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REPORT ON OPERATIONS

BUSINESS AND FINANCIAL SITUATION OF THE GROUP

1€/000) 2018 % 200120918 | % cHANGE
Sales revenue 155,923 100% 150,642 100% 5281 +3.5%
EBITDA 27,033 17.3% 29,959 19.9% (2,926) -9.8%
EBIT 11,896 7.6% 16,409 10.9% (4,513) -27.5%
Pre-tax profit 9,776 ©.3% 20,960 13.9% (M,184) -53.4%
Profit attributable to the Group 9,915 6.4% 15,614 10.4% (5,699) -36.5%
Basic earnings per share (€) 0,895 1.413 (0.518) -36.7%
Diluted earnings per share (€) 0,895 1.413 (0.518) -36.7%

In 2019, the Sabaf Group reported a sales revenue of € 155.9 million, an
increase of 3.5% versus the figure of € 150.6 million in 2018 (-8.9% taking
into consideration the same scope of consolidation). The slowdown in
organic activity partly affected profitability, which, however, is at a high

level: 2019 EBITDA amounted to € 27 million, equivalent to 17.3% of

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

turnover, compared to € 30 million (19.9% of turnover) in 2018, EBIT
reached € 11.9 million, equivalent to 7.6% of turnover, compared to €16.4
million (10.9%) in 2018. Net profit of 2019, equal to € 9.9 million (6.4% of
turnover), is 36.5% lower than the € 15.6 million of 2018.

(€/000) 2018 % % CHANGE
Valves and thermostats 39,989 25.6% 48463 322% -17.5%
Burners 63,858 41.0% 66,953 44.4% -4.6%
Accessories 12,924 8.3% 15,422 10.2% -16.2%
Total household gas parts 116,771 74.9% 130,838 86.9% -10.8%
Professional gas parts 5,434 3.5% 5,331 3.5% +1.9%
Hinges 23774 15.2% 10,436 6.9% +127.8%
Electronic components 9944 6.4% 4,037 2.7% +146.3%
Total 155,923 100% 150,642 100% +3.5%

The contribution from recent acquisitions resulted in a sharp increase in

sales of hinges and electronic components, which more than offset the

decline in sales of components for domestic gas cooking appliances.
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The geographical breakdown of revenues is shown below:

(€/000) 2018 % % CHANGE
Italy 31,161 20.0% 31,579 21.0% -1.3%
Western Europe 12,277 7.9% 12,337 82% -0.5%
Eastern Europe 55,059 35.3% 46,301 30.7% +18.9%
Middle East and Africa 7,050 4.5% 12,303 8.2% -42.7%
Asia and Oceania 97198 5.9% 7,590 50% +21.2%
South America 23,451 15.0% 25,461 16.9% -7.9%
North America and Mexico 17,727 11.4% 15,071 10.0% +17.6%
Total 155,923 100% 150,642 100% +3.5%

The trend in revenue was affected by the overall uncertainty of the macro-
economic scenario. In Turkey, main destination market, the Group record-
ed a 10% decrease in sales - taking into consideration the same scope of
consolidation - which was more pronounced in the first half of the year
and showed a clear recovery in recent months. In Italy, sales suffered from
the reduction in the production of domestic appliances. Downturns were
also recorded in the Middle East and South America, where the crisis in

Argentina and the stagnation of demand in Brazil weighed heavily. Among
the markets that showed a positive trend was China, where revenue bene-
fited from new supply contracts to primary customers. The acquisition of
CM.. also led to an increase in the weight of North America and Eastern
Europe in the distribution of sales. North America accounted for more
than 11% of total Group sales in 2019 (+18% compared to 2018).

Average sales prices in 2019 were 0.7% lower than in 2018, offset by
a corresponding reduction in average purchase prices of the main raw
materials (aluminium alloys, steel and brass).

The impact of labour cost on sales increased from 23.1% in 2018 to
23.8%in 2019.

The ratio of net financial expenses to turnover remained low, equal to
0.5% of turnover (0.6% in 2018). During the year, the Group recorded in

the income statement negative forex differences of € 1.4 million, mainly
due to fluctuations in exchange rates with the Turkish lira (€ 5.4 million of
positive forex differences were recognised in 2018).

In 2019, the Group recognised positive income taxes of € 0.4 million,
which include non-recurring income of € 1.1 million, following the favour-
able outcome of a tax dispute in Turkey and other tax benefits relating
to investments made in Italy and Turkey, illustrated in Note 31 to the
consolidated financial statements.

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

31.12.2018

(€/000)

Non-current assets 138,506 119,527
Short-term assets? 88,189 92,11
Short-term liabilities * (38,490) (32,381)
Working capital # 49,693 59730
Z;igﬁf;g%fks and charges, Post-employment benefits, (11,966) (6,387)
Net invested capital 176,233 172,870
Short-term net financial position (3,698) (9180)
Medium/long-term net financial position (51,430) (44,344)
Net financial debt (55,128) (53,524)
Shareholders’ equity 121,105 119,346

! Net financial debt and liquidity shown in the tables below are defined in compliance with the net financial position detailed in Note 22 of the consolidated financial statements, as required by CONSOB

memorandum of 28 July 2006.
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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Cash flows for the financial year are summarised in the table below:

Opening liquidity 13,426 11,533
Operating cash flow 40,932 25814
Cash flow from investments (12,014) (11467)
Free cash flow 28,918 14,347
Cash flow from financing activities (12,080) 21,579
Acquisitions (10,792) (24,077)
Foreign exchange differences 482 (9,956)
Cash flow for the period 6,528 1,893
Closing liquidity 19,954 13,426

In 2019, the Group generated free cash flow of € 28.9 million (€ 14.3
million in 2018). The financial management benefited from a reduction
in net working capital of € 16.3 million: in addition to the lower levels of
activity, the improvement in net working capital was achieved as a result
of structural actions on internal logistics, which allowed a significant re-
duction of work in progress stocks.

At 31 December 2019, working capital stood at € 49.7 million compared
with € 59.7 million at the end of the 2018: its impact on pro-forma turn-
over (i.e. considered the contribution of CM.l. for the entire financial year
2019) was 29% (38% in 2018).

The Group’s financial debt is mainly medium to long-term, the most wide-
ly used form of financing is unsecured loans repayable in 5 years.

The Sabaf Group carried out organic investments of € 12 million: the
main investments in the financial year were aimed at increasing and auto-
mating the production capacity of special burners and the manufacturing
of machinery and moulds for new burners. Investments in maintenance
and replacement, so that production equipment is kept constantly up to
date and efficient, are systematic.

The acquisition of the majority shareholding in CM.l. srl. (an operation
described in the next paragraph of this report) involved a financial outlay
of € 10.5 million and the recognition of a liability of € 8.7 million against
put options on minority interests granted to sellers.

During the year, the Group paid dividends of € 6.1 million.

On 5 December 2019, as part of the cooperation started with the Jap-
anese group Paloma, Sabaf sold 230,669 treasury shares, equal to 2%
of the share capital, for a total value of € 3.1 million. A further 113,962
treasury shares were sold as part of the acquisition of the majority share-
holding in C.M.I. srl, in exchange for 8.5% of the shares of this company.
During 2019, the Group did not purchase treasury shares.

At 31 December 2019, the net financial debt was € 55.1 million, com-
pared with € 53.5 million on 31 December 2018. The change in net finan-
cial debt during the year is summarised in the table below:

Net financial debt at 31 December 2018 (53,524)

Free cash flow 28918
Acquisitions (10,792)
Financial liabilities for put options on C.M.I. minority interests (8,700)
C.M.I. debt at the date of acquisition (4113)
Dividends paid out (6,060)
Sale of treasury shares 3146

Financial liabilities for application of IFRS 16 (3,905)
Foreign exchange differences and other changes (98)

At 31 December 2019, shareholders’ equity amounted to € 121.1 thousand; the ratio between the net financial debt and the shareholders’” equity was

0.46 versus 0.45 in 2018.
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Economic and financial indicators

2018

pro-forma® pro-forma®
Change in turnover +3.5% -8.9% +0.2% -2.4%
ROCE (return on capital employed) 6.8% 71% 9.5% 1.3%
Net debt/EBITDA 2.04 1.86 179 1.59
Net debt/equity ratio 46% 45%
Market capitalisation (31.12)/equity ratio 1.28 1.44
Dividends per share (€) 0.55

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

THE ACQUISITION OF C.M.I. S.R.L.

On 31 July 2019, the Group completed the acquisition of 68.5% of the
company C.M.. srl, one of the main players in the design, production and
sale of hinges for household appliances (mainly for dishwashers and ov-
ens). The CM.I. Group operates with production units in Italy (Crespellano,
BO) and Poland and, through its subsidiary CG.D. srl, is also active in the
production of presses for steel and sheet metal pressed articles. The acqui-
sition of CM.I. srl. allows the Sabaf Group to achieve a leadership position
on a global scale in the hinges sector, proposing itself also in this area as a
reference partner for all manufacturers of household appliances.

The C.M.. Group was consolidated as from 31 July 2019, contributing
€ 125 million to consolidated turnover in 2019, € 1.9 million to consoli-
dated EBITDA and € 0.3 million to consolidated net profit attributable to
the Group. The Group ended the entire 2019 financial year with sales of
€ 30.8 million.

RISK FACTORS

The results of the risk identification and assessment process carried out
in 2019 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 context

Risks deriving from the external context in which Sabaf operates, which
could have a negative impact on the economic and financial sustainabil-
ity of the business in the medium/long-term. The most significant risks
in this category are related to general economic conditions, trend in de-
mand and product competition, in addition to the risks related to the pos-
sible instability in the emerging countries in which the Group operates.

Strategic risks

Strategic risks that could negatively impact Sabaf’s medium-term perfor-
mance, including, for example, risks related to increasing product custo-
misation and the loss of business opportunities in the Chinese market.

Operational risks

Risks of suffering losses due to inadequate or malfunctioning processes,
human resources and information systems. This category includes finan-
cial risks (e.g losses deriving from the volatility of the price of raw materi-
als, from fluctuations in exchange rates or from the management of trade
receivables), risks related to production processes (e.g. product liability,
saturation level of production capacity), organisational risks (e.g. loss of
key staff and expertise and the difficulty of replacing them, resistance to
change by the organisation) and Information Technology risks.

Legal and compliance risks

Risks related to Sabaf’s contractual liabilities and compliance with the reg-
ulations applicable to the Group, including: Legislative Decree 231/2001,
Law 262/2005, HSE regulations, regulations applicable to listed com-
panies, tax regulations, labour regulations, international trade regulations
and intellectual property regulations.

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 sev-

eral factors related to the performance of the sector, including:

- general macro-economic performance: the household appliance mar-
ket is affected by macro-economic factors such as gross domestic
product, consumer and business confidence, interest rate trend, the
cost of raw materials, the unemployment rate and the ease of access
to credit;

- concentration of the end markets: as a result of mergers and acquisi-
tions, customers have acquired bargaining power;

- stagnation of demand in mature markets (i.e. Europe) in favour of
growth in emerging Countries, characterised by different sales condi-
tions and a more unstable macro-economic environment;

- increasing competition, which in some cases imposes aggressive pric-
ing policies.

° The change in pro-forma turnover is calculated taking into consideration the same scope of consolidation. The return on capital employed and the pro-forma net debt/EBITDA ratio are calculated consid-
ering, for the companies acquired and included in the scope of consolidation during the year, the EBIT and EBITDA for the entire year.
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To cope with this situation, the Group aims to retain and reinforce its

leadership position wherever possible through:

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

- development of new products characterised by superior performance com-
pared with market standards, and tailored to the needs of the customer;

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

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

- entry into new segments / business sectors.

Instability of Emerging countries in which the Group operates

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 affect a portion of Group turnover and the related prof-
itability.

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

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

- monitoring of the economic and social performance of the target coun-
tries, also through a local network of agents and collaborators;

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

- adoption of contractual sales conditions that protect the Group (e.g.
insuring business loans or advance payments).

The presence of Sabaf in Turkey, the country that represents the main
production hub of household appliances at European level, is of particular
importance: over the years, local industry attracted heavy foreign invest-
ments and favoured the growth of important manufacturers. In this con-
text, the Sabaf Group created a production plant in Turkey in 2012 that
realises today 10% of total production. In 2018, the Group also acquired
100% of Okida Elektronik, a leader in Turkey in the design, manufacture
and sale of electronic control boards for household appliances. Turkey
represents approximately 15% of the Group’s production and 25% of its
total sales. The social and political tensions in Turkey over the last few
years had no effect on the production activities of the Sabaf Group, which
continued normally. In consideration of the strategic importance of this
Country, the management assessed the risks that could arise from any
difficulties/impossibilities of operating in Turkey and envisaged actions to
mitigate this risk.

Product competition

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

In recent years, the Group carried out strategic operations aimed at re-
ducing the dependence of its business on the gas cooking sector, con-
cluding significant acquisitions of companies operating in related sectors
(Okida, CMLL).

Moreover, the Group is analysing the opportunity to enter the induction
hob market, verifying its technical and commercial feasibility.

Finally, the development of new gas cooking components able to satisfy
the needs that lead some consumers to prefer induction continues (aes-
thetic factors, practicality and ease of cleaning, technological integration
with electronic components).

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 pres-
ence only, in 2015 Sabaf started a small production unit, which still does
not guarantee an adequate economic return.

The Group is reviewing its strategy for approaching the Chinese market

and intends to:

- implement shortly a plan suitable for using growth opportunities of-
fered by the local market;

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

- adopt and maintain a quality-price mix in line with the expectations of
potential local customers.

Financial risks

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

- Commaodity price volatility: Sabaf uses metals and alloys in its produc-
tion processes, the prices of which are generally negotiated semi-an-
nually or annually; as a result, Group companies may not be able to im-
mediately pass on to customers changes in the prices of commaodities
that occur during the year, which has an impact on margins.

- Exchange rate fluctuation: the Group carries out transactions primar-
ily in euro; however, transactions also take place in other currencies,
such as the US. dollar, the Brazilian real, the Turkish lira and the Chi-
nese renminbi. in particular, since turnover in US dollars accounted for
about 16% of consolidated turnover, 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).

- Trade receivable: the high concentration of turnover on a small number
of customers generates a concentration of the respective trade receiv-
ables, 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 diffi-
culty and insolvency among customers could arise.

For more information on financial risks and the related management
methods, see Note 35 of the consolidated financial statements as regards
disclosure for the purposes of IFRS 7.
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Risks related to coronavirus pandemic

The spread of the new coronavirus, which occurred in China from Jan-
uary 2020, initially had a negligible impact on the Group’s production
and commercial activities, also in view of the Group’s limited exposure to
China both as a procurement market and as a sales area.

The subsequent spread of the virus, first in Northern Italy and then in
many other areas, is significantly changing the scenario. The Group set
up a dedicated task force and implemented mitigation actions to reduce
the economic consequences while safeguarding the safety and health
of workers. At the date of this report, the development of the situation
presents elements of uncertainty such that the potential impacts cannot
be reasonably quantified.

RESEARCH AND DEVELOPMENT

The most important research and development projects carried out in
2019 were as follows:

Gas parts

- various models of customised burners were developed;

- product variants are being developed for specific markets or market
segments from existing special burner platforms;

- valve variants are being developed to meet the specific technical re-
quirements of some customers.

Hinges

- a hinge model for dishwashers was developed to allow the front panel
to be moved;

- a hinge model for dishwashers with integrated brake and balancing
system was developed:

- a motorised hinge fitted in the oven was developed for built-in ovens;

- ahinge model for cover is being developed;

- amodular hinge model for oven door is being developed;

- asoft hinge model for large oven doors is being developed.

Electronic components

- anew product was developed for the electronic control system of radi-
ant pyroceram hobs;

- an electronic control system for pyrolytic ovens with meat probe has
been implemented,

- an electronic control platform for ovens with steam and microwave
function is being developed.

The improvement in production processes continued throughout the
Group, accompanied by the development and internal production of ma-
chinery, equipment and presses.

Development costs to the tune of € 460,000 were capitalised, as all the
conditions set by international accounting standards were met; in other
cases, they were charged to the income statement.

DISCLOSURE OF NON FINANCIAL
INFORMATION

Starting from 2017, the Sabaf Group publishes the Disclosure of non finan-
cial information required by Legislative Decree no. 254/2016 in a report
separate from this Management Report. The Disclosure of non financial
information provides all the information needed to ensure understanding

ar

of the Group’s activities, performance, results and impact, with particular
reference to environmental, social and personnel issues, respect for hu-
man rights and the fight against active and passive corruption, which are
relevant considering the Group’s activities and characteristics.

The Disclosure of non financial information is included in the same file in
which the management report, 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 2019, the Sabaf Group suffered no on-the-job deaths or serious ac-
cidents that led to serious or very serious injuries to staff for which the
Group was definitively held responsible, nor was it held responsible for
occupational illnesses of employees or former employees or causes of
mobbing.

For all other information, please refer to the Disclosure of non financial
information.

ENVIRONMENT

In 2019 there was no:

- damage caused to the environment for which the Group was held de-
finitively responsible;

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

For all other information, please refer to the Disclosure of non financial

information.

CORPORATE GOVERNANCE

For a complete description of the corporate governance system of the
Sabaf Group, see the report on corporate governance and on the owner-
ship 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 regulated 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 sy-
stems that can provide the public with the accounting situations prepared
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 ef-
fective information flow to the independent auditor as well as continuous
information on the composition of the corporate bodies of the subsidia-
ries, together with information on the offices held, and requires the syste-
matic and centralised gathering as well as regular updates of the formal
documents relating to the articles of association and granting of powers
to corporate bodies. The conditions exist as required by article 36, letters
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a), b) and c) of the Market Regulations issued by CONSOB. During the
year, the financial reporting system of Okida Elektronik, a Turkish-based
company acquired in September 2018, was fully integrated.

MODEL 231

The Organisation, Management and Control Model, adopted pursuant to
Legislative Decree 231/2001, is described in the report on company gov-
ernance and on the ownership structure, which should be reviewed for ref-
erence.

PERSONAL DATA PROTECTION

During 2018, Sabaf S.p.A. updated its personal data management and
protection system, adopting an Organisational Model consistent with
the provisions of European Regulation 2016/679 (General Data Protec-
tion Regulation - GDPR). Specific projects are being implemented for all
Group companies for which the GDPR is applicable.

DERIVATIVE FINANCIAL INSTRUMENTS

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

ATYPICAL OR UNUSUAL TRASACTIONS

Sabaf Group companies did not execute any unusual or atypical transac-
tions in 2019.

SECONDARY OFFICES

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

MANAGEMENT AND COORDINATION

Sabaf SpA. is not subject to management and coordination by other companies.
Sabaf Sp.A. exercises management and coordination activities over its Ital-
ian subsidiaries, Faringosi Hinges s.rl, ARC. srl, CMl. srl.and CGD. srl.

INTRA-GROUP TRANSACTIONS 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 re-
lationships with related parties, defined in accordance with the accounting
standard IAS 24. The details of intra-group transactions and other related-par-
ty transactions are given in Note 36 of the consolidated financial statements
and in Note 35 of the separate financial statements of Sabaf Sp.A.

SIGNIFICANT EVENTS AFTER THE END
OF THE REPORTING PERIOD AND
BUSINESS OUTLOOK

Based on the negotiations concluded with its main customers, the
Group prepared a budget that projected sales of € 185 million (+19%
over 2019) and a solid improvement in gross operating profitability
(EBITDA %) compared with 2019. The trend in orders and production
in the first quarter of 2020 was confirming a strong recovery in the
level of activity at even higher rates than budgeted.

The rapid spread of the coronavirus epidemic is impacting areas
where Sabaf has important production units (Lombardy). The man-
agement set up a dedicated task force that constantly monitors the
development of the situation and works to manage its effects. A num-
ber of measures have been taken to prevent and combat the possi-
bility of contagion and the Ospitaletto (Brescia) and Bareggio (Milan)
plants, which account for about 60% of the Group’s total production,
suspended production from 16. As a result of the legislative measures
adopted, the other Italian plants have also stopped operating as of
yesterday 23 March. To date, in the foreign plants (Turkey, Brazil, Po-
land and China), production is proceeding at full capacity.

As things stand, the elements of uncertainty regarding the worldwide
spread of the epidemic and the effectiveness of the countermeasures
adopted in the various countries are such that it is not possible to
quantify the effects on the activities of the Group and the markets in
which it operates, and at the moment it is not possible to confirm the
previous estimates for 2020.

BUSINESS AND FINANCIAL SITUATION OF SABAF S.P.A.

(€/000) CHANGE % CHANGE
Sales revenue 94,899 110,065 (15,160) -13.8%
EBITDA 13,127 13,644 (517) -3.8%
EBIT 2,948 5543 (2,595) -46.8%
Pre-tax profit (EBT) 3,691 9,227 (5,536) -60.0%
Net Profit 3,822 8,040 (4,218) -52.5%
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The reclassification based on financial criteria is illustrated below:

(€/000) 31.12.2018

Non-current assets® 120,147 96,495
Non-current financial assets 5340 5367
Short-term assets” 50,750 64,927
Short-term liabilities © (22,751) (25,626)
Working capital ® 27999 39,301
Z;C;;Srie();?;%s%ks and charges, Post-employment benefits, (4.862) (3278)
Net invested capital 148,624 138,885
Short-term net financial position (3,149) (12,056)
Medium/long-term net financial position (36,719) (33,789)
Net financial position (39,868) (45,845)
Shareholders’ equity 108,755 92,040

Cash flows for the financial year are summarised in the table below:

Opening liquidity 2,169 2,697
Operating cash flow 27682 8,796
Cash flow from investments (17,903) (15,219)
Free cash flow 9,779 (6,423)
Cash flow from financing activities (3,605) 5685
Cash flow for the period 6,174 (738)
Closing liquidity 8,343 1,959

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

The 2019 financial year ended with a turnover 13.8% lower than 2018
due to the slowdown in demand in some of the main markets in which the
Company operates (Turkey, Middle East, South America).

Due to the merger through incorporation of Sabaf Immobiliare srl., whose
accounting effects have been backdated to 1 January 2019, the economic
data for the year is not directly comparable with that of 2018. Please
refer to the Explanatory Notes to the Separate Financial Statements for a
detailed analysis of the performance of the individual items in the compa-
ny's financial statements.

In 2019, Sabaf Sp.A. invested approximately € 7 million. The main in-
vestments in the financial year were aimed at increasing and automating
the production capacity of special burners and making moulds for new
burners. Investments in maintenance and replacement, so that produc-
tion equipment is kept constantly up to date and efficient, are systematic.

© Excluding Financial assets.

7 Sum of Inventories, Trade receivables, Tax receivables and Other current receivables.
8 Sum of Trade payables, Tax payables and Other liabilities.

9 Difference between short-term assets and short-term liabilities.

At 31 December 2019, working capital stood at € 28 million compared
with € 39.3 million at the end of the previous year: its percentage impact
on turnover stood at 29.5% from 35.7% at the end of 2018.

The net financial debt was € 39.9 million, compared with € 45.8 million
on 31 December 2018.

At the end of the year, shareholders’ equity amounted to € 108.8 million,
compared with € 92 million in 2018. The ratio between the net financial
debt and the shareholders’ equity was 36.7%; it was 49.8% at the end of
2018,

10 The value of cash and cash equivalents refers to the pro-forma financial statements at 31 December 2018 including Sabaf Immobiliare s.r..
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REPORT ON OPERATIONS

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 2019 financial year and Group shareholders’
equity at 31 December 2019 with the same values of the parent company Sabaf Sp.A. is given below:

31.12.2018

SemE Profit for the | Shareholders’ | Profit for the | Shareholders’
year equity year equity
Profit and shareholders’ equity of parent company Sabaf S.p.A. 3,822 108,755 8,040 92,039
Equity and consolidated company results 7,833 105,637 15,324 N3123
abrgsi?ﬁwtézrgsof the carrying value of consolidated equity 580 (81502) 640 (83,622)
Put options on minorities 168 (10,350) 55 (1,818)
Intercompany eliminations (2189) (931) (8,005) (427)
Other adjustments (3 (124) (256) 51
Minority interests (268) (7,077) (184) (1,644)
Profit and shareholders’ equity attributable to the Group 9,915 114,408 15,614 117,702

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 2019 financial statements. The Shareholders’ Meeting
will be convened on a single date for 4 May 2020.

Proposal for allocation

of 2019 profit

As we thank our employees, the Board of Statutory Auditors, the Independent Auditors and the supervisory authorities for their invaluable
cooperation, we would kindly ask the shareholders to approve the financial statements ended 31 December 2019 with a profit for the year
of € 3,821,876.

The Board of Directors, having acknowledged the significant change in the global economic scenario following the spread of the corona-
virus pandemic, on a prudential basis, proposes to allocate the profit for 2019 of the parent company Sabaf Sp.A. entirely to the extraor-
dinary reserve.

Ospitaletto, 24 March 2020

The Board of Directors
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CONSOLIDATED FINANCIAL STATEMENTS AT 31 DECEMBER 2019

Group structure
and corporate bodies

Group structure

Subsidiaries and equity interest pertaining to the Group

Companies consolidated on a line-by-line basis

Faringosi Hinges sr.l. . 100% Okida Elektronik Sanayi ve Tickaret A.S . 100%
Sabaf do Brasil Ltda. @ 100%  Sabaf US Corp. @ 100%
Sabaf Beyaz Esya Parcalari Sanayi CM.l srl. . 685%
Ve Ticaret Limited Sirteki (Sabaf Turkey) . 100% CGD. sl . 68.5%
?f;?;g‘gﬁﬂ:!ﬁ:nc)"c”;p‘z:;”ts ® oy OV POk Z0 @ 6357
Sabaf Appliance Components (Kunshan) Co,, Ltd. . 100% Companies measured at equity

ARC.srl. @ 70z Handan ARC Burners Co,, Ltd. @ 357%

Board of Directors

Chairman > Giuseppe Saleri Director > Alessandro Potesta
Vice Chairman- > Nicla Picchi Director’ > Carlo Scarpa
Chief Executive Officer > Pietro lotti Director > Daniela Toscani
Director > Gianluca Beschi Director > Stefania Triva
Director > Claudio Bulgarelli

* independent directors

Board of Statutory Auditors

Independent Auditors

Chairman > Alessandra Tronconi EY SpA.
Statutory Auditor > Luisa Anselmi
Statutory Auditor > Mauro Vivenzi
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Consolidated statement of financial position

ASSETS

NON-CURRENT ASSETS

Property, plant and equipment 1 75,885 70,765
Investment property 2 3976 4,403
Intangible assets 3 51668 39,054
Equity investments 4 15 380
Non-current financial assets 10 60 120
Non-current receivables 5 297 188
Deferred tax assets 21 6,505 4,617
TOTAL NON-CURRENT ASSETS 138,506 19,527
CURRENT ASSETS

Inventories 6 35343 39179
Trade receivables 7 46,929 46,932
Tax receivables 8 4,458 4,466
Other current receivables 9 1,459 1,534
Current financial assets 10 1,266 351
Cash and cash equivalents mn 18,687 13,426
TOTAL CURRENT ASSETS 108,142 109,048
ASSETS HELD FOR SALE (o) (o)
TOTAL ASSETS 246,648 228,575
SHAREHOLDERS’ EQUITY AND LIABILITIES

SHAREHOLDERS EQUITY

Share capital 12 11,533 11,533
Retained earnings, Other reserves 13 92,580 90,555
Profit for the year 9,915 15614
Total equity interest of the Group 114,028 17,702
Minority interests 7077 1644
TOTAL SHAREHOLDERS' EQUITY 121,105 119,346
NON-CURRENT LIABILITIES

Loans 14 44,046 42,406
Other financial liabilities 15 7,383 1,938
Efjs;sgiloyment benefit and retirement 16 3,698 2,632
Provisions for risks and charges 17 995 725
Deferred tax liabilities 21 7273 3,030
TOTAL NON-CURRENT LIABILITIES 63,395 50,731
CURRENT LIABILITIES

Loans 14 19,015 18,435
Other financial liabilities 15 4,637 7682
Trade payables 18 27,560 21,215
Tax payables 19 1,802 3,566
Other payables 20 9,134 7600
TOTAL CURRENT LIABILITIES 62,148 58,498
LIABILITIES HELD FOR SALE o) o)
Eg[’ll\.ll:YLlABILITIES AND SHAREHOLDERS' 246,648 228,575
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Consolidated income statement

(€/000) NOTES

INCOME STATEMENT COMPONENTS
OPERATING REVENUE AND INCOME

Revenue 23 155,923 150,642
Other income 24 3,621 3,369
Total operating revenue and income 159,544 154,011

OPERATING COSTS

Materials 25 (57,464) (62,447)
Change in inventories (8,617) 4603
Services 26 (29,488) (31,297)
Personnel costs 27 (37103) (34,840)
Other operating costs 28 (1,698) (1,670)
Costs for capitalised in-house work 1,859 1,599
Total operating costs (132,511) (124,052)

OPERATING PROFIT BEFORE DEPRECIATION

AND AMORTISATION, CAPITAL GAINS/

LOSSES, AND WRITE-DOWNS/WRITE-BACKS oy el
OF NON-CURRENT ASSETS

Depreciations and amortisation 1,23 (15183) (12,728)
Capital gains on disposals of non-current assets 46 28
Value adjustments of non-current assets ] (850)
EBIT 1,896 16,409
Financial income 638 373
Financial expenses 29 (1,339) (1,2006)
Exchange rate gains and losses 30 (1,380) 5384
Profits and losses from equity investments 4 (39) 0
PROFIT BEFORE TAXES 9,776 20,960
Income taxes 31 407 (5162)
PROFIT FOR THE YEAR 10,183 15,798
of which:

Minority interests 268 184
PROFIT ATTRIBUTABLE TO THE GROUP 9,915 15,614
EARNINGS PER SHARE (EPS) 32

Base € 0.895 € 1.413
Diluted € 0.895 € 1.413
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Consolidated statement of comprehensive income

(€/000)

PROFIT FOR THE YEAR 10,183 15,798

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

Actuarial evaluation of post-employment benefit (26) 32
Tax effect 6 8)
(20) 24

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

E(Srreﬁggiifszgieizsdue to translation of financial statements in (3.323) (3.940)
TOTAL OTHER PROFITS/(LOSSES) NET OF TAXES FOR THE YEAR (3,343) (3,916)
TOTAL PROFIT 6,840 1,882
of which:

Minority interests 268 184
TOTAL PROFIT ATTRIBUTABLE TO THE GROUP 6,572 1,698

Statement of changes in consolidated shareholders’ equity

Share ) Pl 2loy- ) Total Group N Total
Share ) Legal | Treasury @ Translation | ment benefit Other | Profit for , | Minority p
. premium ) . shareholders’ . shareholders
capital reserve | shares reserve discounting | reserves | theyear . interests ;
reserve equity equity
reserve
Balance M,533 10,002 2,307 (4,509) (12194 550 92171 14,835 113,595 1,460 115,055
at 3" December 20"7 » ’ il ( ” ) ( il ) ( ) il ? " i ,
Allocation of 2017 profit
- dividends paid out (6,071) (6,071) (6,071)
- carried forward 8,764 (8,764)
Purchase of treasury (2359) (2359) (2359)
shares
IFRS 2 measurement 201 1 1
stock grant plan
Other changes 518 518 518
Total profit (3.940) 24 15614 1,698 184 1,882

at 31 December 2018

Balance at
31 Decemnber 2018 10,002 2,307 (6,868) (16,134) (526) 101,774 17,702 1,644 119,346

Allocation of 2018 profit

- dividends paid out (6,060) (6,060) (6,060)
- carried forward 9,554 (9,554)

IFRS 2 measurement 681 68l 68l
stock grant plan

Sale of treasury shares 4600 208 4,808 4808
Change in the scope of

consolidation (981) (281) 2165 4184
C.M.I. Group put option (8,700) (8,700) (8,700)
Other changes 518 (512) 6 6
Total profit (3,323) (20) 9915 6572 268 6840

at 31 December 2019
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Consolidated statement of cash flows

2018

(€/000)
OC:‘S/:‘;nd cash equivalents at beginning 13,426 1,533
Profit for the year 10,183 15,798
Adjustments for:

- Depreciation and amortisation 15,183 12,728

- Write-downs of non-current assets 0 850

- Realised gains/losses (46) (28)

- Valuation of the stock grant plan 681 321

- Profits and losses from equity investments 39 0

- Net financial income and expenses 701 833

- Income tax (407) 5162
Change in post-employment benefit 300 (247)
Change in risk provisions 270 340
Change in trade receivables 10,148 (3,003)
Change in inventories 9,090 (4,374)
Change in trade payables (2,901) 556
Change in net working capital 16,337 (6,821)
Change in other receivables and payables, deferred tax liabilities 1344 2,537
Payment of taxes (2,952) (4,860)
Payment of financial expenses (1,339) (1178)
Collection of financial income 638 373
Cash flows from operations 40,932 25,814
Investments in non-current assets

- intangible (1,016) (589)

- tangible (1,510) (11,348)

- financial 0] (99)
Disposal of non-current assets 512 569
Cash flow absorbed by investments (12,014) (11,467)
Free cash flow 28,918 14,347
Repayment of loans (29,682) (19,579)
Raising of loans 18,271 52972
Short-term financial assets 2,245 (3,384)
Purchase/sale of treasury shares 3,146 (2,359)
Payment of dividends (6,060) (6,071)
Cash flow absorbed by financing activities (12,080) 21,579
Acquisition of Okida Elektronik (317) (24,077)
C.M.l. acquisition (10,475) 0
Foreign exchange differences 482 (9,956)
Net cash flows for the year 6,528 1,893
ﬁ:& c;gc; ;gs:;)equalents at end of year 19,954 13,426
Current financial debt 23,652 22,606
Non-current financial debt 51,430 44,344
Net financial debt (Note 22) 55,128 53,524

127\



SABAF . 2019 ANNUAL REPORT

Explanatory Notes

Accounting standards

STATEMENT OF COMPLIANCE AND BASIS
OF PRESENTATION

The consolidated financial statements of the Sabaf Group for the financial
year 2019 have been prepared in compliance with the International Fi-
nancial Reporting Standards (IFRS) issued by the International Accounting
Standards Board (IASB) and endorsed by the European Union. Reference to
IFRS also includes all current International 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 state-
ments for the previous year, prepared according to the same standards.
They consist 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 years, and are considered a going
concern. The Group assessed that it is a going concern (as defined by par-
agraphs 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:

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

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

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

- a cash flow statement that presents cash flows originating from operat-
ing activity, using the indirect method.

