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Financial Statements at December 31, 2017

REPORT ON OPERATIONS

Intercos S.p.A., a leader in the research, development and manufacture of cosmetics for the major world
brands, closed the year 2017 with a profit of €16,608,952

2017 saw the company move forward with its strategy to preserve the leadership position in the field of
innovation and, through its subsidiaries, succeed in the acquisition of new customers across all distribution
segments, in the penetration of new emerging markets such as Korea and China, and in product

diversification.

Macroeconomic picture

The expansion of global economic growth continues to be solid and widespread. However, underlying
inflation is still generally weak. Short-term growth prospects are good and have been revised upward by 0.2
percentage points for 2018 and 2019. This revision reflects a rise in the momentum of global growth and the
anticipated impact of changes to fiscal policy in the United States, where it is thought that, in the short-term,
growth will be stimulated, driven mainly by the response of investments to cuts in corporate income taxes.

In the eurozone, growth prospects improved again. According to the latest projections published by the
Eurosystem, GDP is expected to expand by 2.3% in 2018. The expectations of deflation have dissipated but
inflation remains low at 1.4% in December. Core inflation remains weak, hampered by still modest wage
growth in many of the eurozone economies. The ECB’s Governing Council has recalibrated the instruments
it uses to manage monetary policy but, even in the future, expects monetary conditions to remain extremely
amenable since these conditions are necessary to bring a return to inflation of below but close to 2% and to
ensure that they stay that way for some time.

According to the latest estimates, in Italy, in the last quarter of the prior year, GDP would grow by
approximately 0.4%. The positive trend of the last quarters continues but still remains below the eurozone

average. The increase would refer particularly to services and industry.
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In the third quarter of 2017, exports rose. This had a positive effect on the country’s net debtors position,
which contracted to 7.8% of GDP.

Employment continued to rise in both the third and fourth quarters of the prior year, yet remains below pre-
crisis levels. Wage growth remains moderate although, based on labor contracts renewed in the second half
of last year, show some signs of recovery.

In Italy, consumer price inflation remains weak, at 1.0% in December. Core inflation remains very low, at
0.5%. Over the next two years, prices should start to rise again by an average of 1.5% per year, reflecting a
gradual stronger growth in wages.

The expansion of loans to households is strong; loans to businesses, especially in the manufacturing industry,
are also growing.

GDP, which advanced by 1.5% in 2017, is expected to grow by 1.4% in the current year and by 1.2% in
2019 and 2020. Economic activity is expected to be driven mainly by domestic demand.

This scenario is based on the supposition that financial conditions will continue to be accommaodating, with a
very gradual change in short- and long-term interest rates, orderly conditions in the government bonds
market and relatively relaxed criteria with regard to credit supply. Overall, the trend of GDP seems likely to
depend on the support of expansive monetary policies, but to a lesser degree than in the past.

Of the risks that affect this scenario, the most significant remain those associated with the international
scenario and the trend in the financial markets. A heightening of global tensions or greater uncertainty
surrounding economic policies in various countries could lead to greater volatility in the financial markets

and in risk premiums, with negative repercussions on the economy of the eurozone.

The global market of the Color Cosmetics sector has a retail value of around USD 65 billion, with a year-

over-year increase from 6.6% to 6.7%.

As for the various geographical regions, Western Europe continues to expand, growing 4.7% compared to
3.9% in 2016.

In North America, the market gain of 6.3% is in line with the trend in global growth.

The Asian market (excluding Japan) expanded by 9.6% compared to 2016. China, in particular, grew 11.6%
in a market worth USD 4.8 billion.

Emerging markets display a positive trend of 10.8%, with Brazil logging a new increase of 9.4% over 2016.
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Technological innovation

The company has adopted an R&D investment policy geared to identifying and developing innovative

products and efficient and competitive manufacturing processes. The search for innovation in terms of both

process and final product starts with a knowledge of the Make-up market and the relative distribution

channels; this know-how gives the company an advantage in adapting to the changing demands of

consumers, actively anticipating them and influencing them.

During the course of 2017, the company was affected by some reorganization activities that regarded the

transactions briefly described below:

In January and February 2017, in order to obtain the best banking terms on the market, the

company negotiated, with a syndicate of banks composed of Banca IMI S.p.A., Intesa Sanpaolo
S.p.A., Unicredit S.p.A., BNL S.p.A. and ICBC (Europe) SA — Milan Branch, certain amendments
to the loan contract signed on March 24, 2015 by Intercos S.p.A., the subsidiary Intercos Europe
S.p.A., Banca IMI S.p.A. and Unicredit S.p.A., the total amount of which, after such amendments,
nevertheless remained at €80,000 thousand. In effect, the repayment date of the Term Facility was
extended to December 31, 2021 and a new and better annual interest rate was obtained for both the
Term Facility and the Revolving Facility which are indexed to the performance of the EURIBOR or
the LIBOR for the USD tranche.

Also in January and February 2017, the company negotiated amendments to certain terms and

conditions of the €120,000 thousand non-convertible bonds, moving the due date to March 28, 2023
and obtaining a better fixed rate at 3.25% instead of the previous 3.875%

On July 28, 2017:

(i) the Intercos S.p.A. shares held by DAFE 3000 S.r.l. were converted into Class A shares, like
those held by DAFE 4000 S.p.A. and DAFE 5000 S.r.1.;
(ii) a share capital increase for the company was approved, against payment, without exclusion of

the option right (but the exercise of it was waived by all other shareholders), issued and
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subscribed at par value and, therefore, without a share premium, for 922,423 Class C shares of
the company at a price per share of €0.1172824182. This share capital increase was thus equal
to a total of €108,184, bringing the total amount of the company’s share capital to €10,818

thousand compared to the previous €10,710 thousand.

On August 3, 2017, the company finalized the transaction for the acquisition of the entire share

capital of Cosmint Group S.p.A., which, in turn, owns the entire share capital of Cosmint S.p.A.,
Sodisco S.r.l. and Tatra Spring Polska Sp. Zoo. (a Polish-registered company). The agreement was
signed with Futura Societd Semplice, sole shareholder of Cosmint Group S.p.A., and with Messrs.
Decio Masu, Alessandro Masu and Massimiliano Masu (who control Futura).

Intercos S.p.A. had asked and obtained, in July, approval from the financing banks to conclude the
above described transaction. In addition, the German Antitrust Authority, on July 13, 2017, gave its
approval to the acquisition, affirming that the company does not have the requisites that would
impose a veto on proceeding with the transaction pursuant to art. 36, paragraph 1 of the German
Antitrust Law.

As part of the acquisition, Intercos S.p.A. decided to offer the Cosmint Group the possibility of
securing short-, medium- and long-term financing at the same terms applied to the Intercos Group,
refinancing by October 31 Cosmint Group S.p.A.’s entire existing debt and that of its subsidiaries

Cosmint S.p.A. and Sodisco S.r.l., except for the debt on finance lease contracts.

In_September 2017, the two tax audits by the financial police begun on June 16, 2015 reached

positive conclusions: (a) as for the first tax audit relating to the presumed establishment of an
offshore company to avoid taxes by Intercos America Inc., the auditors noted neither any exception
nor formal or substantive violation, therefore no expenses were levied against the subsidiary; (b) as
for the second regarding the company, the statement of findings issued on September 28, 2017
indicated a higher taxable income and higher total taxes of €240 thousand to be paid during the first

few months of 2018.
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On October 16, 2017: the shareholders Dafe 4000 S.p.A., Dafe 5000 S.r.l. and CP7 Beauty Luxco

S.ar.l. finalized the agreement for the sale of a minority stake in Intercos S.p.A., equal to 20.588%,
to The Innovation Trust, the beneficiary of which is the Board of the Ontario Teachers’ Pension
Plan; this agreement was signed on August 4, 2017. The shareholders of the company are now
represented by: Dafe 3000 S.r.l. (0.221%), Dafe 4000 S.p.A. (31.930%), Dafe 5000 S.r.l. (12.271%),
CP7 Beauty Luxco S.a r.l. (33.746%), The Innovation Trust (20.588%) and managers of the
company (1.243%). Dario Ferrari retains the majority of voting rights in the company (by virtue of
multiple voting rights equal to 1.3 votes per share) and the right to appoint the majority of Intercos’
directors.

