 3,183 399
TOTAL 46,555 36,875 9,680

In 2017, the effective purchase prices of the main raw materials (aluminium alloys,
steel and brass) were on average higher than in 2016, with a negative impact of 0.8%
of sales. Consumption (purchases plus change in inventories) as a percentage of sales

was 41.3%in 2017, compared with 37.5% in 2016.

26. COSTS FOR SERVICES

Outsourced 8,681 7,587 1,094
processing

Property rental 3,974 3,995 (21)
Electricity 3314 3,52 212)
and natural gas

Maintenance 3,296 2,813 483
Advisory services 1,676 1,377 299
Transport and 1,408 1134 274
export expenses

Directors’ fees 881 1,061 (180)
Insurance 444 562 (118)
Commissions 533 545 (12)
Travel expenses 550 478 79
and allowances

Waste disposal 358 352 6
Canteen 296 282 14
Temporary 180 99 81
agency workers

Other costs 2,013 2,221 (208)
TOTAL 27,604 26,032 1,572

The higher costs for outsourced processing were related to the increase in production
volumes in Italy. The reduction in energy costs is due to the recognition of "energy-
intensive bonuses" for 2016 and 2017 for a total of € 248,000, of which € 78,000
relating to the "2016 energy-intensive bonuses" which was not recognised in the
2016 financial statements because the collectability was uncertain at the end of the
reporting period. The increase in maintenance costs was due to activities in progress
forthe ongoing adaptation of plants, machinery and equipment. Other costs included
expenses for the registration of patents, waste disposal, cleaning, leasing third-party

assets and other minor ¢

harges.

Costs for advisory services related to technical (€ 414,000), sales (€ 342,000) and
legal, administrative and general (€ 920,000) services.
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27. PAYROLL COSTS

Salaries and wages 19,540 18,322 1,218

Social Security 6,249 5,959 290
COSts ......

Temporary agency 1477 845 632

workers

Post-employment
benefit reserve and 1,468 1,256 212
other costs

TOTAL 28,734 26,382 2,352

Average of the Company headcount in 2017 totalled 514 employees (394 blue-collars,
110 white-collars and supervisors, 10 managers), compared with 543in 2016 (424 blue-
collars, 110 white-collars and supervisors, 9 managers). The average number of tempo-
rary staff, with supply contract, was 42 in 2017 (26 in 2016).

During the financial year, the Company made only negligible use of the solidarity con-
tractand temporary lay-off scheme, whereas in 2016 these institutions, used in periods
characterised by low production requirements, made it possible to save personnel costs
of €689,000.

28. OTHER OPERATING COSTS

Losses and write-downs

of trade receivables 4 i (122)
Non-income related

taxes and duties 238 181 o7
Contingent liabilities 138 56 82
Provisions for risks 26 85 (59)
Other operating 264 154 110
expenses

TOTAL 715 647 68

Non-income taxes mainly include IMU, TASI and the tax for the disposal of urban solid
waste. Provisions for risks and other provisions relate to sums set aside for the risks
described in Note 17.

29. WRITE-DOWNS/WRITE-BACKS OF
NON-CURRENT ASSETS

0 2016 CHANGE

Write-down of

Sabaf Appliance (622) (521) (101)
Components

Allocation to risk

provisions on equity (60) - (60)
investments

TOTAL (682) (521) (161)

The write-down of the equity investment in Sabaf Appliance Components and the
allocation to the relevant provision are commented on in Note 4 and 17, to which
reference is made.

30. FINANCIAL EXPENSES

Interest paid to banks 244 241 3
Banking expenses 209 229 (20)
Other financial 29 43 (14)
expense

TOTAL 482 513 (31)

31. EXCHANGE RATE GAINS AND LOSSES

During the 2017 financial year, the Company reported net foreign exchange losses of
€88,000 (net loss of € 48,000 in 2016).

32. PROFITS AND LOSSES FROM EQUITY
INVESTMENTS

2017 2016 CHANGE

Dividends received
from Sabaf Immobiliare 1,500 ) 1,500
Other profits from

o 3 - 3
equity investments
TOTAL 1,503 - 1,503
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33. INCOME TAX

Current taxes 1,791 1,314 477

Deferred tax assets

Lendliabilities o ) e
]Iaxes _related to previous (502) (137) (365)
inancial years
TOTAL 1,070 1134 (64)

Currenttaxesinclude IRES of € 1,436,000 and IRAP of € 355,000 (€ 1,034,000 and €
280,000 respectively in 2016).

Reconciliation between the tax burden booked in the financial statements and the
theoretical tax burden calculated according to the statutory tax rates currently in force
in Italy is shown in the following table:

Theoretical income tax 2,177 988

Permanent tax differences (133) 4

Taxes related to previous financial years 88 (131)

"Patent box" tax effect

IRAP (current and deferred) 259 266
TOTAL 1,070 1134

Theoretical taxes were calculated applying the current corporate income tax (IRES)
rate, i.e. 24%(27.50% in 2016), to the pre-tax result. IRAP is not taken into account for
the purpose of reconciliation because, as it is a tax with a different assessment basis
from pre-tax profit, it would generate distorting effects.

Following the prior agreement signed with the Revenue Agency, in 2017 the Com-
pany recognised the tax benefit relating to the Patent Box for the three-year period
2015102017, foratotal of € 1,324,000 (€ 1,151,000 for IRES and € 173,000 for IRAP),
of which €772,000 for 2015 and 2016 (Note 38) and € 552,000 for 2017.

No significant tax disputes were pending at 31 December 2017.

34. DIVIDENDS

On 31 May 2017, shareholders were paid an ordinary dividend of € 0.48 per share
(total dividends of € 5,384,000).

The Directors have recommended payment of a dividend of € 0.55 per share this year.
This dividend is subject to approval of shareholders in the annual Shareholders’ Mee-
ting and was not included under liabilities in these financial statements.

The dividend proposed is scheduled for payment on 30 May 2018 (ex-date 28 May
and record date 29 May).

35. SEGMENT REPORTING

Within the Sabaf Group, the Company operates exclusively in the gas parts segment
for household cooking. The information in the consolidated financial statements is
divided between the various segments in which the Group operates.

36. INFORMATION ON FINANCIAL RISK

Categories of financial instruments

In accordance with IFRS 7, a breakdown of the financial instruments is shown below,
among the categories set forth in IAS 39.

31.12.2016

FINANCIAL ASSETS

e Derivative cash flow hedges
(on currency)

AMORTISED COST

e Cash and cash equivalents

e Trade receivables and
other receivables

o Other financial assets 240 300

FINANCIAL LIABILITIES

B BT dges ...................................................................................
- 201
......... (O CUMTENCY) o
3 Derfvative cash flow hedges 15 37
(on interest rates)
AMORTISED COST
e loans 35,226 31,336
e Other financial liabilities 240 300
* Trade payables 16,569 16,010
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The Company is exposed to financial risks related to its operations, mainly:

o credit risk, with special reference to normal trade relations with customers;

o market risk, relating to the volatility of prices of commodities, foreign exchange
and interest rates;

e liquidity risk, which can be expressed by the inability to find financial resources
necessary to ensure Company operations.

It is part of Sabaf's policies to hedge exposure to changes in prices and in fluctua-
tions in exchange and interest rates via derivative financial instruments. Hedging is
done using forward contracts, options or combinations of these instruments. Gene-
rally speaking, the maximum duration covered by such hedging does not exceed 18
months. The Company does not enter into speculative transactions. When the deri-
vatives used for hedging purposes meet the necessary requisites, hedge accounting
rules are followed.

Credit risk management

Trade receivables involve producers of domestic appliances, multinational groups
and smaller manufacturers in a few or single markets. The Company assesses the cre-
ditworthiness of all its customers at the start of supply and systemically on at least an
annual basis. After this assessment, each customer is assigned a credit limit.

A credit insurance policy is in place, which guarantees cover for approximately 70%
of trade receivables.

Credit risk relating to customers operating in emerging economies is generally atte-
nuated by the expectation of revenue through letters of credit.

Forex risk management

The main exchange rate to which the Company is exposed is the euro/USD in relation
to sales made in dollars (mainly in North America) and, to a lesser extent, to some
purchases (mainly from Asian manufacturers). Sales in US dollars represented 12%
of total revenue in 2017, while purchases in dollars represented 5% of total revenue.
During the year, operations in dollars were partially hedged through forward sales
contracts; no currency derivatives were pending at 31 December 2017.

Sensitivity analysis

With reference to financial assets and liabilities in US dollars at 31 December 2017, a
hypothetical and immediate revaluation of 10% of the euro against the dollar would
have led to a loss of € 210,000.

Interest rate risk management

At 31 December 2017, gross financial debt of the Company was at a floating rate for
approximately 35% and at a fixed rate for approximately 65%; to reach an optimum mix
of floating and fixed rates in the structure of the loans, the Company also used derivative
financial instruments. At 31 December 2017, three interest rate swap (IRS) contracts
totalling € 9.4 million were in place, mirrored in mortgages with the same residual debt,
through which the Company transformed the floating rate of the mortgages into fixed
rate. Considering the IRS in place, at the end of 2017, the fixed-rate portion amounted
to approximately 90% of the total financial debt. The derivative contracts were not desi-
gnated as a cash flow hedge and were therefore recognised using the "fair value in the
income statement” method.

Sensitivity analysis

At 31 December 2017, the sensitivity analysis concerned financial leases and the
floating rate portion of the short-term financial debt. The Company is not exposed
to interest rate risk with regard to medium/long-term bank debt, since the floating
rate of loans has been transformed into a fixed rate through the interest rate swap
contracts in place.

With reference to financial assets and liabilities at variable rate at 31 December 2017
and 31 December 2016, a hypothetical increase (decrease) in the interest rate of 100
base points versus the interest rates in effect at the same date - all other variables
being equal - would lead to the following effects:

31.12.2017 31.12.2016
FINANCIAL FINANCIAL
...... EXPENSES EXPENSES
Increase of 31 20
100 base points
Decrease of 31 )

100 base points

Commodity price risk management

A significant portion of the purchase costs of the company is represented by brass
and aluminium alloys. Sales prices of products are generally renegotiated annually;
as a result, the Company is unable to immediately pass on to customers any changes
in the prices of commodities during the year. The Company protects itself from the
risk of changes in the price of brass and aluminium with supply contracts signed with
suppliers for delivery up to twelve months in advance or, alternatively, with derivative
financial instruments. In 2017 and 2016, the Company did not use financial derivati-
ves on commodities. To stabilise the rising costs of commodities, Sabaf preferred to
execute transactions on the physical market, fixing prices with suppliers forimmedia-
te and deferred delivery.

