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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 20-F
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended: December 31, 2018
Commission file number: 001-11854
NATUZZI S.p.A.
(Exact name of Registrant as specified in its charter)
Republic of Italy
(Jurisdiction of incorporation or organization)
Via Iazzitiello 47, 70029, Santeramo in Colle, Bari, Italy
(Address of principal executive offices)
Mr. Pietro Direnzo
Tel.: +39 080 8820 812; pdirenzo @natuzzi.com; Via Iazzitiello 47, 70029 Santeramo in Colle, Bari, Italy
(Name, telephone, e-mail and/or facsimile number and address of company contact person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
American Depositary Shares, each representing five Ordinary Shares New York Stock Exchange
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Ordinary Shares, with a par value of 1.00 each* New York Stock Exchange*

*Not for trading, but only in connection with registration of American Depositary Shares
Securities registered or to be registered pursuant to Section 12(g) of the Act:

None
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:
None

Indicate the number of outstanding shares of each of the issuer s classes of capital or common stock as of the close of
the period covered by the annual report:

As of December 31, 2018 54,853,045 Ordinary Shares

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.  Yes No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See the definitions of large accelerated filer, accelerated filer and emerging growth
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer

Non-accelerated filer Emerging growth company
If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.

The term new or revised financial accounting standard refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.
Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:
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U.S. GAAP International Financial Reporting Standards as issued Other
by the International Accounting Standards Board
If Other has been checked in response to the previous question, indicate by check mark which financial statement item

the registrant has elected to follow. Item 17 Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act). Yes No
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

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

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

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

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

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

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

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

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

FORWARD-LOOKING INFORMATION

The Company makes forward-looking statements in this Annual Report. Statements that are not historical facts,
including statements about the Group s beliefs and expectations, are forward-looking statements. Words such as

believe, expect, intend, plan and anticipate and similar expressions are intended to identify forward-looking stat
but are not exclusive means of identifying such statements. These statements are based on management s current plans,
estimates and projections, and therefore readers should not place undue reliance on them. Forward-looking statements
speak only as of the dates they were made, and the Company undertakes no obligation to update or revise any of them,
whether as a result of new information, future events or otherwise.
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Projections and targets included in this Annual Report are intended to describe our current targets and goals, and not
as a prediction of future performance or results. The attainment of such projections and targets is subject to a number
of risks and uncertainties described in the paragraph below and elsewhere in this Annual Report. See Item 3. Key
Information Risk Factors.

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

Table of Contents 9
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.
ITEM 3. KEY INFORMATION

Selected Financial Data

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

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

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

Since these are our first audited consolidated financial statements prepared in accordance with IFRS, pursuant to the
transitional relief granted by the U.S. Securities and Exchange Commission in respect of the first-time adoption of
IFRS, we have only provided financial statements and financial information for the financial years ended

December 31, 2018, 2017 and January 1, 2017. Financial data as of and for the years ended December 31, 2014, 2015
and 2016 derived from our consolidated financial statements prepared in accordance with the generally accepted
accounting principles in the Republic of Italy ( Italian GAAP ) have not been included below, and no consolidated
financial statements and no financial information prepared in accordance with IFRS for the year ended December 31,
2016 have been included in this annual report. See Notes 1 and 43 to the Consolidated Financial Statements included
in Item 18 of this Annual Report.
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2018 2018 2017
(millions of
dollars,

except per
Ordinary
Share)  (millions of euro, except per Ordinary Share)
Consolidated Statement of Profit or Loss data:

Revenue 505.0 428.5 448.9

Cost of sales (363.2) (308.2) (318.4)
Gross profit 141.8 120.3 130.5

Other income 7.0 5.9 1.6

Selling expenses (135.5) (115.0) (118.2)
Administrative expenses (41.6) (35.3) (36.1)
Impairment on trade receivables (0.8) 0.7) (1.5)
Other expenses (0.7) (0.6) (0.2)
Operating loss (29.9) (25.4) (23.9)
Finance income 0.5 0.4 1.2

Finance costs (6.6) (5.6) (6.3)
Net exchange rate gains / (losses) (4.6) 3.9) 1.1

Gains from disposal and loss of control of a subsidiary 88.9 75.4 0.0

Net finance income/(costs) 78.1 66.3 4.0)
Share of profit/(loss) of equity-method investees 0.4) (0.3) 0.0

Profit/(loss) before tax 47.8 40.6 (27.9)
Income tax expense (8.8) (7.5) 2.9)
Profit/(Loss) before non-controlling interests 39.0 33.1 (30.8)
Non-controlling interests (0.2) 0.2) 0.4)
Profit/(Loss) for the year 39.2 33.3 (30.4)
Profit/(Loss) per ordinary share (basic and diluted) 0.72 0.61 (0.55)
Weighted average number of Ordinary Shares

Outstanding 54,853,045 54,853,045 54,853,045

Consolidated Statement of Financial Position Data(3):

Current assets $ 180.8 207.1 206.6

Total assets 325.3 372.7 332.5

Current liabilities 147.0 168.4 154.9

Long-term borrowings 9.1 10.4 20.9

Non-controlling interests 1.4 1.6 2.0

Shareholders equity attributable to Natuzzi S.p.A. and

Subsidiaries(2) 119.2 136.5 102.5

Net Assets 120.6 138.2 104.5

1) Consolidated Statement of Profit or Loss amounts are converted from euros into U.S. dollars by using the average
Federal Reserve Bank of New York Euro exchange rate for 2018 of U.S.$ 1.1785 per 1 Euro. Consolidated
Statement of financial position amounts are converted from euros into U.S. dollars using the Noon Buying Rate
of U.S.$ 1.1456 per 1 Euro as of December 31, 2018. Source: Bloomberg (USCFEURO Index).