The investment by the Ontario Teachers’ Pension Plan, the largest professional pension fund in
Canada, strengthens Intercos’ shareholder base and its ability to maintain a dynamic development

plan.

Following its restructuring in 2011, Intercos S.p.A. is now identified as the corporate holding company of the
Group. The company has exclusive ownership of almost all buildings, trademarks and brands and industrial
patents, equity investments in Italian and foreign companies, R&D and strategic marketing activities, in

addition to the management of all corporate finance and administrative functions of the Group.

In consideration of the above, an operating income statement by activity was drawn up for the year ended

December 31, 2017 and is presented as follows:

Rent

. . Service income/ Finance /taxes Total
(in € thousands) Royalties fees Other and corporate 2017 2016
revenues costs

Revenues from sales and services 20,413 24,136 44,548 36,580
Rent income and other revenues 92 3,133 124 3,349 3,039
Financial income 2,440 2,440 2,528
Dividends 15,299 15,299 16,194
Gain on the sale of fixed assets 64 64 9
Gain on the sale of investments - 0
Total revenues (A) 20,413 24,291 3,133 17,863 65,700 58,350
Purchases of raw materials, consumables and merchandise for sale (333) (724) 0 0 (1,057) (1,107)
Purchases of services and leases and rents (4,299) (5,1106) (660) (3,762)  (13,837) (13,570)
Employee benefit expenses (5,680)  (10,808) 0 (1,832)  (18,320)  (16,929)
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Other expenses and accruals 0 (928) 0 (928) (628)
Capitalized internal construction costs 4,991 4,991 4,990
Financial expenses 0 0 (8,628) (8,628) (6,568)
Total operating expenses ( B) (5,321) (17,576) (660) (14,222) (37,779) (33,813)
Operating profit (A-B) 15,091 6,715 2,473 3,640 27,920 24,537
Operating margin 74% 28% 79% 20% 42% 42%
Nonrecurring income and expenses (1,185) (1,185) 522
Depreciation, amortization, impairment reversals (losses) (4,921) (1,0406) (2,532) 0 (8,499) (7,679)
Income taxes (1,627) (1,627) (969)
Profit for the year 10,170 5,669 (59) 829 16,609 16,410

The company, in its role of direction and coordination as the Group holding company, has recharged its

corporate costs to the subsidiaries for a total of €24,136 thousand. Such fees are determined on the basis of

service agreements. In 2016, revenues from service fees amounted to €19,484 thousand.

Income from royalties (totaling €20,413 thousand), includes income determined on the basis of license

agreements specifically designed to regulate the method of reallocating license costs for the use of the

formulae archives by the subsidiaries. Royalties in 2016 totaled €16,915 thousand.

The amount of royalties is calculated on the net sales of the beneficiary company and also takes into account

the type of products sold; the following expenses are excluded from the calculation of the net sales on which

royalties are calculated:

e shipping and indirect taxes recharged to the client in the price of the product;

e products sold based on formulae developed by the customer;

e packaging, excluding the “delivery system” segment.

Other revenues amount to €3,133 thousand and primarily include €1,554 thousand for rent charged to

Group companies, €833 thousand for services rendered to third-party customers and the difference for sundry

income from cost recoveries.

Financial income is €2,440 thousand and comprises €2,314 thousand of interest income from Group

companies. The company, in fact, in its role as coordinator of the financial resources of the Group extends,

according to need, interest-bearing loans to subsidiaries in order to optimize their resources.

Dividends received in 2017 as the investment holding company of the Group amount to €15,299 thousand,

as detailed below:

(in € thousands) 2017 2016

CRB S.A. 5,140

Intercos Paris 200

Intercos Europe S.p.A. 10,000 10,000
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Intercos UK 0 854
Interfila Shanghai 228 0

Total 15,299 16,194

The policies adopted by management, focusing on the optimization of its financial resources, have produced
a positive change in the net financial position. At December 31, 2017, in fact, net debt, without considering
the transaction for the acquisition of the new subsidiary, as described under Significant Events, is €96,742
thousand, while at December 31, 2016 the net debt was €101,782 thousand, with a reduction of €5,040

thousand, or 5%, over year-end 2016.

Additional information is provided in the Notes.

Capital expenditures in property, plant and equipment in 2017 total €755 thousand and refer mainly to

plant, equipment and molds used in the laboratories and manufacturing.

Capital expenditures in intangible assets in 2017 largely refer to R&D and software development and total
€6,418 thousand.

Additional information is provided in the Notes.

The innovation that Intercos has pursued over the course of the years is certainly the critical factor of success
that has always allowed the company to grow and affirm itself at an international level as a recognized

example of “Made in Italy”.

Over the years, the Intercos laboratories have completed a series of projects. The most important have been
capitalized under “Development costs” and are listed with the remaining period of amortization for each, as

follows:

- “Exclusive Materials” project, year 2014, unamortized amount €1,180 thousand; remaining period of

amortization: 1.3 years;

- “Back Injection” project, year 2014, unamortized amount: €574 thousand; remaining period of

amortization: 1.7 years.

- “Nails” project, completed in 2015, unamortized amount: €573 thousand; remaining period of amortization:

2.7 years;

- “Slurry” project, completed in 2015, unamortized amount: €715 thousand; remaining period of
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amortization: 2.9 years;

- “Cotti” Back Injection project, completed in 2016, unamortized amount €2,528 thousand; remaining period
of amortization: 3.6 years;

- “Future Cushion” project, also completed in 2016, unamortized amount: €295 thousand; remaining period
of amortization: 3.5 years;

- “Shielded Lakes” project, completed in 2016, unamortized amount €927 thousand; remaining period of
amortization: 3.5 years;

- “Markers” project, completed in 2016, unamortized amount €1,101 thousand; remaining period of
amortization: 3.2 years;

- “Prisma Wave” project, completed in 2016, unamortized amount €382 thousand; remaining period of

amortization: 3.2 years;

- “Biomimicry” project, completed in 2016, unamortized amount €565 thousand; remaining period of

amortization: 3.2 years;

- “Ogive in silicone” project, completed in 2017, unamortized amount €319 thousand; period of

amortization: 4.6 years;

- “Nail Polish Film Formers” project, completed in 2017, unamortized amount €693 thousand; period of

amortization: 4.5 years.

The increase in Assets under development of €4,857 thousand is divided into: (1) €4,691 thousand for
uncompleted R&D projects and (2) for the difference, €42 thousand for uncompleted projects related to the
“Hyperion” system to improve the Group’s data consolidation system and €143 thousand for the Devex

system used for R&D. The increase during the year refers to:

1) €562 thousand for the “Sharpenable Pencils” project begun in June 2016 and still in progress at the end of

2017. The objective is the research of new raw materials compatible with isododecane;

(i1) €965 thousand relating to the “Diplaticoni” project begun towards the end of the second quarter of 2016
and still in progress at the end of 2017. The objective is to obtain a family of new eco-sustainable cosmetic

raw materials;

(ii1) €536 thousand relating to the “PLA in powder” begun in 2016 and still in progress at the end of 2017.

The objective is the development of biodegradable polymers;
(iv) €231 thousand relating to the “Patch” project. The objective is the development of a cosmetic patch;

(v) €470 thousand relating to the “CNR” project begun during 2016 and still in progress at the end of 2017.

The objective is the development of ceramic materials;
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(vi) €227 thousand relating to the “Unconventional Emulsion” project begun in 2017. It consists in the
revolution of the structure/composition of make-up and skin care products through the use of innovative

ingredients to improve sensorial perceptions;

(vii) €286 thousand relating to the “Magic of Color” project begun in 2017. The objective is the creation of

color without using traditional colorants;

(viii) €717 thousand relating to the “Intercos Wave” project begun in 2017. The objective is the

development of a new film former;

(ix) €440 thousand relating to the “Sensorial transformation” project begun in 2017. The objective is to
focus on the sensoriality of the products;

(x) €79 thousand relating to the “Termo silicone” project begun in 2017. The objective is the development

of new silicone formulations for the manufacture of ogives;

(xi) €171 thousand relating to the “Ogives vs Isododecane” project begun in 2017. The objective is the

development of new silicone formulations resistant to isododecane.

For capitalized projects, management carefully assesses their expected economic benefits and the benefits

obtained over the course of their useful life, testing for any onset of impairment.
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The bodies that form the Corporate Governance system of the Intercos Group are the Board of Directors, the
Board of Statutory Auditors and the meetings of the shareholders. In addition, the Supervisory Board
supervises and monitors Intercos Group’s governance system.