Use of these formats permits the most meaningful representation of the

Group'’s operating results, financial position and cash flows.

SCOPE OF CONSOLIDATION

The scope of consolidation at 31 December 2019 comprises the parent
company Sabaf Sp.A. and the following companies controlled by Sabaf SpA:
- Faringosi Hinges s.rl.
- Sabaf do Brasil Ltda.
- Sabaf Beyaz Esya Parcalari Sanayi Ve Ticaret Limited Sirteki
(Sabaf Turkey)
- Sabaf Appliance Components Trading (Kunshan) Co., Ltd.
- ARC.srl
- Okida Elektronik Sanayi ve Tickaret AS
- Sabaf US.
- CMl srl.
- CGD.srl
- CM.. Polska Sp. Zoo
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Handan ARC. Burners Co. Ltd, an associate company, is consolidated start-
ing from this year using the equity method.

The changes in the scope of consolidation compared to 31 December

2018 are related to the

- companies of the CM.I. Group (CML. srl, CGD. srl. and CM.. Polska
Sp. Zoo), over which the Group acquired control on 31 July 2019;

- Sabaf US. consolidated using the line-by-line consolidation method as
from this year

Also note that on 29 November 2019 the merger by incorporation of
Sabaf Immobiliare s.rl, previously consolidated on a line-by-line basis, into
Sabaf Sp.A. became effective for third parties. The tax and accounting ef-
fects of this transaction were backdated to 1 January 2019. The approach
adopted, in accordance with the ASSIREVI Preliminary Guidelines on IFRS
(OPI no. 2 — Revised), resulted in retaining the continuity of values with
respect to the consolidated financial statements.

The companies in which Sabaf S.p.A. simultaneously possess the follow-
ing three elements are considered subsidiaries: (a) power over the com-
pany; (b) exposure or rights to variable returns resulting from involvement
therein; (c) ability to affect the size of these returns by exercising power.
Subsidiaries are consolidated from the date on which control begins until
the date on which control ceases.

CONSOLIDATION CRITERIA

The data used for consolidation have been taken from the income state-
ments and statements of financial position prepared by the directors of
the individual subsidiary 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 line-by-line basis are incorporated into the Group
financial statements, regardless of the entity of the equity interest con-
cerned. 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 lia-
bilities when possible and, for the remainder, to goodwill. In accordance
with the provisions of IFRS 3. Since 1 January 2004, the Group has
not amortised goodwill and instead subjects it to impairment testing.

c) Payable/receivable and cost/revenue items between consolidated
companies and profits/losses arising from intra-group transactions
are eliminated.

d) The portion of shareholders’ equity and net profit for the period pertain-
ing to minority shareholders is posted in specific items of the balance
sheet and income statement.
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INFORMATION RELATED TO IFRS 3

As from 31 July 2019, the CM.I! Group, one of the main players in the
design, production and sale of hinges for household appliances was con-
solidated, active with production units in Italy and Poland. The acquisition
of CM.. srl. allows the Sabaf Group to achieve a leadership position on
a global scale in the hinges sector, proposing itself also in this area as a
reference partner for all manufacturers of household appliances.

The allocation of the price paid for the acquisition of the C.M.I. Group on
the net assets acquired (Purchase Price Allocation) was completed dur-
ing 2019. Specifically, in accordance with IFRS 3 revised, the fair value of
assets, liabilities and contingent liabilities was recognised at the acquisi-
tion date, the effects of which are shown in the table below:

Original values at

Purchase Price

Other changes

Fair value of assets
and liabilities

31.07.2019 Allocation —

ASSETS

Property, plant and equipment 5931 5931
Intangible Fixed Assets 2,218 12,647 14,865
- Customer Relationship 4,315

- Brand 4,180

- Patents 4,152

Other non-current assets 127 159 286
Inventories 5254 17 5271
Trade receivables 10,145 10,145
Other receivables 1,253 1,253
Cash and cash equivalents 1,255 1,255
TOTAL ASSETS 26,183 12,823 39,006
LIABILITIES

Post-employment benefit provision (766) (166) (932)
Provisions for risks and charges (400) (400)
Deferred tax liabilities (217) (3,528) (3,745)
Financial payables (6,511) (6,511)
Trade payables (9,246) (9,246)
Other payables (1,733) (1,733)
TOTAL LIABILITIES (18,473) (4,094) (22,567)
Value of net assets acquired 7,710 8,729 16,439
- % pertaining to Sabaf (68.5%) (a) 5,281 5979 11,260
Carve out of goodwill recorded in C.M.I. (b) (1,788) (1,788)
Total cost of acquisition (c) 13,392 13,392
Receivables from current minority shareholder (d) 240 240
Goodwill deriving from acquisition 811 (5979) 1548 3680
(e = c-a-b-d)

Acquired cash and cash equivalents (f) 1,255 1,255
Sale of treasury shares in exchange (g) 1,662 1,662
Net cash outlay (c-f-g) 10,475 10,475

! Financial data at 31 December 2019 and economic results for the period for which the Group held control (31 July - 31 December 2019) were consolidated.
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The financial payables of the C.M.I. Group at the acquisition date amount-
ed to € 6.511 million, of which € 2.398 million deriving from the applica-
tion of IFRS 16 according to the modified retrospective approach.

- Patents: fair value of € 4.152 million determined using the "Relief from
Royalty” method, taking the following parameters as reference:
- revenues from products covered by patents at the valuation date
- royalty rate equal to 4.10%
- economic useful life of 9 years
- discount rate of 11.68%
- g growth rate of 1.15%

As shown in the table, the Purchase Price Allocation, carried out with the
support of independent experts, led to the identification and measure-
ment of the fair values of the following acquired intangible assets:

- Customer Relationship: fair value of € 4.315 million determined using
the "Multi-period Excess Earnings” method, taking the following param-

The related tax effect was recognised on the fair value of the intangible

eters as reference:

- revenue relating to customers with whom there is a strong technical
and commercial relationship

- profitability in line with the historical average

- economic useful life of 15 years

- discount rate of 11.68%

- g growth rate of 1.15%

- Brand: fair value of € 4.180 million determined using the "Relief from
Royalty” method, taking the following parameters as reference:
- total revenue at the valuation date
- royalty rate equal to 2%
- economic useful life of 15 years
- discount rate of 11.68%
- g growth rate of 1.15%

assets identified above (recognition of deferred taxes of € 3.528 million).

The Purchase Price Allocation also led to the recognition of provisions for
risks and charges totalling € 0.4 million (Note 17).

In the period for which the Group held control (31 July 2019 - 31 Decem-
ber 2019), the CM.I. Group achieved sales revenue of € 12.5 million and
a net profit of € 0.43 million.

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 oper-
ates (functional currency). For the purposes of the consolidated financial
statements, the financial statement of each foreign entity is 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.

Description of currency

Foreign exchange differences arising from the comparison between open-
ing shareholders’ equity converted at current exchange rates and at his-
torical 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 state-
ments of the foreign subsidiaries, prepared in local currency, are shown
in the following table:

EXCHANGE RATE IN
EFFECT AT 31.12.18

2018 AVERAGE
EXCHANGE RATE

Brazilian real 45157 44151 4 4440 43085
Turkish lira 6.6843 6.3486 6.0588 57145
Chinese renminbi 7.8205 77336 7.8751 7.8038
Polish Zloty 4.2568 43123 - -
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 alloca-
tion. The Group operating segments are the following:
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- gas parts (household and professional)
- hinges
- electronic components for household appliances.
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ACCOUNTING POLICIES

The accounting standards and policies applied for the preparation of the
consolidated financial statements at 31 December 2019, unchanged ver-
sus the previous year, with the exception of the new accounting standards
adopted as from 1 January 2019 (IFRS 16 and IFRIC 23), are shown below:

Property, plant and equipment

These are recorded at purchase or manufacturing cost. The cost includes
directly chargeable ancillary costs. These costs also include revaluations
undertaken in the past based on monetary revaluation rules or pursu-
ant 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 working life in years, unchanged
compared to previous financial years, is as follows:

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

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

Leased assets

The Group assesses at the time of signing an agreement whether it is,
or contains, a lease, or if the contract gives the right to control the use
of an identified asset for a period of time in exchange for a consideration.
The Group adopts a single recognition and measurement model for all
leases according to which the assets acquired relating to the right of
use are shown under assets at purchase value less depreciation, any im-
pairment losses and adjusted for any re-measurement of lease liabilities.
Assets are depreciated on a straight-line basis from the starting date of
the agreement until the end of the useful life of the asset or the end of the
lease agreement, whichever comes first.

Set against recognition of such assets, the amounts payable to the lessor,
are posted among short- and medium-/long-term payables, by measur-
ing them at the present value of the lease payments not yet made. More-
over, financial charges pertaining to the period are charged to the income
statement.

The Group applies the exemption for the recognition of short-term leases
and leases relating to low-value assets the lease payments of which are
recognised in the income statement as expenses on a straight-line basis
over the lease term.

Further details on the criteria used to recognise leased assets and the relat-
ed impact on the Group's consolidated financial statements are described
in the paragraph "Adoption of the accounting standard IFRS 16 “Leases™

Goodwill

Goodwill is the difference between the purchase price and fair value of
investee companies’ identifiable assets and liabilities on the date of ac-
quisition.

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 recalculated 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
impairment.

After the transition date, goodwill — as an intangible asset with an indef-
inite useful life — is not amortised but subjected annually to impairment
testing to check for value loss, or more frequently if there are signs that
the asset may have suffered impairment (impairment test).

Equity investments in associates and joint ventures

An associated company is a company on which the Group exercises
significant influence. Significant influence is the power to participate
in determining the financial and operational policies of the associated
company without having control or joint control over it. A joint venture
is a joint control agreement in which the parties holding the joint control
have rights on the net assets of the agreement.

The Group's equity investment in associates and joint ventures are
measured using the equity method: the equity investment are initially
entered at cost, subsequently, the carrying value of the equity invest-
ment is increased or decreased to reflect the investor’s share of the
investee’s profits and losses realised after the acquisition date. Goodwill
pertaining to the associated company or joint venture is included at the
carrying value of the equity investment and is not subject to individual
assessment of impairment).

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 cost and - if the
assets concerned have a finite useful life - are amortised on a straight-line
basis over their estimated useful life. Estimated useful working life, in
years, is as follows:

Customer relationship 15
Brand 15
Patents

Know-how

Development costs 10
Software 3-5
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Impairment

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

In particular, the recoverable amount of the cash generating 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 cur-
rent 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 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 Group prepares operating cash flow forecasts
based on the most recent budgets approved by the Board 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 recover-
able amount, recognising impairment 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 excep-
tion of goodwill - is increased to the new value resulting 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. Rever-
sal of impairment loss is recognised in the income statement.

Investment property

As allowed by IAS 40, non-operating buildings and constructions are as-
sessed at cost net of depreciation and losses due to cumulative impairment.
The depreciation 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 impairment 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 carry-
ing value that the asset would have had if it had not been written down for im-
pairment. Reversal of impairment 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 ac-
counts at cost, reduced for impairment. 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.
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Inventories

Inventories are measured at the lower of purchase or production cost
— determined using the weighted average cost method — and the corre-
sponding fair value represented by the replacement cost for purchased
materials and by the presumed realisable value for finished and semi-pro-
cessed products — calculated taking into account any manufacturing
costs and direct selling costs yet to be incurred. Inventory cost includes
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.

Trade receivables and other financial assets

Initial recognition

Upon initial recognition, financial assets are classified, as the case may be,
on the basis of subsequent measurement methods, i.e. at amortised cost,
at fair value recognised in other comprehensive income (OCI) and at fair
value recognised in the income statement.

The classification of financial assets at initial recognition depends on the
characteristics of the contractual cash flows of the financial assets and on
the business model that the Group uses to manage them.

Trade receivables that do not contain a significant financing component
are valued at the transaction price determined in accordance with IFRS
15. See the "Revenue from Contracts with Customers” paragraph.

Other financial assets are recorded at fair value plus, in the case of a
financial asset not at fair value recognised in the income statement, trans-
action costs.

For a financial asset to be classified and measured at amortised cost or
at fair value recognised in OCI, it must generate cash flows that depend
solely on the principal and interest on the amount of principal to be re-
paid (known as ‘solely payments of principal and interest (SPPI)). This
measurement is referred to as the SPPI test and is carried out at the
instrument level.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as
described below.

Financial assets at amortised cost (debt instruments)

This category is the most important for the Group. The Group measures

the financial assets at amortised cost if both of the following require-

ments are met:

- the financial asset is held as part of a business model whose objective
is to hold financial assets for the purpose of collecting contractual cash
flows
and

- the contractual terms of the financial asset envisage, at certain dates,
cash flows represented solely by payments of principal and interest on
the amount of principal to be repaid

Financial assets at amortised cost are subsequently measured using the

effective interest method and are subject to impairment. Gains and losses

are recognised in the income statement when the asset is derecognised,
modified or revalued.

Financial assets at amortised cost of the Group include trade receivables.
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Financial assets at fair value through profit or loss

This category includes all assets held for trading, assets designated at
initial recognition as financial assets measured at fair value with chang-
es recognised in the income statement, or financial assets that must be
measured at fair value. Assets held for trading are all those assets ac-
quired for sale or repurchase in the short term. Derivatives, separated or
otherwise, are classified as financial instruments held for trading, unless
they are designated as effective hedging instruments. Financial assets
with cash flows that are not represented solely by principal and interest
payments are classified and measured at fair value through profit or loss,
regardless of the business model. Financial instruments at fair value with
changes recognised in the income statement are recognised in the state-
ment of financial position at fair value and net changes in fair value are
recognised in the income statement.

This category includes derivative instruments.

The Group does not hold financial assets at fair value through profit or
loss with reclassification of cumulative gains and losses or financial as-
sets at fair value through profit or loss without reversal of cumulative
gains and losses upon derecognition.

Derecognition
A financial asset (or, if applicable, part of a financial asset or part of a group
of similar financial assets) is firstly written off (e.g. removed from the state-
ment of financial position of the Group) when:
- the rights to receive cash flows from the asset are extinguished, or
- the Group transferred to a third party the right to receive financial lows
from the asset or has taken on the contractual obligation to pay them
fully and without delay and (a) transferred substantially all the risks
and benefits of the ownership of the financial asset or (b) did not sub-
stantially transfer or retain all the risks and benefits of the asset, but
transferred their control.
If the Group has transferred the rights to receive cash flows from an asset
or has signed an agreement on the basis of which it retains the contrac-
tual rights to receive the cash flows of the financial asset, but assumes a
contractual obligation to pay the cash flows to one or more beneficiaries
(pass-through), it considers whether or to what extent it has retained the
risks and benefits concerning the ownership. If it has not substantially trans-
ferred or retained all the risks and benefits or has not lost control over it, the
asset continued to be recognised in the financial statements of the Group
to the extent of its residual involvement in the asset itself. In this case, the
Group also recognises an associated liability. The transferred asset and the
associated liability are measured in such a way as to reflect the rights and
obligations that pertain to the Group. When the residual involvement of the
entity is a guarantee in the transferred asset, the involvement is measured
based on the amount of the asset or the maximum amount of the consid-
eration received that the entity could be obliged to pay, whichever lower.

Provisions for risks and charges

Provisions for risks and charges are provisioned to cover losses and
debts, the existence of which is certain or probable, but whose amount
or date of occurrence cannot be determined at the end of the year. Pro-
visions 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 cash 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

The post-employment benefit is provisioned to cover the entire liability ac-
cruing vis-a-vis employees in compliance with current legislation and with
national and supplementary company collective labour contracts. This li-
ability is subject to revaluation via application of indices fixed by current
regulations. Up to 31 December 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 employ-
ees, post-employment benefits must now be considered a defined-benefit
plan only for the portions accruing before 1 January 2007 (and not yet paid
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)”

Trade payables and other financial liabilities

Initial recognition

All financial liabilities are initially recognised at fair value, in addition to
directly attributable transaction costs in case of mortgages, loans and
payables.

The Company’s financial liabilities include trade payables and other pay-
ables, mortgages and loans, including current account overdrafts and de-
rivative financial instruments.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as
described below.

Financial liabilities at fair value recognised in the income statement
Financial liabilities at fair value with changes recognised in the income
statement include liabilities held for trading and financial liabilities initially
recognised at fair value, with changes recognised in the income statement.
Liabilities held for trading are those liabilities acquired in order to discharge
or transfer them in the short term. This category also includes derivative
financial instruments subscribed by the Company and not designated as
hedging instruments in a hedging relationship pursuant to IFRS 9. Embed-
ded derivatives, separated from the main contract, are classified as financial
instruments held for trading, unless they are designated as effective hedg-
ing instruments. Gains or losses on liabilities held for trading are recognised
in the income statement. Financial liabilities are designated at fair value
with changes recognised in the income statement from the date of initial
recognition, only if the criteria of IFRS 9 are met.

Loans and payables

This is the most important category for the Company and includes inter-
est-bearing payables and loans. After initial statement, loans are valued
using the amortised cost approach, applying the effective interest rate
method. Gains and losses are recognised in the income statement when
the liability is discharged, as well as through the amortisation process. Am-
ortised cost is calculated by recognising the discount or premium on the
acquisition and the fees or costs that are an integral part of the effective in-
terest rate. Amortisation at the effective interest rate is included in financial
expenses in the income statement.
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Derecognition

A financial liability is derecognised when the obligation underlying the lia-
bility is discharged, cancelled or fulfilled. If an existing financial liability is
replaced by another from the same lender, at substantially different condi-
tions, or if the conditions of an existing liability are substantially changed,
this replacement or change is treated as a derecognition of the original lia-
bility accompanied by the recognition of a new liability, with any differences
between the carrying values recognised in the income statement.

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 payables 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, 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 gen-
erates a net gain, this value constitutes a non-distributable reserve until
it is 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 com-
modity options) to hedge risks stemming from changes in foreign curren-
cies relating to irrevocable commitments or to planned future transactions.
Derivatives are initially recognised at cost and are then adjusted to fair val-
ue on subsequent closing dates.

Changes in the fair value of derivatives designated and recognised as ef-
fective for hedging future cash flows relating to the Group’s contractual
commitments and planned transactions are recognised directly in share-
holders’ equity, while the ineffective 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 di-
rectly 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 state-
ment in the same period when the contractual commitment or planned
transaction hedged impacts profit and 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 income statement.

Changes in the fair value of derivatives not designated as hedging instru-
ments 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
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gains or losses recognised directly in equity are transferred to the year's
income statement.

Embedded derivatives included 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 from contracts with customers

The Group is engaged in the supply of components for household appli-
ances (mainly gas parts, such as valves and burners, hinges and electronic
components).

Revenue from contracts with customers is recognised when control of the
goods is transferred to the customer for an amount that reflects the con-
sideration that the Group expects to receive in exchange for the goods.
The control of the goods passes to the customer according to the terms of
return defined with the customer. The usual extended payment terms range
from 30 to 120 days from shipment; the Group believes that the price does
not include significant financing components.

The guarantees provided for in the contracts with customers are of a gener-
al nature and not extended and are accounted for in accordance with IAS 37.

Financial income

Finance income includes interest receivable on funds invested and in-
come from financial instruments, when not offset as part of hedging trans-
actions. Interest income is recorded in the income statement at the time
of vesting, taking effective output into consideration.

Financial expenses

Financial expenses include interest payable on financial debt calculated using
the effective interest method and bank expenses. All the other financial ex-
penses are recognised as costs for the year in which they are incurred.

Income taxes for the year

Income taxes include all taxes calculated on the Group's taxable income. In-
come taxes are directly recognised in the income statement, with the excep-
tion 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 to income, such as property taxes, are in-
cluded among operating expenses. Deferred taxes are provisioned in accord-
ance 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 foreseeable future. Deferred tax assets on unused tax losses and tax cred-
its carried forward are recognised to the extent that it is probable that future
taxable income will be available against which they can be recovered. Current
and 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.



CONSOLIDATED FINANCIAL STATEMENTS AT 31 DECEMBER 2019

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.

Equity-settled transactions

Some Group employees receive part of the remuneration in the form of
share-based payments; therefore, employees provide services in exchange
for shares (“equity-settled transactions”). The cost of equity-settled transac-
tions is determined by the fair value at the date on which the assignment
is made using an appropriate measurement method, as explained in more
detail in Note 37,

This cost, together with the corresponding increase in shareholders’ equity,
is recorded under personnel costs (Note 27) over the period in which the
conditions relating to the achievement of objectives and/or the provision of
the service are met. The cumulative costs recognised for such transactions
at the end of each reporting period up to the vesting date are commen-
surate with the expiry of the vesting period and the best estimate of the
number of equity instruments that will actually vest.

Service or performance conditions are not taken into account when defining
the fair value of the plan at the assignment date. However, the probability of
these conditions being met is taken into account when defining the best es-
timate of the number of equity instruments that will vest. Market conditions
are reflected in the fair value at the assignment date. Any other condition
related to the plan that does not involve a service obligation is not consid-
ered to be a vesting condition. Non-vesting conditions are reflected in the
fair value of the plan and result in the immediate recognition of the cost of
the plan, unless there are also service or performance conditions.

No cost is recognised for rights that do not vest in that the performance
and/or service conditions are not met. When the rights include a market
condition or a non-vesting condition, these are treated as if they had vested
regardless of whether the market conditions or other non-vesting condi-
tions to which they are subject are met or not, it being understood that all
other performance and/or service conditions must be met.

If the conditions of the plan are changed, the minimum cost to be recog-
nised is the fair value at the assignment date in the absence of the change
in the plan itself, on the assumption that the original conditions of the plan
are met. Moreover, a cost is recognised for each change that results in an
increase in total fair value of the payment plan, or that is in any case fa-
vourable for employees; this cost is measured with reference to the date of
change. When a plan is cancelled, any remaining element of the plan’s fair
value is immediately expensed to the income statement.

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 outstanding during the year. Diluted EPS is calculated by dividing
the profit or loss attributable 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. Estimates are 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 amount of tangible and intangible assets

The procedure for determining impairment losses of tangible and intan-
gible assets described in "Impairment” 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 ac-
count their recoverable amount. To determine the size of the write-downs,
management must make subjective assessments based on the documenta-
tion and information available regarding, among other things, the customer’s
solvency, as well as experience and historical payment trends.

Provisions for inventory obsolescence

Inventories subject to obsolescence and slow turnover are systematically
valued and written down if their recoverable amount is less than their car-
rying value. Write-downs are calculated based on management assump-
tions and estimates, resulting 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 assump-
tions. Assumptions concern the discount rate, estimates of future salary in-
creases, and mortality and resignation rates. Any change in the above-men-
tioned assumptions might have significant effects on liabilities for pension
benefits.

Share-based payments

Estimating the fair value of share-based payments requires the determina-
tion of the most appropriate valuation model, which depends on the terms
and conditions under which these instruments are granted. This also re-
quires the identification of data to feed into the valuation model, including
assumptions about the exercise period of the options, volatility and divi-
dend yield. The Group uses a binomial model for the initial measurement of
the fair value of share-based payments with employees.

Income taxes

The Group is subject to different bodies of tax legislation on income. De-
termining liabilities for Group taxes requires the use of management val-
uations 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.
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Other provisions

When estimating the risk of potential liabilities from disputes, the Direc-
tors 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 develop-
ment 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 2019

Standard IFRS 16 “"LEASES” (published on 13 January 2016), which re-
placed standard IAS 17 — Leases, as well as interpretations IFRIC 4 De-
termining 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 standard provides a new defini-
tion of lease and introduces a criterion based on the control (right of use)
of an asset in order to distinguish the lease contracts from the service
contracts, identifying the discriminatory ones: the identification of the as-
set, 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 impacts resulting from the first-time adoption of this standard are
described in detail in the paragraph “Adoption of the accounting standard
IFRS 16 “Leases™.

Interpretation of IFRIC 23 "UNCERTAINTY OVER INCOME TAX TREAT-
MENTS". The Interpretation defines the accounting treatment of income
taxes when the tax treatment involves uncertainties that have an effect
on the application of IAS 12 and does not apply to taxes or duties that do
not fall within the scope of IAS 12. The Group defines whether to consider
each uncertain tax treatment separately or together with other uncertain
tax treatments and uses the approach that provides better predictions of
the resolution of the uncertainty.

At the time the interpretation was adopted, the Group examined the ex-
istence of uncertain tax positions and determined that its tax treatment
(including that of its subsidiaries) is likely to be accepted by the tax au-
thorities. Therefore, the interpretation had no impact on the Group’s con-
solidated financial statements.

Amendment to IFRS 9 "PREPAYMENT FEATURES WITH NEGATIVE COM-
PENSATION” Under IFRS 9, a debt instrument may be measured at am-
ortised cost or at fair value through other comprehensive income (FVO-
Cl), on condition that the contractual cash flows are "solely payments of
principal and interest on the reference amount” (the SPPI criterion) and
that the instrument is classified in the appropriate business model. The
amendments to IFRS 9 clarify that a financial asset meets the SPPI cri-
terion regardless of the event of the circumstance that caused the early
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termination of the contract and regardless of which is the party paying
or receiving a reasonable compensation for the early termination of the
contract. These amendments had no impact on the Group’s consolidated
financial statements.

Amendment to 1AS 19 "PLAN AMENDMENT, CURTAILMENT OR SETTLE-
MENT". The amendments clarify how pension costs are determined when a
change occurs in a defined benefit plan.

These amendments had no impact on the consolidated financial state-
ments insofar as the Group, in the reference period, did hot record any
amendment, curtailment or settlement of the plans.

Amendment to IAS 28 "LONG-TERM INTERESTS IN ASSOCIATES AND
JOINT VENTURES”. This document clarifies the need to apply IFRS 9, in-
cluding 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.

These amendments did not have any impact on the Group’s consolidated
financial statements, insofar as the Group does not have equity invest-
ments in associates and joint ventures that are not measured with the
equity method.

Document "ANNUAL IMPROVEMENTS TO IFRSS 2017-2015 CYCLE’,
which implements the amendments to the standards as part of their annual
process of improvement:

- IFRS 3 Business combinations: The amendments clarify that, when an
entity obtains control of a business that is a joint operation, it applies
the requirements for a business combination, which is carried out in
different stages, including the re-measurement of the fair value of the
interest previously held in the assets and liabilities of the joint opera-
tion. In doing this, the acquirer reassess the interest previously held
in the joint operation. This amendment had no impact on the Group’s
consolidated financial statements;

- IFRS 11 Joint Arrangements: An entity that participates in a joint oper-
ation, without having joint control, could obtain joint control of the joint
operation if its activity constitutes a business as defined in IFRS 3. The
amendments clarify that previously held interests in this joint operation
are not re-measured. This amendment had no impact on the Group’s
consolidated financial statements;

- 1AS 12 Income Taxes: The amendments clarify that the tax consequenc-
es of dividends are related to past transactions or to events that gen-
erated distributable profits rather than to distributions to shareholders.
As the Group’s current practice is in line with these amendments, the
Group did not recognise any impact resulting from said amendments
on its consolidated financial statements;

- IAS 23 Borrowing Costs: The amendments clarify that any borrowing
made, which right from the start was intended to improve an asset,
must be treated by the entity as non-specific if all of the measures
needed to prepare said asset for use or sale have been completed.
As the Group’s current practice is in line with these amendments, the
Group did not recognise any impact resulting from said amendments
on its consolidated financial statements.
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IFRS and IFRIC accounting standard, amendments approved by the Eu-
ropean Union, not yet universally applicable and not adopted early by the
Group at 31 December 2019

Amendments to IFRS 3 "DEFINITION OF A BUSINESS” In October 2018,
the IASB issued amendments to the definition of a business in IFRS 3 to
support entities in determining whether or not a set of assets acquired
constitutes a business. The amendments clarify the minimum require-
ments for having a business, remove the assessment of whether market
participants can replace any missing elements, add guidelines to support
entities in assessing whether an acquired process is substantial, narrow
the definitions of business and output, and introduce an optional fair value
concentration test.

Since the amendments apply prospectively to transactions or other
events occurring on or after the date of first-time adoption, the Group is
not affected by these amendments.

Amendments to IAS 1 AND IAS 8 "DEFINITION OF MATERIAL?. In October
2018, the IASB issued amendments to IAS 1 Presentation of Financial
Statements and IAS 8 Accounting Policies, Changes in Accounting Esti-
mates and Errors to align the definition of "material” in standards and to
clarify certain aspects of the definition. The new definition indicates that
information is material if, as a result of its omission, or as a result of its
incorrect or incomprehensible presentation, one could reasonably expect
to influence the decisions that the main users of the financial statements
would make on the basis of the financial information contained therein.
The application is required, prospectively, starting from the financial state-
ments of the financial years starting from 1 January 2020. The directors
do not expect a significant effect on the Group’s consolidated financial
statements through the adoption of these changes.

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

On the reference date of these consolidated financial statements the com-
petent bodies of the European Union have not yet concluded the approval
process necessary for the adoption of the amendments and principles
described below.

IFRS 17 "INSURANCE CONTRACTS” A new accounting standard for the
recognition of insurance contracts that will replace IFRS 4. The new
standard will be effective for the preparation of the financial statements
for financial years beginning on or after 1 January 2021, unless they are
postponed subsequent to their approval by the European Union. The di-
rectors do not expect the adoption of these amendments to have any
impact on the Group’s consolidated financial statements.

Adoption of the accounting standard IFRS 16 “Leases”

The Group applied IFRS 16 from 1 January 2019 by using the amended
retrospective approach. Therefore, the cumulative effect of the adoption
of IFRS 16 was recognised as an adjustment to the opening balance of
retained earnings at 1 January 2019, without recalculating the compara-
tive information.

In particular, the Group analysed all agreements in force since 1 January
2019 and relating to the use of third-party assets in the light of the new
definition of lease contained in the standard and recognised:

- afinancial liability, the initial recognition of which is equal to the present
value of remaining future payments at the transition date. The liability
for leased assets is subsequently increased by the interest accruing
on that liability and decreased in correlation with the lease payments;

- aright of use, the value of which was initially set equal to the value of
the financial liability and subsequently depreciated on a straight-line
basis until the end of the useful life of the asset or the end of the lease
term, whichever comes first.

In adopting IFRS 16, the Group made use of the exemption granted in
paragraph 5 a) in relation to leases with a duration of less than 12 months
(known as short-term leases) and the exemption granted in paragraph 5
b) in relation to lease agreements whose underlying asset is a low-value
asset. For these agreements, lease payments are recognised in the in-
come statement on a straight-line basis for the duration of the respective
agreements.

The following table summarises the main characteristics of the agree-
ments that have been the subject matter of the above exemptions:

137\



SABAF . 2019 ANNUAL REPORT

(€/000)
SUBJECT-MATTER OF THE ACREEMENT APPLIED EXEMPTION VALUE OF THE AGREEMENT

Fork lifts Short-term leases 25

Fork lifts Low-value asset 10

Property Short-term leases 25

Company cars Short-term leases 24

Machinery Short-term leases 9

Printers Low-value asset 6

Total value of agreements subject matter of the exemption

When evaluating the lease liabilities, the Group discounted the payments
due for the lease using the incremental borrowing rate, the weighted aver-
age of which was 756% on 1 January 2019 and 708% on 31 December
2019. The rate was defined taking also account of the currency in which
the lease agreements are denominated and the country in which the leased
asset is located.

The lease term is calculated based on the non-cancellable period of the
lease, including the periods covered by the option to extend or to terminate
the lease if it is reasonably certain that those options will be exercised or
not exercised, taking account of all relevant factors that create an economic
incentive relating to those decisions.

Moreover, with reference to the transition rules, upon first time adoption

the Group adopted some practical expedients provided for by the Standard:
- agreements with a term of less than 12 months of the transition date
were classified as short-term leases, therefore the related lease pay-
ments are recognised in the income statement on a straight-line basis;

- initial costs were excluded from the valuation of the asset for the right
of use on the initial application date;
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- the information present at the transition date was used to determine
the lease term, with a special reference to the exercise of renewal and
early closure options;

- payments for the use of the asset (lease component) and payments for
services or maintenance (non-lease component) related to the same
asset were not separated;

- the Group did not change the carrying value of assets and liabilities at
the date of first-time adoption for leases previously classified as finance
leases, i.e. the right-of-use assets and lease liabilities are measured at
the same value as they were when applying IAS 17.