2) Share capital as of December 31, 2018 and 2017 amounted to  54.9 million and 54.9 million, respectively.
Shareholder s Equity represents the Total Equity attributable to Natuzzi S.p.A. and its subsidiaries.
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3) Consolidated Statement of Financial Position data as of January 1, 2017 were as follows: Current assets: 226.1
million; Total assets: 356.4 million; Current liabilities: 155.2 million; Long-term borrowings: 6.3 million;
Non-controlling interests: 3.4 million; Shareholders equity attributable to Natuzzi S.p.A. and Subsidiaries: 140.6
million; Net Assets: 144.0 million.
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The following table sets forth, for each of the periods indicated, the Noon Buying Rate for the Euro expressed in U.S.
dollars per Euro.

Year: Average At Period End
2014 1.3210 1.2101
2015 1.1032 1.0859
2016 1.1029 1.0552
2017 1.1396 1.2022
2018 1.1785 1.1456
Month ending on: High Low
31-Oct-2018 1.1594 1.1332
30-Nov-2018 1.1459 1.1281
31-Dec-2018 1.1456 1.1300
31-Jan-2019 1.1524 1.1322
28-Feb-2019 1.1474 1.1268
31-Mar-2019 1.1376 1.1214
Through April 19, 2019 1.1304 1.1186

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

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

Risk Factors

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

The Group has a recent history of losses; the Group s future profitability, financial condition and ability to
maintain adequate levels of liquidity depend, to a large extent, on its ability to overcome macroeconomic and
operational challenges In 2018, the Group reported a profit of 33.1 million, mainly as a result of a 75.4 million gain
following the finalization of the joint venture in China which occurred in July 2018. See Note 10 to the Consolidated
Financial Statements included in Item 18 of this Annual Report. During the same year, the Group reported an

operating loss of 25.5 million. In 2017, the Group reported a loss of 30.8 million and an operating loss of 24.0 million,
mainly resulting from both external factors and new operational challenges. See Item 5. Operating and Financial

Review and Prospects. During the 2013-2016 period, the Company implemented an intensive restructuring of its
operations that led to an improving trend in its results.

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

As in previous years, the Group continues to operate in a persistently difficult macroeconomic environment affecting

the furniture industry (particularly evident in some mature markets, such as Europe), which includes weak economic
activity in certain Euro-zone countries.
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In response to this difficult macroeconomic environment, in 2014, the Group launched a transformation plan which

was aimed at restructuring the Group s operations, by reducing our Italian workforce. In 2017 and 2018, the Company
faced redundant workforce related challenges. See Item 5. Operating and Financial Review and Prospects. The Group
may continue to be affected by difficult macroeconomic conditions and may face operational challenges going

forward.

In addition, during the last seven years, pursuant to our obligations under the Italian Reorganization Agreements (as

defined in Item 10. Additional Information Material Contracts below), the Group incurred aggregate financial

obligations in the amount of 42.8 million ( 1.4 million, 16.9 million, 4.5 million, 4.5 million, 13.5 million, 1.4 millio
and 0.6 million for years 2018, 2017, 2016, 2015, 2014, 2013 and 2012, respectively) in connection with an incentive
program aimed at reducing redundant employees.

Despite these incentive payments, the Group increased its cash and cash equivalents from 52.5 million at the end of

2015 to  65.0 million at the end of 2016. This positive result was due to benefits deriving from the Transformation Plan
and improvements in efficiency, trade receivables securitizations and other improvements in net working capital,

despite declining sales. 2016 was also characterized by an increase in financial credit lines that were initially granted

by financial institutions in 2015 on both a short and long-term basis. In 2017, for the reasons highlighted above, cash

and cash equivalents decreased to  55.0 million from 65.0 million at the end of 2016. Group s Net Financial Position

was equal to 3.3 million at the end of 2017, from 28.9 million in 2016. Group s Net Financial Position was equal to 6.0
million at the end of 2018, from 3.3 million in 2017. In 2018, cash and cash equivalents were 62.1 million, mainly as a
result of the joint venture signed in July 2018. See Item 5. Operating and Financial Review and Prospects.

Despite the challenges arising from the restructuring of our Italian operations, management believes that the Group

has a sufficient source of liquidity to fund working capital expenditures and other contractual obligations for the next

12 months. See Item 5. Operating and Financial Review and Prospects. The Group has also faced increased labor costs
for some of its manufacturing plants operating abroad. See Item 4. Information on the Company Manufacturing for
further information.

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

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

extend the scope of the Solidarity Agreement (as defined below) in order to reduce the impact of the re-employments

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

Cassa Integrazione Guadagni Straordinaria , in order to support the reorganization process. Furthermore, the parties
involved agreed upon setting up an Incentive Plan for staff who would voluntarily terminate their employment
relationship in 2019. For further information, please see Note 21 of the Consolidated Financial Statements included in
Item 18 of this Annual Report for the amounts accrued by the Company for the probable contingent liability related to
legal procedures initiated by several third parties as result of past events.
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Global economic conditions may affect the Group s business and could significantly impact our operations,
sales, earnings and liquidity in the foreseeable future Our sales volumes and revenues may be affected by overall
general economic conditions. For example, a significant decline in the global economy, or in consumers confidence
could have a material adverse effect on our business. Deteriorating general economic conditions may affect disposable
incomes and reduce consumer wealth, thus affecting client demand, which may negatively impact our profitability and
put downward pressure on our prices and volumes. Many factors, all of which are generally beyond our control, affect
the level of consumer spending in the home furnishing industry, including the state of the economy as a whole, stock
market performance, interest and exchange rates, inflation, political uncertainty, the availability of consumer credit,
tax rates, unemployment levels and other matters that influence consumer confidence. In general, sales of home
furnishing goods tend to decline during recessionary periods when the level of disposable income tends to be lower or
when consumer confidence is low. We distribute our products internationally and we may be affected by downturns in
general economic conditions or uncertainties regarding future economic prospects that may affect the Countries in
which we sell a significant portion of our products. In particular, the majority of our current sales are in the EU and in
the United States; if we are unable to expand in emerging markets, a downturn in mature economies, such as the EU
and the United States, may negatively affect our results of operations and financial performance.