The Board of Directors (BoD) is the body invested with ample powers for the management of the company
and its function is to define the strategic objectives and guidelines of the Group and carry out all those acts
deemed appropriate for the implementation and achievement of the purposes of the company, excluding only
those powers reserved by law for the shareholders’ meeting. At the end of the year, the Board of Directors is
composed of 11 directors, of whom 8 are men and 3 are women. The directors remain in office for three
years and may be re-elected. Additional details are provided in the following table.

Table 1: GRI 102-18 (a) and 405-1 (a): Composition of the Board of Directors

» Qualification
Position : : Gender

Dario Gianandrea Ferrari Chairman M
Ludovica Arabella Ferrari Director F
Gianandrea Ferrari Director M
Thukral Nikhil Kumar Director M
James Michael Chu Director M
Renato Semerari Director M
Ciro Piero Cornelli Director M
Decio Masu Director M
Ginevra Ott Director F
Maggie Fanari Director F
Junbae Kim Director M

The Board of Statutory Auditors, according to the relative article of the bylaws, is composed of three
standing auditors and two alternate auditors elected by the shareholders’ meeting to monitor compliance with
the law and bylaws with the support of an independent audit firm. The statutory auditors remain in office for
a period of three years and may be re-elected. Additional details are provided in the following table.
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Table 2: GRI 102-18 (a) and 405-1 (a): Composition of the Board of Statutory Auditors

Position Gender
Nicola Pietro Lorenzo Broggi Chairman M
Maria Maddalena Gnudi Standing auditor F
Matteo Tamburini Standing auditor M
Francesco Molinari Alternate auditor M
Simone Alessandro Marchio Alternate auditor M

The shareholders’ meeting represents the universality of the shareholders and their resolutions are passed in
compliance with the law and corporate bylaws. The ordinary shareholders’ meeting must be called by the
Board of Directors at least once a year within 120 days of the end of the financial year or 180 days in the
situations allowed by law.

The Supervisory Board supervises the observance, effectiveness, implementation and updating, where
necessary, of the Organization, Management and Control Model pursuant to Legislative Decree 231/2001,
for the purpose of preventing the commission of offenses as per the Decree. In order to fulfill its
responsibilities, the Supervisory Board is invested with all powers of initiative and control over every
corporate activity and personnel level, and reports exclusively to the Board of Directors through its

Chairman. The Supervisory Board is composed as reported in the following table.

Table 3: GRI 102-18 (a) and 405-1 (a): Composition of the Supervisory Board

Name Position

Giuseppe Schiuma Chairman
Francesco Cimatti Member
Maria D'Agata Member F
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THE CODE OF ETHICS AND THE CODE OF CONDUCT

The core values of the Intercos Group are found in the Code of Ethics and are embodied by innovation andj
imagination, ambition, passion, flexibility and speed, beauty and the client at the center. With the|
adoption of the Code of Ethics, the Group commits, in fact, to anticipate the trends of the future in beautyj
through continuous research and encouragement of creativity, initiative and originality, to exceed customers’
expectations and, lastly, to act in a manner that is responsible, proactive and always guided by enthusiasm,
all the while keeping the client and his needs as the priority.

The Code of Ethics also expresses the three fundamental ethical values of the Group, that is, respect,
integrity and transparency, which are the basis for relationships with all stakeholders: customers,
personnel, investors, suppliers, community and government and, lastly, the environment.

Finally, the company uses the Code of Ethics to explain the values and the specific responsibilities that guide
it in relationships with every stakeholder, thus guaranteeing a vision and a common approach and high|
standards of responsible conduct by the Group.

The Code of Conduct clearly expresses the Vision and the Mission of the Intercos Group: “To be a world]
leader in the color cosmetics market and offer customers highly innovative products which no one else
is able to conceive or execute” and “To assist and satisfy the desire of beauty innate in each and every
human being.”

The Code of Conduct constitutes an integral part of the Organization, Management and Control Model
(pursuant to Legislative Decree 231/2001) adopted by the parent company, has the purpose of guidingl
Intercos’ personnel (employees and collaborators) in relationships with stakeholders, in the exercise Off
corporate values and principles and in the pursuit of the commitments contained in the Code of Ethics. The
Code of Conduct outlines in a detailed manner, in fact, the values and responsibilities that guide the Group in
dealings with customers, with its own people, with suppliers, towards the environment and, in general, with
those that share a legitimate interest in Intercos (competitors, shareholders, finance, administration and
control, the public administration, unions and community) during all stages of its work.

For example, with regard to corporate liability towards personnel, the Code of Conduct describes the criterial
of conduct to be adopted during the selection processes, formation of the work relationship, personnel
management and issues of health and safety. Knowledge and observance of the Code of Conduct by allf
employees of the Group are decisive factors in guaranteeing innovation, competitiveness, ability to anticipate
market changes, quality and creation of value.
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On July 28, 2017, the Intercos S.p.A. shareholders’ meeting passed a resolution to increase share capital
from €10,710,193 to €10,818,377 by issuing 922,423 Class C shares, with the consequent division of share
capital into 92,242,293 shares.

Following the adoption of the new bylaws by resolution of the extraordinary shareholders’ meeting on
October 16, 2017, it was decided to convert 10,852,035 Class A shares (8,139,026 previously owned by
DAFE 4000 and 2,713,009 by DAFE 5000) and 8,139,026 Class B shares (previously owned by CP7 Beauty
Luxco S.ar.l.) into 18,991,061 Class D shares owned by the new shareholder The Innovation Trust.

Share capital at December 31, 2017 amounts to €10,818,377 and is represented by 92,242,293 no par value
ordinary shares divided as follows:

40,976,231 Class A shares

31,128,518 Class B shares

1,146,483 Class C shares

18,991,061 Class D shares

Class A, Class B, Class C and Class D shares all have the same rights and can be transferred by acts between
living persons and by succession due to death, with effect on Intercos S.p.A. pursuant to law, without

prejudice to art. 5 of the bylaws.

The following table presents the situation at December 31, 2017 by class of shares:

December 31, 2017 | December 31, 2016 | December 31, 2015 | December 31, 2014

Class A shares - number 40,976,231 51,624,356 51,624,356 51,624,356
Class B shares - number 31,128,518 39,267,544 39,267,544 39,267,544
Class C shares - number 1,146,483 427,970 427,970 427970
Class D shares - number 18,991,061 - - -
Total share capital in euros 10,818,377 10,710,193 10,710,193 10,710,193
13

This Separate Financial Statement has been translated into English solely for the convenience of the international reader.
In case of discrepancies, the Italian language document is the sole authoritative and universally valid version.




The shareholders of Intercos S.p.A.

at December 31, 2017 are as follows:

SHAREHOLDER NUMBER OF SHARES %
29,452,874 31.930%
DAFE 4000 S.p.A. Class A
11,319,447 12.271%
DAFE 5000 S.R.1.. Class A
203,910
DAFE 3000 S.R.L.” Special Class A 0.221%
31,128,518
CP7 BEAUTY LUXCO S. AR.L. Class B 33.746%
1,146,483
MANAGERS Class C 1.243%
19,991,061
THE INNOVATION TRUST Special Class D 20.588%
Total 91,319,870 100.00%

Pursuant to the provisions of art. 2428 of the Italian Civil Code, it should be noted that the subsidiaries
neither hold nor have purchased or sold shares of the parent during the course of the year under examination,

not even through fiduciaries or trustees.

Related party transactions do not qualify as either atypical or unusual but fall under the ordinary course of
the business operations of the Group companies. Such transactions, when not concluded at standard

conditions or dictated by specific laws, are nevertheless carried out on an arm’s length basis.

The details of the effects of related party transactions on the income statement for 2017 and the statement of
financial position at December 31, 2017 are described in the Notes.

Intercos S.p.A.’s business is exposed to various types of risk: market risk (including exchange rate and
interest rate risks), credit risk and liquidity risk. Detailed comments on each of these are provided under Risk

Management in the Notes.
Financial risk management is an integral part of the management of the activities of Intercos S.p.A.

Intercos S.p.A., in fact, is exposed to various types of risks: market risk (including exchange rate risk and

interest rate risk), credit risk and liquidity risk. The company’s risk management strategy is focused on the
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unpredictability of the markets and aimed at minimizing potential negative effects on earnings. Certain types

of risk are mitigated using derivative financial instruments.