The following tables summarise the effects of the adoption of IFRS 16 ac-
cording to the amended retrospective approach at the date of first-time
adoption, 1 January 2019, and at 31 December 2019. Further details are
provided in the notes relating to the specific items on which the standard
has had an impact: Note 1 "Property, plant and equipment”, Note 2 “Invest-
ment property” and Note 14 "Loans”

S Timcstornon | errecrorrRste | BOGKUMUENT
ADOPTION OF IFRS 16 o

ASSETS

5 ;%?irvtgstp)rlrfgﬁf g%ﬁifﬁfmem 75168 1,209 76,377

LIABILITIES

Loans beyond 12 months 44 344 914 42258

Loans within 12 months 26,117 295 26,412

SHAREHOLDERS’ EQUITY

Retained earnings, Other reserves 90,555 - 90,555
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ST, TNoStorow | EeFEcTORIRste | BOQKUALEAT
ADOPTION OF IFRS 16 o

ASSETS

and vestment property. 76718 3143 7986

LIABILITIES

Loans beyond 12 months 49174 2,255 51,429

Loans within 12 months 22,688 964 23652

SHAREHOLDERS’ EQUITY

Retained earnings, Other reserves 92,557 23 92,580

ST, D Neastomon | errecrorimsie | BO9LEAT
ADOPTION OF IFRS 16 o

INCOME STATEMENT 12 MONTHS 2019

Costs for services 30,230 (742) 29,488

Depreciations and amortisation 14,478 705 15,183

Financial expenses 1,249 90 1,339

ECONOMIC AND FINANCIAL INDICATORS

Shareholders’ equity 121134 (29) 121,105

Net financial debt 51909 3,219 55128

EBITDA 26,291 742 27,033

EBIT 1,859 37 11,896

Net profit for the period 9,967 (52) 9,915
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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
At 31 December 2017 52,061 189,883 41,818 3,322 287,084
Increases 309 6,120 1,703 3,250 1,382
Disposals - (1,644) (125) - (1,769)
Change in the scope of consolidation - 350 340 - 690
Reclassifications 5 1,647 84 (1,770) (34)
Forex differences (868) (1,840) (563) (M4) (3,385)

At 31 December 2018 194,516 293,968
Increases 236 3946 3932 3,282 1,396
Disposals - (1,224) (767) - (1,991)
First-time adoption of IFRS 16 362 - 1,035 - 1,397
Change in the scope of consolidation 2,900 15,183 6,034 137 24254
Reclassifications 1,376 3742 9 (4,850) 359
Forex differences (307) (532) (154) (93) (1,086)

ACCUMULATED DEPRECIATIONS

At 31 December 2017 18,284 159,042 36,689 - 214,015
Depreciations for the year 1,466 7,781 2,125 - 1,372
Eliminations for disposals - (1178) (92) - (1,270)
Change in the scope of consolidation - 289 212 - 501
Reclassifications 4 40 28 - 72
Forex differences (151) (956) (380) - (1,487)
At 31 December 2018 19,603 165,018 38,582 - 223,203
Depreciations for the year 1,681 8,168 2,339 - 12,188
Eliminations for disposals - (1,593) (159) - (1752)
Change in the scope of consolidation 1314 12,334 5,301 - 18,949
Reclassifications 256 49 28 - 333
Forex differences (312) (122) (509)

NET CARRYING VALUE

At 31 December 2018

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

31.12.2018

CHANGE
Land 6,659 6,699 (40)
Industrial buildings 26,636 25205 1,431
Total 33,295 31,904 1,391
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Changes in property, plant and equipment resulting from the application of IFRS 16 are shown below:

PROPERTY E(SGTIJMAI;\IN[?I' OTHER ASSETS TOTAL
First-time adoption of IFRS 16 362 - 736 1,098
Increases - - 298 298
Change in the scope of consolidation 1516 513 - 2,029
Decreases - - - -
Depreciations (74) - (253) (327)
Foreign exchange differences (28) - - (28)
Other changes including ) } ) }
reclassifications

The main investments in the financial year were aimed at increasing and
automating the production capacity of special burners. Other investments
were made in the production of moulds for new burners. Investments in
maintenance and replacement, so that production equipment is kept con-
stantly up to date and efficient, are systematic.

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

2. INVESTMENT PROPERTY

COST

At 31 December 2017 12,937
Increases -
Disposals (19)
Increases -
Disposals (1,191)
First-time adoption of IFRS 16 109

DEPRECIATIONS AND WRITE-DOWNS
At 31 December 2017

7,240

Depreciations for the year 427

Write-downs for the year

Eliminations for disposals
At 31 December 2018 8,515

Depreciations for the year

Write-downs for the year -

Eliminations for disposals (1,085)

NET CARRYING VALUE

At 31 December 2018 4,403

Assets under construction include machinery under construction and ad-
vance payments to suppliers of capital equipment.

At 31 December 2019, the Group found no endogenous or exogenous
indicators of impairment of its property, plant and equipment. As a resullt,
the value of property, plant and equipment was not submitted to impair-
ment testing.

Changes in investment property resulting from the application of IFRS
16 are shown below:

INVESTMENT PROPERTY

1January 2019 =
First-time adoption of IFRS 16 109

Increases -

Decreases -

Depreciations (36)

Foreign exchange differences -

Other changes including
reclassifications

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

At 31 December 2019, the Group found no other endogenous or exoge-
nous 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 Peo o i [ DEVELOPMENT INTANCIBLE TOTAL
ASSETS

COST
At 31 December 2017 10,778 6,859 5,372 793 23,802
Increases - 227 340 22 589
Decreases - - (59) (19) (78)
Change in the scope of consolidation 18,632 136 - 11,983 30,751
Reclassifications - - - - -
Forex differences - (18) - - (18)
At 31 December 2018 29,410 7,204 5,653 12,779 55,046
Increases 292 356 460 200 1,308
Decreases - (8) (102) W) a2mn
Change in the scope of consolidation 3,680 1425 77 13,664 19,486
Reclassifications (24) - - (643) (667)
Forex differences (1,743) (15) - (1,030) (2788)

AMORTISATION/WRITE-DOWNS

At 31 December 2017 4,563 6,254 3,041 661 14,519
Amortisation for the year - 261 367 288 916
Decreases - - - (12) (12)
Change in the scope of consolidation - 52 - 525 577
Reclassifications - - - - -
Forex differences - (8) - - (8)
At 31 December 2018 4,563 6,559 3,408 1,462 15,992
Amortisation for the year - 296 371 1,048 1,715
Decreases - - - - -
Change in the scope of consolidation - 1337 559 1,337 3,233
Reclassifications (17) - - (250) (267)
Forex differences - (13) - (64) (77)

NET CARRYING VALUE

At 31 December 2018

Goodwill recognised at 31 December 2019 is allocated:

- to the "Hinges” (CGU) cash generating units of € 4.414 million;
- to the "Professional burners” CGU of € 1.770 million;

- to the "Electronic components” CGU of € 17.205 million;

- to the "CM.l. hinges” CGU of € 3.680 million.

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

Goodwill allocated to the Hinges CGU

In 2019, 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 2020-2024 forward plan
envisages a further increase in sales and the maintenance of high
levels of profitability. At 31 December 2019, the Group tested - with
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the support of independent experts - the carrying value of its CGU
Hinges for impairment, determining its recoverable amount, consid-
ered 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 2020 to 2024 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 de-
termined based on the perpetual income. The value of use was cal-
culated based on a discount rate (WACC) of 9.54% (10.45% in the
impairment test carried out while preparing the consolidated financial
statements at 31 December 2018) and a growth rate (g) of 2% (1.5%
at 31 December 2018).

The recoverable amount calculated on the basis of the above-men-
tioned assumptions and valuation techniques is € 17.182 million,
compared with a carrying value of the assets allocated to the Hinges
unit of € 7923 million; consequently, the value recorded for goodwill
at 31 December 2019 was deemed recoverable.
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Sensitivity analysis

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

(€/000) GROWTH RATE

DISCOUNT RATE 1.50% 1.75% 2.00% 2.25% 2.50%
8.54% 18,807 19,376 19,988 20,649 21,365
9.04% 17,749 17,965 18,485 19,043 19,645
9.54% 16,317 16,736 17,182 17,659 18,170
10.04% 15,293 15,657 16,043 16,454 16,892
10.54% 14,383 14,702 15,038 15,395 15,775

Goodwill allocated to the Professional burners CGU

At 31 December 2019, the Group tested - with the support of independ-
ent experts - the carrying value of its Professional burners CGU for im-
pairment, determining its recoverable amount, considered to be equiva-
lent to its usable value, by discounting expected future cash flow in the
forward plan drafted at the beginning of 2020. Cash flows for the period
from 2020 to 2024 were augmented by the so-called terminal value,
which expresses the operating flows that the CGU is expected to gener-
ate 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)

Sensitivity analysis
The table below shows the changes in recoverable amount depending on

of 6.07% (773% in the impairment test carried out while preparing the
consolidated financial statements at 31 December 2018) and a growth
rate (g) of 1.50%, unchanged from the 2018 impairment test.

The recoverable amount calculated on the basis of the above-mentioned
assumptions and valuation techniques is € 8.961 million, compared with
a carrying value of the assets allocated to the Professional burners unit
of € 2.917 million (including minority interests); consequently, the value
recorded for goodwill at 31 December 2019 was deemed recoverable.

changes in the WACC discount rate and growth factor g:

(€/000) GROWTH RATE

DISCOUNT RATE 1.00% 1.25% 1.50% 1.75% 2.00%
5.07% 10,348 10973 1,687 12,507 13,461
5.57% 9129 9613 10,156 10,769 1,469
6.07% 8152 8,536 8961 9,435 9,968
6.57% 7352 7,662 8,003 8379 8,796
7.07% 6,684 6,939 7218 7522 7.857

Goodwill allocated to the Electronic components CGU

At 31 December 2019, the Group tested - with the support of independ-
ent experts - the carrying value of its CGU Electronic components for
impairment, determining its recoverable amount, considered to be equiv-
alent to its usable value, by discounting expected future cash flow in the
forward plan drafted by the management. Cash flows for the period from
2020 to 2024 were augmented by the so-called terminal value, which
expresses the operating flows that the CGU is expected to generate from
the fifth year to infinity and determined based on the perpetual income.
The value of use was calculated based on a discount rate (WACC) of

Sensitivity analysis

12.92% (11.05% in the impairment test carried out while preparing the
consolidated financial statements at 31 December 2018) and a growth
rate (g) of 2.50%, unchanged from the 2018 impairment test.

The recoverable amount calculated on the basis of the above-mentioned
assumptions and valuation techniques is € 31.366 million, compared
with a carrying value of the assets allocated to the Electronic compo-
nents unit of € 25.780 million; consequently, the value recorded for good-
will at 31 December 2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 2.00% 2.25% 2.50% 2.75% 3.00%
11.92% 33,568 34,206 34,877 35,586 36,334
12.42% 31,869 32,436 33,032 33,659 34,318
12.92% 30,328 30,835 | 31,366 31,923 32,508
13.42% 28,923 29,377 29,853 30,351 30,872
13.92% 27637 28,046 28,474 28,921 29,388

143\\



SABAF . 2019 ANNUAL REPORT

Goodwill allocated to the C.M.I. Hinges CGU.

At 31 December 2019, the Group tested - with the support of independ-
ent experts - the carrying value of its CGU Hinges C.M.I. for impairment,
determining its recoverable amount, 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 2020 to
2022 were augmented by the so-called terminal value, which expresses
the operating flows that the CGU is expected to generate from the third
year to infinity and determined based on the perpetual income. The value

Sensitivity analysis

of use was calculated based on a discount rate (WACC) of 10.49% and a
growth rate (g) of 1.15%, representative of expected future growth rates
for the reference market.

The recoverable amount calculated on the basis of the above-mentioned
assumptions and valuation techniques is € 32.030 million, compared
with a carrying value of the assets allocated to the CM.I. Hinges unit
of € 26.211 million; consequently, the value recorded for goodwill at 31
December 2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 0.15% 0.65% 1.15% 1.65% 2.15%
9.50% 32,449 34,089 35,926 37997 40,349
10.00% 30,775 32,238 33,867 35,691 37,748
10.50% 29,263 30576 | 32,030 33,648 35,460
11.00% 27,892 29,076 30,380 31,824 33,431
11.50% 26,643 27,715 28,891 30,186 31,621

Patents and software

Software investments are related to the extension of the application and
corporate scope of the Group management system (SAP).

Development costs

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

Other intangible assets

The other intangible assets recorded in these consolidated financial state-
ments mainly derive from the Purchase Price Allocation carried out follow-
ing the acquisition of Okida Elektronik and of CM.. srl, the latter described
in the previous paragraph “Information related to IFRS 3.

4. EQUITY INVESTMENTS

The net carrying value of intangible assets is broken down as follows:

CHANGE

Customer Relationship 1,355 8,477 2,878
Brand 5,055 1174 3,881
Know-how 933 1,081 (148)
Patents 3960 - 3,960
Other 123 585 (462)
Total 21,426 1,317 10,109

At 31 December 2019, the recoverability of the amount of other intan-
gible assets was verified as part of the impairment test of the related
goodwill described in the previous paragraph.

Change in scope of
31.12.2018 consolidation/ Disposals
consolidation criteria
Sabaf US 139 (139) - -
Handan ARC Burners Co. 201 (120) - 81
Other equity investments 40 - (6) 34
Total 380 (259) (6) 15

The negative changes shown in the Table concern, as previously indicated
in the paragraph “Scope of consolidation”, the consolidation according to
the line-by-line method of the subsidiary Sabaf US. and the consolidation
according to the equity method of Handan ARC. Burners Co. Ltd, whose
pro-rata result contributed € 39,000 negatively to the Group’s result.
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Handan ARC. Burners Co. Ltd. is a Chinese joint venture with the aim to
produce and market in China burners for professional cooking. The Group’s
share is 35.7%, held through ARC srl. - which owns a 517% interest in the
share capital of the joint venture.
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5. NON-CURRENT RECEIVABLES

31.12.2018 CHANGE
Tax receivables 183 145 38
Guarantee deposits 98 43 55
Other 16 - 16
Total 297 188 109
Tax receivables relate to indirect taxes expected to be recovered after 31 December 2019.
6. INVENTORIES

31.12.2018 CHANGE
Raw Materials 14,792 14,680 n2
Semi-processed goods 9,025 Nn727 (2,702)
Finished products 14,849 15,576 (727)
Provision for inventory write-downs (3,323) (2,804) (519)
Total 35,343 39,179 (3,836)

The value of final inventories at 31 December 2019 is significantly low-
er than the value of the previous year. This improvement was achieved
thanks to structural actions on internal logistics, which made it possible

The following table shows the changes in the Provision for inventory

write-downs during the current financial year:

to significantly reduce the stocks of work in progress. The write-down 31.12.2018 2,804
provision is allocated mainly to cover the risk of obsolescence. At the Provisions 718
end of the financial year, the appropriation is adjusted based on specific Utilisation (322)
analyses carried out on slow-moving and non-moving products. Change in the scope of consolidation 123

Exch. rate diff. (10)
7. TRADE RECEIVABLES

31.12.2018 CHANGE

Total trade receivables 48,463 48,061 402
Bad debt provision (1,534) (1129) (405)
Net total 46,929 46,932 (3)

Despite the change in the scope of consolidation, the amount of trade
receivables at 31 December 2019 is substantially unchanged from the
balance at the end of 2018 due to lower levels of activity in 2019. There
were no significant changes in the payment terms agreed with customers.
The amount of trade receivables recognised in the financial statements
includes approximately € 25.3 million in insured receivables (€ 26.1 million

at 31 December 2018).
Receivables assigned to factors without recourse are eliminated from the
Statement of Financial Position in that the reference contract provides for
the assignment of ownership of the receivables, together with ownership
of the cash flows generated by the receivable, as well as of all risks and
benefits, to the assignee.

CHANGE
Current receivables (not past due) 39,789 38,980 809
Outstanding up to 30 days 3718 3972 (254)
Outstanding from 30 to 60 days 2102 1,019 1,083
Outstanding from 60 to 90 days 1,261 3,062 (1,.801)
Outstanding for more than 90 days 1593 1,028 565
Total 48,463 48,061 402
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The bad debt provision was adjusted to the better estimate of the credit risk 1129
and expected losses at the end of the reporting period. Changes during the Drovisions 509
year were as follows: —
Utilisation (364)
Change in the scope of consolidation 266
Exch. rate diff. (6)
8. TAX RECEIVABLES
31.12.2018 CHANGE
For income tax 2,563 3,435 (872)
For VAT and other sales taxes 1,708 851 857
Other tax credits 187 180 7
Total 4,458 4,466 (8)

At 31 December 2019, income tax receivables include € 607,000
(€ 1,158,000 at 31 December 2018) for the residual amount of the re-
ceivable originating from the full deduction from IRES of IRAP relating to
expenses incurred for employees and similar for the period from 2006
to 2011 (ltalian Decree Law 201/2011). During 2019, the Group received
a partial refund of € 551,000; an additional refund of € 180,000 was

9. OTHER CURRENT RECEIVABLES

received at the beginning of 2020.
Income tax receivables also include payments on account on 2019 in-
come, for the part exceeding the tax to be paid.

Other tax credits mainly refer to receivables in respect of indirect Brazil-
ian and Turkish taxes.

Credits to be received from suppliers 141 385 (244)
Advances to suppliers 384 41 (27)
Accrued income and prepaid expenses 536 434 102
Other 398 304 94
Total 1,459 1,534 (75)

Credits to be received from suppliers mainly refer to bonuses paid to the Group for the attainment of purchasing objectives.

10. FINANCIAL ASSETS

31.12.2018

Current Non current Current Non current
Escrow bank accounts 1233 60 3510 120
Currency derivatives 33 - 1 -
Total 1,266 60 3,51 120

At 31 December 2019, the following were taken out:
- aterm deposit of € 0.12 million, due on 30 June 2021, for the portion
of the price not yet paid to the sellers of the ARC equity investment

(Note 15);
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- aterm deposit of € 1.173 million for the portion of the price not yet paid
to the sellers of the C.M.I. equity investment and deposited as collateral in
accordance with the terms of the CM.I. acquisition agreement (Note 15).
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11. CASH AND CASH EQUIVALENTS

The item Cash and cash equivalents, equal to € 18687000 at 31 December 2019 (€ 13,426,000 at 31 December 2018) refers to bank current ac-

count balances of approximately € 18.6 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. At 31 December 2019, the structure of the share capital is shown in the table below.

NO. OF SHARES

RIGHTS AND

% OF SHARE CAPITAL OBLIGATIONS

Ordinary shares 7,065,449 61.26%
Ordinary shares with increased vote 4,468,001 38.74% Two voting rights per share
TOTAL 11,533,450 100%

With the exception of the right to increased vote, there are no rights, privileges or restrictions on the shares of the Parent Company. The availability of

the Parent Company’s reserves is indicated in the separate financial statements of Sabaf Sp.A.

13. TREASURY SHARES AND OTHER RESERVES

During the financial year, Sabaf S.p.A. sold 344,631 treasury shares with

reference to the following transactions:

- acquisition of 68.5% of the share capital of CM.l. Cerniere Meccaniche
Industriali s.rl. on 31 July 2019, following which 8.5% of the share cap-
ital was acquired through the sale of 113,962 Sabaf shares, equal to
0.99% of the share capital, at a unit price of 14.5815 per share;

- partnership agreement with the Japanese group Paloma, active glob-
ally in the gas equipment sector. Paloma Rheem Investments Inc. ac-
quired 230,669 Sabaf shares, equal to 2% of the share capital, at a unit
price of € 13.64 per share.

As a result of the above transactions, at 31 December 2019, the Parent
Company held 169,875 treasury shares, equal to 1.473% of share capital,
recorded in the financial statements as an adjustment to shareholders’ eq-
uity at a unit value of € 13.35 (the market value at year-end was € 13.40).

There were 11,363,575 outstanding shares at 31 December 2019
(11,018,944 at 31 December 2018).

[tems “Retained earnings, other reserves” of € 92,580,000 included, at
31 December 2019, the stock grant reserve of € 1,002,000, which in-
cluded the measurement at 31 December 2019 of fair value of rights as-
signed to receive shares of the Parent Company. For details of the Stock
Grant Plan, refer to Note 37.

14. LOANS

Current Non current Total Current Non current Total
Leases 1,050 3,478 4,528 153 1,309 1,462
Unsecured loans 14,653 40,568 55221 10,741 41,097 51,838
Short-term bank loans 1,783 - 1,783 5,247 - 5,247
Advances on bank receipts or invoices 1,523 - 1,523 1,942 - 1,942
Interest payable 6 - 6 44 44
Derivative instruments on interest rates - - - 308 308
Total 19,015 44,046 63,061 18,435 42,406 60,841

During the year, the Group took out new unsecured loans for a total of

€ 12 million to finance the investments made, with particular reference to
the acquisition of CM.L. All loans are signed with an original maturity of
ranging from 5 to 6 years and are repayable in instalments.

Some of the outstanding unsecured loans have covenants, defined with
reference to the consolidated financial statements at the end of the re-
porting period, as specified below:

- commitment to maintain a ratio of net financial position to sharehold-
ers’ equity of less than 1 (residual amount of the loans at 31 December
2019 equal to € 19 million)
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- commitment to maintain a ratio of net financial position to EBITDA of
less than 2.5 (residual amount of the loans at 31 December 2019 equal
to € 31 million)

widely observed at 31 December 20109.

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

loan of USD 2 million.

To manage interest rate risk, unsecured loans are either fixed-rate or
hedged by IRS. These consolidated financial statements include the neg-
ative fair value of the IRSs hedging rate risks of unsecured loans pending,
for residual notional amounts of approximately € 33.8 million and expiry
until 31 December 2025. Financial expenses were recognised in the in-
come statement with a balancing entry.

The following table shows the reconciliation between commitments for operating leases at 31 December 2018 and liabilities relating to leases at

31 December 2019:

Commitments for operating leases at 31 December 2018 1,301
Payments relating to the exercise of renewal options on operating leases at 31 December 2018 -
Incremental borrowing rate at 1January 2019 7.5%
Discounting effect (92)
Commitments for operating leases discounted at 1 January 2019 1209
Commitments relating to leases previously classified as finance leases 1,462
Lease liabilities at 1 January 2019 2,671
Change in the scope of consolidation (31 July 2019) 2,398
New agreements signed during 2019 298
Repayments during 2019 (804)
Forex differences (35)
Lease liabilities at 31 December 2019 4528

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

15. OTHER FINANCIAL LIABILITIES

31.12.2018

Current Non current Current Non current

Payables to former Okida shareholders - - 7,622 -
Option on A.R.C. minorities - 1,650 - 1,818
Option on C.M.I. minorities 4,200 4,500 - -
Payables to A.R.C. shareholders 60 60 60 120
Payables to C.M.I. shareholders - 1173 - -
Derivative instruments on interest rates 377 - - -

Total 4,637 7,383 7,682 1,938

As part of the acquisition of 100% of Okida Elektronik, the parties agreed
that the payment of part of the price would be subject to adjustment and
postponed compared to the effective date of the transaction (4 Septem-
ber 2018). The payables to Okida shareholders recorded at 31 December
2018, representing the remaining part of the price, was paid in March 2019.

As part of the acquisition of ARC. srl, carried out in June 2016, and
CM.. srl, carried out in July 2019, purchase and sale options (call/put)
were subscribed in favour of Sabaf. Specifically:

- Sabaf signed with Loris Gasparini (current minority shareholder by
30% of ARC.) an agreement that aimed to regulate Gasparini’s right
to leave ARC. and the interest of Sabaf to acquire 100% of the shares
after expiry of the term of five years from the signing of the pur-
chase agreement of 24 June 2016, by signing specific option agree-
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ments. 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 ARC., with strike prices
contractually defined on the basis of final income parameters from
ARC. at 31 December 2020.

- Sabaf subscribed with the Chinese group Guandong Xingye Invest-
ment, seller of CM.I, purchase options in favour of Sabaf for the
remaining 31.5% of the share capital and simultaneous put options
in favour of the seller, which can be exercised in two equal tranches
following approval of the C.M.l. financial statements at 31 December
2019 and following approval of the C.M.I. financial statements at 31
December 2020. The strike prices are contractually defined on the
basis of final income and financial parameters from the C.M.I. Group.
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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
€ 1.818 million was recognised in the consolidated financial statements
at 31 December 2018 with reference to the option to purchase the re-
maining 30% of ARC. At 31 December 2019, the Group revalued the
outlay estimate, based on the expected results of ARC. at 31 December
2020 in accordance with the business plan of the subsidiary prepared at
the beginning of 2020. The recalculation of the fair value, in compliance
with IAS 39, led to a decrease of € 168,000 in the liability; financial in-
come was recognised as a balancing entry.

With regard to C.M.l. options, a financial liability of € 8.7 million was rec-
ognised in these consolidated financial statements, of which € 4.2 million
recognised under current financial liabilities and € 4.5 million recognised
under non-current financial liabilities.

The payable to the ARC. shareholders of € 120,000 at 31 December
2019 is related to the part of the price still to be paid to the sellers, which
was deposited on an non-interest-bearing escrow account and will be re-
leased in favour of the sellers at constant rates in 2 years, in accordance
with contractual agreements and guarantees issued by the sellers.

The payable to C.M.I. shareholders of € 1,173,000 at 31 December 2019
is related to the part of the price still to be paid to the Chinese group
Guandong Xingye Investment, seller of C.M.l, which was deposited on
an non-interest-bearing escrow account in accordance with contractual
agreements and guarantees issued by the seller.

16. POST-EMPLOYMENT BENEFIT AND RETIREMENT PROVISIONS

Following the revision of IAS 19 - Employee benefits, from 1 January 2013

— all actuarial gains or losses are recorded immediately in the comprehen-

At 31 December 2018 2,632 S « L " )
sive income statement (‘Other comprehensive income”) under the item

Provisions 200 “Actuarial income and losses’.
Financial expenses 32
Payments made m8) Post-employment benefits are calculated as follows:
Tax effect 101 FINANCIAL ASSUMPTIONS
Change in the scope of consolidation 864
Forex differences (13) Discount rate 0.40% 1.30%

DEMOGRAPHIC THEORY

31.12.2018
Mortality rate IPS55 ANIA ISTAT 2016 M/F
Disability rate INPS 2000 INPS 1998 M/F
Staff turnover 3% - 6% 3% - 6%

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

Retirement age pursuant to legislation in force on 31 December 2019 | pursuant to legislation in force on 31 December 2018

17. PROVISIONS FOR RISKS AND CHARGES

Change in Exchange rate
KiRPIIdE M Provisions Utilisation the scope of ang
T diffrences
consolidation
Provision for agents' indemnities 217 17 (29) - - 205
Product guarantee fund 60 38 (38) - - 60
Provision for legal risks 175 36 (130) 400 1 482
Other provisions for risks and charges 273 - - - (25) 248
Total 725 91 (197) 400 (24) 995

The provision 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 cus-
tomers for products already sold. The fund was adjusted at the end of the
year, on the basis of analyses conducted and past experience.

The provision for legal risks, set aside for moderate disputes, was adjusted
to reflect the outstanding disputes. Note also that following the allocation
process of the price paid for the acquisition of the CM.I. Group on the net

assets acquired (Purchase Price Allocation), completed during 2019, a pro-
vision for legal risks of € 400,000 was recorded.

Other provisions for risks and charges, recognised as part of the Purchase
Price Allocation following the acquisition of Okida Elektronik, reflect the fair
value of the potential liabilities of the acquired entity.

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

19. TAX PAYABLES

Total 27,560 21,215 6,345 For income tax 506 2,672 (2,166)
Withholding taxes 923 680 243
Other tax payables 373 214 159

The increase in trade payables is related to the change in the scope of Total 1,802 3,566 (1764)

consolidation. Average payment terms did not change versus the pre-
vious year. At 31 December 2019, there were no overdue payables of
a significant amount and the Group did not receive any injunctions for
overdue payables.

20. OTHER CURRENT PAYABLES

The income tax payables refer to the taxes for the year, for the portion
exceeding the advances paid.

31.12.2018

CHANGE
To employees 5,016 4,383 633
To social security institutions 2,403 2,148 255
To agents 231 312 81
Advances from customers 41 250 161
Other current payables 1,073 507 566
Total 9,134 7,600 1,534

At the beginning of 2020, payables due to employees and social security institutions were paid in accordance with the scheduled expiry dates.

Other current payables include accrued liabilities and deferred income.

21. DEFERRED TAX ASSETS AND LIABILITIES

31.12.2018

CHANGE
Deferred tax assets 6,505 4,617 1,888
Deferred tax liabilities (7,273) (3,030) (4,243)
Net position (768) 1,587 (2,355)

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.

Non-current - Fair value of Actuarial Other
tangible and prOVISan e derivative Goodwill ) Taxl Tax losses cuellueiden of Total
9 | djustments incentives ost-employ- | temporary
intangible assets value adjus instruments P ploy differences
n ment benefit
31.12.2018 (2,216) 1,164 56 1,771 339 - 182 291 1,587
gfaigfn'grff me 760 296 10 (354) 681 586 12) 1967
ggznireholders (4.501) o5 _ 2 (4,445)
Forex differences 194 (4) (66) (1) 123

As described in the paragraph "Information related to IFRS 3", these con-
solidated financial statements include deferred taxes on the fair value
measurement of intangible assets recognised as a result of the Purchase
Price Allocation of C M.l srl. (shareholders’ equity effect of € 3,528,000).
Deferred tax assets relating to goodwill refer to the exemption of the val-
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ue of the investment in Faringosi Hinges s.rl. made in 2011 pursuant to
Italian law Decree 98/2011, deductible in ten instalments starting in 2018.
Deferred tax assets relating to tax incentives are commensurate to in-
vestments made in Turkey.
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22. NET FINANCIAL POSITION

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

31.12.2018

CHANGE
A. Cash (Note 11) 19 19 -
B. (P,\cl)é,itg\ﬁ) balances of unrestricted bank accounts 18,590 7067 1523
C. Other cash equivalents (Note 1) 79 6,340 (6,261)
D. Liquidity (A+B+C) 18,688 13,426 5,262
E. Current financial receivables (Note 10) 1,266 3,51 (2,245)
F. Current bank payables (Note 14) 3,313 7,233 (3920)
G. Current portion of non-current debt (Note 14) 14,653 10,741 3912
H. Other current financial payables (Note 15) 5,686 8,143 (2,457)
I. Current financial debt (F+G+H) 23,652 26,117 (2,465)
J. Net current financial debt (I-D-E) 3,698 9,180 (5,482)
K. Non-current bank payables (Note 14) 40,569 41,097 (528)
L. Other non-current financial payables (Note 14) 10,861 3247 7614
M. Non-current financial debt (K+L) 51,430 44,344 7,086
N. Net financial debt (J+M) 55,128 53,524 1,604

The consolidated statement of cash flows, which shows the changes in cash and cash equivalents (letter D. of this statement), describes in detail the

cash flows that led to the change in the net financial position.

Comments on key income
statement items

23. REVENUE

In 2019, sales revenue totalled € 155,923,000, up by € 5,281,000 (+3.51%) compared with 2018. Taking into consideration the same scope of consol-

idation, revenue decreased by 8.9%.

Revenue by geographical area

[ o %
Italy 31,161 20.0% 31,579 21.0% -1.3%
Western Europe 12,277 79% 12,337 82% -0.5%
Eastern Europe 55,059 35.3% 46,301 30.7% +18.9%
Middle East and Africa 7,050 4.5% 12,303 82% -42.7%
Asia and Oceania 9,198 59% 7,590 50% +21.2%
South America 23,451 15.0% 25,461 16.9% -79%
North America and Mexico 17,727 11.4% 15,071 10.0% +17.6%
Total 155,923 100.0% 150,642 100.0% +3.5%

The trend in revenue was affected by the overall uncertainty of the macro-
economic scenario. In Turkey, main destination market, the Group record-
ed a 10% decrease in sales - taking into consideration the same scope of
consolidation - which was more pronounced in the first half of the year
and showed a clear recovery in recent months. In Italy, sales suffered from
the reduction in the production of domestic appliances. Downturns were
also recorded in the Middle East and South America, where the crisis in

Argentina and the stagnation of demand in Brazil weighed heavily. Among
the markets that showed a positive trend was China, where revenue bene-
fited from new supply contracts to primary customers. The acquisition of
C.M.. also led to an increase in the weight of North America and Eastern
Europe in the distribution of sales. North America accounted for more
than 11% of total Group sales in 2019 (+18% compared to 2018).
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Revenue by product family

2018 % % CHANGE
Valves and thermostats 39,989 25.6% 48463 32.2% -17.5%
Burners 63,858 41.0% 66,953 44.4% -4.6%
Accessories 12,924 83% 15,422 10.2% -16.2%
Total gas parts 116,771 74.9% 130838 86.9% -10.8%
Professional burners 5434 3.5% 5331 3.5% +1.9%
Hinges 23774 15.2% 10,436 6.9% +127.8%
Electronic components 9,944 6.4% 4,037 2.7% +146.3%
Total 155,923 100.0% 150,642 100.0% +3.5%

The contribution from recent acquisitions resulted in a sharp increase in sales of hinges and electronic components, which more than offset the decline
in sales of components for domestic gas cooking appliances. Average sales prices in 2019 were on average 0.7% lower compared with 2018.

24. OTHER INCOME

CHANGE

25. MATERIALS

CHANGE

Sale of trimmings 2,072 2,507 (435)
Contingent income 336 88 248
Rental income 18 88 30
G | e | w "
Other income 1,031 615 416
Total 3,621 3,369 252

Other income includes revenue from the sale of moulds and government
grants.

26. COSTS FOR SERVICES

CHANGE

Commodities and out- 52241 56,347 (4.106)
sourced components

Consumables 5223 6,100 (877)
Total 57,464 62,447 (4,983)

In 2019, the effective purchase prices of the main raw materials (alumin-
ium alloys, steel and brass) were on average lower than in 2018, with a
positive impact of 0.8% of sales.

27. PERSONNEL COSTS

CHANGE

Outsourced processing 8,659 10,017 (1,358) Salaries and wages 25,080 23,141 1,939
Natural gas 4425 4561 (136) Social Security costs 7905 7,429 476
and power Temporary agency
Maintenance 4375 4,468 (93) workers 1,394 2121 (727)
Transport 2,182 2,340 (158) 3

: : Post-employment 2,043 1,828 215
Advisory services 2,384 2,326 58 benefit and other costs
Travel expenses 740 780 (40) Stock grant plan 681 321 360
and allowances

— Total 37,103 34,840 2,263

Commissions 765 736 29
Directors' fees 723 685 38
Insurance 568 245 23 The number of Group employees at 31 December 2019 was 1,035, 854 at
Canteen 437 393 44 31 December 2018: the increase in the number of employees compared to
Other costs 4230 4,446 (216) the previous year was 181, of which 170 following the acquisition of C.ML.
Total 29,488 31,297 (1,809) The number of temporary staff was 42 at 31 December 2019 (57 in 31

The main outsourced processing carried out by the Group’s Italian compa-
nies include aluminium die-casting, hot moulding of brass and steel blank-
ing as well as some mechanical processing and assembly. The reduction
in costs for outsourced processing reflects the lower levels of activity com-
pared to the previous year.