Liquidity risk management

The Group operates with a low debt ratio (net financial debt / shareholders' equity
at 31 December 2017 of 34%, net financial debt / EBITDA of 1.81) and has unused
short-term lines of credit. To minimise the risk of liquidity, the Administration and
Finance Department:

e maintains a correct balance of net financial debt, financing investments with
capital and with medium to long-term debt;

e verifies systematically that the short-term accrued cash flows (amounts received
from customers and other income) are expected to accommodate the deferred
cash flows (short-term financial debt, payments to suppliers and other outgoings);

e regularly assesses expected financial needs in order to promptly take any
corrective measures.
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Below is an analysis by expiration date of financial payables at 31 December 2017 and 31 December 2016:

AT 31 DECEMBER 2017

Tt E f.Cont.ractual Within 3 From 3 months From 1to 5 More than 5
inancial flows months to 1 year years years
Unsecured loans 22,280 22,676 1,537 4,612 16,527 -
Short-term bank loans 10,846 10,846 10,846 - - -
Short-term Sabaf Turkey loan 2,100 2,118 - 2,118 - -
Payables to ARC shareholders 240 240 - 60 180 -
TOTAL FINANCIAL PAYABLES 35,466 35,862 12,383 6,772 16,707 0
Trade payables 16,569 16,569 15,615 954 - -
TOTAL 52,035 52,431 27,998 7,726 16,707 0

AT 31 DECEMBER 2016
: Contractual Within 3 rom 3 mon From 1 to 5 More than 5
Carrying value . :
inancial flows months to 1 year VCELS VCELS

Unsecured loans 23,937 24,388 1,709 5129 17,550

Short-term bank loans 7,399 7,399 5,399 2,000 - -
Payables to ARC shareholders 300 300 - 60 240 -
TOTAL FINANCIAL PAYABLES 31,636 32,087 7,108 7189 17,790 0
Trade payables 16,010 16,010 15,373 637 - -
TOTAL 47,646 48,097 22,481 7,826 17,790 0

The various due dates are based on the period between the end of the reporting pe-
riod and the contractual expiration date of the commitments, the values indicated in
the table correspond to non-discounted cash flows. Cash flows include the shares of

Hierarchical levels of fair value assessment

The revised IFRS 7 requires that financial instruments reported in the statement of

financial position at fair value be classified based on a hierarchy that reflects the si-

gnificance of the input used in determining the fair value. IFRS 7 makes a distinction

between the following levels:

e Level T- quotations found on an active market for assets or liabilities subject to
assessment;

e Level 2 - input other than prices listed in the previous point, which can be
observed (prices) or indirectly (derivatives from prices) on the market;

Other financial assets
(derivatives on interest rates)

principal and interest; for floating rate liabilities, the shares of interest are determi-
ned based on the value of the reference parameter at the end of the reporting period
increased by the spread set forth in each contract.

e Level 3-inputbased on observable market data

The following table shows the assets and liabilities valued at fair value at 31 Decem-
ber 2017, by hierarchical level of fair value assessment.

LEVEL 2 LEVEL 3 TOTAL

7 - 7

Other financial liabilities
(derivatives on interest rates)

(15) - (15)

Option on minorities A.R.C. -

TOTAL ASSETS AND LIABILITIES
AT FAIR VALUE

(8) 0 (8)
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37. RELATIONS BETWEEN GROUP COMPANIES AND WITH RELATED PARTIES

The table below illustrates the impact of all transactions between Sabaf S.p.A. and other related parties on the balance sheetand income statement items and related parties, with
the exception of the directors' fees, auditors and key management personnel which is stated in the Report on Remuneration.

Impact of related-party transactions or positions on statement of financial position items

oa2017 | sussioiaies | saiem | Relatep |TOTALRELATED| IMPACTON
SAPA PARTIES
Non-current financial assets 1,848 1,668 - - 1,668 90.26%
Trade receivables 31,154 1,209 - - 1,209 3.88%
Tax receivables 2,230 - 1,084 - 1,084 48.60%
Current financial assets 1,785 1,000 - - 1,000 56.02%
Trade payables 16,573 510 - 2 512 3.09%
Current financial payables 2,100 2,100 - - 2,100 100%
o206 | sussibiaries | SALER | RelTep | TOTALRELATED| IMPACTON
SAPA PARTIES
Non-current financial assets 2,137 1,897 - - 1,897 88.77%
Trade receivables 27,465 1,192 - - 1,192 4.34%
Tax receivables 2,477 - 1,084 - 1,084 43.76%
Current financial assets 1,060 1,000 - - 1,000 94.34%
Trade payables 16,010 104 - 2 106 0.66%

Impact of related-party transactions on income statement accounts

GIUSEPPE

OTHER

TOTAL 2017 SUBSIDIARIES SALERI RELATED TOT’:‘;;.:__:II;;TED ImF;EATCg.&T
SAPA PARTIES
Revenue 115,687 10,239 - - 10,239 8.85%
Other income 2,648 414 10 - 424 16%
Materials 36,556 1,548 - - 1,548 4.24%
Services 27,602 3,966 - 20 3,987 14.44%
Capital gains on non-current assets 98 97 - - 97 99.58%
Write-downs of non-current assets 682 682 - - 682 100%
Financial income 89 80 - - 80 89.89%
Financial expenses 482 2 - - 2 0.46%
o206 | sussioiaries | SALER | RelaTeD | TOTALRELATED| mPACTON
SAPA PARTIES
Revenue 101,523 6,680 - - 6,680 6.58%
Other income 2,279 399 10 - 409 17.95%
Materials 36,895 916 - - 916 2.48%
Services 26,032 4,129 - 22 4,151 15.95%
Capital gains on non-current assets 87 66 - - 66 75.86%
Write-downs of non-current assets 521 521 - - 521 100%
Financial income 85 82 - - 82 96.47%

198



SABAF | ANNUAL REPORT 2017

SEPARATE FINANCIAL STATEMENTS AT 31 DECEMBER 2017

Relations with subsidiaries mainly consist of:

e trade relations, relating to the purchase and sale of semi-processed goods or
finished products with Sabaf do Brasil, Faringosi Hinges, Sabaf Turkey and Sabaf
Kunshan Trading;

e sales of machinery to Sabaf Brasile and Sabaf Turkey, which generated the capital
gains highlighted;

e rental of property from Sabaf Immobiliare;

e intra-group loans;

e group VAT settlement.

Transactions with the shareholder, Giuseppe Saleri S.a.p.A., comprise:

e administration services provided by Sabaf S.p.A. to Giuseppe Saleri S.a.p.A.;

e transactions as part of the domestic tax consolidation scheme until 2016, which
generated the receivables shown in the tables.

Related-party transactions are regulated by specific contracts regulated at arm's
length conditions.

38. SIGNIFICANT NON-RECURRING
EVENTS AND TRANSACTIONS

Pursuant to CONSOB memorandum of 28 July 2006, the following section describes
and comments on significant non-recurring events, the consequences of which are
reflected in the economic, equity and financial results for the year:

areho Net

de Net Profit | financial

eq debt
FINANCIAL
STATEMENT 92,087 8,001 31,717 900
VALUES (A)
Recognition of
"Patent box" tax
benefit related to v72) v72) )
2015 and 2016 (B)
FINANCIAL
STATEMENT
NOTIONAL VALUE 91,315 7,229 31,717 900
(A+B)

As described in Note 33, in these separate financial statements the Company reco-
gnised the tax benefit relating to the Patent Box for the three-year period 2015 to
2017; the share relating to previous years is considered non-recurring and is therefore
shown in the table above.

39. ATYPICAL AND/OR UNUSUAL
TRANSACTIONS

Pursuant to CONSOB memorandum of 28 July 2006, the Company declares that no
atypical and/or unusual transactions as defined by the CONSOB memorandum were
executed during 2017.

40. COMMITMENTS
Guarantees issued

Sabaf S.p.A. also issued sureties to guarantee mortgage loans granted by banks to
employees for a total of € 5,145,000 (€ 5,510,000 at 31 December 2016).

41. FEES TO DIRECTORS, STATUTORY
AUDITORS AND EXECUTIVES WITH
STRATEGIC RESPONSIBILITIES

Fees to directors, statutory auditors and executives with strategic responsibilities are
described in the Report on Remuneration that will be presented to the shareholders'
meeting called to approve these separate financial statements.

42. SHARE-BASED PAYMENTS

At 31 December 2017, there were no equity-based incentive plans for the Company's
directors and employees.
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List of investments with additional information required by CONSOB
(Communication Dem76064293 of 28 July 2006)

IN SUBSIDIARIES ’

Share capital at

Shareholders’

Company name Registered offices | 31 December Shareholders Ownership % equity at 31 2017 profit (loss)
2017 December 2017

Faringosi Hinges s.r.l. Ospitaletto (BS) € 90,000 Sabaf S.p.A. 100% €6,248,113 € 695,664
Sabaf Immobiliare s.r.l. Ospitaletto (BS) € 25,000 Sabaf S.p.A. 100% €23,582,409 €1,673,079
Sabaf do Brasil Ltda Jundiai (Brazil) BRL 24,000,000 Sabaf S.p.A. 100% BRL 41,353,284 BRL 4,894,931
Sabaf US Corp. Plainfield (USA) USD 100,000 Sabaf S.p.A. 100% USD -79,482 USD -53,095
Sabaf Appliance
Components (Kunshan) Kunshan (China) € 4,400,000 Sabaf S.p.A. 100% CNY 60,007 CNY -5,275,687
Co., Ltd.
Sabaf Beyaz Esya
Parcalari Sanayi Ve Manisa (Turkey) TRY 28,000,000 Sabaf S.p.A. 100% TRY 72,264,252 TRY 19,621,894
Ticaret Limited Sirteki
Sabaf Appliance
Components Trading . 5
(Kunshan) Co., Ltd. Kunshan (China) €200,000 Sabaf S.p.A. 100% CNY 1,955,552 CNY 5,225
in liquidation
ARC. sl Camp(‘;%e;'sego €45,000 Sabaf S.p.A. 70% €4,650,017 €328,544

Other significant equity investments: None

Origin, possibility of utilisation and availability of reserves

S
CAPITAL RESERVE:
Share premium reserve 10,002 A B, C 10,002 0
Revaluation reserve, Law 413/91 42 A, B, C 42 42
Revaluation reserve, Law 342/00 1,592 A B, C 1,592 1,592
RETAINED EARNINGS:
Legal reserve 2,307 B 0 0
Other retained earnings 58,876 A, B, C 58,876 0
VALUATION RESERVE:
Post-employment benefit actuarial reserve 477) 0 0
TOTAL 72,342 70,512 1,634
KEY

A: for share capital increase
B: to hedge losses

200 1 Values taken from the separate financial statements of subsidiaries, prepared in accordance with locally applicable accounting standards
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C: for distribution to shareholders

Statement of revaluations of equity assets at 31 December 2017

Gross value Cumulative depreciation Net value

Law 72/1983 137 (137) 0
1989 merger 516 (450) 66
Investment property Law 413/1991 47 (42) 5
1994 merger 1,483 (1,046) 437
Law 342/2000 2,870 (2,368) 502
5,053 (4,043) 1,010
Law 576/75 205 (205) 0
Law 72/1983 2,224 (2,224) 0
Plants and machinery
1989 merger 6,140 (6,140) 0
1994 merger 6,820 (6,820) 0
15,389 (15,389) 0
Industrial and commercial equipment Law 72/1983 161 (161) 0
Other assets Law 72/1983 50 (50) 0
TOTAL 20,653 (19,643) 1,010

GENERAL INFORMATION

Sabaf S.p.A. is a company organised under the legal system of the Republic of Italy.

Registered and administrative office:
Via dei Carpini, 1
25035 Ospitaletto (Brescia)

APPENDIX

Contacts:

Tel: +39 030 6843001
Fax: +39 030 6848249
E-mail: info@sabaf.it
Website: www.sabaf.it

Tax information:

R.E.A. Brescia: 347512
Tax Code: 03244470179
VAT Number: 0178691082

Information as required by Article 149-duodecies of the CONSOB Issuers' Regulation

The following table, prepared pursuant to Article 149-duodecies of the CONSOB Issuers’ Regulation, shows fees relating to 2017 for auditing services and for services other than

auditing provided by the Independent Auditor. No services were provided by entities belonging to the network.