The coordination and monitoring of major financial risks is centralized with management. The risk
management policies are approved, in concert with the board, by the Administration, Finance and Control
Function, which sets down written policies for the management of the above risks and the use of suitable

financial instruments.

Types of risks hedged

In the sensitivity analyses performed and described below, the effect on profit and equity is determined
without considering the tax effect.

Exchange rate risk

Intercos S.p.A. operates globally and is exposed to foreign exchange risk arising from fluctuations in the
equivalent amount of commercial and financial flows denominated in currencies other than the functional

currency.

Intercos S.p.A.’s exposure is mainly focused on the EUR/USD exchange rate with reference to financial

transactions entered into by the company in the North American market and vice versa.
The risk is monitored by net currency positions or by using derivative contracts.

The following sensitivity analysis was performed to illustrate the effects on profit and consequently on
equity produced by an increase/decrease of 7.5% in exchange rates compared to the effective exchange rates
at December 31, 2017.

(in € thousands) 2017 2016
(7.50%) 7.50%

U.S. dollar (987) 849
Other currencies 3) 2
Total (990) 852

Interest rate risk

The company is exposed to interest rate risk mainly from long-term borrowings. Such borrowings are at
either fixed or variable interest rates. Intercos S.p.A. has no particular hedging policy regarding the risks
arising from these contracts, maintaining that the risk is moderate in relation to the limited amount of fixed-

rate loans.
Variable-rate borrowings expose Intercos S.p.A. to risk originating from the volatility of interest rates (cash
15
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flow risk). With regard to this risk, for purposes of hedging, the company may use derivative contracts which

limit the impact of interest rate fluctuations on the income statement.

The Administration Function monitors interest rate risk exposure and proposes the most appropriate hedging
strategies to keep exposure within the limits established by the Administration, Finance and Control

Function, using derivative contracts, where necessary.

The following sensitivity analysis was performed to illustrate the effects on profit produced by an
increase/decrease of 50 basis points in interest rates compared to the effective interest rates at December 31,
2017, with all other variables remaining constant.

The potential effects reported below were calculated by taking the liabilities which represent the most
significant part of the company’s borrowings at the reference date and calculating, on that amount, the

potential impact of a change in the interest rates on an annual basis.

This analysis includes variable-rate financial payables and receivables, cash and cash equivalents and

derivative financial instruments whose value is affected by changes in interest rates.

(in € thousands) 2017 2016

(0.50%) 0.50%
Euro 274 (274)
U.S. dollar 58 (58)
Total 332 (332)
Credit risk

As the holding company of the Intercos Group, the financial statements at December 31, 2017 of Intercos
S.p.A. include Receivables from Group companies for the corporate services rendered to the subsidiaries.
Therefore, credit risk is no longer a significant risk and is managed together with liquidity risk since the
Administration Function has procedures in place aimed at ensuring the timely payment of receivables among

Group companies in order to improve the Group’s management of liquidity.

Liquidity risk
Prudent management of liquidity risk in the ordinary operations of the company implies maintaining an

adequate level of cash as well as sufficient funds through committed credit lines.

The Finance Function monitors forecasts on the use of the liquidity reserves on the basis of estimated cash

flows.

The amount of liquid assets available at December 31, 2017 compared to the end of the prior year is as

follows:
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(in € thousands) 2017 2016

Cash and cash equivalents 20,783 15,911
Unused committed credit lines 30,000 30,000
Total 50,783 45,911

The following tables present an analysis of the maturities of borrowings, other liabilities and derivatives, on

a net basis.
TOTAL
(in € thousands) Within 1 year 1to 5years Beyond 5years At December 31, 2017
Banca IMI S.p.A and Unicredit loan 5,493 60,896 0 66,388
Bonds 0 0 120,000 120,000
Fair value derivatives 87 0 0 87
Payables under Law 46/Mediocredito 39 34 0 73
Finance leases payable 0 0 0 0
Medium/long-term debt 5,619 60,929 120,000 186,548
Bank overdrafts and advances account 0 0 0 0
Payables to Group companies 8,194 0 0 8,194
Trade payables 6,452 0 0 6,452
Short-term debt 14,646 0 0 14,646
Total 20. 266 60,929 120,000 201,195

In order to complete the disclosure on financial risks, a reconciliation is presented below between the

categories of financial assets and liabilities as identified in the statement of financial position format of

Intercos S.p.A. and the categories of assets and liabilities identified in accordance with the requirements of

IFRS 7:
12/31/2017 Financial Available- Held-to- Financial
assets at fair Receivables for-sale R liabilities at fair | Other liabilities Hedging
. maturity ; .o,
value through and loans financial value through | at amortized cost | derivatives
. assets

(in € thousands) profit and loss assets profit and loss
Available-for-sale financial assets
Derivatives (assets) - - R _ B
Loans receivables - 41,000 - - -
Trade receivables - 37,886 - - -
Other assets 3,616 - - - -
Loans payable - - - 8,194
Borrowings from banks and
other lenders - - - 186,461 -
Trade payables - - - 6,453 -
Other payables - - - 19,197 -
Derivatives (liabilities) - - - 87
Total - 82,502 - - 220,305 87

Cash and cash equivalents - 20,783 - - - B

With the reference to the assets and liabilities in the above table, the fair value

approximates the carrying
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amount in the financial statements.

In order to best meet the challenges of the next few years, the company is investing in the completion and
strengthening of its functional structures.

The headcount increased by 24 people, from 205 at year-end 2016 to 229 at year-end 2017.

Matters associated with safety at work and protection and safeguarding of the environment are always of
major concern to the Intercos Group. The activities conducted by the company in these areas ensured that,
during the year, there were no cases of accidents in the workplace causing serious injury to the workforce, or
charges that the company was harming the environment.

There were no events subsequent to the date of the financial statements which, if previously known, would

have required an adjustment to the financial statements.
As for developments in the early months of 2018, the following important event is described:

e in January 2018, the company paid €150 thousand by cashier’s check on January 22, 2018 to Drop
Nail S.r.l. against a future increase in share capital in order to restore balance to the financial
situation of the subsidiary.

In compliance with art. 2428 of the Italian Civil Code, activities are conducted at the operational site in

Agrate Brianza, at Via Marconi 84, and there are no other secondary offices.

To the shareholders,

We ask you to approve the Directors’ Report on Operations for the year 2017 and the financial statements for
the year ended December 31, 2017 as submitted to you, appropriating the profit for the year of €16,608,952

entirely to retained earnings.
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Milan, March 27, 2018
INTERCOS S.p.A.
On behalf of the Board of Directors
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Statement of Financial Position at December 31, 2017 and 2016

10

11

12
13

14
15

(in enros) December 31, 2017 December 31, 2016
ASSETS
NON-CURRENT ASSETS
Property, plant and equipment 23,374,320 25,635,935
Intangible assets 21,106,373 20,204,610
Goodwill 33,653,547 33,653,547
Investments in subsidiaries 178,900,979 107,303,676
Deferred tax assets 1,486,632 1,360,684
Other non-current assets 3,059,459 3,474,794
Non-current assets 261,581,310 191,633,247
CURRENT ASSETS
Trade receivables 37,885,700 24,540,638
Taxes receivable 2,187,727 2,395,946
Other current assets 3,615,587 8,626,623
Loans receivable from Group
companies — short-term 41,000,393 48,933,711
Cash and cash equivalents 20,782,576 15,912,182
Current assets 105,471,983 100,409,099
TOTAL ASSETS 367,053,293 292,042,346
3
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16

17
18
19
20

21
22
23
24
25

(in enros) December 31, 2017 December 31, 2016
EQUITY AND LIABILITIES

EQUITY

Share capital 10,818,377 10,710,193
Legal reserve 2,142,038 2,142,038
Other reserves 62,329,429 62,395,860
Retained earnings 40,463,587 23,863,282
TOTAL EQUITY 115,753,432 99,111,373
LIABILITIES

NON-CURRENT LIABILITIES

Borrowings from banks and other lenders — non-current 177,150,863 141,186,046
Provisions 161,358 133,392
Deferred tax liabilities 4,938,021 5,855,996
Employee benefit obligations 1,212,778 1,213,179
Non-current liabilities 183,463,020 148,388,612
CURRENT LIABILITIES