Other costs included expenses for the registration of patents, waste dispos-
al, cleaning, leasing third-party assets and other minor charges..
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December 2018).

The item "Stock Grant Plan” included the measurement at 31 December
2019 of the fair value of rights to the assignment of shares of the Parent
Company attributed to Group employees. For details of the Stock Grant
Plan, refer to Note 37.
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28. OTHER OPERATING COSTS

CHANGE

29. FINANCIAL EXPENSES

CHANGE

- Interest paid to banks 890 829 61

Non-income taxes 501 506 (5) I -
} nterest paid on

Other operating 496 371 125 finance lease cotracts 102 17 85
expenses .

- . Banking expenses 275 287 (12)
Contingent liabilities 101 217 (116)

dwrited Adjustment to the

L?SSQS an V‘,’”ti" OWNS 509 421 38 fair value of the ARC - 55 (55)
of trade receivables option (Note 15)
Provisions for risks 74 127 (53) Other financial - . )
Other provisions 17 28 M) expense
Total 1,698 1,670 28 Total 1,339 1,206 133

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

30. EXCHANGE RATE GAINS AND LOSSES

In 2019, the Group reported net foreign exchange losses of € 1,380,000
(net gains of € 5384,000 in 2018). The main portion of 2019 foreign
exchange losses were recorded by Sabaf Turkey and is related to financial
payables taken out in euro and reflects the devaluation of the Turkish lira
during the current financial year.

The increase in interest paid on leases is related to the change in the
scope of consolidation and the application of IFRS 16 as described in
the specific paragraph "Adoption of the accounting standard IFRS 16
"Leases™ starting from the current financial year. Interest paid to banks
includes IRS spreads payable that hedge interest rate risks (Note 35).

31. INCOME TAXES

%

CHANGE
Current/deferred 797 5142 (4.415)
taxes for the year
Taxes related to pre- (1135) 21 (1114)
vious financial years
Total (408) 5,163 (5,571)

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 ltaly is shown in the following table:

Theoretical income tax 2,386 5,030
Permanent tax differences (216) 937
Taxes related to previous financial years (1135) 18
Tax effect from different foreign tax rates 23 (25)
Effect of non-recoverable tax losses 137 154
“Patent box" tax benefit (3006) (323)
“Super e Iperammortamento” tax benefit (653) (449)
Tax incentives for investments in Turkey (709) (710)
Other differences (200) 22
Incom.e taxes.booked in the accounts, excluding IRAP (680) 4,654
and withholding taxes (current and deferred)

IRAP (current and deferred) 272 509
Total (408) 5,163

Theoretical taxes were calculated applying the current corporate income
tax (IRES) rate, ie. 24%, to the pre-tax result. IRAP is not taken into ac-
count for the purpose of reconciliation because, as it is a tax with a dif-
ferent assessment basis from pre-tax profit, it would generate distorting
effects.

In these consolidated financial statements, the Group recognised:

- the tax benefit related to the Patent Box for 2019 of € 356,000
(€ 306,000 for IRES and € 50,000 for IRAP);

- the tax benefits relating to "Superammortamento” (Super amortisation)
and “lperammortamento” (Hyper amortisation), related to the invest-
ments made in Italy, amounting to € 653,000 (€ 449,000 in 2018);

- the tax benefits deriving from the investments made in Turkey amount-
ing to € 709,000 (€ 710,000 in 2018).

Positive taxes relating to previous financial years of € 1,135,000 include
€ 1,110,000 for the benefit resulting from the favourable outcome in the
first instance of a tax dispute in Turkey. The Group expects the judgement
to be upheld at subsequent instances.

No significant tax disputes were pending at 31 December 2019.
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32. EARNINGS PER SHARE

Basic and diluted EPS are calculated based on the following data:

EARNINGS

(€/000)
Profit for the year 10,296 15,614

NUMBER OF SHARES
(€/000) 2018

Welghted average number of ordinary shares for determining basic 11363575 11,051570
earnings per share

Dilutive effect from potential ordinary shares - -
Welghted average number of ordinary shares for determining diluted 11363575 11,051570
earnings per share

EARNINGS PER SHARE (€)

(€/000)

Basic earnings per share 0.895 1.413
Diluted earnings per share 0.895 1.413

Basic earnings per share are calculated on the average number of outstanding shares minus treasury shares, equal to 169,875 in 2019 (481,880 in 2018).
Diluted earnings per share are calculated taking into account any shares approved but not yet subscribed, of which there were none in 2019 and 2018.

33. DIVIDENDS

On 29 May 2019, shareholders were paid an ordinary dividend of € 0.55 considered it appropriate, on a prudential basis, to propose to the Share-
per share (total dividends of € 6,060,000). holders” meeting to allocate the profit for 2019 of the parent company
The Directors, having acknowledged the significant change in the glob- Sabaf Sp.A. entirely to the extraordinary reserve.

al economic scenario following the spread of the coronavirus pandemic,

34. INFORMATION BY BUSINESS SEGMENT

Information by business segment for 2019 and 2018 is provided below.

2019 FY
D25 [2EliE ) Hinges Electronic components Total
(household and professional)
Sales 122,223 23779 9,921 155,923
Ebit 8,364 1,879 1,653 11,896
2018 FY
SB[l . Hinges Electronic components Total
(household and professional)
Sales 136,211 10,407 4,024 150,642
Ebit 13,540 1,315 1,554 16,409
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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.

31.12.2018

Financial assets
Amortised cost
Cash and cash equivalents 18,687 13,426
Escrow bank deposits 1,293 3,630
Trade receivables and other receivables 48,685 48,654
Income statement fair value
Derivative to hedge cash flows 33 1
Financial liabilities
Amortised cost
Loans 63,061 60,533
Other financial liabilities 1,293 7,802
Trade payables 27,560 21,215
Income statement fair value
ARC put option (Note 15) 1,650 1,818
C.M.I. put options (Note 15) 8,700 -
Derivative to hedge cash flows 377 308

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

- credit risk, with special reference to normal trade relations with cus-
tomers;

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

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

Credit risk management

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

The Group factors receivables with factoring companies based on without
recourse agreements, thereby transferring the related risk.

A credit insurance policy is in place, which guarantees cover for approximate-
ly 54% of trade receivables.

Credit risk relating to customers operating in emerging economies is general-
ly attenuated by the expectation of revenue through letters of credit

[t 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 fi-
nancial instruments. Hedging is done using forward contracts, options or
combinations of these instruments. Generally speaking, the maximum du-
ration 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.

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 dol-
lars (chiefly on some Asian and American markets) and the production units
in Brazil and Turkey. Sales in US dollars represented 23% of total turnover in
2019, while purchases in dollars represented 5% of total turnover. During the
year, operations in dollars were partially hedged through forward sales con-
tracts; at 31 December 2019, the Group had in place forward sales contracts
for a total of USD 2 million, maturing in April 2020.

Sensitivity analysis

With reference to financial assets and liabilities in US dollars at 31 December
2019, a hypothetical and immediate revaluation of 10% of the euro against
the dollar would have led to a loss of € 804,000.
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Interest rate risk management

Owing to the current trend in interest rates, the Group favours fixed-rate in-
debtedness: medium to long-term loans originated at a variable rate are con-
verted to a fixed rate by entering into interest rate swaps (IRS) when the loan
is opened. At 31 December 2019, IRS totalling € 33.8 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. The derivative
contracts were not designated as a cash flow hedge and were therefore rec-
ognised using the “income statement fair value” method.

Sensitivity analysis

Considering the IRS in place, at the end of 2019 almost all of the Group’s
financial debt was at a fixed rate. Therefore, at 31 December 2019 no sensi-
tivity analysis was carried out in that the exposure to interest rate risk, linked
to a hypothetical increase (decrease) in interest rates, is not significant.

Liquidity risk management

The Group operates with a debt ratio considered physiological (net financial

debt / shareholders’ equity at 31 December 2019 of 46%, net financial debt

/ pro-forma EBITDA of 1.86) and has unused short-term lines of credit. To

minimise the risk of liquidity, the Administration and Finance Department:

- maintains a correct balance of net financial debt, financing investments
with capital and with medium to long-term debt;

Commodity price risk management

A significant portion of the Group’s purchase costs is represented by alumin-
ium, steel and brass. Sale prices of products are generally renegotiated an-
nually; 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 aluminium, steel and brass with supply
contracts signed with suppliers for delivery up to twelve months in advance
or, alternatively, with derivative financial instruments. In 2019 and 2018, the
Group did not use financial derivatives on commodities. To stabilise the rising
costs of commodities, Sabaf preferred to execute transactions on the phys-
ical market, fixing prices with suppliers for immediate and deferred delivery.

- verifies systematically that the short-term accrued cash flows (amounts re-

ceived from customers and other income) are expected to accommodate
the deferred cash flows (short-term financial debt, payments to suppliers
and other outgoings);

- regularly assesses expected financial needs in order to promptly take any

corrective measures.

An analysis by expiry date of financial payables at 31 December 2019 and 31 December 2018 is shown below:

Short-term bank loans 3,689 3,689 3,689 - - -
Unsecured loans 55,221 56,474 2,073 13,048 40,126 1,227
Finance leases 4,528 4,898 352 895 3,088 563
Payables to ARC shareholders 120 120 - 60 60 -
Payables to C.M.I shareholders 1173 1173 - - 1173 -
ARC option 1,650 1,650 - - 1,650 -
C.M.I. option 8,700 8700 - 4200 4,500 .
Total financial payables 75,081 76,704 6,114 18,203 50,597 1,790
Trade payables 27,560 27,560 25,993 1,567 - -
Total 102,641 104,264 32,107 19,770 50,597 1,790
AT 31 DECEMBER 2018 Carrying value C&Qﬁ‘?gx;ﬂ‘ er‘g;'tﬂhg Frort*; ? yr‘ggpths Froynewawr;o 5 Moryee gpsa ns
Short-term bank loans 7,233 8,063 8,063 - - ;
Unsecured loans 51,838 53,219 1,947 9,256 39,603 2,413
Finance leases 1,462 1,630 47 142 754 687
Payables to ARC shareholders 180 180 - 60 120 -
Payables to former Okida shareholders 7,622 7,622 7,622 - - -
ARC option 1818 1,818 - - 1,818 -
Total financial payables 70,153 72,532 17,679 9,458 42,295 3,100
Trade payables 21,215 21,215 20,412 803 - -
Total 91,368 93,747 38,091 10,261 42,295 3,100
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The various due dates are based on the period between the end of the

reporting period and the contractual expiry 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 and increased by

the spread set forth in each contract.

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 hierar-
chy that reflects the significance of the input used in determining the fair
value. IFRS 7 makes a distinction between the following levels:

- Level 1 — quotations found on an active market for assets or liabilities
subject to assessment;
- Level 2 - input other than prices listed in the previous point, which can
be observed directly (prices) or indirectly (derived from prices) on the

market;

- Level 3 —input based on observable market data.

The following table shows the financial assets and liabilities valued at fair value at 31 December 2019, by hierarchical level of fair value assessment.

LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
Other financial assets (currency derivatives) - 33 -
TOTAL ASSETS - 33 - -
Other financial liabilities (interest rate derivatives) - 377 377
Other financial liabilities (ARC and C.M.I. put options) - - 10,350 10,350
TOTAL LIABILITIES - 377 10,350 10,727

36. RELATED-PARTY TRANSACTIONS

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

Trade receivables 46,929 0.00%
Tax receivables 4,458 - 0.00%
Trade payables 27,560 - 4 4 0.01%

TOTAL 2018 GIUSEPPE NON-CONSOLIDATED OTHER TOTAL IMPACT ON

SALERI S.A.P.A. SUBSIDIARIES RELATED PARTIES RELATED PARTIES THE TOTAL
Trade receivables 46,932 12 88 100 0.21%
Tax receivables 4,466 1158 1158 25.93%
Trade payables 21,215 5 5 0.02%

Impact of related-party transactions on income statement items

Other income

3,621

0.00%

Services

(29,488)

(21)

0.07%

TOTAL 2018

Other income

3,369

GIUSEPPE
SALERI S.A.P.A.

40

NON-CONSOLIDATED
SUBSIDIARIES

OTHER

RELATED PARTIES RELATED PARTIES

TOTAL

40

IMPACT ON
THE TOTAL

119%

Services

(31,297)

(263)

(22)

(285)

0.91%

Transactions are regulated by specific contracts regulated at arm’s length conditions.
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Fees to directors, statutory auditors and executives with strategic responsibilities

Please see the 2019 Report on Remuneration for this information.

37. SHARE-BASED PAYMENTS

In order to adopt a medium and long-term incentive instrument for directors
and employees of the Sabaf Group, on the proposal of the Remuneration
and Nomination Committee, the Board of Directors of Sabaf S.p.A. prepared
a specific free allocation plan of shares (the “Plan”) with the characteristics
described below.

The Plan was approved by the Shareholders” Meeting on 8 May 2018 and
the related Regulations by the Board of Directors on 15 May 2018, subse-
quently amended as resolved by the Board of Directors on 14 May 2019.

Purpose of the plan

The Plan aims to promote and pursue the involvement of the beneficiar-
ies whose activities are considered relevant for the implementation of the
contents and the achievement of the objectives set out in the Business
Plan, foster loyalty development and motivation of managers, by increasing
their entrepreneurial approach as well as align the interests of management
with those of the Company’s shareholders more closely, with a view to en-
couraging the achievement of significant results in the economic and asset
growth of the Company.

Beneficiaries of the plan

The Plan is intended for persons who hold or will hold key positions in

the Company and/or its Subsidiaries, with reference to the implementation

of the contents and the achievement of the objectives of the 2018-2020

Business Plan. The Beneficiaries are divided into two groups:

- Cluster 1: Beneficiaries already identified in the Plan or who will be iden-
tified by the Board of Directors by 30 June 2018 on the Shareholders’
Meeting authority.

- Cluster 2: Beneficiaries who will be identified by the Board of Directors
from 1 July 2018 to 30 June 2019 on the Shareholders’ Meeting au-
thority.
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The Board of Directors, in its meeting of 15 May 2018, identified the Ben-
eficiaries of Cluster 1 of the Plan to whom a total of 185,600 rights were
assigned; and the Board of Directors in its meeting of 14 May 2019, iden-
tified the Beneficiaries of Cluster 2 of the Plan to whom a total of 184,400
rights were assigned.

Subject-matter of the plan

The subject-matter of the Plan is the free allocation to the Beneficiaries of
a maximum of 370,000 Rights, each of which entitles them to receive free
of charge, under the terms and conditions provided for by the Regulations
of the Plan, 1 Sabaf Sp.A. Share.

The free allocation of Sabaf Sp.A. shares is conditional, among other things,
on the achievement, in whole or in part, with progressiveness, of the busi-
ness objectives related to the ROI, EBITDA, TSR indicators and Individual
objectives, i.e. performance objectives of each beneficiary determined by
the Board of Directors at the suggestion of the Remuneration and Nomina-
tion Committee.

Deadline of the Plan
The Plan expires on 31 December 2022 (or on a different subsequent date
set by the Board of Directors).

Fair Value measurement methods

Considering the allocation mechanism described above, it was necessary
to measure at fair value the rights assigned to receive shares of the Parent
Company. In line with the date of assignment of the rights and terms of
the plan, the grant date was set at 15 May 2018 for Cluster 1 and 14 May
2019 for Cluster 2.
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The main assumptions made at the beginning of the vesting period are illustrated below:

CLUSTER1

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON ROI

Share price at the start of the vesting period 19.48 19.48 19.48 19.48
Expected probability. 31% 0% 44.5% 15.5%
of business objective achievement
Total value on ROI 4.59 )

Fair Value 153
Rights on ROI 33.40%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON EBITDA

Share price at the start of the vesting period 19.48 19.48 19.48
Expected proba billity . 41% 0% 60.9%
of business objective achievement
Total value on EBITDA 7.04 '
Fair Value 2.35
Rights on EBITDA 33.30%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON TSR

2018 - 2020
Share price at the start of the vesting period 20.2 149 1244 202
Risk free rate -0.28% -0.30% -0.38% -0.38%
Expected volatility 31% 18% 29% 29%
Dividend yield 0.00% 0.00% 0.00% 0.00%
Strike Price 22.61 17.29 14.51 28.34
Total value on TSR 757
Fair Value 252

Rights on TSR 33.30%

Fair value per share at intial date of the vesting period 6.40
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CLUSTER 2

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON ROI

Share price at the start of the vesting period 13.66 13.66 13.66
Expected probability 0% 36.90% 15.50%
of business objective achievement
Total value on ROI 2.80
Fair Value 0.65
Rights on ROI 23.38%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON EBITDA

Share price at the start of the vesting period 13.66 13.66
ExpecFed proba biIAity . 0% 5250%
of business objective achievement
Total value on EBITDA 450 }
Fair Value 1.05
Rights on EBITDA 23.31%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON TSR

Share price at the start of the vesting period 149 1244 14.9
Risk free rate -0.30% -0.38% -0.38%
Expected volatility 18% 29% 29%
Dividend yield 0.00% 0.00% 0.00%
Strike Price 17.39 14.51 22.86
Total value on TSR 253
Fair Value 0.59
Rights on TSR 23.31%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED
ON INDIVIDUAL OBIJECTIVES

Share price at the start of the vesting period 13.66 13.66
Expe_cteo_l probability 50% 50%
of objectives achievement
Total value on individual objectives 6.83 }
Fair Value 2.05
Rights on individual objectives 30%
Fair value per share at intial date of the vesting period 4.34

The accounting impacts of the Plan on these consolidated financial statements are illustrated in Note 13 and Note 27.
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38. CAPITAL MANAGEMENT

For the purposes of managing the Group’s capital, it has been defined
that this includes the issued share capital, the share premium reserve and
all other capital reserves attributable to the shareholders of the Parent
Company. The main objective of capital management is to maximise the
value for shareholders. In order to maintain or correct its financial struc-
ture, the Group may intervene in dividends paid to shareholders, purchase
its own shares, redeem capital to shareholders or issue new shares. The
Group controls equity using a gearing ratio consisting of the ratio of net
financial debt (as defined in Note 22) to shareholders’ equity. The Group’s

policy is to keep this ratio below 1. In order to achieve this objective, the
management of the Group’s capital aims, among other things, to ensure
that the covenants, linked to loans, which define the capital structure re-
quirements, are complied with. Violations of covenants would allow banks
to demand immediate repayment of loans (Note 14). During the current
financial year, there were no breaches of the covenants linked to inter-
est-bearing loans.

In the years ended 31 December 2019 and 2018, no changes were made
to the objectives, policies and procedures for capital management.

39. 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 conse-
quences of which are reflected in the economic, equity and financial results for the year:

SHAREHOLDERS' EQUITY PROFIT ATTRIBUTABLE TO CASH
ATTRIBUTABLE TO THE GROUP THE GROUP NET FINANCIAL DEBT FLOWS
Financial statement 121,105 9,915 55,128 6,528
values (A)
Recording of tax income
1110 1110
Turkey (B) (1110) (1mo)
Financial statement 19,995 8,805 55,128 6,528
notional value (A + B)

As described in Note 31, in these consolidated financial statements the Group recorded non-recurring income under income taxes following the favour-
able outcome of a tax dispute in Turkey. The effects of the acquisition of CM.l. are described in detail in the paragraph - “Information related to IFRS 3"

40. 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 2019.

41. 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 € 4,024,000

(€ 4,734,000 at 31 December 2018).

42. SCOPE OF CONSOLIDATION AND SIGNIFICANT EQUITY INVESTMENTS

COMPANIES CONSOLIDATED USING THE LINE-BY-LINE CONSOLIDATION METHOD

COMPANY NAME REOG;'S;II'(ESSED SHARE CAPITAL SHAREHOLDERS OWNERSHIP %
Faringosi Hinges s.r.l. Ospitaletto (BS) EUR 90,000 Sabaf S.p.A. 100%
Sabaf do Brasil Ltda Jundial (SP, Brazil) BRL 24,000,000 Sabaf S.p.A. 100%
Sabaf Beyaz Esya Parcalari Sanayi Ve Ticaret Manisa (Turkey) | TRY 28000,000 Sabaf SpA. 100%
Limited Sirteki
Sabaf Appliance Components Ltd. Kunshan (China) EUR 4,900,000 Sabaf S.p.A. 100%
ARC.srl. Campodarsego (PD) EUR 45000 Sabaf S.p.A. 70%
Sabaf S.p.A. 30%

Okida Elektronik Sanayi ve Tickaret A.S Istanbul (Turkey) TRY 5,000,000 Sabaf Beyaz Esya

Parcalari Sanayi Ve 70%

Ticaret Limited Sirteki
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COMPANIES CONSOLIDATED USING THE LINE-BY-LINE CONSOLIDATION METHOD

REGISTERED SHARE o

COMPANY NAME OFFICES CAPITAL SHAREHOLDERS OWNERSHIP %
Sabaf US Corp. Plainfield (USA) UsD 200,000 Sabaf S.p.A. 100%
C.M.l. Cerniere Meccaniche Industriali s.r.l Valsamoggia (BO) EUR 1,000,000 Sabaf S.p.A. 68.5%
CG.D.srl Valsamoggia (BO) EUR 26,000 CM.l. srl 100%

CM.l. srl 97.5%
CMI Polska sp. z.o.0. Myszkow (Polonia) PLN 40,000

CG.D.srl 2.5%

COMPANIES CONSOLIDATED USING THE EQUITY METHOD

COMPANY NAME RES;,S;TEESED SHARE CAPITAL | SHAREHOLDERS | OWNERSHIP % HOLDING %
Handan ARC Burners Co., Ltd. Handan (China) RMB 3,000,000 ARC.srl. 51% 35.7%

43. GENERAL INFORMATION ON THE PARENT COMPANY

APPENDIX

Via dei Carpini, 1 25035 - Ospitaletto (Brescia)

Tel: +39 030 - 6843001

Fax: +39 030 - 6848249

E-mail: info@sabaf.it

www.sabaf.it

- REA. Brescia 347512

Tax Code 03244470179

VAT number 01786910982

Information as required by Article 149-duodecimos of the CONSOB Issuers’ Regulation

The following table, prepared pursuant to Article 149-duodecies of the CONSOB Issuers’ Regulation, shows fees relating to 2019 for auditing and for
services other than auditing provided by the Independent Auditors and their network.

PARTY PROVIDING RECIPIENT FEES PERTAINING TO THE 2019
(€/000) THE SERVICE FINANCIAL YEAR
EY S.p.A. Parent company 43
Audit EY Sp.A. Italian subsidiaries 46
EY network Foreign subsidiaries 35
EY SpA. Parent company 38°
Other services ) .
EY network Foreign subsidiaries 1°
Total 173

2 Auditing procedures agreement relating to interim management reports; limited review of consolidated Disclousure of non-financial information.

3 Tax assistance.
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in accordance with Article 154 bis of Italian Legislative Decree 58/98

Pietro lotti, the Chief Executive Officer, and Gianluca Beschi, the Financial Reporting Officer of Sabaf Sp.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:

- the adequacy, in relation to the business characteristics and
- the actual application

of the administrative and accounting procedures for the formation of the consolidated financial statements dur-
ing the 2019 financial year.

They also certify that:

- 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;

- 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, 24 March 2020

Chief Executive Officer The Financial Reporting Officer
Pietro lotti Gianluca Besch

ol 2! LV
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Independent auditor's report pursuant to article 14 of Legislative
Decree n. 39, dated 27 January 2010 and article 10 of EU Regulation
n. 537/2014

(Translation from the original ltalian text)

To the Shareholdars of
Sabaf S.p.A.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consclidated financial statements of Sabaf Group (the Group}, which comprise
the consolidated statement of financial position as at December 31, 2019, and the consolidated
income statement, the consolidated statement of comprehensive income, the statement of changes in
consolidated shareholders’ equity and the consclidated cash flow statement for the year then ended,
and the explanatory notes to the consolidated financial statements, including a summary of
significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the financial position
of the Group as at December 31, 2019, and of its financial perfarmance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards as adopted by the
European Union and with the regulations issued for implementing art. 9 of Legisiative Decree n.
38/2005.

Basis for Opinion

We conducted cur audit in accordance with International Standards on Auditing (IS4 Italia), Qur
responsibilities under those standards are further described in the Auditor's Responsibilities for fhe
Audit of the Consalidated Financial Statements section of aur report, We are independent of Sabaf
S.p.A. in accordance with the regulations and standards on ethics and independence applicable to
audits of flinancial statements under Italian Laws. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our opinion,

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated financial staterments of the current period, These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming cur opinion thereon, and we do not provide a separate opinion on these matters.
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We identified the following key audit matters:

Key Audit Matters

Audit Responses

Valuation of the purchase price allocation related

to CMI acquisition

During the year 2019 the Group acquired the
C.M.l. Group. The acquisition has been accounted
for pursuant to IFRS 3, Business Combination,
including the related purchase price allocation
{hereinafter, "PPA"), The PPA is gimed to
determine, at the acquisition date, the fair value
of the identifiable assets and liabilities acquired.
The fair value of such identified assets and
liabilities has been estimated based on complax
assumptions that, by their nature, required
judgments from management. The PPA resulted
in a residual goodwill,

Considering the significance of the transaction
and the amounts involved in the PPA, the
complexity of the assumptions assumed in the
calculation of the fair value of the acquired
assets and liabilities, and the level of judgement
exercised by management, we determined this
area represents a key audit matter.

The note “Information related to IFRS 37 of the
consolidated financial statements as of
December 31, 2019 include the description of
the process followed by Group management and
the impacts an the consolidated financial
ctatements.

Qur audit procedures in response to the key
audit matter included, among athers: () the
analysis of the agreements signed within the
C.M.1. Group acquisition process and the
assessment of the related accounting treatment
adopted by Sabaf Group; (ii) the assessment of
the valuation reports prepared by the external
specialist who supported the Company in the
calculation of the fair valuation of the assets
and liabilities identified, and in the purchase
price allocation process, (iii) the assessment of
the key assumptions used by management in
performing the aforementionad procedures,

In performing our audit procedures, we involved
EY internal valuation specialists who assisted us
in the assessment of the key assumptions and
methodology adopted by management.

Lastly, we evaluated the appropriateness of the
discliosures included in the explanatory notes of
the consolidated financial statements and the
consistency of the related disclosure provided in
the Report on Operations.
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Valuation of goodwill

Goodwill at December 31, 2019 amounted to
Eurc 27.1 million, and was allocated to the
following Group's Cash Generating Units (CGU);
- "Hinges"” CGU for Euro 4.4 million;

- “Professional burners” CGU for Euro 1.8
million;

- "Electronic compeonents” CGU for Euro 17.2
millign;

- "CMI Hinges” CGU far Euro 3.7 million.

The processes and methodologies to valuate and
determine the recoverable amount of sach CGU,
in terms of value in use, are based on complex
assumptions that, due to their nature, imply the
use of judgement by management, in particular
with reference to the future cash flow forecasts
in the period covered by the Group business plan,
the assessment of the normalized cash flows
used to estimate the terminal value and the long
term growth and discount rates applied to the
future cash flow forecasts,

Considering the level of judgement and
complexity of the assumptions applied in
estimating the recoverable amount of goodwill
we determined that this area represents a key
audit matter.

The disclosures related to the valuation of
goodwill are included in paragraph “Goodwill™
and in note 3 - Intangible Assets”.

Cur audit procedures in response to this key
audit matter included, among others: (i}
assessment of the process and key controls
implemented by the Group in connection with
the valuation of goodwill; (i) assessment of the
CGUs perimeter and the allocation of the
carrying amounts of assets and liabilities to
each CGU; (i) assessment of the key
assumptions underlying future cash flow
forecasts; {iv) test of the consistency of the
future cash flow forecasts allocated to each
CGU against the 2020-2024 Group business
plan; (v) assessment of the accuracy of cash
fiow projections as compared to historical
results; (vi) assessment of the long term growth
rates and discount rates.

In performing our analysis, we engaged our
experts in valuation techniques, who have
independently performed calculation and
sensitivity analyses of key assumptions in order
to determine any changes in assumptions that
could materially impact the valuation of the
recoverable amount.

Lastly, we evaluated the appropriateness of the
disclosures included in the explanatory notes of
the consolidated financial statements and the
consistency of the related disclosure provided in
the Report on Operations,

Responsibilities of Directers and Those Charged with Governance for the

Consolidated Financial Statements

The Directors are responsible for the preparation of the consolidated financial statements that give a
true and fair view in accordance with International Financial Reporting Standards as adopted by the
European Union and with the regulations issued for implementing art. 9 of Legislative Decree n.
38/2005, and, within the terms provided by the law, for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement,

whether due to fravd or error.

The Directars are responsible for assessing the Group's ahility to continue as a going concern and,

when preparing the consolidated financial statements, for the appropriateness of the going cancern
assumption, and for appropriate disclosure thereof. The Directors prepare the consolidated financial
staterments on a going concern basis unless they either intend to liquidate the Farent Company Sabai
5.p.4. or to cease operations, or have no realistic alternative but to do so.
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The statutory audit committee (“Collegio Sindacale™) is responsible, within the terms provided by the
law, for overseeing the Group's financial reporting process.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Cur objectives are to obtain reasonable assurance about whether the consalidated financial
statements as a whole are free from material misstatement. whether due to fraud or error, and to
issue an auditor's report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with International Standards on Auditing
(1A Italia) will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with International Standards on Auditing {I5A Italia), we have
exercised professional judgment and maintained professional skepticism throughout the audit. In
addition:

= we have identified and assessed the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error, designed and performed audit procedures
responsive to those risks, and obtained audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may invalve collusion, forgery,
intentional emissions, misrepresentations, or the override of internal control;

« we have cbtained an understanding of internal control relevant to the audit In order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group's internal control;

« we have evaluated the appropriateness of accounting policies used and the reascnableness of
accounting estimates and related disclosures made by the Directors:

« we have concluded on the appropriateness of Directors’ use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group's ability to
continue as a gaing concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor's report to the related disclosures in the financial statements
or, if such disclosures are inadeguate, to consider this matter in forming our opinion, Our
conclusions are based on the audit evidence obtained up to the date of our auditor's report.
However, future events or conditions may cause the Group to cease to continue as a going
concern;

« we have evaluated the overall presentation, structure and content of the consolidated
financial statements, including the disciosures, and whether the consolidated financial
statements represent the underlying transactions and events in a manner that achieves fair
presentation;

« we have cbtained sufficient appropriate audit evidence regarding the financial information of
the entities or business activities within the Group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of the
group audit. We remain solely responsible for cur audit opinion.

We have communicated with those charged with governance, identified at an appropriate level as
required by ISA Italia, regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify
during our audit.
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We have provided those charged with governance with a statement that we have complied with the
ethical and independence requirements applicable in italy, and we have communicated with them all
matters that may reasonably be thought to bear on our independence, and where applicable, related
safequards.

From the matters communicated with those charged with governance, we have determined those
matters that were of most significance in the audit of the financial statements of the current period
and are therefore the key audit matters. We have described these matters in our auditor's report,

Additional information pursuant to article 10 of EU Regulation n. 537/14

The shareholders of Sabaf S.p.A., in the general meeting held on May 8, 2018, engaged us to perform
the audits of the consolidated financial statements for each of the years ending December 31, 2018
to December 31, 2026.

We declare that we have not provided prohibited non-audit services, referred to article 5, par. 1, of EU
Regulation n. 537/2014, and that we have remained independent of the Group in conducting the
audit.

We confirm that the opinion on the consolidated financial statements included in this report is
consistent with the content of the additional repart to the audit committee (Collegio Sindacale} in
their capacity as audit committee, prepared pursuant to article 11 of the EU Regulation n, 537/2014,

Report on compliance with other legal and regulatory requirements

Opinion pursuant to article 14, paragraph 2, subparagraph e), of Legislative
Decree n. 39 dated 27 January 2010 and of article 123-bis, paragraph 4, of
Legislative Decree n. 58, dated 24 February 1998

The Directors of Sabaf S.p.A. are responsible for the preparation of the Report on Operations and of
the Report on Corporate Governance and Ownership Structure of Group Sabaf as at December 31,
2019, including their consistency with the related consolidated financial statements and their
compliance with the applicable laws and regulations,

We have performed the procedures required under audit standard 54 Italia n. 7208, in order to
express an opinion on the consistency of the Report on Operations and of specific information
included in the Report on Corporate Governance and Ownership Structure as provided for by article
123-bis, paragraph 4, of Legislative Decree n. 58, dated 24 February 1998, with the consolidated
financial staternents of Sabaf Group as at December 31, 2019 and on their compliance with the
applicable laws and regulations, and in order to assess whether they contain material misstatements,

In our opinion, the Report on Operations and the above mentioned specific information included in
the Report on Corporate Governance and Ownership Structure are consistent with the consolidated
financial statements of Sabaf Group as at Decermber 31, 2019 and comply with the applicable laws
and regulations.

With reference to the statement required by art. 14, paragraph 2, subparagraph ), of Legislative
Decree n. 39, dated 27 January 2010, based on our knowledge and understanding of the entity and
its environment obtained through cur audit, we have no matters to report.
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Statement pursuant to article 4 of Consob Regulation implementing Legislative
Decree n. 254, dated 30 December 2016
The Directors of Sabaf S.p.A. are responsible for the preparation of the non-financial infermation

pursuant to Legislative Decree n. 254, dated 30 December 2016, We have verified that non-financial
information have been approved by Directors.

Pursuant to article 3, paragraph 10, of Legislative Decree n. 254, dated 30 December 2016, such
non-financial information are subject to a separate compliance report signed by us.