(€/000) Party providing the service Fees pertaining to the 2017 financial year
Audit Deloitte & Touche S.p.A. 57

Certification services Deloitte & Touche S.p.A. 200

Other services Deloitte & Touche S.p.A. 1402

TOTAL 73

(1) Signing of Unified Tax Return, IRAP and 770 form

(2) Auditing procedures agreement relating to interim management reports, auditing of statements and training activities
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CERTIFICATION OF SEPARATE
FINANCIAL STATEMENTS

Pietro lotti, the Chief Executive Officer, and Gianluca Beschi, the Financial Reporting Officer of Sabaf S.p.A., have taken
into account the requirements of Article 154-bis, paragraphs 3 and 4, of Legislative Decree 58 of 24 February 1998 and
can certify:

e the adequacy, in relation to the business characteristics and
e the actual application

of the administrative and accounting procedures for the formation of the separate financial statements during the 2017
financial year.

They also certify that:

e the separate financial statements:

-were prepared in accordance with the international accounting policies recognised in the European Community in
accordance with EC regulation 1606/2002 of the European Parliament and Council of 19 July 2002 and with the
measures issued in implementation of Article 9 of Italian Legislative Decree 38/2005;

- are consistent with accounting books and records;

- provide a true and fair view of the financial position and performance of the issuer;

e the report on operations contains a reliable analysis of the performance and results of operations and the situation at
the issuer, along with a description of the key risks and uncertainties to which it is exposed.

Ospitaletto, 26 March 2018

Chief The Financial
Executive Officer Reporting Officer
Pietro lotti Gianluca Beschi
- N ‘_*.-'_ [T' -'I!-" i
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INDEPENDENT AUDITOR'S REFORT
PURSUANT TO ARTICLE 14 OF LEGISLATIVE DECREE Mo. 39 OF JANUARY 27, 2010
AND ARTICLE 10 OF THE EU REGULATION 537,/2014

To the Sharehobders of
SABAF 5.p.A.

REPORT OM THE AUDIT OF THE SEPARATE FINANCIAL STATEMENTS
Opinion

We have audited the separate financial statements of Sabalf 5.p.a, (the “Company ™, whith comgrise the
statemnent of finandial position as at December 31, 2017, the Mcome statement, the comprehiensive incoms
siatement, the dtatement of changes in sharchelders' equity, the cash Mow statement for the year then
ended, and the explanatory notes,

In pur opinion, the accompanying separate financial stoberments give a rue and Fair view of the fnancial
pesition of the Company as al Decernber 31, 2017, and of its inancial performanca and its cash Mows lar
the year then ended in accordances with Internaticnal Financial Reporting Standards as adopled by the
Eurapean Unisn and the requirements of naticnal regulations issued purssant to art. 9 of [talian Legislative
Decres no, 3005,

Basis for Opinion

We condistted our audit in accondance with Internakional Standards on Auditing (1SA [taba). Our
responsibiities under those standards ane funher described in the Auditor’s Responsiilities for B Awdit of
ithe saparate Financia! Strtements sechion of our report, We are independent of the Company i aocordance
with thie ethical requirements sppicable undes Ttalian law 0o the audi of the financial statements. We
beelieve thal the suwdil evidence we have ohianed s suflicient and appropriate 1o provide a basks for eur
QpInEs,

Key Audit Matters

Key awdit matters ane those makbers thal, n our prafessianal judgment, wene of most significance in our
audit of the inancial statements of the curment perind, These matters were addressed in the context of owr
audit of the scparabe financal staterments as & wivale, and in fooming our opinion thereon, and we do not
pravide & séparabe opinkon on these matters.

A L L M B gl beeure Gamoad Bl o P P o orew Tt senes

Sody Laprw: Wia Fonona 35 - 2004 M | Cagoasle foosls o 16 005355 i
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Deloitte.

Impairment best on investments
Bescripdian of key audil matler

In its separate fmancial statements a5 at December 31, 2017, the Comparny reports investments in
Faringas Hinges Sorl, and AR.C. Sorl, as measured under the cost method with a total ameunt of

Elrg 15,2 milon, Tho valee of the investments i in Bne with the net as424s of the investee companies,
including gocdwill and assets with an indefinite usehdl life recognised upen inikkial acquisiticn, Thenefore, in
arder to verify the recoverability of the value of the investrments, we reférred Bo the impairment tests
performed N terms of [AS 36 on the CGUs represenbed by the bwo investments (respectively, the “Hinges”
CGL for Faringosd Hinges S.r.l, and the “Professienal burners™ CGU For AR.C. Sor.d.). The impairment tests
are parformed By b companson batween the recoverable amount of the OGU, determined as the highast
batvaeen the “value in use™ and tha Carrying samsount of the nvestments,

“ﬁm'm process cammeed out By the Hlﬂiﬂﬂ'l'llﬂl 5 e sance L mdchuded seversl asdumplions
ragarding the forecasted Muture cash Nows from CGUs, the definition of an appropriate discount rate
{WACC) and of a long-term gremdh rate (g-rate]. In order Lo determane the recoverable amounts, the
Company took into Account cash fows a5 reported in the 2018-2022 forward plans, drafted by the
management of the subskdiaries at the beginning of 2018,

The assumptions on forecast cash flows are affected by future expectations on excgenous varables, among
which the most réeldcant are e mbcket svolution, in tBem of volumes and values ard the discount rakbes,

Considering the relevant vadue of asdets acoounted for within the financial statements, and the subjectivity
af estimates used to determine future cash flows, as well as the variables described above, we censiderad
thae impadrment best to be a ey sudit matter for the Sabal S.pob separate financial statements,

The paragraphs “Use of estirmnbtes™ and the paragraph “equity Investrments®, within the caplanatory notes
report information on the impalmmient test, inclisding the sensitivity analysis, wisich shaws the elfects of
variations of the key varlables used in implementing the Impainment best,

Audvt procedunes

Wiz first exdimined R the Management determined the valee in wse of the CGUS, taking into account
procedures and sssumptions on which the impairment, test ks based.

In partscular, we cammied out the folloeing procedures, with assistance of experts of our netwosk:

obtervation and understanding of redevant controls carried out by the Company on the implementaticn
of the iImpairmsent Cest;

assessment of the reasonableness of main assemplicns used to forecast cash Mows, alse through
anabysis of sector-based data (for cxamphs national demand, ectimates on GDP growth) and callestion
of other relevant infcrmation for us obtained by the Manbpement;

¥ analysis of actual valises, comparsd with the aniginagd plans, in arder Lo enderdtand the Astune &l
variations and the rekability of the bedgeting prooess;

- assetsrment of Lhe reatonableness of the discount rate (WADC] and the growth rate {g-rate};

Assessment of mahematical socuracy of the model vwsed 1o determine the value i wse of CGUs;
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Deloitte.

verification of the comect determanation of the carrying amount of the assets allocated to the CEU
“Hinges" and “Prafessional burners” and comparison with the receveralile smount emerging from the
impairment best;

. Basessment af the sensitivity analysis mplemented by Mansgement;

. assesurment of compliance with appicably accounting standards over the procedures implemented by
Management [or the smpairment test;

assessmant of complanog with [AS 36 over the mformation dischosed by the Group with reference o
thee Bmipairrsen e,

Raspongibilities of the Directors and the Board of Statutory Auditors for the separate Financial
Statements

The Directors are responsible for the prepasation of the separate financial statements that give a true and
fair view in accordance with Intemnational Financial Reporting Standards as adopted by the Eurapean Unisn
&hd the reguirements of national regulations issued pursuant to act. 9 of ltalian Legisiative Decree no.
38/05 andl, within the teimis established by Law, for such intermal control as the Difectors determine is
necessary to enable the preparation of financlal stakements that are frée from materal misstatement,
whether due to fraud or errer,

In preparing the sepadate finandal statements, the Dirsctors are responsihle for asseccing the Campany’s
ability bo coninue & & going concern, disclosing, as applicable, matters related o gong concem and using
the going concern basis of accounting uness they have ldentiled the existence of the conditions for the
ligusdation of the Company or for the termination of the operations oF hawve no realistic aternathee ta such
choices,

The Board of Statutory Awditors |5 responsible fof cverdesing, within the terms established by law, the
Company’s financial reporting process,

Auditor's Responsibilities for the Audit of the separate Financial Statemants

Qur objectives ane to obtain readonable assurance about whether the separate inancial stalements a5 &
whole are frse from material misstatemaent, whether due to fraud or error, and o issue an auditor's repot
that includes cur opinion. Reasonable assurance is a high level of assurance, but is mot & guarantes that an
audit conducted in accordance with Intermaticnal Standands on Auddmg (154 Itaka) will always detect a
material misstatement whan it exists, MEstatements can arise from froud or crmor and are considensd
riateial if, indhvidually or in the aggregate, they could reascnably be expected Lo influence the economic
decisions of users @ken on the basis of these separale financial statements.

A part of an awdit in accordance with International Standards on Auditing {154 [tala), we exercise
proefessional judgrent and maintam prafessional skepticism throughaut the sudit. We also:

= ldentily and assess the riaks of material misstatement of the separate financial statements, whether dus
ta fraud or error, design and perfosm audil procedured reponsisg Lo thase rsks, and obtain audd
evidence that is sufficient and sppropriste to provide a basis for gur opinion. The risk of not detecting &
material mestatement resulting from frawd is higher than for one resulting from error, as frausd may
invobve collusion, legery, inlentional omissions, mismepresentations, or tha override of inkermal control.
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= Oblain an understanding of internal control relevant to the audit in order (o design st procedunes that
arg Appropriate i tha CoumERBnoEs, bul nol lar the purpase Hmﬂ'ﬂﬂ an apinban an Lhe
elfectiveness af the Company's imbamal cantnol.

= Evaluate the appropriateness of acdunting policies used and the reasonablencss of accounting
estimates and related dischosures made by the Directors,

= Condude on the appropriateness of management’s use of the going concern basts of accownting and,
based o Chay pudR evigenos ablained, whether & material pneertainky exists related to events or
conditions that may st significant doubt on the Company s ability te conbines as a gaing concerm, 17 we
conclude that a makerial uncertainty exisis, we Are reguired b draw attention In our auditor's report to
the related ditclotures in the financial statements or, § such disclosures are inadequate, 1o medify our
opmnion, Qur conglusions ars based on the awdit evidence abtained up to the date of our auditor's repost,
Horweever, fulune events or condilions may cause the Company [o cease To Continug 5 @ geing concenm,

= [Ewvaluabe the overall presentation, structure and cantent of the separate financial statements, nclisding
thee disclosures, and whether the separate financial siatements represent the underdying transactions
and events in & manner that achieves far presentation.

Wihe comrmanicate with thote chamed with governance, identifed at an appropriate level as required by 154
Irabia, regarding, among other matters, the planned scope and liming of the audit snd significant audi
findings, indhuding ary significant deficiencies in intemnal control that we identify during our audst.

We alse provide those charged with governance with a statement that we have complied with relevant
ethical reguirements recasnding Independence applicable in [Laky, and 19 comemsunicale with tham all
relathonships and gifer matiers thal may reasonably be thought to bear an our mdependence and, whene
applicable, rebated safeguards.