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

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

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

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

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

The Group s ability to generate the significant amount of cash needed to service our debt obligations and
comply with our other financial obligations, and our ability to refinance all or a portion of our indebtedness or
obtain additional financing depends on multiple factors, many of which may be beyond our control Our ability
to make scheduled payments due on our existing and anticipated debt obligations and on our other financial
obligations, and to refinance and to fund planned capital expenditure and development efforts will depend on our
ability to generate cash. See ~ The Group has a recent history of losses; the Group s future profitability, financial
condition and ability to maintain adequate levels of liquidity depend to a large extent on its ability to overcome
macroeconomic and operational challenges. We will need to generate sufficient operating cash flow from our
operations to service our current and future projected indebtedness. Our ability to obtain cash to service our existing
and projected debts is subject to a range of economic, financial, competitive, legislative, regulatory, business and other
factors, many of which are beyond our control. We may not be able to generate sufficient cash flow from our
operations to satisfy our existing and projected debt and other financial obligations, in which case, we may have to
undertake alternative financing plans, sell assets, reduce or delay capital investments, or seek to raise additional
capital on terms that may be onerous or highly dilutive. Our ability to refinance our indebtedness will depend on the
financial markets and our financial condition at such time. To the extent we have borrowings under bank overdrafts
and short-term borrowings that are payable upon demand or which have short maturities to repay or refinance such
amounts on short notice, which may be difficult to do on acceptable financial terms or at all.
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At December 31, 2018, we had 35.1 million of bank overdraft and short-term borrowings outstanding. In addition,
while we had 62.1 million of cash and cash equivalents at December 31, 2018, 29.4% of this amount was held by our
Chinese subsidiaries, which can be paid to us incurring withholding taxes. We cannot assure you that any refinancing
or restructuring would be possible, that any assets could be sold, or, if sold, of the timing of the sales or the amount of
proceeds that would be realized from those sales. We cannot assure you that additional financing could be obtained on
acceptable terms, if at all, or would be permitted under the terms of our various debt instruments then in effect. Our
failure to generate sufficient cash flow to satisfy our existing and projected debt obligations, or to refinance our
obligations on commercially reasonable terms, would have an adverse effect on our business, financial condition and
results of operations.

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

Company s customers deteriorates, the Securitization Agreement may be terminated, thereby depriving the Company
of an important tool for managing liquidity risk.

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

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

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

May 1, 2017. On March 27, 2017, the Company and the trade unions involved agreed to extend the Solidarity
Agreement until December 2018.

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

The impact of the reintegration of these 166 workers was managed by the Company through the signing of a new

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

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

The Group s operations may be adversely impacted by strikes, slowdowns and other labor relations matters
Many of our employees, including many of the laborers at our Italian plants, are unionized and covered by collective
bargaining agreements. As a result, we are subject to the risk of strikes, work stoppages or slowdowns and other labor
relations matters, particularly in our Italian plants.
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Any strikes, threats of strikes, slowdowns or other resistance in connection with our reorganization plan, the
negotiation of new labor agreements or otherwise could adversely affect our business as well as impair our ability to
implement further measures to reduce structural costs and improve production efficiencies. A lengthy strike that
involves a significant portion of our manufacturing facilities could have an adverse effect on our financial condition,
results of operations, and cash flows.

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

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

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

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

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

The Group principally competes in the upholstered furniture sub-segment of the furniture market. In Europe, the
upholstered furniture market is highly fragmented. In the United States, the upholstered furniture market includes a
number of relatively large companies, some of which are larger and have greater financial resources than the Group.
Some of the Group s competitors offer extensively advertised, well-recognized branded products.
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Competition has increased significantly in recent years as foreign producers from countries with lower manufacturing
costs have begun to play an important role in the upholstered furniture market. Such manufacturers are often able to
offer their products at lower prices, which increases price competition in the industry. In particular, manufacturers in
Asia and Eastern Europe have increased competition in the lower-priced segment of the market. As a result of the
actions and strength of the Group s competitors and the inherent fragmentation in some markets in which it competes,
the Group is continually subject to the risk of losing market share, which may lower its sales and profits.

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

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

remediated, could have a material adverse effect on our reputation, business or ADS price In reviewing the
accounting for the significant unusual transaction ( SUT ) we completed in 2018 as part of a joint venture agreement
with Kuka Furniture (Ningbo) Co., Ltd. ( Kuka ) (see Note 10 to our consolidated financial statements included in Item
18 of this Annual Report on Form 20-F), our management identified a deficiency in the effectiveness of our internal
control over financial reporting. The deficient internal control was intended to properly document and review (i) the
appropriate accounting under IFRS of the recognition of revenue from the licensing of Natuzzi s trademarks to the

joint venture Natuzzi Trading Shanghai (IFRS 15, B58) and (ii) the appropriate classification under IFRS of Natuzzi
Trading Shanghai as a joint venture of Natuzzi S.p.A.

As described under Item 15. Controls and Procedures , an inappropriate accounting policy was identified and corrected
before finalization and publication of our unaudited consolidated results as at and for the three months and full year
ended December 31, 2018. Nonetheless, our management has concluded that the deficiency constitutes a material
weakness in our internal control over financial reporting and, as a result, internal control over financial reporting was

not effective as at December 31, 2018.