Borrowings from banks and other lenders — current 8,295,397 16,099,925
Loans payable to Group companies — short-term 8,193,744 9,188,261
Other financial payables 25,697,450 601,204
Trade payables 6,452,839 5,606,542
Other payables 19,197,410 13,046,430
Current liabilities 67,836,841 44,542,361
TOTAL EQUITY AND LIABILITIES 367,053,293 292,042,346
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Statement of Comprehensive Income for the year ended December 31, 2017 and 2016

(in euros) 2017 2016
26 Revenues 44,548,261 36,580,094
27 Other income 18,711,777 19,241,862

Purchases of raw materials, semifinished products
28 and consumables (1,057,145) (1,107,188)
29  Costs for services and leases and rents (13,837,496) (13,570,440)
30 Employee benefit expenses (18,320,009) (16,929,453)
31 Accruals (30,000) (100,000)
32 Other operating expenses (898,206) (528,392)
33 Capitalized internal construction costs 4,991,186 4,990,268

Operating profit before depreciation,
amortization, impairment reversals (losses) and
nonrecurring income (expenses) 34,108,369 28,576,751

Depreciation, amortization and impairment reversals

34 (losses) (8,499,490) (7,679,448)
35 Valuation adjustments to financial assets 0 0
36 Nonrecurring income (expenses) (1,185,188) 521,598
Operating profit 24,423,691 21,418,901
37 Financial income 2,439,675 2,527,660
38 Financial expenses (8,627,873) (6,568,327)
39 Income taxes (1,626,540) (969,123)
Profit for the year from continuing operations 16,608,952 16,409,112
Profit for the year from discontinued operations 0 0
Other comprehensive income 0 0
Other comprehensive income that will not be
reclassified subsequently to the income statement 0 0
Profit for the year 16,608,952 16,409,112
Actuarial gains (losses) on remeasurement of
40 employee defined benefit plans (75,078) 2,615
Total Other comprehensive income (75,078) 2,615
Total comprehensive income for the year 16,533,874 16,411,727
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Statement of Cash Flows for the year ended December 31, 2017 and 2016

(in € thousands) 2017 2016
Profit from continuing operations 16,609 16,409
Profit for the year 16,609 16,409
Depreciation, amortization and impairment reversals (losses) 8,499 7,679
Change in provisions 28 14
Financial income (expenses) 6,188 4,040
Dectease / (Inctease) in trade receivables, net (13,345) (2,911)
Increase / (Decrease) in trade payables 846 (61)
Decrease / (Increase) in other assets 5,499 (2,025)
Increase / (Decrease) in other payables 5,254 6,970
Cash flows provided by operating activities (a ) 29,579 30,115
Acquisition of property, plant and equipment, net (722) (396)
Acquisition of intangible assets, net (6,418) (6,980)
Acquisition of investments (71,597) (17,345)
Cash flows (used in) investing activities (b)) (78,737) (24,721)
Share capital increase 108 0
(Increase) / Decrease in financial receivables 7,846 (2,573)
Increase / (Dectease) in short-term financial payables 28,160 5,547
Increase / (Decrease) in long-term financial payables 24,102 (2,711)
Interest (paid) / received during the year (6,188) (4,040)
Cash flows provided by (used in) financing activities (¢ ) 54,028 3,777)
Cash flows during the year (a )+(b )+ (c) 4,870 1,617
Cash and cash equivalents, at beginning of the year 15,912 14,295
Cash and cash equivalents, at end of the year 20,783 15,912
Net increase in cash and cash equivalents during the year 4,870 1,617
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Statement of Changes in Equity

(in € thousands)
Share Oth Retained earnings
Description Share capital premium Legal reserve err (Accumulated Profit for the year | TOTAL
reserve feserves losses)
Equity at 12/31/2015 10,710 62,396 2,142 (134) (3,100) 10,686 82,700
Capital increase with share 0
premium
Appropriation 2015 profit 10,686 (10,6806) 0
Other comprehensive income - 5 5
actuarial gain
Profit for the year 2016 16,409 16,409
Equity at 12/31/2016 10,710 62,396 2,142 (132) 7,586 16,409 99,111
Appropriation 2016 profit 16,409 (16,409) 0
Capital increase 108 108
Other comprehensive income - -
actuarial 1 loss (75) 73
Profit for the year 2017 16,609 16,609
Equity at 12/31/2017 10,818 62,396 2,142 (207) 23,995 16,609 115,753
7
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NOTES TO THE FINANCIAL STATEMENTS

1. GENERAL INFORMATION

Intercos S.p.A. is a corporation organized under the laws of the Republic of Italy. The company was formed

on July 5, 2007 and has its registered office in Milan at Piazza Diaz 1.

The shareholders of Intercos S.p.A. at December 31, 2017 are as follows:

SHAREHOLDER NUMBER OF SHARES %
29,452,874 31.930%
“DAFE 4000 S.P.A.” Class A
11,319,447 12.271%
“DAFE 5000 S.R.L.” Class A
203,910 0.221%
“DAFE 3000 S.R.L.” Class A
31,128,518 33.746%
“CP7 BEAUTY LUXCOS. AR.L.” Class B
1,146,483
“MANAGERS” Class C 1.243%
18,991,061
“THE INNOVATION TRUST” | Class D 20.588%
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Significant events in 2017

In January and February 2017, in order to obtain the best banking terms on the market, the company

negotiated, with a syndicate of banks composed of Banca IMI S.p.A., Intesa Sanpaolo S.p.A.,
Unicredit S.p.A., BNL S.p.A. and ICBC (Europe) SA — Milan Branch, certain amendments to the
loan contract signed on March 24, 2015 by Intercos S.p.A., the subsidiary Intercos Europe S.p.A.,
Banca IMI S.p.A. and Unicredit S.p.A., the total amount of which, after such amendments,
nevertheless remained at €80,000 thousand. In effect, the repayment date of the Term Facility was
extended to December 31, 2021 and a new and better annual interest rate was obtained for both the
Term Facility and the Revolving Facility which are indexed to the performance of the EURIBOR or

the LIBOR for the USD tranche.

Also _in January and February 2017, the company negotiated amendments to certain terms and
conditions of the €120,000 thousand non-convertible bonds, moving the due date to March 28, 2023
and obtaining a better fixed rate at 3.25% instead of the previous 3.875%.

On July 28, 2017:

(i) the Intercos S.p.A. shares held by DAFE 3000 S.r.I. were converted into Class A shares, like
those held by DAFE 4000 S.p.A. and DAFE 5000 S.r.l.;

(ii) a share capital increase for the company was approved, against payment, without exclusion of
the option right (but the exercise of it was waived by all other shareholders), issued and
subscribed at par value and, therefore, without a share premium, for 922,423 Class C shares of
the company at a price per share of €0.1172824182. This share capital increase was thus equal
to a total of €108,184, bringing the total amount of the company’s share capital to €10,818

thousand compared to the previous €10,710 thousand.

On August 3, 2017, the company finalized the transaction for the acquisition of the entire share

capital of Cosmint Group S.p.A., which, in turn, owns the entire share capital of Cosmint S.p.A.,
Sodisco S.r.l. and Tatra Spring Polska Sp. Zoo (a Polish-registered company). The agreement was
signed with “Futura Societa Semplice”, sole shareholder of Cosmint Group S.p.A., and with Messrs.

Decio Masu, Alessandro Masu and Massimiliano Masu (who control Futura).
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Intercos S.p.A. had asked and obtained, in July, approval from the financing banks to conclude the
above described transaction. In addition, the German Antitrust Authority, on July 13, 2017, gave its
approval to the acquisition, affirming that the company does not have the requisites that would
impose a veto on proceeding with the transaction pursuant to art. 36, paragraph 1 of the German
Antitrust Law.

As part of the acquisition, the company decided to offer the Cosmint Group the possibility of
securing short-, medium- and long-term financing at the same terms applied to the Intercos Group,
refinancing by October 31 Cosmint Group S.p.A.’s entire existing debt and that of its subsidiaries
Cosmint S.p.A. and Sodisco S.r.l., except for the debt on finance lease contracts. The transaction, in
fact, was concluded on September 29 with a new credit line granted to the Cosmint Group for
€24,000,000 by the syndicate of financing banks, with a final due date of December 31, 2021.