From the matters commaunicated with those charged with governance, we detedmine thase mathers thal
were of most sipnificance in the audl of the financial statements of the current pericd and are therefore the
iy Swdil matiers, We desonbe these matters noour auditors’ report,

Other information communicated pursuant to art. 10 of the EU Regulation 537/2014

The Sharehalders' Mesting of Saball S.p A, has appointed us an April 28, 2009 as auditors of the Company
for the years from December 31, 20049 te December 31, 2017,

We declarg that wo have not provided prohibited non-aedit services referced Lo in art. 5 (1) of EU
Requlatien 53772014 and that we have remained independent of the Company in conducting the audit.

We confirm that the opinien on the separate fimancial statemments expressed in this report is consistent with
the additicnal report to the Board of Statutory Auditers, in its rele of Audit Committée, refermed bo in art. 11
of Lhe said Riegulaticn,
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Deloitte.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Opinion pursuant to art- 14, parsgraph 2 (8}, of Legislative Decree 39710 and art. 123-bis,
paragraph 4, of Loagislative Decree 58/98

Thir Directors of Sabal S.p A, are respanaible for the preparatian of the report on operaticns and the report
on forporate governance and pwnership structure of Sabal 5.p.A. 35 ab December 31, 2017, including their
consistency with the relabed separate inancial staterments snd thelr compliance with the law.

W mawe carmned cul the procodures 52 forth in the Auwditing Standand (S0 [alia) 0. 7308 in onder bo
eApress N opinion an the consistency of the neport on operations and some specfic nformation contained
in the report on corporate gowernance and awnership structure et farth in art. 123-bis, n. 4 of Legislative
Drecree SE/9E with the separate finandal statements of Sabaf 5.p.A0 as at December 31, 2017 and an their
compliance with the law, as well a5 to make a statement abeut any material msstatement.

In our opinicn, the above-menticned report on operations and Information cantained in the repart on
COrporate governance and cwership Structure ane consistent with the separate fnancial statements ol
Sabaf S.pA. &8 st December 31, 3017 and are prepared in accondance with the law,

‘With reference (o the staterment referred toin art, 14, paragraph 2 [2), of Legislative Deores 39710, made
on the basis of The knowledge and wnderstanding of the entity and of the related context acquired during
the audit, we have nothing Lo nepot,

BELOITTE & TOUCHE S.p-A.
Signed by

Andrea Restelli
Partrier

Brescia, 1Ealy
April 12, 2018

Tieks roport has been Cranslated info the Englsfh langusge solely
for the convenignog of infermadiona) reacers.
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SABAF S.P.A.

REPORT OF THE BOARD OF STATUTORY AUDITORS

TO THE SHAREHOLDERS' MEETING OF SABAF S.P.A.

in accordance with Art. 2429, 2nd paragraph of the Italian Civil Code

and Art. 153 of ltalian Legislative Decree no. 58/1998

Dear Shareholders,

We hereby report to you on the supervisory activity performed during the 2017 fi-
nancial year.

This report s prepared in accordance with Art. 2429, 2nd paragraph of the Italian Civil
Code and Art. 153 of Italian Legislative Decree no. 58/1998, in light of the CONSOB
recommendations, the Rules of Behaviour of the Board of Statutory Auditors of listed
companies issued by CNDCEC and the indications contained in the Corporate Gover-
nance Code of Borsa Italiana, which applies to your Company.

We note below the activity carried out.

1. Supervisory activity on compliance with the law
and the bylaws and respect of the principles of correct
administration

During the 2017 financial year, the Board of Statutory Auditors met on seven occa-
sions and attended nine meetings of the Board of Directors, five meetings of the
Control and Risk Committee, two meetings of the Company's Control Bodies (Board
of Statutory Auditors, Control and Risk Committee, Supervisory Body, Financial Re-
porting Officer, Head of the Internal Audit Function, Independent Auditing Company)
and a meeting of the Remuneration and Nomination Committee.

During the Board of Directors' meetings, the Board of Statutory Auditors obtained

information on the general management performance, on its outlook, as well as on

the most significant economic, financial and capital operations performed by the

Company and by its subsidiaries.

In that regard, it is noted that, during 2017:

e we have not identified or received information on any atypical and/or unusual
operations performed with third parties, with related parties or within the group.
That fact is also confirmed by the Directors in their management report;

e duringthefinancial year, there were no othertransactions of particularsignificance
for which specific information to shareholders is required in addition to that
already emerging from the Separate financial statements and the management
report, to which reference should be made;

e intra-group and related-party transactions are ordinary transactions of reduced
significance compared to the group's activity as a whole and are adequately
described by the directors in note no. 37 of the Separate Financial Statements and
innote no. 36 of the Consolidated Financial Statements to which the management
report refers. The Board of Statutory Auditors believes that the conditions under
which those operations were concluded are congruous and compliant with the
Company's interests;

e the Board of Statutory Auditors issued the opinions required by law and also
expressed its favourable opinion with reference to the work plan prepared by the
Head of the Internal Audit Function.

In conclusion, based upon the activity carried out, we have notidentified any violations

of the law and/or the bylaws or any manifestly imprudent or risky operations or ope-

rations in potential conflict of interest, in contrast with the resolutions passed by the
shareholders' meeting or such as to compromise the integrity of the company's assets.

2. Supervisory activity on the adequacy of the
organisational structure and the internal control system

The Board of Statutory Auditors supervised the existence of an adequate organisatio-

nal structure in relation to the company's dimensions.

In that regard, it is noted that the Company has for some time now adopted an Orga-

nisation Model compliant with the provisions of Italian Legislative Decree 231/2001,

which is regularly updated.

During the financial year, the Board of Statutory Auditors maintained a constant infor-

mation flow with the Supervisory Body.

The information acquired has not identified any critical issues with regard to the

correct implementation of the organisation model that must be highlighted in this

report.

With reference to the adequacy of the internal control system, the Board of Statu-

tory Auditors expresses its positive assessment and acknowledges that there are no

findings to be reported to the Shareholders' Meeting.

The sources of information on which the Board of Statutory Auditors was able to base

its assessment are as follows:

e periodic meetings with the Company assigned the Internal Audit Function and
with the Representative of that Function. During those meetings, the Board of
Statutory Auditors had the opportunity to assess the activity carried out and its
results. In that regard, it is noted that the Company itself performs the Internal
Audit Function also with reference to the strategic subsidiaries;

e periodic meetings with the Independent Auditing Company;

o the report of the Head of the Internal Audit Function on the Internal Control and
Risk Management System, examined during the meeting of the Control and Risk
Committee held on 6 February 2018;

e attendance at meetings of the Control and Risk Committee;

e the report of the Control and Risk Committee to the Board of Directors on the
activities carried out;

e meetings with the Financial Reporting Officer;

e examination of the company procedures, therein including those provided within
the Organisation Model adopted by Sabaf(and by the subsidiary Faringosi Hinges
S.r.l.)in application of Italian Legislative Decree 231/2001 and those established
by the Financial Reporting Officerin charge of preparing the corporate accounting
documents, in accordance with Italian Law 262/2005.
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3. Supervisory activity on the adequacy of the
administrative and accounting system and the auditing
activity

The Board of Statutory Auditors monitored the adequacy of the administrative and
accounting system and its reliability in providing a fair presentation of operational
transactions by:

e obtaining information from the Financial Reporting Officer;

e examining the procedures in support of the administration function;

e periodic meetings with the Company assigned the Internal Audit Function and
with the Representative of that Function;

e meetings and periodic reports of the Independent Auditing Company.

Based upon the gathered information, no findings have emerged.

The Chief Executive Officer and the Financial Reporting Officer have certified with a

specific report attached to the 2017 financial statements:

e theadequacy and effective application of the administrative and accounting pro-
cedures for preparing the financial statements;

e the conformity of the financial statements to the international accounting stan-
dards and their correspondence to the records of the accounting ledgers and
deeds as well as their suitability to provide a true and accurate representation
of the Company's financial position, the results of the operations and of the cash
flows.

Asimilar declaration has been made with reference to the consolidated financial sta-

tements.

The external audit was entrusted, by resolution of the shareholders' meeting dated

28 April 2009, to Deloitte &Touche S.p.A. for the period 2009/2017.

During the financial year, the Board of Statutory Auditors held periodic meetings with

representatives of the Independent Auditing Company during which no significant

data and information emerged that requires a mention in this report.

The procedures adopted in relation to the work plan submitted by the Independent

Auditing Company have been examined. We have also received the technical informa-

tion requested in relation to the accounting standards applied, as well as the accounts

representation criteria of the most significant economic, capital and financial facts.

It is also noted that the Independent Auditing Company submitted to the Board of

Statutory Auditors on 12 April 2018 the additional report required by Art. 11 of Regu-

lation (EU) no. 537/2014, which illustrates the results of the external audit and pro-

vides the other information required by the Regulation, including the declaration of

independence required by Art. 6, paragraph 2, letter a).

We note that the report does not reveal any significant shortcomings in the internal

control system for financial reporting and in the Company's accounting system.

As required by Art. 19, first paragraph, letter (a) of Legislative Decree No. 39/2010,

this report will be sent to the Board of Directors of the Company.

The Board of Statutory Auditors confirms that in the financial year just ended and up

to today's date no critical profile has emerged in relation to the independence of the

Independent Auditing Company.

Itis also acknowledged that the appendix to the Consolidated and Separate Financial

Statements indicates the fees for the year for services rendered by the Independent

Auditing Company. As can be seen from the table, no services (other than the audit)

prohibited pursuant to Art. 5, par. 1, of Regulation (EU) 537/2014 were rendered.

Itis also acknowledged that, with the approval of the 2017 Financial Statements, the

nine-year mandate of the Independent Auditing Company Deloitte & Touche S.p.a.

expires.

As envisaged by Art. 16 of Regulation (EU) no. 537/2014, the Board of Statutory Au-

ditors, in its role as Internal Control and Audit Committee, submitted to the Board

of Directors a reasoned recommendation containing the name of two Independent

Auditing Companies who are suitable to replace the one that expires, expressing pre-

ference for one of them.

This recommendation was developed following a detailed selection procedure that

was carried out in compliance with the provisions contained in the Regulation itself.

Finally, it is acknowledged that the supervisory activity described in this paragraph

and in the paragraph above has allowed the Board of Statutory Auditors to fulfil its
internal control and external audit committee function, pursuantto Art. 19 of Legisla-
tive Decree 39/2010, with respect to which it has no findings to report.

4. Proposals in relation to the separate Financial
Statements and the consolidated Financial Statements,
their ap]ProvaI and the matters under the remit of the
Board of Statutory Auditors

The Company prepared the 2017 financial statements in accordance with internatio-

nal accounting standards (IAS/IFRS).

The separate Financial Statements show a financial year profit of € 8,001,327 (€

2,459,688 in 2016) and a shareholders' equity of € 92,087,144 (€ 91,523,902 in

2016).

Those financial statements were audited by the Company Deloitte & Touche Spa,

which issued its report dated 12 April 2018 without findings or information requests.

The financial statements, together with the management report, were made available

to us within the time limits prescribed by the law and we have no particular comments

to report.

The Company has also prepared the 2017 consolidated financial statements of the

Sabaf Spa Group.