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

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

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

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

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

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

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

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

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

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

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

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

The Company relies on information technology to operate its business, and any disruption to its technology
infrastructure could harm the Company s operations We operate many aspects of our business including financial
reporting, and customer relationship management through server and web-based technologies. We store various types

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

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

The Group is dependent on qualified personnel The Group s ability to maintain its competitive position will depend
to some considerable degree upon the personal commitment of its founder, chief executive officer ( CEO ) and
chairman of the Company s board of directors (the Board of Directors ), Mr. Pasquale Natuzzi, as well as on its ability
to continue to attract and maintain highly qualified managerial, manufacturing and sales and marketing personnel.

There can be no assurance that the loss of key personnel would not have a material adverse effect on the Group s

results of operations.

Changes in tax laws may affect our results We are subject to income taxes in Italy and other jurisdictions. Changes
in tax laws, regulations, or administrative practices in those jurisdictions, such as the recently-enacted U.S. tax reform
legislation commonly referred to as the U.S. Tax Cuts and Jobs Act of 2017 (the 2017 Tax Act ) could affect our
financial position and results of operations. The 2017 Tax Act has significantly changed the U.S. federal income tax
rules applicable to U.S. corporations, including by reducing the maximum statutory corporate income tax rate from
35% to 21% as of January 1, 2018. Accounting for the income tax effects of the 2017 Tax Act requires significant
judgments in interpretation of its provisions, which may be affected by additional guidance that may be issued by the
U.S. Treasury Department, the IRS, and standards-setting bodies. We have completed our evaluation of the impact of
the 2017 Tax Act on our U.S. operations and no material impact has arisen for the 2017 and 2018 financial statements.

Investors may face difficulties in protecting their rights as shareholders or holders of ADSs The Company is
incorporated under the laws of the Republic of Italy. As a result, the rights and obligations of its shareholders and
certain rights and obligations of holders of its ADSs (as defined below) are governed by Italian law and the Company s
statuto (or the By-laws). These rights and obligations are different from those that apply to U.S. corporations.
Furthermore, under Italian law, holders of ADSs have no right to vote the shares underlying their ADSs; however,
pursuant to the Deposit Agreement (as defined below), ADS holders do have the right to give instructions to BNY
Mellon, National Association ( BNY orthe Depositary ) the ADS depositary, as to how they wish such shares to be
voted. For these reasons, the Company s ADS holders may find it more difficult to protect their interests against
actions of the Company s management, board of directors or shareholders than they would if they were shareholders of
a company incorporated in the United States.

One shareholder has a controlling stake of the Company Mr. Pasquale Natuzzi, who founded the Company and is

currently CEO and chairman of the Board of Directors, beneficially owns, as of April 19, 2019, an aggregate amount
of 30,967,521 ordinary shares of the Company (the Ordinary Shares ), representing 56.5% of the Ordinary Shares

Table of Contents 27



Edgar Filing: NATUZZI S P A - Form 20-F

outstanding (61.6% of the Ordinary Shares outstanding if the Ordinary Shares owned by members of Mr. Natuzzi s
immediate family the Natuzzi Family are aggregated). As a result, Mr. Natuzzi has the ability to exert significant
influence over our corporate affairs and to control the Company, including its management and the selection of its
board of directors. Since December 16, 2003, Mr. Natuzzi has held his entire beneficial ownership of Natuzzi S.p.A.
shares through INVEST 2003 S.r.1., an Italian holding company wholly-owned by Mr. Natuzzi and with its registered
office located at Via Gobetti 8, Taranto, Italy.

In addition, under the Deposit Agreement dated as of May 15, 1993, as amended and restated as of December 23,

1996, and as of December 31, 2001 (the Deposit Agreement ), among the Company, the Depositary, and owners and
beneficial owners of American Depositary Receipts ( ADSs ), the Natuzzi Family has a right of first refusal to purchase
all the rights, warrants or other instruments which BNY Mellon, as Depositary under the Deposit Agreement,

determines may not lawfully or feasibly be made available to owners of ADSs in connection with each rights offering,

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

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

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

ITEM 4. INFORMATION ON THE COMPANY
Introduction

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

The brand portfolio of the Group is made of three main brands: Natuzzi Italia, Natuzzi Editions and Divani&Divani by
Natuzzi. For a detailed description of the brand and its target markets, please see Strategy The Brand Portfolio Strategy
and Products below. The Group also offers unbranded products (also through its private label, Softaly) within a
dedicated business unit to meet the specific needs of key accounts.
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As of March 31, 2019, the Group distributed its products as follows:

Natuzzi Italia: 220 Natuzzi Italia stores (of which 39 are directly operated by the Group), 12 Natuzzi
Italia concessions (store-in-store points of sale, directly managed by the Mexican subsidiaries of the
Group, having closed in the first part of 2019 all the concessions managed by the Company s subsidiary
located in the UK), and Natuzzi Italia galleries (store-in-store points of sales managed by independent

partners). The Natuzzi Re-vive® is an iconic product of Natuzzi Italia that is sold and distributed in over
80 different markets.

11
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Natuzzi Editions : 257 stores (of which 15 are located in Italy through the Divani&Divani by Natuzzi retail chain
directly managed by the Group) and galleries.

Private label: includes our unbranded and Softaly products and is currently marketed in North America, Europe,
Brazil and the Asia-Pacific region principally through a selected number of furniture retailers.
The Natuzzi Group presents its products at the world s leading furniture fairs: Il Salone del Mobile in Milan, Italy,
IMM in Cologne, Germany, Furniture Market in High Point, North Carolina, U.S., /00% Design in London, United
Kingdom, among others.

On June 7, 2002, the Company changed its name from Industrie Natuzzi S.p.A. to Natuzzi S.p.A. The statuto (or the
By-laws) of the Company provide that the duration of the Company is until December 31, 2050. The Company, which
operates under the trademark Natuzzi, 1is a societa per azioni (joint stock company) organized under the laws of the
Republic of Italy and was incorporated in 1959 by Mr. Pasquale Natuzzi, who is currently the CEO, chairman of the
Board of Directors and controlling shareholder of the Company. Most of the Company s operations are carried out
through various subsidiaries that individually conduct a specialized activity, such as leather processing, foam
production and shaping or furniture manufacturing.