Milan, April 3, 2020

EY S.p.A.
Signed by: Massimo Meloni, Auditor

This report has been transiated into the English language solely for the convenience of international
readers,
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Statement of financial position

(in €) NOTES 31.12.2018

ASSETS

NON-CURRENT ASSETS

Property, plant and equipment 1 51,470,506 30,497,881
Investment property 2 3,975,991 1,261,716
Intangible assets 3 2,452 857 3,094,293
Equity investments 4 57,950,775 58,150,073
Non-current financial assets 5 5,340,310 5,366,725

- of which from related parties 35 5.280,310 5,246,725
Non-current receivables 19,871 19,871
Deferred tax assets 2] 4.276,366 3471716
TOTAL NON-CURRENT ASSETS 125,486,676 101,862,275
CURRENT ASSETS

Inventories 19,862,180 26,627,854
Trade receivables 28,563,314 35157543
- of which from related parties 35 9,094,290 6,080,706
Tax receivables 8 1,736,169 2377224
- of which from related parties 35 0 1,083,666
Other current receivables 9 588,494 764,471
Current financial assets 10 2,832,998 5,110,000

- of which from related parties 35 1600,000 1600,000
Cash and cash equivalents n 8,343,105 1,958,805
TOTAL CURRENT ASSETS 61,926,260 71,995,897
ASSETS HELD FOR SALE 0o (2]
TOTAL ASSETS 187,412,936 173,858,172
SHAREHOLDERS’ EQUITY AND LIABILITIES

SHAREHOLDERS EQUITY

Share capital 12 11,533,450 11,533,450
Retained earnings, Other reserves 93,399,901 72464975
Profit for the year 3821876 8,040,214
TOTAL SHAREHOLDERS' EQUITY 108,755,227 92,038,639
NON-CURRENT LIABILITIES

Loans 14 35,485,756 33,669,253
Other financial liabilities 15 1,233,000 120,000
Post-employment benefit and retirement provisions 16 2,064,001 2,083,922
Provisions for risks and charges 17 1,064,482 1,088,183
Deferred tax liabilities 21 1,733,755 106,646
TOTAL NON-CURRENT LIABILITIES 41,580,994 37,068,004
CURRENT LIABILITIES

Loans 14 13,994,308 17,330,136
Other financial liabilities 15 331505 1,795,310
Trade payables 18 15,734,266 18,944,590
- of which to related parties 35 761431 3858114
Tax payables 19 695,008 589,828

- of which to related parties 35 74,375 0
Other payables 20 6,321,628 6,091,665
TOTAL CURRENT LIABILITIES 37,076,715 44,751,529
LIABILITIES HELD FOR SALE o o
TOTAL LIABILITIES AND SHAREHOLDERS'EQUITY 187,412,936 173,858,172
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Income statement

(in €)

NOTES 2018

INCOME STATEMENT COMPONENTS

OPERATING REVENUE AND INCOME

Revenue 23 94,899,421 10,065,252
- of which from related parties 35 13,984,435 11,496,883
Other income 24 4,045,581 2985254
TOTAL OPERATING REVENUE AND INCOME 98,945,002 113,050,506
OPERATING COSTS

Materials 25 (32,805,599) (45,084,626)
Change in inventories (6,765,674) 1,858,927
Services 26 (20,124.,047) (27,540,143)
- of which to related parties 35 (1,698,535) (3,991,378)
Personnel costs 27 (26,785,293) (28,388,299)
Other operating costs 28 (926,250) (1,852,013)
Costs for capitalised in-house work 1,588,760 1,599,795
TOTAL OPERATING COSTS (85,818,097) (99,406,359)
OPERATING PROFIT BEFORE DEPRECIATION

AND AMORTISATION,

CAPITAL GAINS/LOSSES, WRITE-DOWNS/ (ERPAE 13,644,147
WRITE-BACKS OF NON-CURRENT ASSETS

Depreciations and amortisation 1,2,3 (9,808,641) (8,596,924)
gjﬁ'giltgailsr;i/s(losseS) on disposal of non 130,018 495,659
Write-downs/write-backs of non-current assets 4 (500,000)

- of which by related parties (500,000)

EBIT 2,948,282 5,542,882
Financial income 21324 122,845

- of which from related parties 199,308 118,874
Financial expenses 29 (816,612) (918,213)
Exchange rate gains and losses 30 (10,015) 157102
Profits and losses from equity investments 31 1,357,665 4,322 070
- of which from related parties 1357665 4,322,070
PROFIT BEFORE TAXES 3,690,644 9,226,686
Income taxes 32 131,232 1,186,472
PROFIT FOR THE YEAR 3,821,876 8,040,214

175\\



SABAF . 2019 ANNUAL REPORT

Comprehensive income statement

(in €)

PROFIT FOR THE YEAR 3,821,876 8,040,214

Total profits/losses that will not be subsequently

reclassified under profit (loss) for the year:

Actuarial evaluation of post-employment benefit (63,367) 26,538

Tax effect 15,208 (6,369)

TOTAL OTHER PROFITS/(LOSSES) NET OF TAXES FOR THE YEAR (48,159) 20,169

TOTAL PROFIT 3,773,717 8,060,383

Statement of changes in shareholders’ equity

_ Sha_re Legal Treasury Actuarial evalution Other Profit for the Total Groupy
Share capital premium h of post-employment shareholders

(€/ 000) reserve reserve shares benefit provision reserves year equity
Balance at 31 December 2017 1,533 10,002 2,307 (4,509) (477) 65,230 8,001 92,087
2018 dividend payment 1930 (8,001) (6,071)
Purchase of treasury shares (2,359) (2,359)
Stock grant plan (IFRS 2) 322 322
Total profit at

31 December 2018 20 8040 8060
Balance at 31 December 2018 1,533 10.002 2,307 (6,868) (457) 67,482 8,040 92,039
2019 dividend payment 1980 (8,040) (6,060)
Sale of treasury shares 4,600 208 4,808
Stock grant plan (IFRS 2) 680 680
Sabaf Immobiliare merger 13514 13,514
Total profit at
31 December 2019 (48) 3822 3,774
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Statement of Cash Flows

(€/000) 2018 FY

Cash and cash equivalents at beginning of year 2,169 2,697
Profit for the year 3,822 8,040
Adjustments for:

- Depreciation and amortisation 9,809 8,597

- Realised gains (130) (496)

- Write-downs of non-current assets 500 0

- Profits and losses from equity investments (1,358) (4,322)

- Valuation of the stock grant plan 681 321

- Net financial income and expenses 605 795

- Non-monetary foreign exchange differences 34 79

- Income tax (131) 1186
Change in post-employment benefit (94) (139)
Change in risk provisions (24) 719
Change in trade receivables 6,610 (4,003)
Change in inventories 6,766 (1,859)
Change in trade payables 185 2,375
Change in net working capital 13,561 (3,487)
ggfaer;rgeedl?ajtl?aegiﬂf;ilva bles and payables, 1325 (407)
Payment of taxes (339) (1.319)
Payment of financial expenses (790) (895)
Collection of financial income 2N 123
Cash flows from operations 27,682 8,796
Investments in non-current assets

- intangible (494) (520)

- tangible (6,622) (7,836)

- financial (12,314) (8,698)
Disposal of non-current assets 1,527 1,841
Cash flow absorbed by investments (17,903) (15,219)
Free cash flow 9,779 (6,423)
Repayment of loans (17,376) (14,166)
Raising of loans 13,057 31,600
Change in financial assets 2,270 (7,647)
Purchase/Sale of treasury shares 3,146 (2,359)
pPayment of dividends (6,060) (6,071)
Collection of dividends 1,358 4,322
Cash flow absorbed by financing activities (3,605) 5,685
Total cash flows 6,174 (738)
Z\cl::g C;;}d cash equivalents at end of year 8,343 1,959
Net current financial debt 11,493 14,015
Non-current financial debt 36,719 33,789
Net financial debt (Note 22) 39,868 45,845

! The value of cash and cash equivalents refers to the sum of the data of Sabaf Sp.A. and Sabaf Immobiliare s.r..
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Explanatory notes

Accounting standards

STATEMENT OF COMPLIANCE
AND BASIS OF PRESENTATION

The separate financial statements of Sabaf Sp.A. for the financial year
2019 have been prepared in compliance with the International Financial
Reporting Standards (IFRS) issued by the International Accounting Stand-
ards Board (IASB) and adopted by the European Union. Reference to IFRS
also includes all current International Accounting 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 fi-
nancial position schedules are prepared in euro, while the cash flow state-
ment, 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 undertak-
en in previous years, and are considered a going concern. With reference
to this assumption, the Company assessed that it is a going concern (as
defined by paragraphs 25 and 26 of IAS 1), also due to the strong com-
petitive position, high profitability and solidity of the financial structure.
Sabaf SpA. as the Parent Company, also prepared the consolidated fi-
nancial statements of the Sabaf Group at 31 December 2019.

FINANCIAL STATEMENTS

The Company adopted the following formats:

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

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

- a comprehensive income statement that expresses revenue and ex-
pense items not recognised in profit for the year as required or permit-
ted by IFRS;

- a statement of cash flows that presents cash 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 2019, unchanged versus
the previous year, with the exception of the new accounting standards
adopted as from 1 January 2019 (IFRS 16 and IFRIC 23), are shown
below:
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Property, plant and equipment

These are recorded at purchase or manufacturing cost. The cost includes
directly 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 working life in years, unchanged compared
to previous financial years, is as follows:

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

Ordinary maintenance costs are expensed in the year in which they are
incurred; costs that increase the asset value or useful working life are
capitalised and depreciated according to the residual possibility of utilisa-
tion 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, consid-
ered 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 recover-
able amount, recognising impairment 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 cash generating unit) 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. Reversal of impairment loss is
recognised in the income statement.

Intangible assets

As established by IAS 38, intangible assets acquired or internally pro-
duced 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
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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

Equity investments not classified as held for sale are booked at cost, re-
duced for impairment.

Impairment

At each end of the reporting period, Sabaf Sp.A. reviews the carrying
value of its property, plant and equipment, intangible assets and equi-
ty investments to determine whether there are signs of impairment 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 amount individually, the
Company estimates the recoverable amount of the cash generating unit
(CGU) to which the asset belongs. In particular, the recoverable amount of
the cash generating 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 current 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, ex-
pected 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 amount of its investees
at least once a year 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 re-
coverable 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 cash generating unit) 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. 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 corre-
sponding fair value represented by the replacement cost for purchased
materials and by the presumed realisable value for finished and semi-pro-
cessed products — calculated taking into account any manufacturing

costs and direct selling costs yet to be incurred. Inventory cost includes
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.

Trade receivables and other financial assets

Initial recognition

Upon initial recognition, financial assets are classified, as the case may be,
on the basis of subsequent measurement methods, i.e. at amortised cost,
at fair value recognised in other comprehensive income (OCI) and at fair
value recognised in the income statement.

The classification of financial assets at initial recognition depends on the
characteristics of the contractual cash flows of the financial assets and on
the business model that the Company uses to manage them.

Trade receivables that do not contain a significant financing component
are valued at the transaction price determined in accordance with IFRS
15. See the "Revenue from Contracts with Customers” paragraph.

Other financial assets are recorded at fair value plus, in the case of a
financial asset not at fair value recognised in the income statement, trans-
action costs.

For a financial asset to be classified and measured at amortised cost or
at fair value recognised in OCI, it must generate cash flows that depend
solely on the principal and interest on the amount of principal to be re-
paid (known as ‘solely payments of principal and interest (SPPI)). This
measurement is referred to as the SPPI test and is carried out at the
instrument level.

Subsequent measurement

The measurement of financial liabilities depends on their classification, as
described below.

Financial assets at amortised cost (debt instruments)

This category is the most important for the Company. The Company

measures the financial assets at amortised cost if both of the following

requirements are met:

- the financial asset is held as part of a business model whose objec-
tive is to hold financial assets for the purpose of collecting contrac-
tual cash flows

and

- the contractual terms of the financial asset envisage, at certain dates,
cash flows represented solely by payments of principal and interest
on the amount of principal to be repaid.

Financial assets at amortised cost are subsequently measured using

the effective interest method and are subject to impairment. Gains and

losses are recognised in the income statement when the asset is derec-
ognised, modified or revalued.

Financial assets at amortised cost of the Company include trade re-

ceivables.
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Financial assets at fair value through profit or loss

This category includes all assets held for trading, assets designated at
initial recognition as financial assets measured at fair value with chang-
es recognised in the income statement, or financial assets that must be
measured at fair value. Assets held for trading are all those assets ac-
quired for sale or repurchase in the short term. Derivatives, separated or
otherwise, are classified as financial instruments held for trading, unless
they are designated as effective hedging instruments. Financial assets
with cash flows that are not represented solely by principal and inter-
est payments are classified and measured at fair value through profit or
loss, regardless of the business model. Financial instruments at fair value
with changes recognised in the income statement are recognised in the
statement of financial position at fair value and net changes in fair value
through profit or loss. This category includes derivative instruments.

The Company does not hold financial assets at fair value through profit
or loss with reclassification of cumulative gains and losses or financial
assets at fair value through profit or loss without reversal of cumulative
gains and losses upon derecognition.

Derecognition

A financial asset (or, if applicable, part of a financial asset or part of a group
of similar financial assets) is firstly written off (e.g. removed from the state-
ment of financial position of the Company) when:
- the rights to receive cash flows from the asset are extinguished, or
- the Company transferred to a third party the right to receive financial
flows from the asset or has taken on the contractual obligation to pay
them fully and without delay and (a) transferred substantially all the risks
and benefits of the ownership of the financial asset or (b) did not substan-
tially transfer or retain all the risks and benefits of the asset, but trans-
ferred their control.
If the Company has transferred the rights to receive financial flows from an
asset or has signed an agreement on the basis of which it retains the con-
tractual rights to receive the cash flows of the financial asset, but assumes a
contractual obligation to pay the financial flows to one or more beneficiaries
(pass-through), it considers whether or to what extent it has retained the
risks and benefits concerning the ownership. If it has not substantially trans-
ferred or retained all the risks and benefits or has not lost control over it, the
asset continued to be recognised in the financial statements of the Company
to the extent of its residual involvement in the asset itself. In this case, the
company also recognises an associated liability. The transferred asset and
the associated liability are measured in such a way as to reflect the rights
and obligations that pertain to the Company. When the residual involvement
of the entity is a guarantee in the transferred asset, the involvement is meas-
ured based on the amount of the asset or the maximum amount of the con-
sideration received that the entity could be obliged to pay, whichever lower.

Provisions for risks and charges

Provisions for risks and charges are provisioned to cover losses and
debts, the existence 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 cash 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.
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Post-employment benefit

The post-employment benefit 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 December 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 employees, post-employment benefits must now be consid-
ered a defined-benefit plan only for the portions accruing before 1 January
2007 (and not yet paid 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)"

Trade payables and other financial liabilities

Initial recognition

All financial liabilities are initially recognised at fair value, in addition to
directly attributable transaction costs in case of mortgages, loans and
payables.

The Company’s financial liabilities include trade payables and other pay-
ables, mortgages and loans, including current account overdrafts and
derivative financial instruments.

Subsequent measurement

The measurement of financial liabilities depends on their classification, as
described below.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value with changes recognised in the income
statement include liabilities held for trading and financial liabilities in-
itially recognised at fair value, with changes recognised in the income
statement. Liabilities held for trading are those liabilities acquired in
order to discharge or transfer them in the short term. This category also
includes derivative financial instruments subscribed by the Company
and not designated as hedging instruments in a hedging relationship
pursuant to IFRS 9. Embedded derivatives, separated from the main
contract, are classified as financial instruments held for trading, unless
they are designated as effective hedging instruments. Gains or losses
on liabilities held for trading are recognised in the income statement.
Financial liabilities are designated at fair value with changes recognised
in the income statement from the date of initial recognition, only if the
criteria of IFRS 9 are met.

Loans and payables

This is the most important category for the Company and includes in-
terest-bearing payables and loans. After initial statement, loans are val-
ued using the amortised cost approach, applying the effective interest
rate method. Gains and losses are recognised in the income statement
when the liability is discharged, as well as through the amortisation
process. Amortised cost is calculated by recognising the discount or
premium on the acquisition and the fees or costs that are an integral
part of the effective interest rate. Amortisation at the effective interest
rate is included in financial expenses in the income statement.



SEPARATE FINANCIAL STATEMENTS AT 31 DECEMBER 2019

Derecognition

A financial liability is derecognised when the obligation underlying the lia-
bility is discharged, cancelled or fulfilled. If an existing financial liability is
replaced by another from the same lender, at substantially different condi-
tions, or if the conditions of an existing liability are substantially changed,
this replacement or change is treated as a derecognition of the original
liability accompanied by the recognition of a new liability, with any differ-
ences between the carrying values recognised in the income statement.

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 payables 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 post-
ed 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 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 effec-
tive for hedging future cash flows relating to the Company’s contractual com-
mitments and planned transactions are recognised directly in shareholders’
equity, while the ineffective portion is immediately posted in the income state-
ment. If the contractual commitments or planned transactions materialise in
the recognition of assets or liabilities, when such assets or liabilities are rec-
ognised, 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 profit and
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 income statement.

Changes in the fair value of derivatives not designated as hedging instru-
ments 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 recog-
nised in equity are kept in the latter until the planned transaction actually
takes place. If the transaction hedged is not expected to take place, cu-
mulative gains or losses recognised directly in equity are transferred to
the year's income statement.

Embedded derivatives included 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 bo-
nuses, 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 signif-
icant 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 in-
come from financial instruments, when not offset as part of hedging trans-
actions. Interest income is recorded in the income statement at the time
of vesting, taking effective output into consideration.

Financial expenses

Financial expenses include interest payable on financial debt calculated
using the effective interest method and bank expenses. All the other fi-
nancial expenses are recognised as costs for the year in which they are
incurred.

Income taxes for the year

Income taxes include all taxes calculated on the Company’s taxable in-
come. 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 to income, such as property
taxes, are included among operating expenses. Deferred taxes are provi-
sioned in accordance with the global liability provisioning method. They
are calculated on all temporary differences that emerge from the taxable
base of an asset or liability and its book value. Current and 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. De-
ferred 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.

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.
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Equity-settled transactions

Some of the Company employees receive part of the remuneration in
the form of share-based payments, therefore employees provide ser-
vices in exchange for shares (“equity-settled transactions”). The cost of
equity-settled transactions is determined by the fair value at the date
on which the assignment is made using an appropriate measurement
method, as explained in more detail in Note 41.

This cost, together with the corresponding increase in shareholders’
equity, is recorded under personnel costs (Note 27) over the period in
which the conditions relating to the achievement of objectives and/or
the provision of the service are met. The cumulative costs recognised
for such transactions at the end of each reporting period up to the
vesting date are commensurate with the expiry of the vesting period
and the best estimate of the number of equity instruments that will
actually vest.

Service or performance conditions are not taken into account when de-
fining the fair value of the plan at the assignment date. However, the
probability of these conditions being met is taken into account when
defining the best estimate of the number of equity instruments that will
vest. Market conditions are reflected in the fair value at the assignment
date. Any other condition related to the plan that does not involve a ser-
vice obligation is not considered to be a vesting condition. Non-vesting
conditions are reflected in the fair value of the plan and result in the
immediate recognition of the cost of the plan, unless there are also
service or performance conditions.

No cost is recognised for rights that do not vest in that the perfor-
mance and/or service conditions are not met. When the rights include
a market condition or a non-vesting condition, these are treated as if
they had vested regardless of whether the market conditions or other
non-vesting conditions to which they are subject are met or not, it being
understood that all other performance and/or service conditions must
be met.

If the conditions of the plan are changed, the minimum cost to be rec-
ognised is the fair value at the assignment date in the absence of the
change in the plan itself, on the assumption that the original conditions
of the plan are met. Moreover, a cost is recognised for each change that
results in an increase in total fair value of the payment plan, or that is in
any case favourable for employees; this cost is measured with reference
to the date of change. When a plan is cancelled, any remaining element
of the plan’s fair value is immediately expensed to the income statement.

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 im-
pairment 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, em-
ployee benefits, taxes, other provisions. Specifically:

Recoverability of value of tangible and intangible assets and investments

The procedure for determining impairment losses of tangible and intan-
gible assets described in "Impairment” implies — in estimating the value
of use — the use of the Business Plans of investees, which are based
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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 ex-
pected 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 amount. 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

Inventories subject to obsolescence and slow turnover are systemati-
cally measured and written down if their recoverable value is less than
their carrying value. Write-downs are calculated based on management
assumptions and estimates, resulting 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 as-
sumptions. Assumptions concern the discount rate, estimates of future
salary increases, and mortality and resignation rates. Any change in the
above-mentioned assumptions might have an effect on liabilities for pen-
sion benefits.

Share-based payments

Estimating the fair value of share-based payments requires the deter-
mination of the most appropriate valuation model, which depends on
the terms and conditions under which these instruments are granted.
This also requires the identification of data to feed into the valuation
model, including assumptions about the exercise period of the options,
volatility and dividend yield. The Company uses a binomial model for
the initial measurement of the fair value of share-based payments with
employees.

Income taxes

Determining liabilities for Company taxes requires the use of manage-
ment 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

When estimating the risk of potential liabilities from disputes, the Direc-
tors 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 develop-
ment of the disputes, considering existing exemptions.

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

Accounting standards, amendments and interpretations applicable from
1 January 2019

Standard IFRS 16 “Leases” (published on 13 January 2016), which re-
placed standard IAS 17 — Leases, as well as interpretations IFRIC 4
Determining whether an Arrangement contains a Lease, SIC-15 Operat-
ing Leases—Incentives and SIC-27 Evaluating the Substance of Trans-
actions Involving the Legal Form of a Lease. The 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 lease contracts from
the service contracts, identifying the discriminatory ones: the identifi-
cation 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 impacts resulting from the first-time adop-
tion of this standard are described in detail in the paragraph “Adoption
of the accounting standard IFRS 16 "Leases™.

Interpretation of IFRIC 23 - Uncertainty over income tax treatments.
The Interpretation defines the accounting treatment of income taxes
when the tax treatment involves uncertainties that have an effect on
the application of IAS 12 and does not apply to taxes or duties that do
not fall within the scope of IAS 12. The Company defines whether to
consider each uncertain tax treatment separately or together with other
uncertain tax treatments and uses the approach that provides better
predictions of the resolution of the uncertainty.

At the time the interpretation was adopted, the Company examined the
existence of uncertain tax positions and determined that its tax treat-
ment (including that of its subsidiaries) is likely to be accepted by the
tax authorities. Therefore, the interpretation had no impact on the Com-
pany’s financial statements.

Amendment to IFRS 9 Prepayment Features with Negative Compensa-
tion. Under IFRS 9, a debt instrument may be measured at amortised cost
or at fair value through other comprehensive income (FVOCI), on condi-
tion that the contractual cash flows are “solely payments of principal and
interest on the reference amount” (the SPPI criterion) and that the instru-
ment is classified in the appropriate business model. The amendments to
IFRS 9 clarify that a financial asset meets the SPPI criterion regardless
of the event of the circumstance that caused the early termination of
the contract and regardless of which is the party paying or receiving a
reasonable compensation for the early termination of the contract. These
amendments had no impact on the Company’s financial statements.

Amendment to IAS 19 Plan Amendment, Curtailment or Settlement. The
amendments clarify how pension costs are determined when a change
occurs in a defined benefit plan.

These amendments had no impact on the financial statements insofar
as the Company, in the reference period, did hot record any amend-
ment, curtailment or settlement of the plans.

Amendment to IAS 28 Long-term Interests in Associates and Joint Ven-
tures. 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 applica-
tion is permitted.

These amendments did not have any impact on the Company’s financial
statements, insofar as Sabaf does not have equity investments in asso-
ciates and joint ventures that are not measured with the equity method.

Document “Annual Improvements to IFRSs 2017-2015 Cycle’, which
implements the amendments to the standards as part of their annual
process of improvement:

- IFRS 3 Business combinations: The amendments clarify that, when
an entity obtains control of a business that is a joint operation, it
applies the requirements for a business combination, which is carried
out in different stages, including the re-measurement of the fair value
of the interest previously held in the assets and liabilities of the joint
operation. In doing this, the acquirer reassess the interest previously
held in the joint operation. This amendment had no impact on the
Company'’s financial statements;

- IFRS 11 Joint Arrangements: An entity that participates in a joint op-
eration, without having joint control, could obtain joint control of the
joint operation if its activity constitutes a business as defined in IFRS
3. The amendments clarify that previously held interests in this joint
operation are not re-measured. This amendment had no impact on
the Company'’s financial statements;

- 1AS 12 Income Taxes: The amendments clarify that the tax conse-
quences of dividends are related to past transactions or to events
that generated distributable profits rather than to distributions to
shareholders. As the Company’s current practice is in line with these
amendments, the Company did not recognise any impact resulting
from said amendments on its financial statements;

- IAS 23 Borrowing Costs: The amendments clarify that any borrowing
made, which right from the start was intended to improve an asset,
must be treated by the entity as non-specific if all of the measures
needed to prepare said asset for use or sale have been completed. As
the Company’s current practice is in line with these amendments, the
Company did not recognise any impact resulting from said amend-
ments on its financial statements.

IFRS and IFRIC accounting standards, amendments and interpretations
approved by the European Union, not yet universally applicable and not
adopted early by the Company at 31 December 2019

Amendments to IFRS 3 Definition of a Business. In October 2018, the
IASB issued amendments to the definition of a business in IFRS 3 to
support entities in determining whether or not a set of assets acquired
constitutes a business. The amendments clarify the minimum require-
ments for having a business, remove the assessment of whether market
participants can replace any missing elements, add guidelines to support
entities in assessing whether an acquired process is substantial, narrow
the definitions of business and output, and introduce an optional fair value
concentration test.

Since the amendments apply prospectively to transactions or other
events occurring on or after the date of first-time adoption, the Company
is not affected by these amendments.
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Amendments to IAS 1 and IAS 8 Definition of Material. In October 2018,
the IASB issued amendments to IAS 1 Presentation of Financial State-
ments and IAS 8 Accounting Policies, Changes in Accounting Estimates
and Errors to align the definition of “material” in standards and to clarify
certain aspects of the definition. The new definition indicates that infor-
mation is material if, as a result of its omission, or as a result of its incor-
rect or incomprehensible presentation, one could reasonably expect to
influence the decisions that the main users of the financial statements
would make on the basis of the financial information contained therein.
The application is required, prospectively, starting from the financial
statements of the financial years starting from 1 January 2020. The
directors do not expect a significant effect on the Company’s financial
statements through the adoption of these changes.

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

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

IFRS 17 Insurance Contracts. A new accounting standard for the recog-
nition of insurance contracts that will replace IFRS 4. The new stand-
ard will be effective for the preparation of the financial statements for
financial years beginning on or after 1 January 2021, unless they are
postponed subsequent to their approval by the European Union. The
directors do not expect the adoption of these amendments to have any
impact on the Company'’s financial statements.

Adoption of the accounting standard IFRS 16 “Leases”

The Company applied IFRS 16 from 1 January 2019 by using the
amended retrospective approach. Therefore, the cumulative effect of
the adoption of IFRS 16 was recognised as an adjustment to the open-
ing balance of retained earnings at 1 January 2019, without recalculat-
ing the comparative information.
In particular, the Company analysed all agreements in force as of 1
January 2019 and relating to the use of third-party assets in the light
of the new definition of lease contained in the standard and recognised:
- a financial liability equal to the present value of remaining future pay-
ments at the transition date;
- a right of use, the value of which was set equal to the value of the
financial liability at the transition date.

In adopting IFRS 16, the Company made use of the exemption granted
in paragraph 5 a) in relation to leases with a duration of less than 12
months (known as short-term leases) and the exemption granted in par-
agraph 5 b) in relation to lease agreements whose underlying asset is a
low-value asset. For these agreements, lease payments are recognised
in the income statement on a straight-line basis for the duration of the
respective agreements.
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The following table summarises the main characteristics of the agr-
ments that have been the subject matter of the above exemptions:

(€/000)
Subject-matter of the . . Value of the
Applied exemption

agreement agreement
Fork lifts Short-term leases 23
Fork lifts Low-value asset 8
Company cars Short-term leases 24
Total value of agreements subject matter

: 55
of the exemption

The amount of the lease payments for these types of agreements was
not significant at 31 December 2019.

When evaluating the lease liabilities, Sabaf S.p.A. discounted the pay-
ments due for the lease using the incremental borrowing rate at 1 Jan-
uary 2019. The weighted average of the applied rate was 1.5% on 1
January 2019 and on 31 December 2019.

The lease term is calculated based on the non-cancellable period of
the lease, including the periods covered by the option to extend or to
terminate the lease if it is reasonably certain that those options will be
exercised or not exercised, taking account of all relevant factors that
create an economic incentive relating to those decisions.

Moreover, with reference to the transition rules, the Company adopted
some practical expedients provided for by the Standard and in particular:
- agreements with a term of less than 12 months of the transition date
were classified as short-term leases, therefore the related lease pay-
ments are recognised in the income statement on a straight-line basis;

- initial costs were excluded from the valuation of the asset for the right
of use on the initial application date;

- the information present at the transition date was used to determine
the lease term, with a special reference to the exercise of renewal and
early closure options;

- payments for the use of the asset (lease component) and payments for
services or maintenance (non-lease component) related to the same
asset were not separated.
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The following tables summarise the effects of the adoption of IFRS 16 according to the amended retrospective approach at the date of first-time
adoption, 1 January 2019, and at 31 December 2019. Further details are provided in the notes relating to the specific items on which the standard
has had an impact: Note 1 "Property, plant and equipment’, Note 2 “Investment property” and Note 14 “Loans”.

Assets

Property, plant and equipment 30,498 688 31,186
Liabilities

Loans beyond 12 months 33,789 460 34,249
Loans within 12 months 19,125 228 19,353

Shareholders’ equity

Retained earnings, Other reserves 72,465 - 72,465

Assets

Property, plant and equipment 50,737 733 51,470

Liabilities
Loans beyond 12 months 36,239 480 36,719
Loans within 12 months 14,068 258 14,326

Shareholders’ equity

Retained earnings, Other reserves 93,400 - 93,400

Income Statement 12 months 2019

Costs for services 20,382 (258) 20124
Depreciations 9,556 253 9,809
Financial expenses 807 10 817

Economic and financial indicators

Shareholders' equity 108,760 5 108,755
Net financial debt 41963 738 42,701
EBITDA 12,369 (258) 12,627
EBIT 2943 (5) 2948
Net profit for the period 3,827 5 3822
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Merger of Sabaf Immobiliare s.r.l.

On 25 June 2019, the Board of Directors of Sabaf S.p.A. approved, pursu-
ant to Article 2505, paragraph 2 of the Italian Civil Code, the plan for the
merger through incorporation into Sabaf S.p.A. of Sabaf Immobiliare sl
a single-member company subject to the management and coordination
of Sabaf SpA.

Sabaf Immobiliare s.rl. was engaged in the management of the real estate
assets of the Sabaf Group. In detail, Sabaf Immobiliare s.rl. owned indus-
trial buildings leased to Sabaf S.p.A. Moreover, the Company managed
other residential investment properties intended for rent or sale.

On 18 November 2019, the merger was carried out with effect from 29
November 2019. The transactions of the merged company Sabaf Immao-
biliare s.rl. were booked to the financial statements of the merging com-
pany Sabaf Sp.A. with effect from 1 January 2019, with the same effect
for tax purposes.

The operation meets the requirement to concentrate the activities of the
two companies in order to optimise the management of resources, syner-
gies and economic and financial flows.

A merger through incorporation of a wholly-owned company is exclud-
ed from the scope of IFRS 3 Business Combinations in that it does not
involve the merging company gaining control of the other participating
company. The approach adopted is in accordance with the ASSIREVI
Preliminary Guidelines on IFRS (OPI no. 2 — Revised), concerning the ac-
counting treatment of mergers in the financial statements, resulted in re-
taining the continuity of values with respect to the consolidated financial
statements.

The effects are shown in the table below:

A merger of a restructuring nature results in the convergence of the con-
solidated financial statements of the merging company at the merger
date with the separate financial statements of merging company after the
merger, implementing the legal consolidation. Moreover, the merger of
wholly-owned subsidiaries, which determines the transition from indirect
to direct control and the continuity of values with respect to the consoli-
dated financial statements, involves the backdating in the accounts of the
effects of the merger also with reference to the costs and revenues of the
merged company from the beginning of the financial year.

In view of the backdating of the accounting effects of the merger to 1

January 2019, reclassified financial statements at 31 December 2018

were prepared, as if the merger had taken place from the beginning of

the comparative year:

- recognition in the balance sheet of the values that would have
resulted if Sabaf S.p.A. had always been a single entity with the
merged company;

- the sum of the relevant Income statement accounts is included in
the profit and loss account;

- derecognition of all items with the merged company, including the
reversal of the dividend distributed during the year by the merged
company Sabaf Immobiliare s.rl;

- recognition of a merger surplus resulting from the elimination of the
equity investment in Sabaf Immobiliare s.r.l., lower than the recog-
nition of the value of the shareholders’ equity, in a specific equity
reserve of Sabaf Sp.A..

Shareholders' Equity of Sabaf Immobiliare s.r.l. 26,989,413
Value of the equity investment 13,475,000
Merger surplus of Sabaf Immobiliare s.r.l. 13,514,413
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Reclassified statement of financial position
at 31 December 2018

SABAF SABAF SABAF S.P.A.