The consolidated financial statements show a profit for the year of € 14,916 thousand

(€9,009 thousand in 2016 - before adjustments pursuant to IFRS 3) and a sharehol-

ders' equity of € 115,055 thousand (€ 112,309 thousand in 2016 - before adjustments

pursuantto IFRS 3).

Those financial statements have also been subject to statutory audit by Deloitte &

Touche Spa, which issued its report on 12 April 2018 without findings or information

requests.

It is also acknowledged that the Independent Auditing Company expressed, in the

reports mentioned above, a positive opinion with regard to consistency with the fi-

nancial statements and compliance with the law with reference:

e tothe managementreport;

e to the information referred to in Art. 123-bis, paragraph 4, Legislative Decree
58/98 contained in the Report on Corporate Governance and Ownership Structure.

Insofar as the Board of Statutory Auditors is responsible, we supervised the general

layout of the separate financial statements and the consolidated financial statements,

verifying their compliance with the law and the relevant accounting standards.

In particular, the results of the impairment test carried out in accordance with 1AS 36

on the individual CGUs that coincide with the two equity investments were evaluated

("Hinges" CGU for Faringosi Hinges S.r.l. and “Professional burners” CGU for A.R.C.

S.rl).

In particular, itis noted that the test was carried out - for the purposes of the separate

financial statements - to assess the impairment of the value of investments and - for

the purposes of the consolidated financial statements - to assess the impairment of

the related goodwill values.

In this regard, it is noted that the Independent Auditing Company, in its reports, ac-

curately described the audit procedures carried out with reference to the impairment

tests, as "key aspects of the audit" and to which, therefore, the Board of Statutory

Auditors refers.

Finally, we acknowledge that no derogations have been made from the accounting

standards adopted.

209



5. Methods of concrete implementation of the corporate
governance rules

Your Company has accepted the Corporate Governance Code approved by the Corpo-

rate Governance Committee of listed companies.

In the annual Report on Corporate Governance and Ownership Structures, prepared

in accordance with Art. 123 bis of Italian Legislative Decree 58/1998, the Board of

Directors acknowledges the acceptance of the Corporate Governance Code and the

methods of concrete implementation of the corporate governance rules adopted by

the Company, in accordance with Art. 123 bis, 2nd paragraph, letter a).

During the financial year, the Board of Statutory Auditors supervised the methods

of concrete application of the corporate governance rules adopted by the Company

and, in that regard, it believes that they have been effectively and correctly applied.

Insofar as we are aware, we inform you of the following:

e the Board of Directors has checked the continued existence of the requirements
of independence for the directors qualified as such upon their appointment. The
Board of Statutory Auditors has checked the correct application of the assessment
criteria and procedures adopted by the Board;

 we have performed the self-assessment of the requirement of independence for
the members of the Board of Statutory Auditors, as required by the Corporate
Governance Code, both initially, after appointment and later, on an annual
basis (most recently during the meeting held on 08 March 2018), with methods
compliant with those adopted by the directors;

e we complied with the provisions of the regulations for the management and
processing of confidential and privileged corporate information.

6. Supervisory activity on relationships with Subsidiaries
and parent companies

The Board of Statutory Auditors supervised the adequacy of the instructions given by
the Company to the subsidiaries, in accordance with Art. 114, 2nd Paragraph of Italian
Legislative Decree 58/1998.

In that regard, it is noted that the Company, by way of the Managing Director, the
Administration, Finance and Control Director and the other executives with strategic
responsibilities, performs constant control over the operations of the subsidiaries,
also due to the use, by the same, of a common accounting and management system
(SAP), which is constantly accessible to management of the parent company.
Periodic meetings with the managementand the company in charge of Internal Audit
did not reveal any critical elements to be reported in this report.

Finally, we acknowledged that to date no communications have been received from
the Control Bodies of the Subsidiaries and/or parent companies containing findings
to be noted in this report.

7. Supervisory activity over operations with related
parties

In relation to the provisions of Art. 2391 bis of the Italian Civil Code, we acknowledge
that the Board has adopted a procedure for the regulation of Related-Party Transac-
tions, whose main objective is to define the guidelines and criteria for identifying
Related-Party Transactions and setting out roles, responsibilities and operating me-
thods so as to guarantee, for such transactions, adequate information transparency
and the related procedural and substantial correctness.

That procedure was prepared in compliance with what was established by the Con-
sob Regulation on Related Parties (no. 17221 dated 12 March 2010 as amended and
supplemented).

The Board of Statutory Auditors supervised the effective application of the rules by
the Company and it has no comments in that regard.

8. Supervisory activity on compliance with the provisions
of Articles 3 and 4 of Legislative Decree No. 254/2016
(consolidated non-financial statement)

In accordance with Legislative Decree no. 254/2016, the Board of Directors of your
Company prepared the "Consolidated non-financial statement".

We remind you that, in accordance with the provisions of the Decree, this Statement
"to the extent necessary to ensure understanding of the company's activities, per-
formance, results and impact, covers environmental, social and personnel issues,
respect for human rights and the fight against active and passive corruption, which
are relevant considering the Group's activities and characteristics”.

We acknowledge that the Independent Auditing Company KPMG S.p.a., in charge
pursuant to Art. 3, paragraph 10, of the Decree, today issued the certificate provided
for therein, confirming that, on the basis of the work carried out, no elements have
been brought to the attention of the auditor that would suggest that the Consolidated
Non-Financial Statement has not been drawn up in all significant aspects in complian-
ce with the requirements of articles 3 and 4 of the decree and the adopted reference
standards (GRI - G4).

The Board of Statutory Auditors supervised compliance with the provisions of Legisla-
tive Decree 254/2016 and has no observations to make on this subject in this report.

Conclusions

During the supervisory activity carried out during the financial year, no omissions,
censurable facts, irregularities or circumstances that require reporting to the Supervi-
sory Authority or a mention herein were identified.

Itis also acknowledged that the Board of Statutory Auditors has not received reports
inaccordance with Art. 2408 of the Italian Civil Code, nor has it become aware of cases
and/or lawsuits to be noted in this report.

With regard to the above, the Board of Statutory Auditors expresses a favourable opi-
nion on the approval of the separate financial statements and the proposal for the
allocation of netincome for the year made by the Board of Directors.

Ospitaletto, 13 April 2018

Chairman of the Board of Statutory Auditors
Antonio Passantino

Statutory Auditor
Enrico Broli

Statutory Auditor
Luisa Anselmi
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SEZIONE | - REMUNERATION POLICY

Sabaf S.p.A's General Remuneration Policy (hereinafter also "remuneration policy"),
approved by the Board of Directors on 22 December 2011 and updated on 20 March
2013, 4 August 2015 and 26 September 2017, defines the criteria and guidelines for
the remuneration of members of the Board of Directors, Executives with strategic re-
sponsibilities and members of the Board of Statutory Auditors.

The remuneration policy was prepared:

e pursuant to Article 6 of the Corporate Governance Code of listed companies,
approved in March 2010 and subsequent amendments and supplements;

e in line with Recommendations 2004/913/EC and 2009/385, which were
incorporated into law with Article 123-ter of the Consolidated Law on Finance
(TUF).

1. Corporate bodies and persons involved in preparing,
approving and implementing the remuneration policy

Shareholders’ meeting

e Determines the remuneration due to the members of the Board of Directors,
including a fixed amount and attendance fees

e Resolves compensation plans based on the allocation of financial instruments
with regard to directors and employees

e Gives a non-binding vote on the first section of the Report on Remuneration
(Remuneration Policy)

Board of directors

e Atthe suggestion of the Remuneration and Nomination Committee and subject
to the opinion of the Board of Statutory Auditors, determines the fee for Directors
holding specific positions

 Defines the remuneration policy of Executives with strategic responsibilities

e After obtaining the opinion of the Remuneration and Nomination Committee,
resolves to sign Non-competition agreements with regard to the Chief Executive
Officerand to executives

e At the suggestion of the Remuneration and Nomination Committee, defines
incentive plans based on short- and long-term variable remuneration to be
assigned to the Chief Executive Officer and to the Executives with strategic
responsibilities

e At the suggestion of the Chief Executive Officer, defines the incentive plans
based on short-term variable remuneration for company Management and other
employees

e At the suggestion of the Remuneration and Nomination Committee, resolves to
assign non-monetary benefits to executives

e Makes proposals to the Shareholders' Meeting on compensation plans based on
the allocation of financial instruments with regard to directors and employees

e Prepares the Report on Remuneration pursuant to Article 123-ter of the
Consolidated Law on Finance and Article 84-quarter of the Issuers’ Regulations

No independent experts or advisors contributed to the preparation of the policy, nor
were the remuneration policies of other companies used for reference purposes. The
Board of Directors is responsible for properly implementing the remuneration policy.

Remuneration and nomination committee

e Makes proposals to the Board of Directors, in the absence of the persons directly
concerned, for remuneration of the Chief Executive Officer and Directors holding
specific positions

e Examines, with the support of the Human Resources Department, the policy
for the remuneration of executives, with a special attention to Executives with
strategic responsibilities

e Makes suggestions and proposals to the Board of Directors concerning the setting
of targets on which the annual variable component and long-term incentives for
the Chief Executive Officer and Executives with strategic responsibilities should
be dependent, in order to ensure alignment with shareholders’ long-term
interests and the company's strategy

e Assesses the level of achievement of the short- and long-term variable incentive
targets of Directors and executives

e Prepares the proposals to the Board of Directors of compensation plans based on
financial instruments

e Assesses the adequacy, actual application and consistency of the remuneration
policy, also with reference to the actual company performance, making
suggestions and proposals for change

e Follows the development of the regulatory framework of reference and best
market practices on remuneration, getting inspired by them for formulating
the remuneration policy and identifying aspects for improving the Report on
Remuneration

The Remuneration and Nomination Committee currently in office comprises four
non-executive members, the majority of them independent (Fausto Gardoni, Giusep-
pe Cavalli, Renato Camodeca and Alessandro Potesta), with the knowledge and expe-
rience in accounting, finance and remuneration policies that is deemed adequate by
the Board of Directors.

Board of statutory auditors

e TheBoard of Statutory Auditors expresses the opinions required by the regulations
in force on proposals for remuneration of Directors holding specific positions

e The Board of Statutory Auditors, i.e. the Chairman of the Board of Statutory
Auditors or another Statutory Auditor designated by him/her can attend the
meetings of the Remuneration and Nomination Committee

Human resources department
Actually enacts what is decided upon by the Board.
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2. Purpose of the remuneration policy
The Company's intention is that the Remuneration Policy:

e Ensures the competitiveness of the company on the labour market and attracts,
motivates and increases the loyalty of persons with appropriate professional
expertise

e Protects the principles of internal equity and diversity

e Bringsthe interests of the management into line with those of the shareholders

e Favours the creation of sustainable value for shareholders in the medium to long
term, and maintains an appropriate level of competitiveness for the company in
the sector in which it operates

attracts,
motivates
and increases the

brings the
interests of the
management into line
with those of the

SHAREHOLDERS

loyalty of
PERSONS

with appropriate
professional expertise

favours the creation of

SUSTAINABLE
VALUE

for shareholders

protects the
principles of

INTERNAL
EQUITY

and diversity

in the medium
to long term

3. Remuneration policy guidelines and instruments

The definition of a fairand sustainable remuneration package takes into account three
main tools:

e Fixed remuneration

e \Variable remuneration (short-and medium- to long-term)

o Benefits

Each remuneration component is analysed below.