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

The SEC maintains an Internet site that contains reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC. The address of that site is www.sec.gov. The Company s
Internet address is natuzzi.com
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Organizational Structure

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

Percentage of

Name ownership Registered office Activity
Italsofa Nordeste S/A 100.00 Salvador de Bahia, Brazil (D)
Natuzzi (China) Ltd. 100.00 Shanghai, China (D
Italsofa Romania S.r.1. 100.00  Baia Mare, Romania (D)
Natco S.p.A. 99.99 Santeramo in Colle, Italy 2)
LM.P.E. S.p.A. 100.00  Bari, Italy 3)
Nacon S.p.A. 100.00 Santeramo in Colle, Italy (@)
Lagene S.r.1. 100.00 Santeramo in Colle, Italy 4
Natuzzi Americas Inc. 100.00 High Point, North Carolina, USA 4)
Natuzzi Iberica S.A. 100.00  Madrid, Spain 4
Natuzzi Switzerland AG 100.00  Dietikon, Switzerland (@)
Natuzzi Germany Gmbh 100.00 Ko6ln, Germany 4
Natuzzi Japan KK 100.00  Tokyo, Japan “4)
Natuzzi Services Limited 100.00  London, UK 4)
Natuzzi Russia OOO 100.00 Moscow, Russia 4
Natuzzi India Furniture PVT Ltd. 100.00  New Delhi, India 4
Natuzzi Florida LLC 51.00 High Point, North Carolina, USA 4)
Natmex S.DE.R.L.DE.C.V 99.00 Mexico City, Mexico “4)
Natuzzi France S.a.s. 100.00 Paris, France 4)
Softaly (Furniture) Shanghai Co.

Ltd. 96.50 Shanghai, China “4)
Natuzzi Netherlands Holding 100.00 Amsterdam, Holland 5
New Comfort S.r.l. 100.00 Santeramo in Colle, Italy (6)
Italsofa Shanghai Ltd. 96.50 Shanghai, China (6)
Natuzzi Trade Service S.r.l. 100.00 Santeramo in Colle, Italy (6)
Natuzzi Oceania PTI Ltd. 100.00  Sydney, Australia (6)

(1) Manufacture and distribution

(2) Intragroup leather dyeing and finishing

(3) Production and distribution of polyurethane foam

(4) Services and distribution

(5) Investment holding

(6) Dormant

See item 18 of this Annual Report for further information on the Company s subsidiaries.

Strategy

Over the last several years, the Group has focused its efforts on brand strengthening, expanding its product offering
and retail network, and efficiency improvements in both procurement and operations. At the same time, the Group has

Table of Contents 32



Edgar Filing: NATUZZI S P A - Form 20-F

implemented cost control measures to streamline its headquarter related costs.

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

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

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

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

13
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With regard to customer acquisition worldwide, the direct-to-consumer business model has been accelerated through a
wide set of actions, which included:

fine tuning the retail format

scaling the retail format of Natuzzi Italia stores in USA, EMEA and China;

launching the retail format of Natuzzi Editions stores also in EMEA and USA;

redesigning the retail format of Divani&Divani by Natuzzi stores and preparing an accelerated expansion in
2019.

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

launching new Brand campaigns for each brand;

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

corporate websites for each brand;

social media and digital campaigns;

a cutting-edge HD 3D product configurator, both online and in-store;

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

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

rolling-out the selling ceremonies for retail excellence, which includes:
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customer engagement;

higher customer acquisition (conversion rate);

higher customer value (average purchase / average ticket);

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

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

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

operating the existing retail network more efficiently with the aim of delivering enhanced like-for-like (i.e.,
considering points of sale in operation during the comparable period of both 2019 and 2018) growth and overall
profitability against 2018.
The execution of the above strategy is set to continue and be strengthened during 2019, in order to further nurture and
protect the Brand identity of each brand while strengthening the evolution towards a direct-to-consumer business
model.

2) The second division is Softaly, our private label business, offering leather upholstery to the largest worldwide
wholesalers at a medium/low-end of the market. Softaly is the Group s manufacturing project that devotes its foreign
plants to the business and customers at large retailers and department store resellers. This segment of the market is
exposed to any other competition offering uniquely a product value at specific market s price positionings, which
clearly affects our margins. In order to get higher efficiencies, economies of scale and recover competitiveness in this
division, we will continue to be focused on simplifying the Softaly industrial project , re-engineering most of the
Softaly models and developing new models according to modular platform bases. Having gone through this process
over the past year, we recently presented a new collection during the latest exhibitions in Europe and the U.S. In 2018,
the Softaly division grew in line with our expectation both in the Asia-Pacific and EMEA region, whereas in the North
American region it kept suffering from a downsizing and decline in sales of the most important key retailers in that
specific region combined with the Tariffs impact on the 4th Q 18.
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The Company s plan for this division is to focus on a few selected primary customers.
The implementation of these initiatives is a gradual process; therefore, immediate results are not expected.

The Brand Portfolio Strategy The Natuzzi Group, through its three brands, competes in all price segments of the
upholstered furniture market with an increasingly important offer of furnishings and accessories.

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

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

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

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

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

Improvement of the Group s Retail Program and Brand Development The Group has made significant
investments to improve its existing distribution network and strengthen its Natuzzi brand. The high level of

recognition of the Natuzzi brand among high-end consumers is the result of investments the Company has made over
the past decade in its products, communication, store experience and customer service. This consumer brand

awareness encourages the Company to carry on its brand development and further enhancement of the Group s
distribution network, in order to further increase consumers familiarity with the Natuzzi brand, and their association of
it as a high-end brand.
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During 2018, the Group opened 36 Natuzzi Italia stores, 15 of which are located in China, 3 in the USA, 4 in United
Kingdom, 2 in France, 1 in Italy, 1 in Brazil, 10 in other markets worldwide.