(in €) S.P.A. 2018 FY IMMOBILIARE ELIMINATIONS RECLASSIFIED

2018 FY 2018 FY
ASSETS
Property, plant and equipment 30,497,881 22,807,853 463,748 53,769,482
Investment property 1,261,716 3,140,939 4,402,655
Intangible assets 3,094,293 (463,748) 2,630,545
Equity investments 58,150,073 (13,475,000) 44,675,073
Non-current financial assets 5366,725 5,366,725
Non-current receivables 19,871 19,871
Deferred tax assets 3471716 601,869 4,073,585
TOTAL NON-CURRENT ASSETS 101,862,275 26,550,661 (13,475,000) 114,937,936
Inventories 26,627,854 26,627,854
Trade receivables 35,157,543 3,444,214 (3,428,091) 35,173,666
Tax receivables 2377224 2377224
Other current receivables 764,471 19,596 (3,355) 780,712
Current financial assets 5,110,000 5,110,000
Cash and cash equivalents 1,958,805 210,415 2,169,220
TOTAL CURRENT ASSETS 71,995,897 3,674,225 (3,431,446) 72,238,676
ASSETS HELD FOR SALE 0 0 [*]
TOTAL ASSETS 173,858,172 30,224,886 (16,906,446) 187,176,612
SHAREHOLDERS’ EQUITY AND LIABILITIES
Share capital 11,533,450 25,000 (25,000) 11,533,450
Retained earnings, Other reserves 72,464,975 26,351,273 (10,450,000) 88,366,248
Profit for the year 8,040,214 613,140 (3,000,000) 5,653,354
TOTAL SHAREHOLDERS’ EQUITY 92,038,639 26,989,413 (13,475,000) 105,553,052
Loans 33,669,253 1,308,612 34,977,865
Other financial liabilities 120,000 120,000
E;}os\a-seig]zloyment benefit and retirement 2083922 2083922
Provisions for risks and charges 1,088,183 1,088,183
Deferred tax liabilities 106,646 1,712,794 1,819,440
TOTAL NON-CURRENT LIABILITIES 37,068,004 3,021,406 40,089,410
Loans 17,330,136 153,104 17,483,240
Other financial liabilities 1,795,310 1,795,310
Trade payables 18,944,590 36,178 (3,431,446) 15,549,322
Tax payables 589,828 19,801 609,629
Other payables 6,091,665 4984 6,096,649
TOTAL CURRENT LIABILITIES 44,751,529 214,067 (3,431,446) 41,534,150
Liabilities held for sale 0 0 0
Egﬂ?.:fYLIABILITIES IR e 173,858,172 30,224,886 (16,906,446) 187,176,612
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Reclassified Income Statement at 31 December 2018

(//’7 €) - -: " . OB A A O A

= 018 018
INCOME STATEMENT COMPONENTS
Revenue 10,065,252 4,007,481 (3,973,295) 110,099,438
Other income 2985254 35 (33,223) 2,952,066
TOTAL OPERATING REVENUE AND INCOME 113,050,506 4,007,516 (4,006,518) 13,051,504
Materials (45,084,626) (456) (45,085,082)
Change in inventories 1,858,927 1,858,927
Services (27,540143) (94,312) 4,006,518 (23.627.937)
Personnel costs (28,388,299) (28,388,299)
Other operating costs (1,852,013) (214,891) (2,066,904)
Costs for capitalised in-house work 1,599,795 1,599,795
TOTAL OPERATING COSTS (99,406,359) (309,659) 4,006,518 (95,709,500)
EBITDA 13,644,147 3,697,857 17,342,004
Depreciations and amortisation (8,596,924) (1410,022) (10,006,946)
Capital gains/(losses) on non-current assets 495,659 (3,871) 491,788
Write-downs/write-backs of non-current 0 (850,000) (850,000)
assets
OPERATING PROFIT (EBIT) 5,542,882 1,433,964 6,976,846
Net financial income (expenses) (795,368) (18,21) (813,579)
Exchange rate gains and losses 157102 157102
Profits and losses from equity investments 4322070 (3,000,000) 1,322,070
PROFIT BEFORE TAXES 9,226,686 1,415,753 (3,000,000) 7,642,439
Income taxes (1186,472) (802,613) (1,989,085)
PROFIT FOR THE YEAR 8,040,214 613,140 (3,000,000) 5,653,354
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Reclassified statement of cash flows at 31 December 2018

(€/000) =.‘ i OB Nile » ) D
018 018

Cash apd ‘cash equivalents 2,697 3,615 6,312
at beginning of year
Profit for the year 8,040 613 (3,000) 5,653
Adjustments for:

- Depreciations and amortisation 8,597 1,410 10,007

- Realised gains (496) 4 (492)

- Write-downs of non-current assets 0 850 850

- Profits and losses from equity investments (4,322) 0 3,000 1,322)

- Valuation of the stock grant plan 321 0 321

- Net financial income and expenses 795 18 813

—C??fg;en:]iggtary foreign exchange 79 0 79

- Income tax 1,186 803 1,989
Change in post-employment benefit (139) 0 (139)
Change in risk provisions 719 0 719
Change in trade receivables (4,003) (3,425) 3428 (4,000)
Change in inventories (1,859) 0 (1,859)
Change in trade payables 2375 32 (3,431) (1,024)
Change in net working capital (3,487) (3,393) (3) (6,883)
ggfaer;?eedi?aitlkiwaek;lri?iceesivables and payables, (407) 74 3 (330)
Payment of taxes (1,319) (643) (1,962)
Payment of financial expenses (895) m (896)
Collection of financial income 123 0 123
Cash flows from operations 8,796 (264) 8,532
Net investments (15,219) 9 (15,210)
Ca§h flow absorbed (15,219) 9 (15,210)
by investments
Repayment of loans (14,166) (149) (14,215)
Raising of loans 31,600 0 31,600
Change in financial assets (7,641) 0 (7,641)
Buy-back of shares (2,359) 0 (2,359)
Payment of dividends (6,071) (3,000) 3,000 (6,071)
Collection of dividends 4,322 0 (3,000) 1,322
Cash flow absorbed by financing activities 5,685 (3,149) 2,536
Total cash flows (738) (3,404) | (4142)
Current financial debt 14,015 153 14,168
Non-current financial debt 33,789 1,309 35,098
Net financial debt 45,845 1,252 47,097
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Comments on the main items
of the statement of financial position

1. PROPERTY, PLANT AND EQUIPMENT

PROPERTY g&'ﬁg@é\:\ﬂ OTHER ASSETS éCS)lS\IES-‘l}SRLLJJ(NZ‘IPICE)lFiI TOTAL
COSTS
At 31 December 2017 6,401 163,568 33,218 2,296 205,483
INncreases 164 4772 960 1940 7,836
Disposals - (3,436) (129) - (3,565)
Reclassification 5 1,552 19 1,589 13
Increases 152 3132 1,723 1,893 6,900
Sabaf Immobiliare merger 35,896 4723 367 - 40,986
IFRS 16 assets - - 878 - 878
Disposals - (1,998) (642) - (2,640)
Reclassification 706 3,073 53 (2,323) 1,509
ACCUMULATED DEPRECIATION
At 31 December 2017 3,064 140,843 29,965 - 173,872
Depreciations for the year 180 6,049 1,433 - 7,662
Eliminations for disposals - (2175) (Me) - (2,291)
At 31 December 2018 3,244 144,717 31,282 - 179,243
Depreciations for the year 1,210 6,131 1,479 - 8,820
Sabaf Immobiliare merger 13,613 4,198 367 - 18,178
Eliminations for disposals - (1,642) (44) - (1,686)
Reclassification 464 884 - - 1348

NET CARRYING VALUE

At 31 December 2018 21,739 30,498

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

31.12.2018 CHANGE

Land 5404 1,291 4113
Industrial buildings 19,389 2,035 17,354
Total 24,793 3,326 21,456

As a result of the merger, Sabaf acquired the entire industrial complex of Ospitaletto where it carries out its production activities.
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Changes in property, plant and equipment resulting from the application of IFRS 16 are shown below:

PROPERTY

PLANT AND EQUIPMENT

OTHER ASSETS TOTAL

First-time adoption of IFRS 16 108 - 580 688
Increases - - 298 298
Decreases - - - -

Depreciations (35) - (218) (253)

Foreign exchange differences -

Other changes including reclassifications -

The main investments in the financial year were aimed at increasing and
automating the production capacity of special burners. Other investments
were made in the production of moulds for new burners. Investments in
maintenance and replacement, so that production equipment is kept con-
stantly 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 ad-
vance payments to suppliers of capital equipment.

2. INVESTMENT PROPERTY

COST

The reclassification mainly refers to the recalculation of the “Improve-
ments on third-party assets” class in the respective “buildings” and “plant”
asset classes, an operation carried out following the merger through in-
corporation of Sabaf Immobiliare s.rl.

At 31 December 2019, the Company found no endogenous or exogenous
indicators of impairment of its property, plant and equipment. As a result,
the value of property, plant and equipment was not submitted to impair-
ment testing.

Changes in investment property resulting from the application of IFRS
16 are shown below:

At 31 December 2017 6,675

Increases -

Disposals - INVESTMENT PROPERTY

At 31 December 2018 6,675 13January 2019 =
Increases - First-time adoption of IFRS 16 108
Sabaf Immobiliare merger 5,052 Increases -
IFRS 16 assets 108 Decreases -
Disposals - Depreciations (35)
[SiBecmeer2o N SSS  rorcion exchange ferences -

Other changes including B

ACCUMULATED DEPRECIATIONS reclassifications

At 31 December 2017 5,221
Depreciations for the year 192
At 31 December 2018 5,413
Depreciations for the year 429
Sabaf Immobiliare merger 2,017

NET CARRYING VALUE

At 31 December 2018 ‘ 1,262

This item includes non-operating buildings owned by the Company.

At 31 December 2019, the Company 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

KNpéI/ENHTSW DE\/ECI_OOSF;I;/I ENT OTH ERAISI\gg_EGIBLE TOTAL
AND SOFTWARE

COST
At 31 December 2017 6,603 5,264 2,369 14,236
Increases 153 284 89 526
Reclassifications - - - -
Decreases - (59) - (59)
At 31 December 2018 6,756 5,489 2,458 14,703
Increases 34 460 - 494
Decreases - - 1) (11)
Reclassifications - (101) (1,812) (1,913)
AMORTISATION AND WRITE-DOWNS
At 31 December 2017 6,101 3,038 1,727 10,866
Amortisation 220 362 161 743
Decreases - - - -
At 31 December 2018 6,321 3,400 1,888 11,609
Amortisation 187 367 5 559
Decreases - - - -
Reclassifications - - (1,348) (1,348)
NET CARRYING VALUE
At 31 December 2018 435 2,089 570 3,094

Intangible assets have a finite useful life and, as a result, are amortised
throughout their life. The main investments in the year relate to the
development of new products, mainly related to the expansion of the
range of burners (research and development activities carried out dur-
ing the financial year are set out in the Report on Operations).

The reclassification mainly refers to the recalculation of the "Improve-
ments on third-party assets” class in the respective "buildings” and
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"plant” asset classes, an operation carried out following the merger
through incorporation of Sabaf Immobiliare s.r.l..

At 31 December 2019, the Company found no endogenous or exoge-
nous indicators of impairment of its intangible assets. As a result, the
value of property, plant and equipment was not submitted to impair-
ment testing.
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4. EQUITY INVESTMENTS

[ seooe ] 31.12.2018 CHANGE
In subsidiaries 57917 58,116 (199)
Other equity investments 34 34 R
Total 57,951 58,150 (199)
The change in equity investments in subsidiaries is broken down in the table below:
SABAF
SABAF FARINGOSI SAI;BC;AF SABAF | APPLIANCE SK%B:‘SFH':"E’ SABAF ARC. | Jooa | SML | Lo
IMMOBILIARE | HINGES U.S. | COMPONENTS TURKEY S.R.L. S.R.L.
BRASIL (CHINA)
(CHINA)
HISTORICAL COST
31.12.17 13,475 10,329 8,469 139 4,400 200 12,005 4,800 - - 53,817
Purchase - - - - - - - - 8,698 - 8,698
m 13,475 10,329 8,469 139 4,400 200 12,005 4,800 | 8,698 - 62,515
Purchase - - - - 500 - - - 84 13392 | 13976
Liguidation - - - - - (200) - - - - (200)
Merger (13,475) - - - - - - - - - (13,475)
_ (o] 10,329 8,469 139 4,900 (o] 12,005 4,800 | 8,782 | 13,392 | 62,816
PROVISION FOR WRITE-DOWNS
31127 (o) 0 0 (o) 4,400 (o] (o] (o] (o] (o] 4,400
Write-downs - - - - - - - - - - -
(o] (o] (o] (o] 4,400 (o] (o] (0] (o] (0] 4,400
Write-downs - - - - 500 - - - - - 500
0 (o] (o] 0 4,900 (o] (o] 0 (o] 0 4,900
NET CARRYING VALUE
(o] 10,329 8,469 139 o] (o] 12,005 4,800 | 8,782 | 13,392 57,916
13,475 10,329 8,469 139 200 12,005 4,800 | 8,698 (0] 58,116
PORTION OF SHAREHOLDERS’ EQUITY (CALCULATED IN COMPLIANCE WITH IFRS)
(] 7,319 1,524 (51) (772) (o] 25,109 3,965 | 1,785 5,103 | 53,982
27,674 7,248 10,870 (28) (697) 248 23,425 | 3,630 | 1,719 o 74,089
DIFFERENCE BETWEEN SHAREHOLDERS'’ EQUITY AND CARRYING VALUE
0 (3,010) 3,055 (190) (772) (o] 13,104 (835) | (6,997) | (8,289) | (3,934)
14,199 (3,081) 2,401 (167) (697) 48 11,420 (1,170) | (6,979) (o) 15,974
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Faringosi Hinges s.r.l.

In 2019, 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 2020-2024 forward plan, drafted at the
beginning of 2020, envisages a further increase in sales. At 31 December
2019, Sabaf Sp.A. tested - with the support of independent experts - the
carrying value of the equity investment for impairment, determining its
recoverable amount considered to be equivalent to its value of use plus
available liquidity, by discounting expected future cash flows in the for-
ward plan drafted by the management. Cash flows for the period from
2020 to 2024 were augmented by the terminal value, which expresses
the operating flows that the investee is expected to generate from the
sixth year to infinity and determined based on the perpetual income. The

Sensitivity analysis

value of use was calculated based on a discount rate (WACC) of 9.54%
(10.45% in the impairment test carried out while preparing the Separate
financial statements at 31 December 2018) and a growth rate (g) of 2%
(1.5% at 31 December 2018).

The recoverable amount calculated on the basis of the above-mentioned
assumptions and valuation techniques is € 16,904 million, compared
with a carrying value of the equity investment of € 10,329 million; con-
sequently, the amount recorded for equity investment at 31 December
2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 1.50% 1.75% 2.00% 2.25% 2.50%
8.54% 18,500 19,069 19,682 20,343 21,058
9.04% 17186 17,672 18,192 18,751 19,352
9.54% 16,039 16,457 16,904 17,380 17,891
10.04% 15,028 15,391 15,777 16,188 16,627
10.54% 14,131 14,449 14,786 15,143 15,522

Sabaf do Brasil Sabaf Appliance Components Trading

In 2019, Sabaf do Brasil continued to obtain positive results. Sharehold-
ers’ equity (converted into euros at the end-of-year exchange rate) is high-
er than the carrying amount of the investment.

Sabaf U.S.

The subsidiary Sabaf US. 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 consider-
ation expected development 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 manufactured in Italy and Turkey. Low production volumes have
enabled the company to reach the break-even pointin 2019. A share capital
increase of € 500,000 was made during the year; a write-down of the same
amount was made against the loss for the year. At 31 December 2019, a
provision for risks on equity investments of € 780,000 (€ 80,000 of which
allocated in 2019) was also recognised, in line with the negative equity
value of the investee company. For further details, refer to Note 36.
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Sabaf Appliance Components Trading (Kunshan) Co. Ltd, was founded
during 2012 in order to perform the function as distributor. During 2015,
this activity was centralised at Sabaf Appliance Components; therefore, the
company went into liquidation; the process of liquidation ended in 2019.

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

Sabaf Turkey achieved extremely satisfactory results in 2019 as well. The
shareholders’ equity remains well above the carrying value of the equity
investment.

In June 2016, the Company acquired the controlling share (70%) of ARC.
srl, leading company in the production of burners for professional cook-
ing. The transaction allowed Sabaf to enter into a new sector, contiguous
with the traditional sector of components for household gas cooking ap-
pliances, and to enhance the consolidated international presence of the
Sabaf Group.

At 31 December 2019, the Company tested - with the support of inde-
pendent experts - the carrying value of the equity investment for impair-
ment, determining its recoverable amount considered to be equivalent
to its value of use plus available liquidity, by discounting expected future
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cash flows in the forward plan drafted at the beginning of 2020. Cash
flows for the period from 2020 to 2024 were augmented by the 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 6.07% (773% in the impairment test carried out while
drafting the separate financial statements at 31 December 2018) and a

Sensitivity analysis

growth rate (g) of 1.50%, in line with last year.

The portion pertaining to Sabaf S.p.A. of the recoverable amount calculat-
ed on the basis of the above-mentioned assumptions and valuation tech-
niques is € 10.906 million (70% of total recoverable amount, equal to €
15580 million), compared with a carrying value of the equity investment
of € 4.8 million; consequently, the carrying value recorded for equity in-
vestment at 31 December 2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 1.00% 1.25% 1.50% 1.75% 2.00%
5.07% 12,285 12,91 13,624 14,445 15,398
5.57% 1,071 11,554 12,097 12,71 13,411
6.07% 10,097 10,481 10,906 11,380 1,913
6.57% 9,300 9,611 9,952 10,329 10,745
7.07% 8,636 8,892 9,170 9,48 9,809

As part of the acquisition of 70% of ARC. Sr.l, Sabaf Sp.A. signed with
Loris Gasparini (current minority shareholder by 30% of ARC.) an agree-
ment that aimed to regulate Gasparini’s right to leave ARC. and the inter-
est 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) ex-
ercisable as from 24 June 2021, the remaining shares of 30% of ARC,

Okida Elektronik Sanayi Limited Sirket

In 2018, the Company directly acquired 30% of Okida Elektronik (the remain-
ing 70% was acquired through the subsidiary Sabaf Turkey). Okida is a leader
in Turkey in the design and manufacture of electronic components for house-
hold appliances (mainly ovens and hoods); the transaction allowed Sabaf to
enter into a new sector, contiguous with the traditional sector of components
for household gas cooking appliances.

At 31 December 2019, the Company tested - with the support of independ-
ent experts - the carrying value of the equity investment for impairment, de-
termining its recoverable amount by discounting expected future cash flows
in the forward plan drafted at the beginning of 2020. Cash flows for the
period from 2020 to 2024 were augmented by the terminal value, which
expresses the operating flows that the company is expected to generate from
the fifth year to infinity and determined based on the perpetual income.

Sensitivity analysis

with strike prices contractually defined on the basis of final income pa-
rameters from ARC. at 31 December 2020.

The option for the purchase of the residual 30% of ARC. represents a de-
rivative instrument; since the strike price defined by contract was consid-
ered representative of the fair value of the portion that can be potentially
acquired, no value was recorded in the separate financial statements at
31 December 2019.

The value of use was calculated based on a discount rate (WACC) of
12.92% (11.05% in the impairment test carried out while preparing the
separate financial statements at 31 December 2018) and a growth rate
(g) of 2.50%, unchanged from the 2018 impairment test.

The portion pertaining to Sabaf S.p.A. of the recoverable amount calcu-
lated on the basis of the above-mentioned assumptions and valuation
techniques is € 9.464 million (30% of total equity value, equal to €
31.547 million), compared with a carrying value of the equity invest-
ment of € 8782 million; consequently, the carrying value recorded for
equity investment at 31 December 2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 2.00% 2.25% 2.50% 2.75% 3.00%
1.92% 10113 10,304 10,506 10,718 10,943
12.42% 9,610 9,780 9,959 10747 10,345
12.92% 9154 9,306 9,464 9,632 9,808
13.42% 8,738 8,874 9,017 9,166 9,323
13.92% 8,358 8,481 8,609 8,743 8,883
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In July 2019, the Company acquired 68.5% of CM.l. srl, one of the main
players in the design, production and sale of hinges for household appli-
ances. The acquisition of CM.l. srl. allowed the Sabaf Group to achieve a
leadership position on a global scale in the hinges sector, proposing itself
also in this area as a reference partner for all manufacturers of household
appliances.

At 31 December 2019, the Company tested - with the support of inde-
pendent experts - the carrying value of the equity investment for im-
pairment, determining its recoverable amount by discounting expected
future cash flows in the forward plan drafted by the management. Cash
flows for the period from 2020 to 2022 were augmented by the terminal
value, which expresses the operating flows that the company is expected

Sensitivity analysis

to generate from the third year to infinity and determined based on the
perpetual income. The value of use was calculated based on a discount
rate (WACC) of 10.49% and a growth rate (g) of 1.15%, representative of
expected future growth rates for the reference market.

The portion pertaining to Sabaf S.p.A. of the recoverable amount calculated
on the basis of the above-mentioned assumptions and valuation techniques
is € 19.102 million (68 5% of total equity value , equal to € 27886 million),
compared with a carrying value of the equity investment of € 13.392
million; consequently, the carrying value recorded for equity investment at
31 December 2019 was deemed recoverable.

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

(€/000) GROWTH RATE

DISCOUNT RATE 0.15% 0.65% 1.15% 1.65% 2.15%
9.50% 19,389 20,513 21,771 23190 24,801
10.00% 18,242 19,245 20,361 21521 23,019
10.50% 17,207 18,07 19,102 20,211 21,452
1.00% 16,268 17,079 17972 18,961 20,062
1.50% 15,412 16,147 16,952 17,840 18,822

The option for the purchase of the residual 31.5% of CM.l. represents a derivative instrument; since the strike price defined by contract was considered repre-
sentative of the fair value of the portion that can be potentially acquired, no value was recorded in the separate financial statements at 31 December 2019.

5. NON-CURRENT FINANCIAL ASSETS

31.12.2018

CHANGE
Financial receivables from subsidiaries 5,280 5247 33
Escrow bank account 60 120 (60)
Total 5,340 5,367 27)

At 31 December 2019, financial receivables from subsidiaries consist of:

- an interest-bearing loan of USD 2 million (€ 1.780 million at the end-
of-year exchange rate), granted to the subsidiary Sabaf do Brasil with
the aim of optimising the Group’s exposure to foreign exchange rate
risk and whose maturity at the beginning of 2019 was postponed to
March 2021;

- an interest-bearing loan of € 3.5 million to the subsidiary Sabaf Tur-
key, disbursed during the year 2018 as part of the coordination of the
Group’s financial management, with maturity in August 2021.
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As part of the acquisition of 70% of ARC., in 2016, Sabaf Sp.A. paid to a
non-interest-bearing escrow bank account the total amount of € 300,000.
This amount, deducted from the consideration agreed to guarantee the
commitments assumed by the sellers, is released in favour of the sellers at
constant rates in 5 years (Note 15). At 31 December 2019, the portion due
beyond 12 months amounted to € 60,000, whereas the portion due within
12 months amounted to € 60,000 (Note 10).
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6. INVENTORIES

Raw Materials 7,248 9,358 (2,110)
Semi-processed goods 6,071 9,633 (3,561)
Finished products 7,833 9,231 (1,398)
Provision for inventory write-downs (1,290) (1,594) 304
Total 19,862 26,628 (6,765)

The value of final inventories at 31 December 2019 is significantly low-
er than the value of the previous year. This improvement was achieved
thanks to structural actions on internal logistics, which made it possible

for € 511,000. The following table shows the changes in the Provision for
inventory write-downs during the current financial year:

to significantly reduce the stocks of work in progress. The provision for 31.12.2018 1,594
write-downs is allocated for hedging the obsolescence risk, quantified Provisions 18
on the basis of specific analyses carried out at the end of the year on I

) ) ) Utilisation (322)
slow-moving and non-moving products, and refers to raw materials for
€ 453,000, semi-finished products for € 326,000 and finished products
7. TRADE RECEIVABLES
Total trade receivables 29,413 36,157 (6,744)
Bad debt provision (850) (1,000) 150
Net total 28,563 35,157 (6,594)

At 31 December 2019, trade receivables included balances totalling USD
3,214,000, booked at the EUR/USD exchange rate in effect on 31 De-
cember 2019, ie. 1.1234. The amount of trade receivables recognised
in the financial statements includes approximately € 15 million in insured

receivables (€ 18 million at 31 December 2018).

There were no significant changes in average payment terms agreed with

Receivables assigned to factors without recourse are eliminated from the
Statement of Financial Position in that the reference contract provides for
the assignment of ownership of the receivables, together with ownership
of the cash flows generated by the receivable, as well as of all risks and

benefits, to the assignee.

customers.
Current receivables (not past due) 21,929 29,966 (8,038)
Outstanding up to 30 days 2,530 1,996 534
Outstanding from 31 to 60 days 1935 494 1,441
Outstanding from 61 to 90 days 1,958 3,030 (1,072)
Outstanding for more than 90 days 1,061 671 390
Total 29,413 36,157 (6,745)

The bad debt provision was adjusted to the better estimate of the credit risk and expected losses at the end of the reporting period. Changes during the

year were as follows:

Bad debt provision

‘ 1,000 | 42

PROVISIONS

UTILISATION

(192) 850
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8. TAX RECEIVABLES

31.12.2018 CHANGE
For income tax 1,323 2,002 (679)
for VAT 413 375 38
Total 1,736 2,377 (641)

At 31 December 2019, income tax receivables include € 559,000
(€ 1,083,000 at 31 December 2018) for the residual amount of the re-
ceivable originating from the full deduction from IRES of IRAP relating to
expenses incurred for employees and similar for the period from 2009 to
2011 (Italian Decree Law 201/2011).

9. OTHER CURRENT RECEIVABLES

During 2019, the Company received a partial refund of € 524,000; an
additional refund of € 168,000 was received at the beginning of 2020.
Income tax receivables also include payments on account on 2019 in-
come, for the part exceeding the tax to be paid.

31.12.2018 CHANGE

Credits to be received from suppliers 127 374 (247)
Advances to suppliers 104 12 (8)
Due from INAIL 31 10 21
Other 326 268 58
Total 588 764 (176)

Credits to be received from suppliers mainly refer to bonuses paid to the Company for the attainment of purchasing objectives.

10. CURRENT FINANCIAL ASSETS

31.12.2018 CHANGE
Financial receivables from subsidiaries 1,600 1,600 -
Escrow bank accounts 1,233 3,510 (2,277)
Total 2,833 5,110 (2,277)

Financial receivables from subsidiaries consist of an interest-bearing loan
with a duration of 12 months to Sabaf Appliance Components Co, Ltd. to
support the Chinese subsidiary’s working capital.

At 31 December 2019, the following were taken out:

11. CASH AND CASH EQUIVALENTS

- aterm deposit of € 60 thousand, due on 30 June 2021, for the portion

of the price not yet paid to the sellers of the ARC. equity investment;

- aterm deposit of € 1.173 million for the portion of the price not yet paid

to the sellers of the C.M.I. equity investment and deposited as collateral
in accordance with the terms of the CM.l. acquisition agreement.

The item Cash and cash equivalents, equal to € 8343,000 at 31 December 2019 (€ 1,959,000 at 31 December 2018), refers almost exclusively to

bank current account balances.
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12. SHARE CAPITAL

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 change

during the year.
At 31 December 2019, the structure of the share capital is shown in the table below.

vo.orswares | ®orsmaRe | momsano
Ordinary shares 7,005,449 61.26% --
Ordinary shares with increased vote 4,468,001 38.74% Two voting rights per share
TOTAL 1,533,450 100%

With the exception of the right to increased vote, there are no rights, privileges or restrictions on the Company. The availability of reserves is indicated

in a table at the end of these Explanatory Notes.

13. TREASURY SHARES AND OTHER RESERVES

During the financial year, Sabaf S.p.A. sold 344,631 treasury shares with

reference to the following transactions:

- acquisition of 68.5% of the share capital of CM.l. Cerniere Meccaniche
Industriali s.rl. on 31 July 2019, following which 8 5% of the share cap-
ital was acquired through the sale of 113,962 Sabaf shares, equal to
0.997% of the share capital, at a unit price of 14.5815 per share;

- partnership agreement with the Japanese group Paloma, active glob-
ally in the gas equipment sector. Paloma Rheem Investments Inc. pur-
chased 230,669 Sabaf shares, equal to 2% of the share capital, at a
unit price of € 13.64 per share.

At 31 December 2019, the Company held 169,875 treasury shares, equal to
1.473% of share capital (514,506 treasury shares at 31 December 2018),
reported in the financial statements as an adjustment to shareholders’ eq-
uity at a unit value of € 13.35 (the market value at year-end was € 13.40).

There were 11363575 outstanding shares at 31 December 2019
(11,018,944 at 31 December 2018).

ltems “Retained earnings, other reserves” of € 93,400,000 included, at

31 December 2019:

- the stock grant reserve of € 1,002,000 thousand, which included the
measurement at 31 December 2019 of fair value of rights assigned
to receive Sabaf shares. For details of the Stock Grant Plan, refer to
Note 42;

- € 13514000 for the merger surplus resulting from the merger of
Sabaf Immobiliare srl, as explained in the specific section of these
Explanatory Notes.

14. LOANS

Current Non current Total Corrent Non current Total
Leases 297 1750 2,047 - - -
Unsecured loans 11,904 33,736 45640 991 33,669 43580
Short-term bank loans 1,793 1793 7188 - 7188
Derivative instruments on interest rates - - 231 - 231
TOTAL 13,994 35,486 49,480 17,330 33,669 50,999

During the year, the Company took out new unsecured loans for a total of

€ 12 million to finance the investments made, with particular reference

to the acquisition of C.M.l. All loans are signed with an original maturity of

ranging from 5 to 6 years and are repayable in instalments.

Some of the outstanding unsecured loans have covenants, defined with

reference to the financial statements at the end of the reporting period,

as specified below:

- commitment to maintain a ratio of net financial position to sharehold-
ers’ equity of less than 1 (residual amount of the loans at 31 December
2019 equal to € 19 million)

- commitment to maintain a ratio of net financial position to EBITDA of
less than 2.5 (residual amount of the loans at 31 December 2019 equal
to € 31 million) widely observed at 31 December 2019.

All bank loans are denominated in euro, with the exception of a short-term
loan of USD 2 million.
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To manage interest rate risk, unsecured loans are either fixed-rate or
hedged by IRS. These separate financial statements include the negative

Following the merger through incorporation of the company Sabaf Im-
mobiliare s.rl., Sabaf took over the finance lease of an industrial building,

fair value of the IRSs hedging rate risks of unsecured loans pending, for
residual notional amounts of approximately € 33.2 million and expiry
until 30 June 2025. Financial expenses were recognised in the income
statement with a balancing entry.

whose residual debt on 1 January 2019 was € 1,462,000.

The following table shows the reconciliation between commitments for operating leases at 31 December 2018 and liabilities relating to leases at 31 De-

cember 2019:
Commitments for operating leases at 31 December 2018 698
Incremental borrowing rate at 1January 2019 1.5%
Discounting effect (10)
Commitments for operating leases discounted at 1 January 2019 688
Commitments relating to leases previously classified as finance leases 1,462
Lease liabilities at 1 January 2019 2150
New agreements signed during 2019 297
Repayments during 2019 (400)
Lease liabilities at 31 December 2019 2,047

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

15. OTHER FINANCIAL LIABILITIES

31.12.2018

Current Non current Current Non current
Payables to former Okida shareholders - 1,735
Payables to A.R.C. shareholders 60 60 60 120
Payables to C.M.I. shareholders - 1173 -
Derivative instruments on interest rates 271 -
TOTAL 331 1,233 1,795 120

As part of the acquisition of 100% of Okida Elektronik, the parties agreed
that the payment of part of the price would be subject to adjustment and
postponed compared to the effective date of the transaction (4 Septem-
ber 2018). The payables to Okida shareholders recorded at 31 December
2018, representing the remaining part of the price, was paid in March 2019.

The payable to the ARC. shareholders of € 120.000 at 31 December

2019 is related to the part of the price still to be paid to the sellers, which
was deposited on an fixed account (Note 5) and will be released in favour

16. POST-EMPLOYMENT BENEFIT

AT 31 DECEMBER 2018 2,084

Financial expenses 26
Payments made (110)
Tax effect 64
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of the sellers at constant rates in 2 years, in accordance with contractual
agreements and guarantees issued by the sellers.

The payable to CM.I. shareholders of € 1,173,000 at 31 December 2019
is related to the part of the price still to be paid to the Chinese group
Guandong Xingye Investment, seller of CM.l, which was deposited on
a non-interest-bearing escrow account in accordance with contractual
agreements and guarantees issued by the seller.

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

FINANCIAL ASSUMPTIONS DEMOGRAPHIC THEORY
31.12.2018 31.12.2018
Discount rate 0.40% 1.30% Mortality rate IPS55 ANIA ISTAT 2016 M/F
Inflation 120% 1.70% Disability rate INPS 2000 INPS 1998 M/F

17. PROVISIONS FOR RISKS AND CHARGES

Staff turnover

6%

6%

Advance payouts

5% per year

5% per year

Retirement age

pursuant to legisla-
tion in force on 31
December 2019

pursuant to legisla-
tion in force on 31
December 2018

PROVISIONS UTILISATION _
Provision for agents' indemnities 208 17 (27) 198
Product guarantee fund 60 38 (38) 60
Provision for risks on equity investments 700 80 - 780
Provision for legal risks 120 36 (130) 26
Total 1,088 171 (195) 1,064

The provision for agents” 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 cus-
tomers for products already sold. The fund was adjusted at the end of the
year, on the basis of analyses conducted and past experience.

The provision for risks on equity investments was set aside to cover fu-
ture outlays to restore the shareholders’ equity of the Chinese subsidiary
Sabaf Appliance Components, which was negative at 31 December 2019.

18. TRADE PAYABLES

CHANGE

The provision for legal risks, set aside for moderate disputes, was ad-
justed to reflect the outstanding disputes.

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

19. TAX PAYABLES

CHANGE

Total 15,734 18,945 (3,211)

Average payment terms did not change versus the previous year. The
amount of trade payables in currencies other than the euro is not signifi-
cant. At 31 December 2019, there were no overdue payables of a signifi-
cant amount and the Company did not receive any injunctions for overdue
payables.