In September 2017, the two tax audits by the financial police begun on June 16, 2015 reached

positive conclusions: (a) as for the first tax audit relating to the presumed establishment of an
offshore company to avoid taxes by Intercos America Inc., the auditors noted neither any exception
nor formal or substantive violation, therefore no expenses were levied against the subsidiary; (b) as
for the second regarding the company, the statement of findings issued on September 28, 2017
indicated a higher taxable income and higher total taxes of €240 thousand to be paid during the first
few months of 2018.

On October 16, 2017: the shareholders Dafe 4000 S.p.A., Dafe 5000 S.r.l. and CP7 Beauty Luxco

S.ar.l. finalized the agreement for the sale of a minority stake in Intercos S.p.A., equal to 20.588%,
to The Innovation Trust, the beneficiary of which is the Board of the Ontario Teachers’ Pension
Plan; this agreement was signed on August 4, 2017. The shareholders of the company are now
represented by: Dafe 3000 S.r.I. (0.221%), Dafe 4000 S.p.A. (31.930%), Dafe 5000 S.r.1. (12.271%),
CP7 Beauty Luxco S.a r.l. (33.746%), The Innovation Trust (20.588%) and managers of the

company (1.243%).

Dario Ferrari retains the majority of voting rights in the company (by virtue of multiple voting rights

equal to 1.3 votes per share) and the right to appoint the majority of Intercos’ directors.
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The investment by the Ontario Teachers’ Pension Plan, the largest professional pension fund in
Canada, strengthens Intercos’ shareholder base and its ability to maintain a dynamic development

plan.
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As at the date of the preparation of the financial statements, the company’s operations are carried out through the following companies of the Group:

Intercos S.p.A.
(Italy)

Intercos Paris S.ar.l.

Intercos America Inc.

100%

Intercos Europe S.p.A.
(Italy)

100%

Drop Nail S.r.l.
(Italy)

76%

AgerS.r.l.
(Italy)

70%

Kit Productions S.r.I.
(Italy)

100%

Marketing Projects S.r.l. in a wind-up

(Italy)

100%

Cosmint Group S.p.A.
(Italy)

(France) (United States of America)
100% 100%
Intercos do Brasil IndUstria e
Intercos UK Ltd Comércio de Productos
(United Kingdom) Cosméticos LTDA
(Brazil)
65% 99.7% 0.3%
Intercos Marketing Ltd CRB S.A.
(United Kingdom) (Switzerland)
100% 100%
Intercos Concept S.r.l. Vitalab S.r.I.
(Italy) (Italy)
100% 75.01%
CRB Benelux Bv
(The Netherlands)
100%
Intercos Asia Pacific Limited
(Hong Kong)
100%
20% 100% 100% 100% 50%
Hana Co. Ltd. Intercos Technology (SIP) Intercos Cosmetics (Suzhou) Interfila ?osmetlcs Shinsegae Intercos Korea Inc.
i Co., Ltd Co., Ltd (Shanghai) Co., Ltd (South Korea)
Col ) (P.R. China) (P.R. China) (P.R. China)

100%

Cosmint S.p.A.
(Italy)

100%

Sodisco S.r.l.
(Italy)

1.85%

Lariana Depur S.p.A.
(Italy)

100%

Tatra Spring Polska sp. Z 0.0.

(Poland)




2. SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation

The financial statements for the year ended December 31, 2017 of Intercos S.p.A. are expressed in euros. The
financial statements consist of the statement of financial position, the statement of comprehensive income, the
statement of cash flows and the statement of changes in equity and the notes thereto. All amounts in the notes
are expressed in thousands of euros, unless otherwise indicated. The statement of comprehensive income format

presents a classification according to costs by nature.

The separate financial statements at December 31, 2017 have been prepared in accordance with International
Financial Reporting Standards (“IFRS”), issued by the International Accounting Standards Board (“IASB”), and
adopted by the European Commission for the preparation of the consolidated and separate financial statements

of companies with equity securities and/or debt listed on one of the regulated markets of the European Union.

By IFRS is meant all “International Financial Reporting Standards”, all International Accounting Standards
(“IAS”), all interpretations of the International Financial Reporting Interpretations Committee (“IFRIC”),
formerly the Standing Interpretations Committee (“SIC”), adopted by the European Union and contained in the
relative European Union Regulations published up to the date on which the board of directors of Intercos S.p.A.
approved the draft financial statements of the company. Any future guidance and updated interpretations will be

adopted in subsequent years in the manner established each time by the benchmark accounting standards.
The financial statements were approved for publication by the board of directors on March 27, 2018.
New accounting standards, interpretations and amendments adopted by the company

The accounting principles adopted in the preparation of the consolidated financial statements of the company at
December 31, 2017 are consistent with those applied in the prior year, except for the adoption of recently issued

standards, interpretations and amendments in effect from January 1, 2017, as listed below.

Regulation 2017/1990, issued by the European Commission on November 6, 2017, endorsed the Disclosure
Initiative (Amendments to IAS 7 - “Statement of Cash Flows”) issued by the IASB on January 29, 2016. The
amendments clarify how to improve the information on financial liabilities provided to users of financial
statements for monetary and non-monetary changes in liabilities due to financing transactions, deriving, to the
extent necessary, from: (i) financing cash flows; (ii) the acquisition or loss of control of a subsidiary or a
business: (iii) changes in exchange rates; (iv) changes in fair value; and (v) other changes. A reconciliation
should be provided between the opening and closing balances in the statement of financial position for liabilities
arising from financing activities, including the changes identified above, and providing sufficient information to
enable users of the financial statements to link items included in the reconciliation to the statement of financial

position and the statement of cash flows.
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Regulation 2017/1989, issued by the European Commission on November 6, 2017, endorsed the amendments in
the document “Recognition of Deferred Tax Assets for Unrealized Losses (Amendments to IAS 12 - “Income
Taxes”)”, issued by the IASB on January 19, 2016. The document clarifies the existence of a deductible
temporary difference when assets measured at fair value are lower than the tax basis; it also clarifies that the
estimates for future taxable profits: (i) also include income from the sale of assets for amounts higher than the
relative carrying amount when there is sufficient evidence to conclude that it is probable; (ii) exclude tax

deductions resulting from the reversal of deductible temporary differences.

Regulation 2018/182, issued by the European Commission on February 7, 2018, endorsed the “Annual
Improvements to IFRS 2014 — 2016, issued by the IASB on December 8, 2016, which, among other things,
contained amendments to IFRS 12, effective from January 1, 2017. The amendments clarify the scope of the
standard by specifying that the disclosure requirements, except for those in paragraphs B10-B16, apply to all
interests of an entity that are classified as held for sale, as held for distribution or as discontinued operations in

accordance with IFRS 5.

The above amendments did not have any impact on the results of operation or the financial position of the
company except for the amendments to 1AS 7 for which a reconciliation has been provided as required by the
standard.

Accounting standards, amendments and interpretations issued by the IASB/IFRIC and endorsed by the

European Commission, but not yet effective

The standards, amendments and interpretations endorsed by the European Commission, but not yet effective, are

listed and described below.

Regulation 2016/1905, issued by the European Commission on September 22, 2016, endorsed the amendments
contained in the document “IFRS 15 - Revenue from Contracts with Customers”, issued by the IASB on May
28, 2014 and amended in April 2016. IFRS I5 provides a single model for the recognition of revenues (including
contract revenues) based on the transfer of control of a good or a service to a customer. The standard provides a
more structured approach to the measurement and recognition of revenues, with a detailed Application Guide.
More specifically, the core principle of IFRS 15 is that an entity shall recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects
to be entitled in exchange for those goods or services. The five-step model framework is as follows: (i)
identification of the contract (contracts) with a customer; the provisions of the standard are applied to each
single contract except in cases in which the standard requires that the entity consider more contracts together
and then account for the contracts accordingly; (ii) identification of the performance obligations, that is, the
goods or services promised in the contract; (iii) determination of the transaction price; in the event the