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

Product Diversification and Innovation The Group believes that it is crucial to display a coordinated product mix
through its harmony maker offer. The harmony maker offer is a branded package in accordance with the latest trends
in design, materials and colors, and includes high quality sofas, furnishings (including wall units, dining tables and

chairs) and accessories, all of which are developed mainly in-house and presented in harmonious and personalized
solutions. The Group has taken a number of steps to broaden its product lines, including the development of new

models, such as modular and motion frames, and the introduction of new materials and colors, including exclusive

fabrics and microfibers. The Group believes that expanding its harmony maker offer will strengthen its relationships
with the world s leading distribution chains, which are interested in offering branded packages. The Group has also
continued investing in the Natuzzi Style Center in Santeramo in Colle, Italy, to serve as a creative hub for the Group s
design activities.

Manufacturing
Our manufacturing facilities are located in China, Romania, Brazil and Italy.

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

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

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

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

Manufacturing Brazilian Production below.

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

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

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

In recent years, the Group has been investing in the reorganization of its production processes, following the Lean
Production approach. We believe that ongoing implementation of these more efficient production processes will allow

us to regain competitiveness by reducing costs (both in terms of labor and consumption of materials) and improving
the quality of our services (by reducing defects and lead time for production).
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The industrialization of the prototyped product lines was further defined in May 2011, and in December 2011 three
new production lines were completed in a new dedicated plant in Matera Jesce. We also moved the manufacturing of
wooden frames, which was originally carried out in the production site located in Santeramo in Colle, Italy, to the
Matera Jesce plant, thus further optimizing both productivity and logistics costs through a direct, in-loco integration of
sofa assembly.

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

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

leather cutting and sewing.
This upgrade in the industrial process allows us to better control every stage in the moving line sequence in terms of
quality, since every worker at every stage supervises the quality of the piece he receives from the immediately
previous stage as well as the piece he passes forward; should a quality issue arise, it must be resolved immediately
before getting re-introduced into the production chain. This on-the-spot product quality monitoring started to slightly
reduce our defect claims rate and we expect further improvement from this monitoring.

Beginning in 2014, we have been designing a software program in cooperation with the University of Lecce that
assists in assigning models to the moving line to which they are best-suited and where production would be most
efficient. In 2015, we implemented the software in the Romanian plant. A final release was subsequently performed in
Matera Jesce and soon after released in China and Brazil.

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

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

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

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

The movement of hides through the various stages of processing is monitored through our management information
system. See Item 4. Information on the Company Manufacturing Supply-Chain Management.
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The Group produces, directly and by subcontracting, ten grades of leather in approximately 40 finishes and 280

colors. The hides, after being tanned, are split and shaved to obtain uniform thickness and separated into top grain and
split. Top grain leather is primarily used in the manufacture of most Natuzzi Italia leather products, while split leather

is used, in addition to top grain leather, in the manufacture of some Naruzzi Italia products and most Natuzzi Editions

products. The hides are then colored with dyes and treated with fat liquors and resins to soften and smooth the leather,

after which they are dried. Finally, the semi-processed hides are treated to improve the appearance and strength of the

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

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

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

The Group s current production plant in Shanghai was made available in January 2011 to compensate for the reduction
in production capacity caused by the expropriation. The relocation process began in February 2011 and was

completed, as planned, by the end of May 2011, after equipment and machinery were moved to the new plant. The
relocation resulted in worker turnover of approximately 20% because of the distance of the new plant to the old one
(approximately 35 kilometers).

Brazilian Production: The Group owned two plants in Brazil that, in the past, have been used for the production of
upholstery for the Americas region. Due to the overall appreciation of the Brazilian Real against the U.S. dollar since
these plants were opened and a consequent decline in competitiveness, the Group decided to temporarily close the
Pojuca plant (putting it up for sale in 2010) and reduced the production capacity of the Salvador de Bahia plant to a
level that is sufficient to serve only the Brazilian market. In February 2015 the Group entered into a sale purchase
agreement to sell the Pojuca plant to a Brazilian company. By the end of 2015, the buyer paid the majority of the
agreed sale price. The buyer completed the payment of the remainder of the agreed sale price in January 2016.

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

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

The Group purchases hides from slaughterhouses and tanneries located mainly in Italy, Brazil, India, Germany, other

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

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

upon the consumption of beef, rather than on the demand for leather.

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

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

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

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

Supply-Chain Management

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

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

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

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

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

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

ii) Upon forecast for those materials and components requiring a long lead time for order completion. The Group
utilizes a forecast methodology that balances the Group s desire to maintain low inventory levels against the Sales
Department s needs for flexibility in filling orders. This methodology was developed together with the Group s
Information Systems Department, in order to create an intranet portal, called Advanced Planning and Optimization

( APO ). APO was launched in March 2011 for sales coming from the North American and Asian-Pacific markets,
under the supervision of a forecast manager and, beginning in June 2011, was implemented worldwide. This tool
currently supports corporate logistics, operations managers and sales managers in our efforts to better forecast the
future demand for the Group s products and to improve communication between the Sales Department and the
Logistics Department, therefore reducing inventory levels and improving the availability of raw materials.

Since 2012, a new methodology concerning furnishing management has been introduced. A more efficient

cooperation with suppliers enabled the Group to handle furnishings components without storing them in our
warehouses, resulting in improved service and reducing inventory levels.
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Lead times can be longer than those mentioned above when a high number of unexpected orders are received.
Delivery times vary depending on the place of discharge (transport lead times vary widely depending on the distance
between the final destination and the production plant).