Fixed annual component

The fixed component of the remuneration of the Directors is such that it is able to
attract and motivate individuals with appropriate expertise for the roles entrusted to
them within the Board, and is set with reference to the remuneration awarded for the
same positions by other listed Italian industrial groups of a similar size.

The Shareholders' Meeting decides on the remuneration of the members of the Board
of Directors, including a fixed amount and attendance fees.

With regard to the remuneration for Directors holding special offices, the Board of
Directors, at the proposal of the Remuneration and Nomination Committee and
subject to the opinion of the Board of Statutory Auditors, determines the additional
fixed remuneration.

Directors who sit on committees formed within the Board (Internal Control and Risk
Committee, Remuneration and Nomination Committee) are granted remuneration
thatincludes a fixed salary and attendance fees intended to reward the commitment
required of them.

Executives with strategic responsibilities are paid a fixed annual remuneration,
determined so that it is sufficient in itself to guarantee an appropriate basic salary
level, even in the event that the variable components are not paid owing to a failure
to reach the targets.

The members of the Board of Statutory Auditors are paid a fixed remuneration, the
amount of which is determined by the Shareholders' Meeting, at the time of their
appointment.

CORPORATE OFFICES

COMPONENTS OF THE

REMUNERATION

FIXED COMPONENTS

EXECUTIVE

DIRECTORS '

Fixed remuneration for
the office of Director

Fixed remuneration

NON-EXECUTIVE

DIRECTORS

Fixed remuneration
for the office of
Director

MEMBERS OF
COMMITTEES
WITHIN THE BOD

Fixed remuneration
for Directors members
of committees within
the BoD

EXECUTIVES WITH
STRATEGIC

RESPONSIBILITIES

Collective National
Contract for Industrial

STATUTORY

AUDITORS

Fixed remuneration

for Directors holding

- o Attendance fee
special positions

Short-term variable component (annual)

The Board of Directors, at the suggestion of the Remuneration and Nomination

Committee and in accordance with the budget, defines an MBO plan, for the benefit of:

e Executives with strategic responsibilities

o otherpersons, identified by the Chief Executive Officer, among the managers who
report directly to him or who report to the aforementioned managers

This plan sets a common target (Group EBIT, which is considered to be the Group's main
indicator of financial performance) and quantifiable and measurable individual targets
economic-financial, technical-productive and/or socio-environmental in nature.

Managers

Attendance fee

The targets of the Chief Executive Officer and of the Executives with strategic
responsibilities are decided by the Board of Directors, at the suggestion of the
Remuneration and Nomination Committee, in accordance with the budget.

The targets of the other beneficiaries of the incentive plans are defined by the Chief
Executive Officer, in accordance with the budget.

Non-executive directors are not granted any variable remuneration.
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Long-term variable component

At the suggestion of the Remuneration and Nomination Committee, and after
obtaining the opinion of the Board of Statutory Auditors, the Board of Directors
approves a long-term financial incentive, for the benefit of:

e Chief Executive Officer

e Executives with strategic responsibilities

ANNUAL MBO

RELATED TO THE ANNUAL BUDGET

The long-term financial incentive is dependent on measurable and predetermined
performance targets relating to the creation of value for shareholders over the long
term and extends over three years coinciding with the mandate of the Board of
Directors (2015-2017; 2018-2020; etc.).

The performance targets, set in accordance with the three-year business plan, are
proposed by the Remuneration and Nomination Committee to the Board of Directors,
as the body responsible for approving the long-term financial incentive.

LONG TERM INCENTIVES (LTI)

RELATED TO THE THREE-YEAR PLAN --eererereeeeees

N J

( TARGET N TARGET )
EXECUTIVE
DIRECTORS* OTHER PERSONS . ECUTIVES
e e EXECUTIVE OFFICER WITHSTRATECIC
EXECUTIVES CHIEF EXECUTIVE RESPONSIBILITIES
WITH STRATEGIC OFFICER
RESPONSIBILITIES

/
.

( COMMON TARGETS )C INDIVIDUAL TARGETS )

GROUP EBIT ECONOMIC/FINANCIAL

TECHNICALAND PRODUCTIVE

COMPONENTS OF THE REMUNERATION

SHORT-TERM VARIABLE
COMPONENT

VARIABLE COMPONENTS

EXECUTIVE DIRECTORS AND OTHER
EXECUTIVES WITH STRATEGIC
RESPONSIBILITIES

Annual MBO plan based on achieving a com-
mon target and individual targets

Dependent on predetermined and measurable performance targets relating
to the creation of value for shareholders over a long-term horizon and overa
time horizon of three years, coinciding with the mandate of the BoD

CORPORATE OFFICES

OTHER PERSONS IDENTIFIED BY THE
CEO

Annual MBO plan based on achieving
a common target and individual targets

LONG-TERM VARIABLE
COMPONENT

Non-monetary benefits

e Third-party civil liability insurance policy: The Company has taken out a third-
party civil liability insurance policy in favour of directors, statutory auditors and
executives for unlawful acts committed in the carrying-out of their respective du-
ties, in violation of obligations established by law and the Articles of Association,
with the sole exclusion of deliberate intent. The taking-out of this policy is appro-
ved by the Shareholders’ Meeting.

e Lifeinsurance policy and cover for medical expenses: The Company also provi-
desa life insurance policy and cover for medical expenses (FASI) for executives, as
established by the Collective National Contract for Industrial Managers; moreo-
ver, it has taken out an additional policy to cover medical expenses not covered by
FASI reimbursements.

e Company cars: At the suggestion of the Remuneration and Nomination Commit-
tee, the Board of Directors also assigns company cars to executives.

e Accommodation costs: At the suggestion of the Remuneration and Nomination
Committee, the Board of Directors can provide for housing to be made available
to executives, for the possibility to reimburse the rent of the house or for the tem-
porary reimbursement of the costs of accommodation in a hotel.

LTI dependent on measurable and
predetermined performance targets relating
to the creation of value for shareholders over a
time horizon of three years

N/A

Incentives based on financial instruments

Any compensation plans based on the allocation of financial instruments with regard
to directors and employees are resolved by the Shareholders' Meeting at the sugge-
stion of the Board of Directors.

Entry bonus
With the aim of attracting highly professional individuals, the Board may decide to
give entry bonuses to newly hired executives.

Indemnity against the early termination of employment
There is an agreement for the Chief Executive Officer regulating ex ante the economic
part concerning the early termination of the employment relationship.

There are no agreements for other Directors or other Executives with strategic respon-
sibilities regulating ex ante the economic part concerning the early termination of
the employment relationship. For the end of the relationship for reasons other than
just cause orjustified reasons provided by the employer, it is the Company's policy to
pursue consensual agreements to end the employment relationship, in accordance
with legal and contractual obligations.

* Excluding the Chairman and Vice Chairmen
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The Company does not provide directors with benefits subsequent to the end of their
mandate.

The Company has entered into Non-competition agreements with the Chief Executive
Officer and with certain executives who report to him, the terms of which were
approved by the Board of Directors, after obtaining the opinion of the Remuneration
and Nomination Committee.

Claw back clauses

As from 2018, the Company established mechanisms for the ex-post adjustment of
the variable remuneration componentor claw back clauses to demand the return of all
or part of the variable components of remuneration paid out (or to withhold deferred
sums), which were determined on the basis of data subsequently found to be clearly
incorrect.

Remuneration for offices in subsidiaries

Directors and other executives with strategic responsibilities may be paid
remuneration - exclusively as a fixed amount - for offices held in subsidiaries. In
addition to the approval of the subsidiaries' corporate bodies, this remuneration is
subject to the favourable opinion of the Remuneration and Nomination Committee.

CORPORATE OFFICES

COMPONENTS OF

EXECUTIVES WITH
THE REMUNERATION EXECUTIVE DIRECTORS NOI:I'I;EEXCET%URT;VE STRATEGIC STATUTORY
RESPONSIBILITIES
Third-party liability
insurance policy
NON.- Life insurance policy, policy
MONETARY Third-party liability Third-party liability to cover medical expenses Third-party liability
insurance policy insurance policy (FASI), policy for insurance policy
BENEFITS .
supplementary medical
expenses
Benefits Company cars
and other
components

OFFICES IN Fixed remuneration for N/A Fixed remuneration for N/A
SUBSIDIARIES offices in subsidiaries offices in subsidiaries
INDEMNITY .
AGAINSTTHE | Remuneration for Non-com- Remuneration for
EARLY TERMI- petition agreement (only for N/A Non-competition N/A
NATION OF Chief Executive Officer) agreement
EMPLOYMENT
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4. Remuneration of the Board of Directors, Chairman and
Vice Chairmen of the Board of Directors, Chief Executive
Officer, Executives with strategic responsibilities and
Board of Statutory Auditors

Remuneration of the board of directors

The Shareholders’ Meeting is responsible for determining the annual gross
remuneration (maximum amount) due to the Directors, including a fixed amountand
attendance fees.

The members of the Board are covered by a third-party civil liability insurance policy
for unlawful acts committed in the exercise of their respective duties, in violation of
obligations established by law and the Articles of Association, with the sole exclusion
of deliberate intent. The taking-out of this policy is approved by the Shareholders’
Meeting.

Remuneration of the chairman of the board of directors and vice
chairmen

Sabaf S.p.A. makes it a practice to appoint as Chairman and Vice Chairmen members
of the Saleri family, principal shareholder of the Company through the company
Giuseppe Saleri S.a.p.A.. No variable remuneration is paid to these directors, even if
executive directors, but only remuneration in addition to those of directors for special
offices held.

Remuneration of the chief executive officer

The remuneration of the Chief Executive Officer includes the following components:

* Fixed remuneration for the office of Director: the Chief Executive Officeris the
recipient of the fixed remuneration for the office of Director (pursuant to Article
2389 paragraph [ Italian Civil Code).

e Third-party civil liability insurance policy: The Company has taken out a third-
party civil liability insurance policy for unlawful acts committed in the carrying-
out of their respective duties, in violation of obligations established by law and
the Articles of Association, with the sole exclusion of deliberate intent. The taking-
out of this policy is approved by the Shareholders’ Meeting.

¢ Long-term variable component: the long-term financial incentive is dependent
on the achievement of performance targets, proposed by the Remuneration and
Nomination Committee to the Board of Directors, and extends over three years,
coinciding with the mandate of the Board of Directors At the time of approval, the
Board of Directors decides on the maximum amount of the long-term variable
component, the methods and timing for its payment.

If the Chief Executive Officer is also assigned an executive management role
within the Sabaf Group, the Board decides on the assignment of the following
additional remuneration instruments:

Fixed annual gross salary: the fixed remuneration is determined so that it is suf-
ficient in itself to guarantee an appropriate basic salary level, even in the event
that the variable components are not paid owing to a failure to reach the targets.

e Non-competition agreement: assignment of a fixed annual remuneration
against the signing of a Non-competition Agreement with the Company.

e Short-term variable component: annual incentive, dependent on the
achievement of the targets envisaged by the MBO plan, approved by the Board
of Directors at the suggestion of the Remuneration and Nomination Committee.
On the occasion of the annual approval, the Board of Directors decides on the
maximum amount of the annual variable component, the methods and timing
for its payment.

o Benefits: the benefits envisaged for the management of the Company can be
assigned: Life insurance policy and cover for medical expenses, assignment of
company car; reimbursement of the rent for the house.