20. OTHER CURRENT PAYABLES

31.12.2018

To inland
revenue for
IRPEF tax
deductions

621 590 31

Other tax

74 - 74
payables

Payables for IRPEF tax deductions, relating to employment and self-em-
ployment, were duly paid at maturity.

CHANGE
To employees 3,697 3,649 48
To social security institutions 1,806 1901 (95)
Advances from customers 165 91 74
To agents 193 235 (42)
Other current payables 461 216 245
Total 6,322 6,092 230

At the beginning of 2020, payables due to employees and social security institutions were paid in accordance with the scheduled expiry dates.

Other current payables include accrued liabilities and deferred income.
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21. DEFERRED TAX ASSETS AND LIABILITIES

31.12.2018

Deferred tax assets 4,276 3,472
Deferred tax liabilities (1734) (107)
Net position 2,542 3,365

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
AMORTISA- PROVISIONS VALUE OF EVALUATION OTHER
TION AND AND VALUE DERIVATIVE GOODWILL TAX LOSS OF POST- TEMPORARY TOTAL
LEASING ADJUSTMENTS NSV EMPLOYMENT | DIFFERENCES
BENEFIT
At 31 December 2017 347 919 2 1,77 - 159 189 3,387
Through profit or loss 69 (45) 53 - - - (93) (16)
To shareholders’ equity - - - - - (©) - (©)
At 31 December 2018 416 874 55 1,771 - 153 96 3,365
Through profit or loss 219 22 10 (354) 419 - (43) 273
To shareholders’ equity (1m) - - - - 15 - (1,096)
(476) 896 65 1,417 419 168 53 2,542

Deferred tax assets relating to goodwill refer to the exemption of the value of the investment in Faringosi Hinges s.rl. made in 2011 pursuant to ltalian
law Decree 98/2011, deductible in ten instalments starting in 2018.
The change in shareholders’ equity relating to the item Amortisation and leasing of approximately Euro 1.111 million relates to the merger of Sabaf

Immobiliare s.rl..

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:

cHANGE
A. Cash (Note 1) 8 6 2
B (D,\(,)sit;i\%e)balances of unrestricted bank accounts 8335 1953 6382
C. Other cash equivalents - - -
D. Liquidity (A+B+C) 8,343 1,959 6,384
E. Current financial receivables 2,833 5,110 (2,277)
F.  Current bank payables (Note 14) 1,793 7,419 (5,626)
G. Current portion of non-current debt (Note 14) 12,201 9,9M 2,290
H. Other current financial payables (Note 15) 331 1,795 (1,464)
I. Current financial debt (F+G+H) 14,325 19,125 (4,800)
J. Net current financial debt (I-D-E) 3,149 12,056 (8,907)
K. Non-current bank payables (Note 14) 35,486 33,669 1,817
L. Other non-current financial payables 1,233 120 1ms3
M. Non-current financial debt (K+L) 36,719 33,789 2,930
N. Net financial debt (J+M) 39,868 45,845 (5,977)

The cash flow statement, which shows the changes in cash and cash equivalents (letter D. of this statement), describes in detail the cash flows that led

to the change in the net financial position.
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Comments on key income

statement items

23. REVENUE

In 2019, sales revenue totalled € 94,899,421, down 13.8% from € 110,065,252 in 2018.

Revenue by geographical area

2018 % % CHANGE

Italy 22,053 23.2% 24,762 22.5% (10.9%)
Western Europe 8,661 9.1% 8,925 8.1% (3%)

Eastern Europe and Turkey 30,690 32.3% 36,807 33.4% (16.6%)
Asia and Oceania (excluding Middle East) 7,808 82% 4,893 4.4% 59.6%
Central and South America 1,389 12% 1,912 10.8% (4.4%)
Middle East and Africa 6,070 6.4% 13,323 12.1% (54.4%)
North America and Mexico 8,228 8.7% 9,443 8.6% (12.9%)
Total 94,899 100% 110,065 100% (13.8%)

The trend in revenue was affected by the overall uncertainty of the mac-
roeconomic scenario. In Turkey, main destination market, the Company
recorded a 20% decrease in sales in 2019, more pronounced in the first

part of the year and showed a clear recovery in recent months.

In Italy, sales suffered from the reduction in the production of domestic
appliances. Downturns were also recorded in the Middle East and Africa.
Among the markets that have shown a positive trend is China, thanks to
the launch of new supply contracts to primary customers.

Revenue by product family

2018 % % CHANGE
Valves and thermostats 40,003 42.2% 48,466 44.0% (17.5%)
Burners 43,304 45.6% 45,838 41.6% (5.5%)
Accessories and other revenues 11,592 12.2% 15,761 14.3% (26.5%)
Total 94,899 100% 110,065 100% (13.8%)

The sales analysis by product category shows a marked drop in valves
while burners show an improved performance.

Average sales prices in 2019 were 0.4% lower compared to 2018.
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24. OTHER INCOME

CHANGE

27. PERSONNEL COSTS

CHANGE

Sale of trimmings 912 1,424 (512)
Services to

subsidiaries 1.332 036 796
Roya_lt\_es_vs. 97 93 4
subsidiaries

Contingent income 317 55 262
Rental income 18 87 31
Use of provisions for

risks and charges 64 26 8
Services to parent

company } 40 (40)
Other income 1,205 724 481
Total 4,045 2,985 1,060

Services to subsidiaries refer to administrative, commercial and technical
services provided within the scope of the Group.

25. MATERIALS

CHANGE

Commodities and

outsourced components 23,860 41,286 (1425
Consumables 2,945 3,799 (854)
Total 32,805 45,085 (12,279)

Salaries and wages 17,996 18,744 (748)
Social Security costs 5764 6,099 (335)
Temporary agency 972 1779 (807)
workers

Post-employment

benefit and other 1373 1,445 (72)
costs

Stock grant plan 680 321 359
Total 26,785 28,388 (1,282)

Average of the Company headcount at 31 December 2019 totalled 488
employees (360 blue-collars, 118 white-collars and supervisors, 10 man-
agers), compared with 503 in 2018 (376 blue-collars, 117 white-collars
and supervisors, 10 managers). The number of temporary staff with tem-
porary work contract was 18 at 31 December 2019 (47 in 2018).

The item "Stock Grant Plan” included the measurement at 31 December
2019 of the fair value of rights to the assignment of Sabaf shares attrib-
uted to employees. For details of the Stock Grant Plan, refer to Note 41.

28. OTHER OPERATING COSTS

CHANGE

In 2019, the effective purchase prices of the main raw materials (alumin- Losses and
ium alloys, steel and brass) were on average lower than in 2018, with a ‘r’é!tee_'gg?’ggs of trade 42 402 (360)
A\
positive impact of 0.8% of sales. o e
taos and duties 400 217 183
26. COSTS FOR SERVICES . .4..
Contingent liabilities 99 192 (93)
Oth isi 97 668 571
g%fg;:ﬁzd 6674 8,815 (2141) €7 provisions (571
Other operatin
Property rental - 4,009 (4,009) expensei ? 214 296 (82)
Electricity
and natural gas 2800 3271 (471) Total 926 1,852 (926)
Maintenance 3,020 3,081 (61)
Advisory services 2,020 1977 43 Non-income taxes mainly include IMU, TASI and the tax for the disposal of
l;i;snpsgst and export 1091 1394 (303) urban solid waste. Provisions for risks and other provisions relate to sums
Directors' fees 482 475 7 set aside for the risks described in Note 17.
Insurance 466 468 (2)
Commissions 262 &3] o 29. FINANCIAL EXPENSES
Travel expenses 402 550 (148)
and allowances
Canteen 260 291 (31) -
Interest paid to banks 592 641 (49)
Temporary agency m 196 (85)
workers Banking expenses 173 240 (67)
Other costs 1,865 2,004 (139) eO)l:h@e;;‘gnanoal 5 27 15
Total 20,124 27,540 (7,416) P
Total 817 918 (101)

The main outsourced processing carried out by the Company include
aluminium die-casting, hot moulding of brass and some mechanical pro-
cessing and assembly. The reduction in costs for outsourced processing
reflects the lower levels of activity compared to the previous year.

As a result of the merger of Sabaf Immobiliare, property rental costs
were zeroed.

Other costs included expenses for the registration of patents, waste
disposal, cleaning, leasing third-party assets and other minor charges.
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Interest paid to banks includes IRS spreads payable that hedge interest
rate risks.

30. EXCHANGE RATE GAINS AND LOSSES

In 2019, the Company reported net foreign exchange losses of € 10,000
(net gains of € 157000 in 2018).
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31. PROFITS AND LOSSES FROM EQUITY

32. INCOME TAXES

CHANGE

INVESTMENTS

Dividends received

from Sabaf Kunshan 47 - 47
Trading

Dividends received

from Sabaf Immmobiliare 9% 3000 (2.004)
Dividends received

from Okida Elektronik 315 1322 (1.007)
Total 1,358 4,322 (2,964)

This item includes dividends received from investee companies.

Current taxes 127 967 (840)
Deferred tax assets

and liabilities (273) 16 (289)
Taxe; rela‘ged to( (29) N (50)
previous financial years

Taxes on foreign

dividends 4 182 (138)
Total (131) 1,186 (1,317)

Current taxes for 2019 are related to IRAP (IRES of € 672,000 and IRAP
of € 295,000 in 2018).

Deferred tax assets and liabilities include an IRES income of € 419,000
relating to the tax loss for 2019.

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 ltaly is shown in the following table:

2018

Theoretical income tax 886 2,214
Taxes related to previous financial years (25) 18

Tax effect of dividends from investee companies (265) (803)
“Patent box" tax effect (306) (323)
“lper e Superammortamento” tax benefit (581) (449)
Permanent tax differences 4 279
Other differences (4) 4

IRES (current and deferred) (291 940
IRAP (current and deferred) 160 246
Total (131) 1,186

Theoretical taxes were calculated applying the current corporate income
tax (IRES) rate, ie. 24%, to the pre-tax result. IRAP is not taken into ac-
count for the purpose of reconciliation because, as it is a tax with a dif-
ferent assessment basis from pre-tax profit, it would generate distorting
effects.

33. DIVIDENDS

On 29 May 2019, shareholders were paid an ordinary dividend of € 0.55
per share (total dividends of € 6,060,000).

The Directors, having acknowledged the significant change in the global
economic scenario following the spread of the coronavirus pandemic,
considered it appropriate, on a prudential basis, to propose to the Share-
holders” meeting to allocate the profit for 2019 entirely to the extraordi-
nary reserve.

In these separate financial statements, the Company recognised the tax
benefit related to the Patent Box for 2019 of € 356,000 (€ 306,000 for
IRES and € 50,000 for IRAP).

No tax disputes were pending at 31 December 2019.

34. SEGMENT REPORTING

Within the Sabaf Group, the Company operates exclusively in the gas
parts segment for household cooking. The information in the consolidat-
ed financial statements is divided between the various segments in which
the Group operates.
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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 IFRS 9.

Financial assets
Amortised cost
Cash and cash equivalents 8,343 1,959
Trade receivables and other receivables 29152 35922
Non-current loans 1,780 5,246
Current loans 1,600 1,600
Other financial assets 1,293 3,630
Financial liabilities
Fair Value through profit or loss
Derivative cash flow hedges (on interest rates) 271 23]
Amortised cost
Loans 49,480 50,999
Other financial liabilities 1,293 1915
Trade payables 15,734 18,945

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

- credit risk, with special reference to normal trade relations with cus-
tomers,

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

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

Itis part of Sabaf's policies to hedge exposure to changes in prices and in
fluctuations in exchange and interest rates via derivative financial instru-
ments. 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 Company does not
enter into speculative transactions. When the derivatives used for hedg-
ing purposes meet the necessary requisites, hedge accounting rules are
followed.

Credit risk management

Trade receivables involve producers of domestic appliances, multina-
tional 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 at least on an annual basis. After this assess-
ment, each customer is assigned a credit limit.

The Company factors receivables with factoring companies based on
without recourse agreements, thereby transferring the related risk.

A credit insurance policy is in place, which guarantees cover for approxi-
mately 547% of trade receivables.

Credit risk relating to customers operating in emerging economies is gen-
erally attenuated by the expectation of revenue through letters of credit.
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Forex risk management

The main exchange rate to which the Company is exposed is the euro/US
dollars 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 147% of total turnover in 2019, while pur-
chases in dollars represented 3% of total turnover. During the year, opera-
tions in dollars were partially hedged through forward sales contracts; no
currency derivatives were pending at 31 December 2019.

Sensitivity analysis

With reference to financial assets and liabilities in US dollars at 31 Decem-
ber 2019, a hypothetical and immediate revaluation of 10% of the euro
against the dollar would have led to a loss of € 185,000.

Interest rate risk management

Owing to the current trend in interest rates, the Company favours fixed-
rate indebtedness: medium to long-term loans originated at a variable
rate are converted to a fixed rate by entering into interest rate swaps
(IRS) at the same time as the loan is opened. At 31 December 2019, IRS
totalling € 33.2 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. The derivative contracts were not
designated as a cash flow hedge and were therefore recognised using the
“fair value through profit or loss” method.

Sensitivity analysis

Considering the IRS in place, at the end of 2019 almost all of the Compa-
ny’s financial debt was at a fixed rate. Therefore, at 31 December 2019 no
sensitivity analysis was carried out in that the exposure to interest rate
risk, linked to a hypothetical increase (decrease) in interest rates, is not
significant.
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Commaodity price risk management

A significant portion of the Company’s purchase costs is represented by
aluminium, steel and brass. Sales prices of products are generally rene-
gotiated 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
aluminium, steel and brass with supply contracts signed with suppliers
for delivery up to twelve months in advance or, alternatively, with deriv-
ative financial instruments. In 2019 and 2018, the Company did not use
financial derivatives on commodities. To stabilise the rising costs of com-
modities, Sabaf preferred to execute transactions on the physical market,
fixing prices with suppliers for immediate and deferred delivery.

Liquidity risk management

The management of liquidity and financial debt is coordinated at Group

level. The Group operates with a debt ratio considered physiological (net

financial debt / shareholders’ equity at 31 December 2019 of 46%, net
financial debt / pro-forma EBITDA? of 1.86) and has unused short-term
lines of credit. To minimise the risk of liquidity, the Administration and

Finance Department:

- maintains a correct balance of net financial debt, financing investments
with capital and with medium to long-term debt;

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

- regularly assesses expected financial needs in order to promptly take
any corrective measures. An analysis by expiry date of financial paya-
bles at 31 December 2019 and 31 December 2018 is shown below.

Unsecured loans 47,687 48588 1,723 1,009 33251 2,605
Short-term bank loans 1,793 1793 1793 - - -
Payables to A.R.C. shareholders 120 120 - 60 60 -
Payables to former C.M.I. shareholders 1173 1173 - - 1173 -
Total financial payables 50,773 51,674 3,516 1,069 34,484 2,605
Trade payables 15,734 15734 15,707 27 - -
Total 66,507 67,408 19,223 11,096 34,484 2,605
AT 31 DECEMBER 2013 S || e || Wi |repnee) e | Heetan:
Unsecured loans 43580 44 404 1,795 8,422 32,621 1,576
Short-term bank loans 7,419 7,419 7419 - - -
Payables to A.R.C. shareholders 180 180 - 60 120 -
Payables to former Okida shareholders 1735 1,735 1735 - - -
Total financial payables 52,914 53,748 10,949 8,482 32,741 1,576
Trade payables 18,954 18,954 18,437 517 - -
Total 71,868 72,702 29,386 8,999 32,741 1,576

The various due dates are based on the period between the end of the
reporting period and the contractual expiry 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 and increased by
the spread set forth in each contract.

2 The return on capital employed and the pro-forma net debt/EBITDA ratio are calculated considering, for the companies acquired and included in the scope of consolidation during the year, the EBIT

and EBITDA for the entire year.
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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 hierar-

chy that reflects the significance of the input used in determining the fair

value. IFRS 7 makes a distinction between the following levels:

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

- Level 2 - input other than prices listed in the previous point, which can
be observed directly (prices) or indirectly (derived from prices) on the
market;

- Level 3 —input based on observable market data.

The following table shows the assets and liabilities valued at fair value at 31 December 2019, by hierarchical level of fair value assessment.

LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
Other financial liabilities (interest rate derivatives) - (271) - (27)
Option on A.R.C. minorities - - - -
Total assets and liabilities at fair value - (271) - (271)

36. 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 sheet and 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

Non-current financial 5340 5280 - _ 5,280 98.88%
assets
Trade receivables 28,563 9,676 - - 9676 3388%
Current financial 3421 1,600 _ - 1,600 46.77%
assets
Trade payables 15,734 765 - 4 769 4.89%

GIUSEPPE OTHER TOTAL IMPACT
TOTAL 2018 SUBSIDIARIES SALERI SAPA RELATED PARTIES RELATED PARTIES ON THE TOTAL

Non-current financial 5367 5247 ) ) 5247 9776%
assets
Trade receivables 35158 6,166 12 - 6,178 17.57%
Tax receivables 2,377 - 1,084 - 1,084 45.60%
current financial 5874 1,600 - - 1,600 27.24%
assets
Trade payables 18,945 3,895 - 5 3,900 20.59%
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Impact of related-party transactions on income statement items

Revenue 94,899 1,820 - 11,820 12.46%
Other income 4,045 1,760 - 1,760 43.51%
Materials 32,806 1,852 - 1,852 5.65%

Services 20,124 465 - 21 486 2.42%

Capital gains on 130 90 - 90 69.23%
non-current assets

Other operating 96 80 . 80 8.64%
costs

Write-downs of 500 500 : 500 100%

non-current assets

Financial income 21 175 - 175 82.94%

TOAL A0S SURSIBIATIES o REtiiit, s enpeees R SRR | G T

Revenue 110,065 1,520 - 1520 10.46%
Other income 2,985 800 40 - 840 28.14%
Materials 45,085 1417 - - 1147 314%
Services 27,540 3991 - ) 4,013 14.57%
SR 496 467 ‘ : 467 9415%
Other operating 1,852 640 - 640 34.56%
costs

Financial income 123 19 - 19 96.75%

Relations with subsidiaries mainly consist of:

- 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;

- sales of machinery to Sabaf do Brasil and Sabaf Turkey, which generat-
ed the capital gains highlighted:

- charging for the provision of intra-group technical, commercial and ad-
ministrative services,

- charging for intra-group royalties:

- intra-group loans;

- group VAT.

Related-party transactions are regulated by specific contracts regulated
at arm's length conditions.

37.SIGNIFICANT NON-RECURRING EVENTS
AND TRANSACTIONS
Pursuant to the CONSOB memorandum of 28 July 2006, note that no

significant non-recurring events or transactions, as defined by the memo-
randum, took place in 2019.

38. 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 2019.

39. COMMITMENTS

Guarantees issued

Sabaf Sp.A. also issued sureties to guarantee mortgage loans granted
by banks to employees for a total of € 4,024,000 (€ 4,734,000 at 31
December 2018).

40. FEES TO DIRECTORS, STATUTORY
AUDITORS AND EXECUTIVES WITH
STRATEGIC RESPONSIBILITIES

Fees to directors, statutory auditors and executives with strategic re-
sponsibilities are described in the Report on Remuneration that will be
presented to the shareholders’ meeting called to approve these separate
financial statements.

41. SHARE-BASED PAYMENTS

In order to adopt a medium and long-term incentive instrument for di-
rectors and employees of the Sabaf Group, on the proposal of the Remu-
neration and Nomination Committee, the Board of Directors prepared a
specific free allocation plan of shares (the “Plan”) with the characteristics
described below.

The Plan was approved by the Shareholders’ Meeting on 8 May 2018 and
the related Regulations by the Board of Directors on 15 May 2018, subse-
quently amended as resolved by the Board of Directors on 14 May 2019.
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Purpose of the plan

The Plan aims to promote and pursue the involvement of the beneficiar-
ies whose activities are considered relevant for the implementation of
the contents and the achievement of the objectives set out in the Busi-
ness Plan, foster loyalty development and motivation of managers, by
increasing their entrepreneurial approach as well as align the interests
of management with those of the Company’s shareholders more closely,
with a view to encouraging the achievement of significant results in the
economic and asset growth of the Company and of the Group.

Beneficiaries of the plan

The Plan is intended for persons who hold or will hold key positions in the

Company and/or its Subsidiaries, with reference to the implementation of

the contents and the achievement of the objectives of the 2018 - 2020

Business Plan. The Beneficiaries are divided into two groups:

- Cluster 1: Beneficiaries already identified in the Plan or who will be iden-
tified by the Board of Directors by 30 June 2018 on the Shareholders’
Meeting authority.

- Cluster 2: Beneficiaries who will be identified by the Board of Directors
from 1 July 2018 to 30 June 2019 on the Shareholders’ Meeting au-
thority.

The Board of Directors, in its meeting of 15 May 2018, identified the Ben-

eficiaries of Cluster 1 of the Plan to whom a total of 185,600 rights were

assigned; and the Board of Directors in its meeting of 14 May 2019, iden-

tified the Beneficiaries of Cluster 2 of the Plan to whom a total of 184,400

rights were assigned.
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Subject-matter of the plan

The subject-matter of the Plan is the free allocation to the Beneficiaries
of a maximum of 370,000 Rights, each of which entitles them to receive
free of charge, under the terms and conditions provided for by the Regu-
lations of the Plan, 1 Sabaf S.p.A. Share.

The free allocation of Sabaf S.p.A. shares is conditional, among other
things, on the achievement, in whole or in part, with progressiveness, of
the business objectives related to the ROI, EBITDA and TSR indicators and
Individual objectives, i.e. performance objectives of each beneficiary de-
termined by the Board of Directors at the suggestion of the Remuneration
and Nomination Committee.

Deadline of the Plan
The Plan expires on 31 December 2022 (or on a different subsequent
date set by the Board of Directors).

Fair Value measurement methods

Considering the allocation mechanism described above, it was necessary
to measure at fair value the rights assigned to receive shares of the Par-
ent Company. In line with the date of assignment of the rights and terms
of the plan, the grant date was set at 15 May 2018 for Cluster 1 and 14
May 2019 for Cluster 2. The main assumptions made at the beginning of
the vesting period are illustrated below:
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CLUSTER 1

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON ROI

Share price at the start of the vesting period 19.48 19.48 19.48 19.48
Expected probability. 31% 0% 44.5% 15.5%
of business objective achievement
Total value on ROI 4.59

Fair Value 153
Rights on ROI 33.40%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON EBITDA

Share price at the start of the vesting period 19.48 19.48 19.48
Expected probability 4% 0% 60.9%
of business objective achievement
Total value on EBITDA 7.04 A
Fair Value 2.35
Rights on EBITDA 33.30%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON TSR

Share price at the start of the vesting period 20.2 149 1244 202
Risk free rate -0.28% -0.30% -0.38% -0.38%
Expected volatility 31% 18% 29% 29%
Dividend yield 0.00% 0.00% 0.00% 0.00%
Strike Price 2261 17.39 14.51 2834
Total value on TSR 757 )
Fair Value 252

Rights on TSR 33.30%

Fair Value per share at initial date of the vesting period 6.40
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CLUSTER 2

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON ROI

Share price at the start of the vesting period 13.66 13.66 13.66
Expected probability 0% 36.90% 15.50%
of business objective achievement
Total value on ROI 2.80
Fair Value 0.65
Rights on ROI 23.38%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON EBITDA

Share price at the start of the vesting period 13.66 13.66
Expeclteol proba biljty ‘ 0% 5350%
of business objective achievement
Total value on EBITDA 4.50 _
Fair Value 1.05
Rights on EBITDA 23.31%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED ON TSR

Share price at the start of the vesting period 149 12.44 149
Risk free rate -0.30% -0.38% -0.38%
Expected volatility 18% 29% 29%
Dividend yield 0.00% 0.00% 0.00%
Strike Price 17.39 14.51 22.86
Total value on TSR 253 }
Fair Value 0.59
Rights on TSR 23.31%

FAIR VALUE MEASUREMENT METHODS - RIGHTS RELATING TO OBJECTIVES MEASURED
ON INDIVIDUAL OBJECTIVES

Share price at the start of the vesting period 13.66 13.66
Expe;teo_l proba_bility 50% 50%
of objective achievement
Total value on individual objectives 6.83
Fair Value 2.05
Rights on individual objectives 30.00%
Fair Value per share at initial date of the vesting period 4.34

The accounting impacts of the Plan concerning these financial statements are illustrated in Note 13 and Note 27.
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Summary of public grants pursuant to Article 1, paragraphs 125-129, Italian Law no. 124/2017

In compliance with the requirements of transparency and publicity envisaged pursuant to Italian Law no. 124 of 4 August 2017, article 1, paragraphs
125-129, which imposed on companies the obligation to indicate in the explanatory notes “grants, contributions, and in any case economic advantages
of any kind’, the following are the details of the relative amounts, accounted for “on a cash basis”

STATUTORY CONTRIBUTION DISBURSING
REFERENCES VALUE SUBJECT
Patent Box 356 [talian State
Super/lper
ammortamento (Super/ 581 [talian State
Hyper amortisation)
Energy—lrjtenS|ve 468 Italian State
contributions
Total 1,405

Patent Box: concerning the reduced taxation of income from intangible
assets, the reference regulations of which are contained in the 2015
Stability Law (talian Law 23/12/2014 no.190) Articles from 37 to 45.

Super ammortamento (Super amortisation): it allows an over-estima-
tion of 130% of the newly purchased or leased instrumental invest-
ments, the reference regulations of which are contained in Law no. 205
of 27 December 2017.

Energy-intensive contributions: accessible grants for companies that
consume a lot of electricity, whose regulatory reference is the MISE

Decree of 21 December 2017.

LIST OF INVESTMENTS WITH ADDITIONAL INFORMATION REQUIRED BY CONSOB
(COMMUNICATION DEM6064293 of 28 July 2006)

IN SUBSIDIARIES?

REGISTERED SHARE SHAREHOLDERS' | 15 bRoFIT
COMPANY NAME OFFICES CAPITAL AT 31 | SHAREHODERS | OWNERSHIP % | EQUITY AT 31 (LoSS)
DECEMBER 2019 DECEMBER 2019
Faringosi Hinges s.r.. Ospitaletto (BS) EUR 90,000 Sabaf Sp.A. 100% EUR7318972 | EUR1,076,057
Sabaf do Brasil Ltda Jundiai (Brazil) BRL 24,000,000 Sabaf S.p.A. 100% BRL 52,039,450 | BRL 3,734,068
Sabaf US Corp. Plainfield (USA) USD 200,000 Sabaf S.p.A. 100% USD -56,826 usD 71516
fjfﬁ;ﬁapnﬁ‘?gcigomDO”e”ts Kunshan (China) EUR 4,900,000 Sabaf S.p.A. 100% CNY -6,037256 | CNY-4,420172
\S/Ztﬁzizﬁzmzfty: dD;:({:‘kai” Sanayi Manisa (Turkey) | TRY 28,000,000 Sabaf S.p.A. 100% TRY 167,844,599 | TRY 25918705
ARC.srl. Camp(g%a) rsego EUR 45,000 Sabaf S.p.A. 70% EUR 5,663,939 EUR 571,572
Sabaf S.p.A. 30%
) ) ) ) Sabaf Beyaz Esya
Okida Elektronik Sanayi ve Tickaret AS | Istanbul (Turkey) TRY 5000,000 Parcalar Sanayi TRY 39,770,099 | TRY 12,807,253
: nay 70%
Ve Ticaret Limi-
ted Sirteki
CMlsrl. Valsa(‘goo)gg‘a EUR 1,000,000 Sabaf Sp.A. 68.5% EUR 7,450,225 EUR 481,009

OTHER SIGNIFICANT EQUITY INVESTMENTS

None.

3 Values taken from the separate financial statements of subsidiaries, prepared in accordance with locally applicable accounting standards.
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Origin, possibility of utilisation and availability of reserves

AMOUNT SUBJECT TO
POSSIBILITY AVAILABLE TAXATION FOR THE
DESCRIPTION AMOUNT | &F yTILISATION SHARE COMPANY IN CASE

OF DISTRIBUTION

CAPITAL RESERVES:

Share premium reserve 10,002 A B, C 10,002 0

Revaluation reserve
, 42
Law 413/91 42 ABC 42

Revaluation reserve
' 1,592
Law 342/00 1592 A B C 1592 ,

RETAINED EARNINGS:

Legal reserve 2,307 B 0

Other retained earnings 78,960 A B, C 78,960

VALUATION RESERVE:

Dost—employmgnt benefit (505) 0 0
actuarial provision

Reserve for stock grant plan 1,002 0 0
TOTAL 93,400 90,596 1,634
KEY:

A for share capital increase
B. to hedge losses
C. for distribution to shareholders

Statement of revaluations of equity assets at 31 December 2019

Gross VALUE | SUMULATIVE | NET vALUE
Law 72/1983 137 (137) 0
1989 merger 516 (484) 32
Investment property Law 413/1991 47 (44) 3
1994 merger 1,483 (1136) 347
Law 342/2000 2,870 (2,540) 330
5,053 (4,341) 712
Law 576/75 205 (205) 0
Plant and machinery Law 72/1983 2,219 (2,219) 0
1989 merger 6,140 (6,140) 0
1994 merger 6,820 (6,820) 0
15,384 (15,384) 0
Industrial and commmercial equipment Law 72/1983 161 (161) (o]
Other assets Law 72/1983 50 (50) 0
TOTAL 20,648 (19,936) 712
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GENERAL INFORMATION

Sabaf S.p.A. is a company organised under the legal system of the Republic of Italy.

Via dei Carpini, 1 25035 - Ospitaletto (Brescia)

Fax: +39 030 - 6848249

E-mail: info@sabaf.it

Website: www.sabaf.it

REA. Brescia 347512

Tax Code 03244470179

VAT Number 01786910982

APPENDIX

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 2019 for auditing services
and for services other than auditing provided by the Independent Auditors. No services were provided by entities belonging to the network.

PARTY PROVIDING

FEES PERTAINING TO

(€/000) THE SERVICE THE 2019 FINANCIAL YEAR
Audit EY Sp.A. 47
Certification services EY S.p.A. --
Other services EY S.pA. 394
Total 86

4 auditing procedures agreement relating to interim management reports.
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pursuant to Article 154-bis of Italian Legislative Decree 58/98

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:

- the adequacy, in relation to the business characteristics and
- the actual application

of the administrative and accounting procedures for the formation of the separate financial statements during
the 2019 financial year.

They also certify that:

- 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;

- the report on operations contains a reliable analysis of the performance and results of operations and the situ-
ation at the issuer, along with a description of the key risks and uncertainties to which it is exposed.

Ospitaletto, 24 March 2020

Chief Executive The Financial
Officer Reporting Officer
Pietro lotti Gianluca Beschi

b 2 ALV
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Independent auditor's report pursuant to article 14 of Legislative
Decree n. 39, dated 27 January 2010 and article 10 of EU Regulation
n. 537/2014

(Translation from the original Italian text)

To the Shareholders of
Sabaf 5.p.A.

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Sabaf 5.p.A. (the Company), which comprise the
statement of financial position as at December 31, 2019, and the income statement, the
comprehensive income statement, the statement of changes in shareholders’ equity and the cash
flows statement for the year then ended, and the explanatory notes to the financial statements,
including a surmmary of significant accounting policies.

In-our opinion, the financial staternents give a true and fair view of the financial position of the
Company as at December 31, 2019, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted by the
European Union and with the regulations issued for implementing art. 9 of Legislative Decree n.
38/2005.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA Italia). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the regulations and standards on ethics and independence applicable to audits of
financial statements under Italian Laws. We believe that the audit evidence we have abtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters.
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We identified the following key audit matter:

Key Audit Matter

Audit Responses

Valuation of investments

The balance of investments at December 31,
2019 amounted to Euro 57,2 million. The most
significant investments are:

- C.MLL Sorll: Eurol 3,4 million;

- Faringosi Hinges 5.p.A.: Euro 10,3 million;

- Sabaf do Brasil; Euro 8,5 million;

- Sabafl Beyaz Esya Parcalari Sanayi Ve Ticaret
Limited: Eurc 12 million;

- AR.C. 5.l € Euro 4,8 million;

- Okida Elektronik Sanayi Limited Sirket: Euro 8,7
millign,

Management assesses the existence of
impairment indicators on investments at least
annually, in line with its strategy in managing
each separate entity within the group and, if
present, such investments are subject to an
impairment test.

The processes and methodologies to valuate and
determine the recoverable amount of
investments are based on complex assumptions
that, due to their nature, imply the use of
judgement by management, in particular with
reference to the assumptions underlying future
cash flow forecasts in the period covered by the
business plan, the estimate of the terminal value
and the calculation of the long-term growth and
discount rates applied to the future cash flow
forecasts.

Considering the level of judgement and
complexity of the assumptions applied in
estimating the recoverable amount of
investments, we determined that this area
represents a key audit matter,

The disclosures related to the valuation of
investments are included in paragraph “Use of
estimates™ and in note “4 Equity Investments”,

Qur audit procedures in response to this key
audit matter included, among others: (i}
assessment of the process and key controls
implemented by the Company in connection
with the valuation of investments; (i)
assessment of the assumptions underlying
future cash fiow forecasts; (iii) test of the
consistency of the investments future cash flow
farecasts against the 2020-2024 business plan
approved by the Board of Directors; (iv)
assessment of the accuracy of cash flow
projections as compared to historical results; (v)
assessment of the long-term growth rates and
discount rates.