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

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

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

The Group relies principally on several shipping and trucking companies operating under time-volume service
contracts to deliver its products to customers and to transport raw materials to the Group s plants and processed
materials from one plant to another. In general, the Group prices its products to cover its door-to-door shipping costs,
including all customs duties and insurance premiums. Some of the Group s overseas suppliers are responsible for
delivering raw materials to the port of departure; therefore, transportation costs for these materials are generally under
the Group s control.

Products

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

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

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

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

The Natuzzi Editions collection consisted of 124 models as of December 31, 2018. This vast range of models
covers all styles from casual/contemporary to more traditional, suitable for all markets from Europe to Americas
to Asia. The focus of Natuzzi Editions is leather, and this line offers a wide range of 10 leather types available in
77 colors. In addition, a collection of eight fabric articles available in 60 colors was added to the line.
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The private label collection, as of December 31, 2018 had been significantly reduced to approximately 75
models, including exclusive models for key accounts. The products are mainly offered in top grain leather, but
are also available in Next Leather® (a bonded leather that contains a minimum of 17 per cent of leather). In 2018,
we began re-engineering our processes in an effort to simplify both the industrial platforms and the production
processes.
The Group operates in accordance with strict quality standards and has earned the ISO 9001 certification for quality
and the ISO 14001 certification for its low environmental impact. The ISO 14001 certification also applies to the
Company s tannery subsidiary, Natco, located near Udine, Italy. The Group s plants in Laterza and the Santeramo in
Colle headquarters have also received an ISO 9001 certification for their roles in design and production.

Innovation

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

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

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

Beginning in 2015, the Company implemented the following new programs and measures related to the product
development process and product design and engineering systems:

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

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

It implemented a 3D Designing System with the support of a product data management. The system increases the
effectiveness of the engineering team by reducing complexity, facilitating product development activities and
testing platforms and the critical quality points. The Company also improved the design for manufacture and
assembly strategy for product development and aligned it with the Lean Production System;
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It implemented an improved control system for the product development process introducing a visual
management system, making it possible to have a real time understanding of product development requests;

It established an open innovation office with the aim to lead breakthrough innovations, procure innovative

materials and collaborate with third-party professionals at the most famous research institutes.
Management also continues to encourage innovation and new products by leveraging on the above-mentioned
innovations activities and adopting the most updated technology that exists in the sector.

In reference to the innovation process, we began to implement the moving line production system in our plants at the
beginning of 2014, and the system was implemented across all of our plants by the end of 2015. The following

number of moving lines are currently installed: 24 in China, 15 in Romania, 9 in Italy (4 in Jesce, 4 in Laterza and 1 in
the experimental laboratory located in the HQ) and 4 in Brazil.
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As for the Chinese plant in particular, during the first part of 2014, the installation of the moving line production
system was not simultaneously accompanied by the development of an appropriate I'T system to support moving line
production. It also lacked an appropriate training plan for workers who had to adapt their skills with the new moving
line-based production model. For these reasons and several others, namely, the need for a reduction in complexity, the
unavailability of complete and functioning moving lines, together with a production planning that was inadequate in
terms of mix of products, caused a sharp decline in the overall production efficiency and productivity of our Chinese
plant. In response, beginning in July 2014, we created a dedicated team (the lean team ) whose main goal was to
increase productivity, in particular through the:

analysis of the main product platforms produced in different plants of the Group;

diagnosis of these platforms, resulting in the elimination of underperforming models;

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

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

use of an additional software necessary to define the best production sequence of models belonging to the same
family of products (i.e., having similar components and similar production times) to be assembled and determine
a correct balance between the various stations of the line.
We formally launched the above-mentioned activities in December 2014. These activities started to deliver
encouraging results since from their implementation in early 2015 and are currently part of the ordinary industrial
process.

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

Furthermore, beginning in July 2014, an experimental laboratory for simulating all single phases within a typical
moving line was built at the headquarters in Santeramo in Colle. In this laboratory, our experts test ideas proposed by
the lean team, with the aim of improving production efficiency, productivity, quality of finished products and
workstation ergonomics. The results were better than expected, thanks also to the proactive involvement of people
within this project. All of the ideas that have been tested successfully in this laboratory are expected to be
implemented in all of the Group s industrial plants. Since 2015, this laboratory has tested many of the new models
designed and the new work methodology, providing a strong hand in improving the efficiency and product quality.
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In the last 3 years, Natuzzi products have been, both, addressing consumer needs and employing Lean Production
practices. These are two elements that contribute to our continuous pattern of innovation that is vital to our business
and that help us develop products that stand out from those of our competitors and keep pace with changes in the
marketplace and consumer needs.

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

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

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

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

Once new design principles have been defined (i.e. typology and material selection for sofa frame, new foam

features), a re-engineering process starts on less profitable products. From the start of 2018 through the end of 2019,
we intend to submit
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more than 75 models (and relevant versions) to a deep technical review with the objective to reduce the value of BoM
(Bill of Materials) and production time, maintaining unchanged the aesthetic, comfort and mechanical features, in an
effort to increase the margin and profitability.

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

Research and development expenses, which include labor costs for the research and development department, design
and modeling consultancy expenses and other costs related to the research and development department, were
3.1 million in 2018 and 4.5 million in 2017.

Advertising

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

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

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

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

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

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

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

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

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

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

Retail Development

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

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

The process of rationalization of the existing network is now close to the end, so that relocation and closing of existing
point of sales has become proportionally less relevant. New openings of all formats (stores and shops in shops for both

Natuzzi Italia and Natuzzi Editions) increased the overall network of 100 points-of-sale at worldwide level.