Remuneration of executives with strategic responsibilities

e Fixed annual gross remuneration: Employment relationships with Executives
with strategic responsibilities are regulated by the Collective National Contract
for Industrial Managers. In this regard, fixed remuneration is determined so that
itis sufficient in itself to guarantee an appropriate basic salary level, even in the
event that the variable components are not paid owing to a failure to reach the
targets.

e Short- and long-term variable components: Executives with strategic
responsibilities are the recipients of short- and long-term MBO plans (ref.
paragraph 3). At the time of approval of short- and long-term incentive plans, the
Board of Directors is responsible for setting the maximum amounts of variable
remuneration, the methods and timing for the payment of this remuneration.

o Benefits: Executives with strategicresponsibilities receive the benefits envisaged
for the management of the Company (Life insurance policy and cover for medical
expenses); assignment of company car) and are covered by an occupational risk

policy.

Remuneration of the board of statutory auditors

The amount of remuneration for Statutory Auditors is set by the Shareholders'
Meeting, which establishes a fixed amount for the Chairman and the other Statutory
Auditors.

The members of the Board are covered by a third-party civil liability insurance policy
for unlawful acts committed in the exercise of their respective duties, in violation of
obligations established by law and the Articles of Association, with the sole exclusion
of deliberate intent. The taking-out of this policy is approved by the Shareholders’
Meeting.
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SECTION II - REMUNERATION OF THE MEMBERS OF THE BOARD OF DIRECTORS
AND THE BOARD OF STATUTORY AUDITORS AND OTHER EXECUTIVES WITH

STRATEGIC RESPONSIBILITIES IN 2017

This section, by name of Directors and Statutory Auditors:

e Describes each of the items that make up the remuneration, showing their
consistency with the remuneration policy of Sabaf

e Analytically illustrates the remuneration paid in the financial year under review
(2017), for any reason and in any form, by the Company or by subsidiaries or
affiliates, identifying any components of this remuneration that relate to activities
undertaken in previous years to the year under review

The components of the remuneration paid to directors
for2017

The remuneration paid to directors for 2017 consisted of the following components:
e Anannual fixed remuneration, approved by the Shareholders' meeting of 5 May
2015 (and subsequently amended by the Shareholders' meeting of 28 April 2016)
that the Board of Directors decided to divide, in compliance with the maximum
limitof € 995,000 established by the Shareholders' Meeting, as follows:
- €15,000 assigned to each director without distinction
€ 10,000 assigned to each member of the committees set up within the
Board itself (Internal Control and Risk Committee and Remuneration and
Nomination Committee)
Additional remuneration of € 480,000 divided among Directors holding
special positions (Chairman and Vice Chairmen) as detailed in the table
below
Remuneration of € 100,000, decided by the Board of Directors of 3 August
2017, assigned as a one-off indemnity to the director Gianluca Beschi, as
remuneration for the office of ad interim Chief Executive Officer held from 27
April to 12 September 2017
Remuneration of € 10,000, decided by the Board of Directors of 3 August
2017, assigned to the director Pietro lotti, appointed by the Shareholders'
meeting of 20 July 2017, who was appointed Chief Executive Officer as from
12 September 2017
e An attendance fee of € 1,000, due to non-executive directors only, for every
occasion on which they attend Board of Directors’ meetings and the meetings of
committees formed within the Board
Afixed remuneration component for employment and a fixed remuneration for offi-
ces in subsidiaries are paid to executive directors appointed as executives.

With reference to variable components, which are intended only for executive direc-

tors (excluding the Chairman and Vice Chairmen), the following is pointed out:

e In relation to the annual variable incentive plan established for 2016, given the
failure to reach the assigned targets, no remuneration accrued in the previous
financial year and, therefore, no remuneration was paid in 2017

e With reference to the annual incentive plan for 2017, the Director Gianluca Beschi
accrued variable remuneration of € 36,128 for the achievement of the targets of
the 2017 MBO plan. Its paymentis deferred and dependent upon the continuation
of the employment relationship. Remuneration was paid to the Chief Executive
Officer Pietro lotti on a pro rata basis as from the date of his appointment

e With reference to the long-term incentive plan, dependent on three-year
performance targets (2015-2017), the Director Gianluca Beschi accrued
remuneration of € 72,474; this variable component is paid in full following the
approval of the 2017 financial statements

There are no incentive plans based on financial instruments outstanding.

On 3 August 2017, the Board of Directors, at the suggestion of the Remuneration and

Nomination Committee, decided to grant the Chief Executive Officerand General Ma-

nager (Pietro lotti) a gross all-inclusive indemnity for termination of employment re-

lationship of € 700,000. This amount will be recognised in one of the following cases:

e Failure to renew the three-year office and/or removal without just cause before
the expiry of the renewal

e Failure to re-appoint for the period after the renewal, or if the removal of the office
takes place without "just cause" after the renewal

e Resignation of the Chief Executive Office, if handed in due to the existence of a
“just cause”

Moreover, the Company entered into a Non-competition agreement with the Chief
Executive Officer valid for twelve months after termination of the employment re-
lationship, which envisages the payment of an additional component of the annual
salary of € 30,000, against the commitment of Pietro lotti not to work for subjects
that carry on/will carry on competing activities in Italy, Spain, Turkey, Brazil and China.

Finally, following the resignation of the Director Alberto Bartoli, in 2017 the condi-
tions for the payment of the consideration related to the Non-competition Agreement
of € 290,000 signed with the Company took shape. In 2017, a consideration of €
116,000 (40% of the total) was paid; the payment of the remaining amounts is defer-
red in two tranches that will be paid in 2018 (€ 58,000, equal to 20% of the total) and
in 2019 (€ 116,000, equal to 40% of the total).

Remuneration of Statutory Auditors for 2017

The remuneration paid to the Statutory Auditors for 2017 consists of a fixed
remuneration determined by the Shareholders' Meeting of 5 May 2015.

The remuneration of other executives with strategic
responsibilities for 2017

The remuneration of other executives with strategic responsibilities (three persons)

consists of a fixed remuneration for employment totalling € 384,624, and following

variable remuneration:

e With reference to the variable incentive plan (MBO) of 2016, during 2017,
remuneration totalling € 33,050 was paid

e With reference to the variable incentive plan (MBO) for 2017, remuneration
totalling € 86,462 accrued. Its payment is deferred and dependent upon the
continuation of the employment relationship

o With reference to the long-term variable incentive plan, dependent on three-year
performance targets (2015-2017), remuneration of € 62,157 accrued for the only
executive with strategic responsibilities identified as such before passing the
resolution of the three-year plan

Remuneration totalling € 96,500 was also disbursed by subsidiaries.

There are no incentive plans based on financial instruments outstanding.
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For a breakdown of the remuneration paid in 2017, please refer to the tables below
(Table 1 and Table 2), which contain remuneration paid to Directors and Statutory Au-
ditors, and, at the aggregate level, to other executives with strategic responsibilities,
taking into account any office held for a fraction of a year. Remuneration received
from subsidiaries and/or affiliates, with the exception of that waived or paid back to
the Company, is also indicated separately.

With particular reference to Table 1, the column:

e “Fixed remuneration” shows, for the portion attributable to 2017, the fixed
remuneration approved by the Shareholders' meeting (and distributed with
resolution of the Board of Directors), including the remuneration received for the
carrying-out of special offices (pursuant to Article 2389, paragraph 3, Italian Civil
Code); attendance fees as approved by the Board of Directors; employee salaries
due for the year gross of social security contributions and income taxes owed by
the employee

e "Remuneration for attendance at Committee meetings", shows, for the portion
relating to 2017, the remuneration due to directors who attended the meetings of
the Committees set up within the Board and the related attendance fees

e “"Bonus and other incentives” includes the variable remuneration accrued during
the year, for monetary incentive plans. This value corresponds to the sum of the
amounts provided in Table 2 in the "Bonus for the year - payable/paid", "Bonus of
previous years - payable/paid" and "Other bonuses" columns

e "Non-monetary benefits" shows, according to accrual and tax liability criteria, the
value of outstanding insurance policies and the company cars assigned

e "Other remuneration" shows, for the portion attributable to 2017, any other
remuneration resulting from other services provided

e “Indemnity for end of office or termination of employment relationship”, shows
the indemnities accrued, even if notyet paid, in favour of directors for termination
of offices during the financial year in question, with reference to the financial
year in which the effective termination of office occurred. Indemnities for Non-
competition commitments, which are paid upon termination of office, are also
indicated

e "Total" shows the sum of the amounts provided under the previous items

Fora breakdown of other items, see attachment 3A, statement 7-bis and 7-ter of Con-
sob Regulation 11971 of 14 May 1999.

Table 2 contains information on monetary incentive plans for members of the admi-
nistration body and other executives with strategic responsibilities; in particular, it
shows:

For the section "Bonus for the year”

e In the column "Payable/Paid", the bonus accrued for the year for the targets
reached during the year and paid or payable because not subject to further
conditions (known as upfront fee)

e The column "Deferred” shows the bonus dependent on the targets to be reached
during the year but not payable because subject to further conditions (known as
deferred bonus)

For the section "Bonus of previous years”

e The column "No longer payable” shows the sum of bonuses deferred in previous
years still to be paid at the beginning of the financial year and no longer payable
for failure to meet the conditions to which they are subject

e The column "Payable/Paid” shows the sum of bonuses deferred in previous years
still to be paid at the beginning of the financial year and paid during the year or
payable

e The column "Still deferred” shows the sum of bonuses deferred in previous years
still to be paid at the beginning of the financial year and still deferred

Lastly, the column "Other bonuses” shows the bonuses for the year not explicitly in-
cluded in specific ex ante defined plans.

Finally, pursuant to Article 84-quarter, paragraph four of the Consob Issuers' Regu-
lations, Table 3 shows shareholdings in Sabaf S.p.A. held by directors and executives
with strategic responsibilities, as well as their non-separated spouses and dependent
children, directly or through subsidiaries, trust companies or third parties, as shown
inthe shareholder register, communications received and other information acquired
from the same parties. This includes all persons who held office during the year, even
foronly part of the year. The number of shares held is shown by individual directorand
in aggregate form for executives with strategic responsibilities.
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TAB. 1 - Remuneration paid to members of the Board of Directors and Board of Statutory

Auditors and other executives with strategic responsibilities in 2017

FIGURES IN EURO

Indemnity
Remuneration Variable Non- Fair Value for end of
Name and Period Expi " Fixed for attendance : Other of equity office or
‘ xpiry of office : : remuneration monetary : o
surname of office remuneration | at Committee : . remuneration remunera- | termination of
: (non equity) benefits :
meetings tion employment
relationship
Bonus
and other | Profit sharing
incentives
BOARD OF DIRECTORS
. Approval of
e e il LI 0 (R mene ey
Saleri Dec 2017
statements
() Remuneration at Sabaf S.p.A. @ 120,000 (@ 0 0 0 0 0 120,000 0 0
(I) Remuneration from subsidiaries and affiliates 8,000 0 0 0 0 0 8,000 0 0
(1) TOTAL 128,000 0 0 0 0 0 128,000 0 0
(a) Of which € 15,000 as Director and € 105,000 as Chairman
. Approval of
Ettore Vice 1Jan- 31 ) .
Saleri Chairman | Dec 2017 AU |
statements
() Remuneration at Sabaf S.p.A. @ 140,000 (@ 0 0 0 0 0 140,000 0 0
(Il) Remuneration from subsidiaries and affiliates 8,000 0 0 0 0 0 8,000 0 0
(1) TOTAL 148,000 0 0 0 0 0 148,000 0 0
(a) Of which € 15,000 as Director and € 125,000 as Chairman
N . Approval of
Cinzia Vice 1 Jan - 31 N .
Gl | et | Broaay | 2O e
statements
() Remuneration at Sabaf S.p.A. @ 140,000 (@ 0 0 0 0 0 140,000 0 0
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 140,000 0 0 0 0 0 140,000 0 0
(a) Of which € 15,000 as Director and € 125,000 as Vice Chairman
Roberta Vice 1 Jan - 31 2A01p;;?r:|:;:I
Forzanini | Chairman | Dec 2017
statements
() Remuneration at Sabaf S.p.A. @ 140,000 (@ 0 0 0 0 0 140,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 140,000 0 0 0 0 0 140,000 0 0