In performing our analysis, we engaged our
experts in valuation techniques, who have
independently performed caiculation and
sensitivity analyses of key assumptions in order
to determine any changes in assumptions that
could materially impact the valuation of the
recoverable amount,

Lastly, we evaluated the appropriateness of the
disclosures included in the explanatory notes of
the consolidated financial statements and the
consistency of the related disclosure provided in
the Report on Operations.
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Responsibilities of Directors and Those Charged with Governance for the Financial
Statements

The Directors are responsible for the preparation of the financial statements that give a true and fair
view In accordance with International Financial Reporting Standards as adopted by the European
Union and with the requlations issued for implementing art. 9 of Legislative Decree n, 38/2005, and,
within the terms provided by the law, for such internal control as they defermine is necessary fo
enable the preparation of financial staterments that are free from material misstatement, whether due
to fraud or error,

The Directors are responsible for assessing the Company's ability to continue as a going concern and,
when preparing the financial statements, for the appropriateness of the going concern assumption,
and for appropriate disclosure thereof. The Directors prepare the financial statements on a going
concern basis unless they either intend to liguidate the Company or to cease operations, or have no
realistic alternative but to do so.

The statutory audit committee ("Collegio Sindacale”} is responsible, within the terms provided by the
law, for overseeing the Company’s financial reporting process.

Auditer's Responsibilities for the Audit of the Financial Statements

Our objectives ara to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report
that includes our opinion, Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with International Standards on Auditing (15A Italia) will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in agaregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing (ISA Italia), we have
exercised professional judgment and maintained professional skepticism throughout the audit, in
addition:

« we have identified and assessed the risks of material misstatement of the financial
statements, whether due to fraud or error, designed and performed audit procedures
responsive to those risks, and obtained audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement resulting
fram fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control;

« we have oblained an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control;

« we have evaluated the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Directors;

« we have concluded on the appropriateness of Directors’ use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Company's ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required
ta draw attention in our auditor's report to the related disclosures in the financial statements
ar, if such disclosures are inadeguate, to consider this matter in forming our opinion. Gur
conclusions are based on the audit evidence obtained up to the date of our auditor's report,
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However, future events or conditions may cause the Company to cease to continue as a going
concern;

« we have evaluated the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We have communicated with those charged with governance, identified at an appropriate level as
required by ISA Italia, regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify
during our audit.

We have provided those charged with governance with a statement that we have complied with the
ethical and independence requirements applicable in Italy, and we have communicated with them all
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we have determined those
matters that were of most significance in the audit of the financial statements of the current period
and are therefore the key audit matters. We have described these matters in our auditor's report.

Additional information pursuant to article 10 of EU Regulation n. 537/14

The shareholders of Sabaf 5.p.A., in the general meeting held on May 8, 2018, engaged us to perform
the audits of the financial statements for each of the years ending December 31, 2018 to December
31, 2026.

We declare that we have not provided prohibited non-audit services, referred to articie 5, par. 1, of EU
Regulation n. 537/2014, and that we have remained independent of the Company in conducting the
audit.

We confirm that the opinion on the financial statements included in this report is consistent with the
content of the additional report to the audit committee (Collegio Sindacale) in their capacity as audit
committee, prepared pursuant to article 11 of the EU Regulation n. 537/2014.

Report on compliance with other legal and regulatory requirements

Opinion pursuant to article 14, paragraph 2, subparagraph e), of Legislative
Decree n. 39 dated 27 January 2010 and of article 123-bis, paragraph 4, of
Legislative Decree n. 58, dated 24 February 1998

The Directors of Sabaf 5.p.A. are responsibie for the preparation of the Report on Operations and of
the Report on Corporate Governance and Ownership Structure of Sabaf 5.p.A. as at December 31,
2019, including their consistency with the related financial statements and their compliance with the
applicabie laws and regulations.

We have performed the procedures required under audit standard SA Italia n. 7208, in order to
express an opinion on the consistency of the Report on Operations and of specific information
included in the Report on Corporate Governance and Ownership Structure as provided for by article
123-bis, paragraph 4, of Legislative Decree n. 58, dated 24 February 1998, with the financial
statements of Sabaf 5.p.A. as at December 31, 2019 and on their compliance with the applicable laws
and requiations, and in order to assess whether they contain material misstatements.
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In aur opinion, the Report on Operations and the above mentioned specific information included in
the Report on Corporate Governance and Ownership Structure are consistent with the financial
statements of Sabaf S.p.A. as at December 31, 2019 and comply with the applicable laws and
requiations.

With reference to the statement required by art. 14, paragraph 2, subparagraph 2), of Legislative
Decree n, 39, dated 27 January 2010, based on our knowledge and understanding of the entity and
its environment obtained through our audit, we have no matters to repert.

Milan, April 3, 2020

EY S.p.A,
Signed by: Massimo Meloni, Auditor

This report has been transiated into the English language solely for the convenience of international
readers.
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Report of the Board of Statutory Auditors to the Shareholders’

Meeting of SABAF S.p.A.

in accordance with Art. 2429, paragraph 2 of the Italian Civil Code and Art. 153 of Italian Legislative Decree no. 58/1998

Introduction

The Board of Statutory Auditors of SABAF Sp A. (hereinafter also "SABAF”
or "Company”), pursuant to Art. 153 of Italian Legislative Decree no. 58
of 1998 (hereinafter also TUF) and Art. 2429, paragraph 2 of the Italian
Civil Code, is called upon to report to the Shareholders’ Meeting called
to approve the Financial Statements on the supervisory activity carried
out during the financial year in the performance of its duties, also in the
capacity of “internal control and audit committee’, on any omissions and
reprehensible facts found and on the results of the financial year, as well
as to formulate proposals regarding the Financial Statements, the approv-
al thereof and matters falling within its competence.

Note, first of all, that the Board of Directors decided to make use of the
longer term envisaged in Art. 2364 of the Italian Civil Code and Art. 8
of the Articles of Association for the call of the Shareholders’ Meeting
to approve the 2019 financial statements, owing to the existence of the
relative conditions. The financial statements report is in any case made
available to the public in full within the terms of Art. 154-ter of the TUF
(within four months from the end of the financial year). The decision was
taken by the Board, as explained in the Report on Operations, as SABAF
is required to prepare the consolidated financial statements, in consider-
ation of requirements related to the relevant obligations and fulfilments.
In any case, note that, due to the situation regarding the spread of the
health emergency related to COVID-19, pursuant to Article 106 of Italian
Decree Law no. 18 of 2020 "the ordinary shareholders’ meeting is con-
vened within one hundred and eighty days from the end of the reporting
period’, as an exception to the ordinary rules on the subject.

During the year ended 31 December 2019 and up to date, the Board
of Statutory Auditors carried out its supervisory activities in compliance
with Law provisions, Rules of Behaviour of the Board of Statutory Audi-
tors of listed companies issued by the ltalian Board of Certified Public
Accountants and Bookkeepers, the CONSOB provisions on corporate
controls, the Corporate Governance Code, as well as by the provisions
contained in Art. 19 of Italian Legislative Decree 39/2010.

The financial statements of SABAF were prepared in accordance with the
IAS/IFRS international accounting standards issued by the International
Accounting Standards Board (IASB) and approved by the European Un-
ion, as well as in accordance with the provisions issued by CONSOB in
implementation of Article 9, paragraph 3, of Italian Legislative Decree
38/2005.

/222

The Company's Financial Statements were prepared in accordance with
the law and accompanied by the documents required by the Italian Civil
Code and the TUF. Moreover, in accordance with law provisions, the Com-
pany prepared the Consolidated financial statements and the consolidat-
ed Disclosure of non-financial information for the year 2019.

The Board of Statutory Auditors acquired the information necessary for
the performance of the supervisory duties assigned to it by attending
the meetings of the Board of Directors and the Board Committees, the
hearings of the Company’s and the Group’s management, the information
acquired from the competent company structures, as well as through the
additional control activities carried out.

Appointment and Independence of the Board of
Statutory Auditors

The Board of Statutory Auditors in office at the date of this Report was
appointed by the Shareholders” Meeting of 8 May 2018 in the persons of
Alessandra Tronconi (Chairman), Luisa Anselmi (Statutory Auditor), Mauro
Giorgio Vivenzi (Statutory Auditor), as well as Paolo Guidetti and Stefano
Massarotto (Alternate Auditors). The control body will remain in office for
three financial years and will expire on the date of the Shareholders” Meet-
ing called to approve the Financial Statements for the year 2020.

The appointment was made on the basis of two lists submitted by the
Shareholders Giuseppe Saleri S.a.p.a and Quaestio Capital SGR Sp.A. re-
spectively, in compliance with the applicable law, regulatory and statutory
provisions. The Chairman of the Board of Statutory Auditors and one Al-
ternate Auditor were drawn from the list that obtained the lowest number
of votes.

The composition of the Board of Statutory Auditors complies with the
gender distribution criterion set forth in Art. 148 of [talian Legislative
Decree no. 58 of 1998.

At the time of its appointment and subsequently on 15 May 2018, the
Board of Statutory Auditors checked the existence of the independence
requirement as part of the broader process of self-assessment of the
control body pursuant to Standard Q.1.1 of the Rules of Behaviour of listed
companies; the check was carried out on the basis of the criteria envis-
aged by the aforesaid Standards and by the Corporate Governance Code
applicable to independent directors.

The outcome of the check was communicated (pursuant to Art.
144-novies, paragraph 1-ter of CONSOB Regulation no. 11971 of 1999,
Art. 8C.1 of the Corporate Governance Code and Standard Q1.1 of the



SEPARATE FINANCIAL STATEMENTS AT 31 DECEMBER 2019

Rules of Behaviour of listed companies) to the Board of Directors, which
issued the relevant press release on 26 June 2018.

This assessment was carried out again on 12 March 2019 and 17 March
2020 and consequently communicated to the Board of Directors, which
disclosed it in the Report prepared pursuant to Art. 123-bis of the TUF of
both financial years.

This assessment was carried out again on 12 March 2019 and 17 March
2020 and consequently communicated to the Board of Directors, which
disclosed it in the Report prepared pursuant to Art. 123-bis of the TUF of
both financial years.

Supervision and control of the Board of Statutory
Auditors

Supervisory activity on compliance with the law and
articles of association

In carrying out its duties, the Board of Statutory Auditors carried out the su-
pervisory activities required by Art. 2403 of the Italian Civil Code, Art. 149
of Italian Legislative Decree No. 58 of 1998, Art. 19 of ltalian Legislative
Decree No. 39/2010, CONSOB recommendations on corporate controls
and the activities of the Board of Statutory Auditors and referring to the
indications contained in the Corporate Governance Code, as well as the
Rules of Behaviour of the Board of Statutory Auditors of listed companies.

Therefore, as part of its functions, the Board of Statutory Auditors:

- attended the meetings of the Shareholders and Board of Directors, moni-
toring compliance with the statutory, legislative and regulatory provisions
regulating the operation of the Company’s bodies as well as compliance
with the principles of proper management;

- supervised, for what of direct concern, the adequacy of the Company’s
organisational structure and compliance with the principles of proper
management, through direct observation, gathering information from
heads of the corporate functions and meetings with the Independent au-
ditors to exchange data and information;

- assessed and supervised the adequacy of the internal control system
and the administrative and accounting system, as well as its reliability
in providing a fair presentation of operational transactions, through the
information of the heads of the respective functions, the examination of
company documents and the analysis of the results of the work carried
out by the Independent Auditors;

- held 9 meetings during the year, lasting approximately 2 hours and a
half, and also attended all the meetings of the Board of Directors, as well
as of the board committees (Control and Risk Committee, Remuneration
and Nomination Committee);

- supervised the adequacy of the reciprocal flow of information between
SABAF and its subsidiaries pursuant to Art. 114, paragraph 2, of Italian
Legislative Decree no. 58 of 1998, ensured by the instructions issued by
the Company’'s management to Group companies;

- supervised compliance with the rules of “Market abuse’, "Protection of
savings” and “Internal Dealing’, with a special reference to the processing
of inside information and the procedure for the dissemination of state-
ments and information to the public. The adjustment of the procedure
adopted by the Company for the management of inside relevant infor-
mation, drawn up in the light of CONSOB Guidelines no. 1/2017, was
monitored.

Moreover, the Board:

- obtained from the Directors adequate information on the business car-
ried on and major economic and financial operations carried out by
the Company and its subsidiaries pursuant to Art. 150, paragraph 1
of the TUF. In this regard, the Board of Statutory Auditors paid special
attention to the fact that the transactions approved and implemented
complied with the law and the Articles of Association and were not
imprudent or risky, in contrast with the resolutions adopted by the
Shareholders’ Meeting, in potential conflict of interest or such as to
compromise the integrity of the Company’s assets;

- held meetings with representatives of the Independent Auditors pursu-
ant to Art. 150, paragraph 3 of the TUF and there were no significant
data and/or information to be reported;

- had exchanges of information with corresponding control bodies (if
any) of the companies directly or indirectly controlled by SABAF SpA.
pursuant to Art. 151, paragraph 1 and 2 of the TUF;

- supervised the procedures for effective implementation of the corpo-
rate governance rules envisaged in the Corporate Governance Code
complied with, as adequately represented in the Report on Corporate
Governance and Ownership Structure, in compliance with Art. 124-ter
of the TUF and Art. 89-bis of the Issuers’ Regulations;

- checked, in relation to the periodic assessment to be carried out pur-
suant to Application Principle 3.C.5 of the Corporate Governance Code,
as part of the supervision of the procedures for effective implementation
of the corporate governance rules, the correct application of the assess-
ment criteria and procedures adopted by the Board of Directors, with
regard to the positive assessment of the independence of the Directors.

As required by Application Principle 1.C.1, letter g) of the Corporate Gov-
ernance Code, the Board of Directors expressed its assessment of the
size and composition of the Board and its operation, as well as the size,
composition and operation of the board committees. The assessment -
carried out on the basis of the results of a self-assessment questionnaire
filled in by all the members of the Board of Directors - used the assess-
ment criteria already adopted in the previous year.

The Board also acknowledges that it has issued:

- its favourable opinion on the appointment and remuneration to be as-
signed to the head of the Internal Audit Department as required by
Application Principle 7C.1 of the Corporate Governance Code;

- its favourable opinion with regard to the annual Audit Plan prepared by
the Head of the Internal Audit Department;

- its consent, pursuant to Article 5, paragraph 4, of Regulation (EU)
2014/537, on two occasions, to the provision by the Independent Au-
ditors EY Sp.A. of services other than the external audit to the Compa-
ny and to companies belonging to the SABAF Group, after having care-
fully assessed the potential risks for the independence of the auditor.

The Board of Statutory Auditors also gave its consent, pursuant to Art.

2426, paragraph 1, number 5, of the Italian Civil Code, to the recognition

in the financial statements of development costs with a multi-year use of

€ 460,000.
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Supervisory activity on the adequacy of the administra-
tive and accounting system and the auditing activity

Pursuant to Art. 19 of ltalian Legislative Decree 39/2010 (Consolidated

External Audit Act), the Board of Statutory Auditors is required to supervise:

- the financial reporting process;

- the effectiveness of the internal control and risk management systems;

- the External audit of annual accounts and consolidated accounts;

- the independence of the Independent Auditors, specifically as far as the
provision of non-audit services is concerned.

The Board of Statutory Auditors carried out its activities in collaboration

with the Control and Risk Committee in order to coordinate their respon-

sibilities and avoid overlapping of activities.

Financial reporting process

The Board of Statutory Auditors supervised the existence of rules and
procedures relating to the process of formation and dissemination of
financial information. In this regard, it should be noted that the Report
on Corporate Governance and Ownership Structure illustrates how the
Group defined its Internal Control and Risk Management System in re-
lation to the financial reporting process at the consolidated level. The
Financial Reporting Officer is Gianluca Beschi.

The Financial Reporting Officer is supported by the Internal Audit Depart-
ment to check the operation of the administrative and accounting pro-
cedures through control testing. In this regard, note that, in order to take
account of the developments in the company’s business and bring the
procedures into line with current operating practices, during 2019 two
administrative-accounting procedures drawn up pursuant to Italian Law
262/2005 were updated, approved by the Financial Reporting Officer,
and reported to the Board of Directors in December.

The Board of Statutory Auditors acknowledges that it has received ade-
quate information on the monitoring of business processes with an ad-
ministrative and accounting impact within the Internal Control System,
carried out both during the year in relation to the regular management
reports, and during the closing of the accounts for the preparation of the
Financial Statements, in compliance with the monitoring and certification
requirements to which SABAF S.p.A. is subject pursuant to Italian Law no.
262/2005. In particular, the Board of Statutory Auditors acknowledged
the Risk Assessment for 2019, as well as the periodic update on testing
activities pursuant to Italian Law no. 262/2005.

The adequacy of the administrative and accounting system was also
assessed through the acquisition of information from the heads of the
respective departments and the analysis of the results of the work carried
out by the Independent Auditors.

No particular critical issues or elements hindering the issue of the cer-
tification by the Financial Reporting Officer and by the Chief Executive
Officer concerning the adequacy of the administrative and accounting
procedures for the preparation of the financial statements of SABAF Sp.A.
and the Consolidated Financial Statements for the year 2019 emerged.

The Board of Statutory Auditors supervised compliance with the regula-
tions related to the preparation and publication of the Half-Yearly Report
and the Interim Management Reports, as well as the settings given to
them and the correct application of the accounting standards, also using
the information obtained from the Independent Auditors.
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Furthermore, it is acknowledged that

- the Independent Auditors appointed to carry out the external audit cur-
rently in office, EY Sp.A, were appointed for the 2018-2026 period at
the Shareholders’ Meeting held on 8 May 2018: the procedure for the ap-
pointment was carried out in compliance with the provisions of Article 16
of Regulation (EU) 2014/537. The Board of Statutory Auditors in office at
that time submitted to the Board of Directors a reasoned recommenda-
tion containing the name of two Independent Auditors suitable to replace
the one that is due to expire, expressing preference for one of them. This
recommendation was developed at the end of a detailed selection proce-
dure that was carried out in compliance with the provisions contained in
Regulation (EU) 2014/537;

- the Independent Auditors appointed to audit the company illustrated to
the Board of Statutory Auditors the checks carried out and did not re-
port any findings in the periodic meetings with the Board of Statutory
Auditors;

- the Board of Statutory Auditors supervised the auditing of the annual
and consolidated financial statements, obtaining information and peri-
odically discussing with the Independent Auditors.

In particular, all the main phases of the audit activity were illustrated to
the Board of Statutory Auditors, including the identification of the risk ar-
eas, with a description of the related audit procedures adopted; moreover,
the main accounting principles applied by SABAF have been followed.

The Board also acknowledges that the Independent Auditors EY SpA.
issued their opinions on the Consolidated Financial Statements and the
Separate Financial Statements on 3 April 2020 and also issued on the
same date the Additional Report to the Internal Control and Audit Com-
mittee pursuant to Article 11 of Regulation (EU) 2014/537.

The reports on the Separate financial statements and the Consolidated financial
statements do not give rise to any observations or requests for information.
Itis also acknowledged that the Independent Auditors expressed, in the reports
mentioned above, a positive opinion with regard to consistency with the finan-
cial statements and compliance with the law with reference:

- to the Management report;

- to the information referred to in Art. 123-bis, paragraph 4, ltalian Legis-
lative Decree 58/98 contained in the Report on corporate governance
and ownership structure.

In the audit work, a special attention was paid to the key aspects relat-

ing to the impairment test and Purchase Price Allocation. Moreover, the

reports issued by the Independent Auditors do not reveal any significant
shortcomings in the Company’s internal control system for financial infor-
mation and accounting system.

The Board of Statutory Auditors supervised the independence of the In-
pendent Auditors EY Sp.A, verifying the type and extent of services other
than auditing with reference to SABAF and its subsidiaries and obtaining
explicit confirmation from the Independent Auditors that the independ-
ence requirement was met. The statement on independence has been
included, pursuant to Art. 11, paragraph 2, letter a), of Regulation (EU)
2014/537, in the above-mentioned Additional Report.

The fees paid by the SABAF Group to the Independent Auditors and to the
companies belonging to the network of the Independent Auditors them-
selves are as follows:
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ACTIVITIES AMOUNT EUR
Audit 124
Certification services -

Other services 49

Total 173

In the light of the above, the Board of Statutory Auditors considers that
the Independent Auditors EY Spp.A. meet the requirement of independence.

Note that in 2019 there were changes in the scope of the audit, in relation
to the inclusion in the consolidation area of the company C.M.l. Srl. and
of the companies controlled by it (CG.D Srl. and CM.. Polska Sp. Zoo)
as a result of the acquisition, by SABAF, of the C.M.I. group, on 31 July
2019. The companies of the C.M.l. group contributed Euro 12.5 million to
consolidated turnover.

Supervisory activity on the adequacy of the internal
control system and the organisational structure

The Board of Statutory Auditors assessed and supervised the adequacy of
internal control and the effectiveness of the internal control and risk man-
agement systems. The Board of Statutory Auditors acknowledges that it
has verified the most significant activities carried out by the overall internal
control and risk management system by attending the meetings of the
Control and Risk Committee (also with functions of Committee for relat-
ed-party transactions) attended by:

- members of the Control and Risk Committee;

- members of the Board of Statutory Auditors;

- the Chief Executive Officer and director in charge of the internal control
and risk management system:

- the Internal Audit department and its Head;

- the Financial Reporting Officer.

The Board of Statutory Auditors also acknowledges that it attended the
periodic meetings among the Company’s control bodies attended by:

- members of the Control and Risk Committee;

- members of the Board of Statutory Auditors;

- the Independent Auditors;

- the Chief Executive Officer and Director in charge of the internal control
system;

- the Financial Reporting Officer;

- the Internal Audit department and its Head;

- the Supervisory Body.

In particular, as part of these activities, the Board of Statutory Auditors
acknowledges that it has received and examined:

- the periodic reports on the activities carried out, prepared by the Con-
trol and Risks Committee and the Internal Audit department;

- the reports drawn up at the end of the verification and monitoring ac-
tivities by the Internal Audit department, with the relative results, the
recommended actions and the controls on the implementation of the
aforesaid actions;

- periodic updates on the development of the risk management process,
the outcome of the monitoring and assessment activities carried out
by Internal Audit and the objectives achieved.

The Board of Statutory Auditors then reviewed every six months the pe-
riodic reports on the activities carried out by the Supervisory Body and
examined the activity plan and the budget allocated for 2019. Similarly,
the Board of Statutory Auditors acknowledged the compliance with the
provisions of Italian Legislative Decree no. 231/2001 and the activi-
ty plan for 2019, examining and agreeing with the amendments made
during the year to the Organisation and Management Model pursuant to
Italian Legislative Decree no. 231/2001.

Following the activities carried out during the 2019 financial year, as
detailed above, the Board of Statutory Auditors shared the positive as-
sessment expressed by the Control and Risk Committee with regard
to the adequacy of the Internal Control and Risk Management System.

With reference to the internal control system, the Board of Statutory Au-
ditors acknowledges that, on 5 February 2019, Emma Marcandalli, Head
of the Internal Audit department and member of the Supervisory Body,
resigned, effective as from 1 May 2019. On 25 June 2019, the Board of
Directors resolved to entrust the Group Internal Audit Department, for
the period between 1 July 2019 and 31 December 2021, to Pricewa-
terhouseCoopers SpA. (PwC) and to appoint Giuseppe Garzillo as Head
of the Internal Audit Department for the same period. Giusepe Garzillo
was also appointed member of the Supervisory Body until May 2021.
The Supervisory Body is now composed of Nicla Picchi (Chairman) and
Giuseppe Garzillo.

Supervisory activity on compliance the principles of
proper management

The main transactions carried out by the Company during the year, with
respect to which the Board of Statutory Auditors monitored compliance
with the principles of proper management, are summarised below.

On 25 June 2019, the Board of Directors of SABAF S.p.A. approved, pur-
suant to Article 2505, paragraph 2 of the Italian Civil Code, the plan for
the merger through incorporation into SABAF Sp.A. of Sabaf Immobiliare
srl. The company was entrusted with the management of the real es-
tate assets of the Sabaf Group; the operation was put in place in order
to optimise the management of resources, synergies and economic and
financial flows.

The merger deed was signed on 18 November 2019 effective as from
1 January 2019. This transaction generated a merger surplus of € 13.5
million, which was recorded in a special equity reserve.

Moreover, in line with the 2018-2022 Business Plan, SABAF carried out
an important operation aimed at achieving growth through acquisitions
of the Group: as described in the Report on Operations, on 31 July 2019
the Group completed the acquisition of 68.5% of the company CM.L. Srl,
one of the main players in the design, production and sale of hinges for
household appliances. The CM.l. Group operates with production units
in Italy (Crespellano, BO) and Poland and, through its subsidiary C.G.D.
Srl, is also active in the production of presses for steel and sheet metal
pressed articles. The acquisition of CM.l. Srl. allowed the SABAF Group
to achieve a leadership position on a global scale in the sector of hinges.
The acquisition of the majority shareholding in CM.l. involved a total in-
vestment of € 13.4 million. In this regard, note that the agreement signed
with the seller provides for a call option, for SABAF, and a put option,
for the counterparty, for the remaining 31.5% of the capital of CMI S,
against which, in application of IAS 32, a financial liability of € 8.7 million
was recorded in the consolidated financial statements, which resulted in a
corresponding decrease in consolidated shareholders’ equity.
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Finally, on 5 December 2019, the Company announced that it had started
an important cooperation with the Japanese group Paloma, which is part
of Paloma Co. Ltd, active globally in the gas equipment sector. SABAF
entered also into an agreement with Paloma Rheem Investments, Inc. for
the sale of treasury shares for a total of about 2% of SABAF's share capital
(230,669 SABAF shares), at a unit price of € 13.64 per share, in accord-
ance with the shareholders’ resolution of 7 May 2019. This transaction is
considered the basis for new business opportunities and strategic devel-
opment for both the SABAF Group and the Paloma Group.

In terms of ordinary operations, SABAF's activities continued in line with
previous years and consisted of industrial activities, strategic and man-
agement coordination of the Group, the search for the optimisation of
the Group's financial flows, as well as the search and selection of equity
investments with the aim of accelerating the Group'’s growth.

The Sabaf Group also carried out organic investments of € 12 million
mainly aimed at increasing and automating the production capacity of
special burners and the manufacturing of machinery and moulds for new
burners. Part of these investments was instead allocated to maintenance
and replacement activities to keep the production equipment constantly
updated and efficient.

Following the supervision and control activities carried out during the
year, the Board of Statutory Auditors can certify that:

- during the course of the activity carried out, no omissions, irregularities
or reprehensible or significant facts that would require reporting to the
control bodies or mention in this Report emerged:;

- no reports were received by the Board of Statutory Auditors pursuant
to Art. 2408 of the ltalian Civil Code, nor has it received any complaints
from third parties;

- no transactions have been identified with third parties, intra-group and/
or related parties such as to highlight atypical and/or unusual profiles,
in terms of content, nature, size and timing;

- all the transactions and management choices adopted are inspired by
the principle of proper management and reasonableness, and comply
with the 2018-2022 Business Plan approved by the Board of Directors.

Supervisory activity on implementation of the cor-
porate governance rules

The Board of Statutory Auditors assessed the application of the corporate
governance rules set out in the Corporate Governance Code that SABAF
complies with and the relative level of compliance, also by analysing the
Report on Corporate Governance and ownership structure and comparing
its contents with what emerged during the general supervisory activity
carried out during the year. Moreover, compliance with the obligation on
the part of SABAF to inform the market in its report on corporate gov-
ernance of its level of compliance with the Code itself was assessed,
also in accordance with the provisions of Article 123-bis of the TUF. The
Board of Statutory Auditors is of the opinion that the report on corporate
governance was prepared in accordance with the provisions of Art. 123-
bis of the TUF and the Corporate Governance Code, and following the
format made available by the Corporate Governance Committee of Borsa
Italiana Sp.A.
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Supervisory activities in relation to the Financial State-
ments, the Consolidated financial statements and the
consolidated Disclosure of non-financial information

With regard to the Separate financial statements for the year ended 31
December 2019, the Consolidated financial statements for the year ended
on the same date and the related Report on operations, note the following:

- the Board of Statutory Auditors ascertained, through direct audits and
information obtained from the Independent Auditors, compliance with
law provisions regulating their formation, the layout of the Financial
statements, the Consolidated financial statements and the Report on
Operations, and the financial statement formats adopted, certifying the
correct use of the accounting standards described in the explanatory
notes and the Report on operations. In particular, the Board of Statutory
Auditors analysed the results of the impairment test carried out, in
accordance with IAS 36, on the individual CGUs that coincide with the
equity investments in Faringosi Hinges Srl, ARC. Srl, CM.. Srl. and
Okida Elektronik ("Hinges” CGU for Faringosi Hinges Sr.; "Profession-
al burners” CGU for ARC. Srl; "CM.. hinges” CGU for CM.. Srl. and
“Electronic components” CGU for Okida Elektronik).

In particular, note that the test was carried out:

- for the purposes of the Separate financial statements of Sabaf Sp.A.
(and, in relation to Okida Elektronik, of Sabaf Turkey), to assess the
recoverability of the amount of investments and

- for the purposes of the Consolidated Financial Statements, to make
sure that the net capital invested in the CGUs (including goodwill
and other intangible assets deriving from the Okida acquisition) was
lower than its recoverable amount.

In this regard, note that the Independent Auditors, in their reports, accu-
rately 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. Therefore, the Board of Statutory
Auditors supports the procedures adopted and the results obtained,
which show values in use that are significantly higher than the carrying
values of the equity investments and assets;

- in pursuance of CONSOB Resolution 15519/2006, the effects of trans-
actions with related parties are expressly indicated in the financial
statements. In pursuance of this Resolution in the Explanatory Notes, it
is specified that during the year there were no significant non-recurring
events or operations and no transactions deriving from atypical and/or
unusual operations were carried out;

- the Financial statements are in keeping with the facts and information
of which the Board of Statutory Auditors has become aware within its
supervisory duties and its control and inspection powers;

- as far as the Board of Statutory Auditors is aware, the Directors, when
preparing the financial statements, did not depart from the law provi-
sions pursuant to Art. 2423, paragraph 5 of the ltalian Civil Code;

- the Chief Executive Officer and the Financial Reporting Officer issued
the certificate, pursuant to Art. 8l-ter of CONSOB Regulation no.
11971/1999 as amended and Art. 154-bis of the TUF;

- the Report on Operations complies with legal requirements and is con-
sistent with the data and results of the Financial Statements; it provides
the necessary information on the activities and significant transactions
of which the Board of Statutory Auditors was informed during the year,
on the main risks of the Company and its subsidiaries, on intra-group
and related-party transactions, as well as on the process of adapting
the corporate organisation to the principles of corporate governance, in
accordance with the Corporate Governance Code for listed companies;
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- pursuant to the provisions of Art. 123-ter of the TUF, the Remuneration
Report is presented to the Shareholders” Meeting (for approval in its
first section, for reporting purposes in its second section). the Board of
Statutory Auditors examined and agreed with the approach followed in
preparing this report, at a joint meeting with the Remuneration Com-
mittee.

In relation to the presentation of the consolidated Disclosure of non-fi-
nancial information, the Board of Statutory Auditors, in compliance with
ltalian Legislative Decree no. 254 of 30 December 2016, supervised
compliance with the provisions set out in the decree itself and in CON-
SOB resolution no. 20267 of 18 January 2018 for the preparation of
the statements in question, also acquiring the certification issued by the
appointed auditor EY S.p.A. on 3 April 2020. This activity did not reveal
any facts that could be reported in this report.

Supervisory activity on relationships with Subsidiaries

The Board of Statutory Auditors supervised the adequacy of the instruc-
tions given by the Company to the subsidiaries, in accordance with Art. 114,
paragraph 2 of Italian Legislative Decree 58/1998.

Periodic meetings with the management and the company in charge of In-
ternal Audit did not reveal any critical elements to be reported in this report.
Finally, we acknowledged that to date no communications have been re-
ceived from the Control Bodies of the Subsidiaries containing findings to
be noted in this report.

Supervisory activity on related-party transactions

In relation to the provisions of Art. 2391-bis of the Italian Civil Code, the
Board of Statutory Auditors acknowledges that the Board of Directors
adopted a procedure for the regulation of Related-Party Transactions,
whose main objective is to define the guidelines and criteria for identifying
related-party transactions and setting out roles, responsibilities and operat-
ing methods so as to guarantee, for such transactions, adequate informe-
tion transparency and the related procedural and substantial correctness.
That procedure was prepared in compliance with what was established by
the CONSOB Regulation on Related Parties (no. 17221 dated 21 March 2010)
and was last updated by the Board of Directors on 25 September 2018.
The Board of Statutory Auditors supervised the effective application of
the rules by the Company and has no observations to make in this regard
in this Report.

Risks related to the Coronavirus pandemic

In the Report on Operations, the Company highlighted the initiatives taken
to contain the impact on the Company of the worldwide spread of the
pandemic caused by the COVID-19 virus. Note that the (DPCM) decree of
the prime minister of 22 March 2020 imposed the closure until 3 April
2020 of the production units of the Company and its Italian subsidiaries.
The SABAF Group set up a dedicated task force to deal with this emer-
gency situation and is implementing mitigation actions to reduce the eco-
nomic consequences while safeguarding the safety and health of workers.
At the date of the Report on Operations, 24 March 2020, the develop-
ment of the above-mentioned situation presented elements of uncertainty
such that the potential impacts on the Group's activities and markets
could not be reasonably quantified and the estimates for 2020 could
not be confirmed. The situation now described does not appear to have
changed significantly in the period between 24 March and today.

The Board of Directors, following the above considerations, deemed it
appropriate, as a matter of prudence, to propose to the Shareholders’
Meeting to allocate the Company’s profit for 2019 entirely to the extraor-
dinary reserve, with the clarification that, as announced to the market on
24 March 2020, the distribution of a dividend on the profit for 2019 will
be reviewed when the situation related to the Coronavirus is overcome.

Proposal to the Shareholders’ Meeting

The Board of Statutory Auditors expresses its favourable opinion for the
approval of the Separate financial statements at 31 December 2019 and
has no objections to make to the draft resolution presented by the Board
of Directors as formulated in the Directors’ Report on Operations.

Ospitaletto, 6 April 2020

The Board of Statutory Auditors

Chairman
Alessandra Tronconi

Statutory Auditor
Luisa Anselmi

Statutory Auditor
Mauro Vivenzi
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