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

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

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

The Group designed a new Retail Concept for the Divani&Divani by Natuzzi chain in Italy that has been tested in 3
locations. Company expectations are to increase number of openings within 2019 also leveraging on this new design.
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The UK Market continues to increase in importance for Natuzzi as demonstrated by 4 new franchised Natuzzi Italia
store openings and 2 franchised Natuzzi Editions store openings in 2018. Concessions in UK has been closed at the
beginning of this year due to our inability to accomplish our Retail Development strategy goals with this kind of store
format in the UK.

Markets

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

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

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

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

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

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

2018 2017
Americas) 135.1 332% 150.9 35.7%
Natuzzi® 101.4 249% 109.4 25.9%
Softaly 33.7 8.3% 41.5 9.8%
EMEA®) 195.2 479% 196.3 46.4%
Natuzzi® 140.1 344% 1394 32.9%
Softaly 55.1 13.5% 56.9 13.5%
Asia-Pacific 76.9 189%  75.9 17.9%
Natuzzi® 71.4 17.5% 69.8 16.5%
Softaly 5.5 1.3% 6.1 1.4%
Total 407.2 100.0% 4231 100.0%

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

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

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

The following table shows the number of seats sold of the Group broken down by geographic market and Business

Division for each of the years indicated:

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

2018 2017
Americas) 439,729 35.2% 504,171 38.4%
Natuzzi® 275,371 22.0% 301,605 23.0%
Softaly 164,358 13.1% 202,567 15.4%
EMEA®) 658,348 52.7% 641,567 48.9 %
Natuzzi® 322,851 25.8% 322,741 24.6%
Softaly 335,497 26.8% 318,826 24.3%
Asia-Pacific 152,069 12.2% 166,711 12.7%
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Natuzzi® 122,037 9.8% 129,632 9.9%
Softaly 30,032 2.4% 37,079 2.8%
Total 1,250,146 100.0% 1,312,449 100.0%

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

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

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

In 2018, the Group derived 47.9% of its core business (including sales of upholstery sofas, beds and furnishings) from

the EMEA region, 33.2% from the Americas (Brazil included), and 18.9% from the Asia-Pacific region.
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1. The Americas.

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

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

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

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

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

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

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

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

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

2. EMEA.

During 2018, the Group continued to consolidate its position in Western Europe, and increase its presence in Eastern
Europe, the Middle East, Africa and India (collectively, EMEA ), by investing mainly in mono-brand stores and
galleries. Net sales of our core business in EMEA (including Italy) were 195.2 million in 2018, down 0.6% compared
to 2017, with the number of seats sold increasing by 2.6%, to 658,348 in 2018. Natuzzi branded sales amounted to a
total of 140.1 million in 2018 (up 0.5% from 2017), and private label net sales decreased by 3.3% to 55.1 million.
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2a) Italy. Since 1990, the Group has sold its upholstered products within Italy principally through the Divani&Divani
by Natuzzi franchised network of furniture stores. As of March 31, 2019, there were 64 Divani&Divani by Natuzzi
stores (of which 15 directly operated by the Company), and five Natuzzi Italia stores (of which four directly operated
by the Company) located in Italy.

2b) Europe (Outside Italy). The Group expands into other European markets mainly through stores (local dealers,
franchisees or directly operated stores). As of March 31, 2019, 85 stores were operating in Europe: 5 under the
Divani&Divani by Natuzzi, all located in Portugal; 72 were under the Natuzzi Italia name (15 in each of the United
Kingdom, 13 in Spain, six in each of France and Turkey, four in each of the Czech Republic and Russia, three in
Switzerland, two in each of Bosnia, the Netherlands, and Ukraine and one in each of Armenia, Azerbaijan, Croatia,
Cyprus, Greece, Hungary, Kosovo, Latvia, Malta, Poland, Romania, Serbia, Slovakia, Slovenia and Uzbekistan). As
of the same date, there were eight Natuzzi Editions of which four located in the UK, two in the Czech Republic and
one in each of the Croatia and Serbia. Of these stores, 20 were directly owned by the Group as of March 31, 2019 and
all were operated under the Natuzzi Italia name: 11 in Spain, four in the UK, three in Switzerland, and two in France.
During the first months of 2019, the Company decided to close all the 8 UK based concessions that were operating
under the Natuzzi Italia name.

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

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

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

The Group has never generated sales in Sudan or North Korea or Cuba.
3. Asia-Pacific Region.

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

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

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

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

As of March 31, 2019, 87 franchised Natuzzi Italia stores were operating in the Asia-Pacific market: 63 in China,
eight in Australia, six in Taiwan, three in each of Hong Kong and in South Korea, and one in each of Indonesia,

Philippines, Singapore and Thailand. In addition, as of the same date, the Group had 137 Natuzzi Editions stores, of
which 132 located in China, two in
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Vietnam, and one in each of Hong Kong Thailand and Taiwan. Following the execution of this joint venture in China,
the 11 Natuzzi Editions Directly Operated Stores ( DOS ) were transferred to Trading Co. and, consequently, are no
longer considered in the consolidated financial statements.

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

The Group maintains an active credit management program. The Group evaluates the creditworthiness of its

customers on a case-by-case basis according to each customer s credit history and information available to the Group.

Throughout the world, the Group generally utilizes open terms in 70% of its sales and obtains credit insurance for

74% of this amount; about 8% of the Group s sales are commonly made to customers on a cash against documents and
cash on delivery basis; and lastly, about 22% of the Group s sales are supported by a letter of credit or payment in

advance. In July 2015, the Company signed a 5-year non-recourse (pro-soluto) assignment of trade receivables with a

major Italian financial company by means of a securitization program.

Incentive Programs and Tax Benefits

Historically, the Group derived benefits from the Italian Government s investment incentive program for
under-industrialized regions in Southern Italy, which includes the area that serves as the center of the Group s
oper