(a) Of which € 15,000 as Director and € 125,000 as Vice Chairman
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Indemnity
Remuneration Non- Fair Value of for end of
Name and Period : : Fixed for attendance | Variable remuneration Other : office or
o Expiry of office : : : monetary : equity remu- -
surname of office remuneration | at Committee (non equity) 5 remuneration : termination of
: benefits neration
meetings employment
relationship
Bor;:‘lgeann‘?vzlher Profit sharing
Chief Approval of
glab::;? Executive lanz_oi; 2017 financial
Officer P statements
() Remuneration at Sabaf S.p.A @ 0 0 0 0 0 0 0 0 290,000 @
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(Ill) TOTAL 0 0 0 0 0 0 0 0 290,000
(a) Remuneration accrued upon termination of office (Non-competition Agreement), paid in three years: 2017, 2018, 2019
. Chief Approval of
F;'::::’ Executive 1;::;61371 2017 financial
Officer statements
() Remuneration at Sabaf S.p.A.(@)(P) 93,077 @ 0 83333 | 0 6,765 0 183,175 0 0
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
() TOTAL 93,077 0 83,333 0 6,765 0 183,175 0 0
(a) Of which € 10,000 as Director and € 83,077 as General Manager
(b) Of which € 50,000 as entry bonus and € 33,000 paid on a pro rata basis
. Approval of
Glanlucia S | L S e
Beschi Dec 2017
statements
() Remuneration at Sabaf S.p.A. (@)(F) 259,315 (@ 0 108,602 °) 0 12,929 0 380,846 0 0
(I) Remuneration from subsidiaries and affiliates 43,000 0 0 0 0 0 43,000 0 0
(1) TOTAL 302,315 0 108,602 0 12,929 0 423,846 0 0
(a) Of which € 15,000 as director, € 100,000 as Chief Executive Officer ad interim, and € 144,315 as Administration, Finance and Control Director
(b) Remuneration accrued in the year with reference to the 2017 MBO plan and Long-term Incentive Plan — for details, please refer to what is shown in Tab. 2
Approval of
Renato Director | Li2n- gl 2017 financial
Camodeca Dec 2017
statements
() Remuneration at Sabaf S.p.A. @(®) 24,000 @ | 27,000 ®) 0 0 0 0 51,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(Ill) TOTAL 24,000 27,000 0 0 0 0 51,000 0 0

(a) Of which € 15,000 as director and € 9,000 in board meeting attendance fees

(b) Of which € 20,000 as a member of the Internal Control and Risk Committee and the Remuneration and Nomination Committee (i.e., € 10,000 each) and € 7,000 in Committee meeting

attendance fees
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Indemnity

Remuneration Non- Fair Value of forend of
Name and Period : " Fixed for attendance | Variable remuneration Other : office or
. Expiry of office : : . monetary : equity remu- o
surname of office remuneration | at Committee (non equity) : remuneration : termination of
: benefits neration
meetings employment
relationship
Bor;#seanrl?‘/gzher Profit sharing
. Approval of
EHIEERIE | g | Lt
Cavalli Dec 2017
statements
() Remuneration at Sabaf S.p.A. (@)®) 23,000 @ | 27,000 ® 0 0 0 0 50,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 23,000 27,000 0 0 0 0 50,000 0 0

(a) Of which € 15,000 as director and € 8,000 in board meeting attendance fees
(b) Of which € 20,000 as a member of the Internal Control and Risk Committee and the Remuneration and Nomination Committee (i.e., € 10,000 each) and € 7,000 in Committee meeting
attendance fees

g::'::‘:‘i Director L:inzbf; 2A0":;rf§:1v:rl;;

statements
() Remuneration at Sabaf S.p.A. (@)®) 24,000 @ | 15,000 ® 0 0 0 0 39,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 24,000 15,000 0 0 0 0 39,000 0 0

(a) Of which € 15,000 as director and € 9,000 in board meeting attendance fees
(b) Of which € 10,000 as a member of the Remuneration and Nomination Committee and € 5,000 in Committee meeting attendance fees

. Approval of

Picehi | Director | potory | 2017 fnancia
() Remuneration at Sabaf S.p.A (@)(b)(c) 22,000 @ | 14,000 (¥ 0 0 0 15,000 ) | 51,000 0 0
() Remuneration from subsidiaries and affiliates () 0 0 0 0 0 5,000© | 5,000 0 0
(1) TOTAL 22,000 14,000 0 0 0 20,000 | 56,000 0 0

(a) Of which € 15,000 as director and € 7,000 in board meeting attendance fees
(b) Of which € 10,000 as a member of the Internal Control and Risk Committee and € 4,000 in Committee meeting attendance fees
(c) Of which € 15,000 as member of the Sabaf S.p.A. Supervisory Body and € 5,000 as member of the Supervisory Body of the subsidiary Faringosi Hinges S.r.|.

panta | Director | 193731 P!
statements
() Remuneration at Sabaf S.p.A. @ 23,000 @ 0 0 0 0 0 23,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(I1l) TOTAL 23,000 0 0 0 0 0 23,000 0 0

(a) Of which € 15,000 as director and € 8,000 in board meeting attendance fees

Approval of
Alessanqro Director G E 2017 financial
Potesta Dec 2017
statements
() Remuneration at Sabaf S.p.A. @ 21,000 @ 0 0 0 0 0 21,000 0 0
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 21,000 0 0 0 0 0 21,000 0 0

(a) Of which € 15,000 as director and € 6,000 in board meeting attendance fees
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Indemnity

Remuneration Non- Fair Value forend of

Fixed for attendance | Variable remuneration Other of equity office or
: : : monetary : o

remuneration | at Committee (non equity) benefits remuneration remunera- | termination of

meetings tion employment

relationship

Name and Period
surname of office

Expiry of office

Bonus and other

incentives Profit sharing

BOARD OF STATUTORY AUDITORS

. Approval of
U I e I < 2017 financial
Passantino Dec 2017
statements
(I) Remuneration at Sabaf S.p.A. 24,000 0 0 0 0 0 24,000 0 0
(Il) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 24,000 0 0 0 0 0 24,000 0 0
. Approval of
SRS e | e S e
Anselmi Dec 2017
statements
(I) Remuneration at Sabaf S.p.A. 16,000 0 0 0 0 0 16,000 0 0
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(1) TOTAL 16,000 0 0 0 0 0 16,000 0 0
. Approval of
Enrico Statutory | 1 Jan - 31 N N
Broli Auditor | Dec 2017 | 2017 financial
statements
(I) Remuneration at Sabaf S.p.A. 16,000 0 0 0 0 0 16,000 0 0
(I) Remuneration from subsidiaries and affiliates 0 0 0 0 0 0 0 0 0
(Ill) TOTAL 16,000 0 0 0 0 0 16,000 0 0

Indemnity

Remuneration Non- FairValue | forendof
Fixed for attendance | Variable remuneration Other of equity office or

Name and Period of

surname i Expiry of office

q p o monetar q o
remuneration | at Committee (noneqmty) benefitsy remuneration remunera- | termination of

meetings tion employment
relationship

Bonus and other

incentives Profit sharing

OTHER EXECUTIVES WITH STRATEGIC RESPONSIBILITIES

Other executives 1 Jan- 31
with strategic D ar|2017 n/a
responsibilities (3) ec
() Remuneration at Sabaf S.p.A. @ 384,624 0 148,619@| 0 39,024 0 572,267 0 0
(Il) Remuneration from subsidiaries and affiliates 96,500 0 0 0 0 0 96,500 0 0
(Ill) TOTAL 481,124 0 148,619 0 39,024 0 668,767 0 0

(a) Remuneration accrued in the year with reference to the 2017 MBO plan and Long-term Incentive Plan — for details, please refer to what is shown in Tab. 2
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TAB. 2 - Monetary incentive plans for members of the administration body and other

executives with strategic responsibilities

FIGURES IN EURO

“ Payable . -
surname

. : Other
ger payable| Payable/Paid | Still deferred

Bonus for the year Bonus of previous years

Pietro Chief Executive
lotti Officer
2017 MBO
Remuneration at Sabaf S.p.A. Plan 33,000 0 - - - - 0
(August 2017)
TOTAL 33,000 0 - 0 0 0 0
Gianluca Executive
Beschi Director
2016 MBO
Remuneration at Sabaf S.p.A. Plan - - - 0 0 0 0
(March 2016)
2017 MBO N
Remuneration at Sabaf S.p.A. Plan 0 36,128 257‘;/52:::7:2;818 - - - 0
(March 2017) °
Three-year LTI
Remuneration at Sabaf S.p.A. 2015-2017 72,474 0 - - - - 0
(August 2015)
TOTAL 72,474 36,128 - 0 0 0 0
Other executives with
strategic responsibilities (3)
2016 MBO
. Plan
Remuneration at Sabaf S.p.A. (March 2016) - - - 0 33,050 0 0
2017 MBO
. Plan 75% March 18
Remuneration at Sabaf S.p.A. (March 2017) 0 86,462 25% December 18 - - - 0
Three-year LTI
. 2015-2017
Remuneration at Sabaf S.p.A. (August 2015) 62,157 0 - - - -
TOTAL 62,157 86,462 - 0 33,050 0 0
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TAB. 3 - Shareholdings of members of the administration and control bodies and other
executives with strategic responsibilities

FIGURES IN EURO

Indirect through
the subsidiary

No. shares held :
as.at 31 Dec 2016 No. shares acquired No. shares sold

No. shares held
asat 31 Dec2017

Giuseppe Saleri Chairman Giuseppe Saleri Sabaf S.p.A. 3,543,313 - 777,000 2,766,313
S.a.p.A
Roberta Forzanini Vice Chairman Direct Sabaf S.p.A. 1,971 - 1,971 0
Chief Executive Direct Sabaf S.p.A. 7,500 - - 7,500 (@
Officer
Alberto Bartoli @ |  (holding office ndi h h
until 27 April | InCirect throug Sabaf S.p.A. 1,000 - - 1,000 @
2017) spouse
Chief Executive
. . Officer )
Pietro lotti (In office from 1 Direct Sabaf S.p.A. 0 10,000 - 10,000
August 2017)
. . Independent Indirect through
Giuseppe Cavalli Director spouse Sabaf S.p.A. 5,000 - - 5,000
Anna Pendoli Director Direct Sabaf S.p.A. 450,000 - 337,500 112,500
Executives with
strategic - Direct Sabaf S.p.A. 4,300 - 4,300 0

responsibilities (3)

(a) Data updated to 27 April 2017, date of termination of office
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