consideration is variable, the entity shall estimate the consideration, to the extent that it is highly probable that a
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significant reversal in the amount of cumulative revenue recognized will not occur when the uncertainty
associated with the variable consideration is subsequently resolved; (iv) allocation of the transaction price to the
performance obligations identified, generally on the basis of the stand-alone sales prices of each good or service
and (v) recognition of revenue when or as the entity satisfies a performance obligation. IFRS 15 establishes the
principles that an entity shall apply to report useful information about the nature, amount, timing and uncertainty
of revenue and cash flows. On the basis of the company’s business model and a preliminary analysis conducted
on the main contracts outstanding, it is believed that the application of IFRS 15 will not have any significant
effects. The provisions of IFRS 15, subsequently to the changes brought about by the amendments issued on
September 11, 2015, are effective for annual periods beginning on or after January 1, 2018. At this time, the
company does not expect to early adopt the standard. The standard is applicable retroactively using one of two
methods: retrospectively to each prior reporting period presented in accordance with 1AS 8 (full retrospective
approach) or retrospectively with the cumulative effect of initially applying this Standard recognized at the date
of initial application (modified retrospective approach). If the second approach is elected, IFRS 15 is applied
retrospectively only to contracts that are not completed contracts at the date of initial application (January 1,
2018). On initial application of the new provisions, the company intends to take advantage of the possibility of
recognizing the cumulative effect in equity at January 1, 2018, considering the situations existing at that date,
without restating the prior years presented for comparison purposes. In particular, based on the information
available, considering the situations indicated previously, the adoption of IFRS 15 will not result in significant
effects on the beginning balance of the company’s equity at January 1, 2018. In terms of presentation, the
application of IFRS 15 may also involve limited cases of revenue reclassification to other items of the income

statement without any impact on the operating profit, on the results of operations or on equity.

Regulation 2016/2067, issued by the European Commission on November 22, 2016, endorsed the amendments
contained in the document “IFRS 9 - Financial Instruments”, issued by the IASB on July 24, 2014, together
with the relative Basis for Conclusions and Application Guide, superseding all previous versions of the
standard. The new requirements: (i) modify the classification categories of financial assets and establish that
such classification should be based on the contractual cash flow characteristics of the asset and also on the
entity’s business model; (ii) eliminate also the obligation to separate embedded derivatives in financial assets;
(iii) identify a new loss impairment model that considers forward-looking information based on the premise of
providing for expected credit losses as compared to the “incurred loss” model which postpones the recognition
of credit losses until the manifestation of a loss event, with reference to: financial assets measured at amortized
cost, financial assets measured at fair value through other comprehensive income, lease receivables, contract
assets, and certain loan commitments and financial guarantee contracts; (iv) introduce a fundamental review of
the qualification of hedging transactions with the objective of guaranteeing that these are aligned to the entity’s
risk management strategies and based on a more principle-based approach.
IFRS 9 has therefore also amended “IFRS 7 - Financial Instruments: Disclosures”. The provisions in the above
documents, which replace those contained in “lIAS 39 - Financial Instruments: Recognition and Measurement”,
15
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are effective for annual periods beginning on or after January 1, 2018. The impact of the adoption of this
standard is to be considered not significant with regard to the provision for the impairment of receivables and
derivative financial instruments, while, in relation to the application of amortized cost, the impact was estimated

at approximately €0.9 million (reduction in the amount of financial payables).

Regulation 2017/1986, issued by the European Commission on October 31, 2017, endorsed the provisions
contained in the document “IFRS - 16 Leases” issued by the IASB in January 2016 to replace 1AS 17. IFRS 16
defines the principles for the recognition, measurement, presentation and disclosure of leases and requires
lessees to record all lease contracts in the financial statements using a single lessee accounting model similar to
that used to account for finance leases under IAS 17. The principle provides two lease recognition exemptions —
lease contracts relating to assets with a low value (e.g. personal computers) and short-term lease contracts (e.g.
leases contracts with a lease term of 12 months or less). At the start of the lease contract, the lessee should
recognize a liability for the lease payments (a lease liability) and an asset that represents the right to use the
underlying asset for the term of the contract (a right-of-use asset). The lessee should separately record the
interest expenses on the lease liability and the depreciation of the right-of-use asset.

The lease liability is subsequently remeasured when certain events arise (e.g. a change in the lease terms, a
change in future lease payments resulting from a change of an index or a rate used to determine those
payments). The remeasurement of the lease liability is accounted for as an adjustment to the right-of-use asset.
IFRS 16 is effective for annual periods beginning on or after January 1, 2019. Early application is permitted if
IFRS 15 has also been applied by the entity. A lessee may choose to apply the principle using the full
retrospective approach or a modified retrospective approach. The provisions provided by the principle permit
certain transition relief.

In 2018, the company will continue to calculate the potential effects of IFRS 16 on its consolidated financial

statements.

Accounting standards, interpretations and amendments issued by the IASB/IFRIC and not yet endorsed

by the European Commission

The following illustrates the newly issued amendments, standards and interpretations which, at the date of the

preparation of these financial statements, are in the process of being endorsed by the European Commission.

On Febraury 7, 2018, the TASB issued the document “Plan Amendment, Curtailment or Settlement —
Amendments to IAS 19”. The document specifies how pension expenses are calculated when there is a
modification in the defined benefit plan. It particularly clarifies that in this case the entity must remeasure its
liability or assets and requires the use of updated actuarial assumptions to determine the current service cost and

the net financial expenses for the period remaining after the event. The amendments are effective for annual
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periods beginning on or after January 1, 2019, except for any postponements established during the endorsement

process by the European Commission.

The amendments contained in the document “Annual Improvements to IFRS Standards 2015 - 2017 Cycle”,
issued by the IASB on December 12, 2017, refer to: (i) IFRS 3, defining that when an entity obtains control of a
business that qualifies as a joint operation, it must remeasure the previously held interest in that business; (ii)
IFRS 11, clarifying that when an entity acquires joint control of a business that qualifies as a joint operation, it
must not remeasure the previously held interest in that business; (iii) IAS 12, clarifying that, regardless of the
fact that dividends are recognized as a reduction of equity, an entity must recognize the tax effects of the
dividends in the income statement; (iv) IAS 23, clarifying that specific loans for the construction and/or
acquisition of an asset that remain after the asset is available and ready for use or sale are no longer considered
specific and become general borrowings when calculating the capitalization rate. The amendments are effective
for annual periods beginning on or after January 1, 2019, except for any postponements established during the

endorsement process by the European Commission.

On October 12, 2017, the TASB issued the document “Long-term Interests in Associates and Joint Ventures —
Amendments to IAS 28”. The document clarifies that an entity applies IFRS 9, including the impairment
requirements, to the long-term interests in an associate or joint venture, that, in substance, form part of the net
investment in the associate or joint venture, but to which the equity method is not applied. The amendments are
effective for annual periods beginning on or after January 1, 2019, except for any postponements established

during the endorsement process by the European Commission.

On the same date, the IASB issued the document “Prepayment Features with Negative Compensation -
Amendments to IFRS 9”. The document allows the measurement at amortized cost or at fair value through other
comprehensive income (OCI) of a financial asset with a prepayment feature with negative compensation. The
amendment also clarifies that in the event of changes in cash flows from a modification or exchange of financial
liabilities that have not been derecognized, the adjustments to the amortized cost of the financial liability should
be recognized in the income statement. The amendments are effective for annual periods beginning on or after
January 1, 2019, except for any postponements established during the endorsement process by the European

Commission.

On June 7, 2017, the IASB issued document “IFRIC 23 - Uncertainty over Income Tax Treatments” which
indicates how current and deferred taxes should be calculated when there are uncertainties surrounding the tax
treatments relating to the income taxes adopted by the entity. In determining the income taxes to be recognized
in the financial statements, the entity has to consider the probability of whether or not the taxation authority
accepts the tax treatment adopted by the entity. In the event the acceptance is not probable, the entity should
use one of the following methods: the most likely amount and the expected value; conversely, in the event of

acceptance of the particular tax treatment, the income taxes recorded by the entity in its financial statements will
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be consistent with the tax treatment adopted in its income tax filings. The entity should reassess its judgements
and estimates of uncertainty if facts or circumstances change. The provisions are effective for annual periods
beginning on or after January 1, 2019, except for any postponements established during the endorsement
process by the European Commission.

On May 18, 2017, the IASB issued “IFRS 17- Insurance Contracts”, which applies to all insurance contracts
and defines the principles of recognition, measurement, presentation and disclosures, replacing IFRS 4. The new
principle provides for an accounting model, the Building Block Approach (BBA), based on fulfillment cash
flows, a risk adjustment and a Contractual Service Margin (CSM) that represents the profit expected from an
insurance contract. This margin is recognized in the income statement over the period in which the insurance
coverage is provided. Moreover, two alternative approaches to the BBA are also envisioned, which are the
Variable Fee Approach (VFA) and the Premium Allocation Approach (PAA), applicable in specific situations.
The principle also provides for a new manner of presentation in the income statement that desegregates
insurance revenues, insurance service expenses and insurance finance income or expenses. The provisions of
IFRS 17 are effective for annual periods beginning on or after January 1, 2021, except for any postponements
established during the endorsement process by the European Commission.

On December 8, 2016, the TASB issued the document “Transfers of Investment Property - Amendments to 1AS
40”. The document clarifies that an entity should transfer property to or from investment property when there is
evidence of a change in the use of such property; a change in the intention of use of the property by
management does not constitute per se evidence of a change in use. The amendments are effective for annual
periods beginning on or after January 1, 2018, except for any postponements established during the endorsement

process by the European Commission.

On the same date the IASB issued “IFRIC 22 - Foreign Currency Transactions and Advance Consideration”,
which establishes that, when there are transactions that include the receipt or payment of advance consideration
in a foreign currency, the exchange rate to be applied for initial recognition of the assets, costs or revenues that
are generated by the receipt or payment in advance, corresponds to the exchange rate in force at the date of the
advance receipt or payment. These amendments are effective for annual periods beginning on or after January 1,

2018, except for any postponements established during the endorsement process by the European Commission.

Intercos is assessing these standards, where applicable, in order to evaluate if their adoption will or will not have

any significant impact on the financial statements.

Summary of significant accounting policies

The financial information, as stated, has been prepared in accordance with IFRS adopted by the European

Union. The financial statements have been prepared under the historical cost convention except as specifically
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described in the following notes, in which case, fair value was used.
The financial statements are prepared under the going concern concept.

The most significant accounting policies adopted are described below. The accounting policies described have
been applied on a basis consistent with all periods presented.

These financial statements will be submitted for the approval of the shareholders’ meeting, which is authorized

to make changes, if any, to the financial statements, where necessary.
Property, plant and equipment

Property, plant and equipment are stated at purchase or production cost less accumulated depreciation and
impairment losses, if any. Purchase cost includes all directly attributable costs necessary to make the asset ready
for use and any expenses for decommissioning and restoration that will be incurred as a result of contractual

obligations that require the assets to be restored to their original condition.

Any borrowing costs incurred for the acquisition, production or construction of property, plant and equipment
are capitalized to the relative asset up to the time such asset is ready for use. Ordinary and/or cyclical
maintenance and repairs are charged directly to the income statement in the year in which they are incurred.
Costs for the expansion, refurbishment or betterment of structural elements owned or leased are capitalized
solely to the extent that they meet the requisites for being classified separately as assets or part of an asset under
the component approach. Likewise, the replacement costs of identifiable components of complex assets are
charged to assets and depreciated over their estimated useful lives; the remaining carrying amount of the

component being replaced is charged to the income statement.

Spare parts of significant amount are capitalized and depreciated over the estimated useful life of the asset to

which they refer.

The carrying amount of property, plant and equipment is adjusted by systematic depreciation, calculated on a
straight-line basis from the date the asset is available and ready for use, over the estimated useful life of the
asset. In particular, depreciation is recognized starting from the month in which the asset is available for use or
is potentially able to provide the economic benefits associated with it and is charged on a monthly basis on a
straight-line basis at rates designed to write off the assets up to the end of their useful life or, for disposals, up to

the last month of utilization.

The annual depreciation rates representing the estimated useful lives of property, plant and equipment are as

follows:
- industrial buildings 5.5%
- generic plant 10.0% / 5.5%
- processing machinery 12.0%
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- water purification plant 15.0%

- light constructions 10.0%
- office furniture and fixtures 12.0%
- electronic machines 20.0%
- internal transportation equipment 20.0%

- motor vehicles and transportation equipment  25.0%
- cell phones 20.0%

- sundry equipment, hardware and molds 40.0%

The useful life of property, plant and equipment and the residual amount is reviewed and updated, where

applicable, at the end of every year.

Whenever the depreciable asset is composed of distinctly identifiable elements whose useful life differs
significantly from the other parts that compose the asset, depreciation is taken separately for each of the parts

that compose the asset in accordance with the component approach.

Leasehold improvements are classified in property, plant and equipment, consistently with the nature of the cost
incurred. The depreciation period of the cost relating to the expansion, renovation or improvement of the
structural elements in use by third parties corresponds to the lower of the remaining estimated useful life of the

property, plant and equipment and the remaining term of the lease contract.

Gains and losses on the sale or disposal of property, plant and equipment are calculated as the difference
between the proceeds from the sale and the net carrying amounts of the assets sold or disposed of and are

recognized in the income statement in the year to which they refer.
Land is not depreciated and is measured at cost, net of accumulated impairment losses.

Gains and losses on the sale or disposal of property, plant and equipment are calculated as the difference

between the proceeds from the sale and the net carrying amount of the assets sold or disposed of.

Leased assets

Assets owned under finance lease contracts in which substantially all the risks and rewards of ownership are
transferred to the company are recognized as property, plant and equipment at fair value or, if lower, at the
present value of the minimum lease payments. The corresponding liability payable to the lessor is shown in the
financial statements under financial payables. The assets are depreciated according to the policies and rates
indicated for property, plant and equipment unless the term of the lease contract is shorter than the useful life
represented by these rates and reasonable certainty of transferring ownership of the leased asset at the natural

expiration of the contract is not assured. In that case, the depreciation period is represented by the term of the

20
This Consolidated Full Year Financial Report has been translated into English solely for the convenience of the international reader.
In case of discrepancies, the Italian language document is the sole authoritative and universally valid version.



lease contract. The lease payment is divided into its components of financial expense, recognized in the income

statement, and the repayment of principal, recorded as a reduction of the financial payables.

Leases in which the lessor retains substantially all the risks and rewards of ownership associated with ownership
of the assets are classified as operating leases. Payments made under operating leases are recognized in the
income statement on a straight-line basis over the term of the lease contract.

Intangible assets

Intangible assets are identifiable assets without physical substance, controlled by the company and able to
produce expected future economic benefits, as well as goodwill, when acquired against payment. Identifiability
of an intangible asset is defined as the possibility of distinguishing it from goodwill. This requisite is normally
satisfied when: (i) the asset arises from contractual or other legal rights, or (ii) the asset is separable, i.e. is
capable of being sold, transferred, rented or exchanged individually or as an integral part of other assets. An
entity controls an asset if the entity has the power to obtain the future economic benefits flowing from the
underlying resource and to restrict the access of others to those benefits. Such assets are recorded at the cost of
purchase and/or production, including incidental expenses directly attributable to the preparation of the asset for
its intended use, net of accumulated amortization, and any impairment losses. Any borrowing costs arising
during and for the development of intangible assets are expensed in the income statement. Amortization starts
when the asset is available for use and is charged on a straight-line basis over the remaining period of possible

utilization, intended as the estimated useful life.

(i) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value at the date of purchase, of assets
and liabilities of acquired companies or business segments. Goodwill is not subject to amortization but is tested
for impairment at least annually or whenever there is an indication of impairment, to verify the adequacy of the
relative carrying amount in the financial statements. To test for impairment, goodwill must be allocated to cash-
generating units or groups of cash-generating units (hereinafter also “CGU”). An impairment loss on goodwill is
recognized when the recoverable amount of goodwill is below the carrying amount in the financial statements.
The recoverable amount is the higher of the fair value of the CGU or groups of CGUSs, less costs to sell, and the
relative value in use (see the following paragraph on the “Impairment of property, plant and equipment and
intangible assets” for additional information on the determination of the value in use). Reversal of a previous

impairment loss on goodwill is prohibited.

When the impairment loss is higher than the carrying amount of goodwill allocated to the cash-generating unit,
the remaining excess is allocated to the assets of the CGU in proportion to their carrying amount. The carrying

amount of an asset should not be reduced below the higher of:

> the fair value of the asset less costs to sell;
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> the value in use, as defined above.

(it) Trademarks, licenses and similar rights

Licenses are amortized on a straight-line basis so as to allocate the cost incurred for the purchase of the right
over the shortest period between the expected utilization period and the term of the relative contracts starting
from the time in which the acquired right becomes exercisable. Software licenses are amortized on a straight-

line basis over their estimated useful lives (5 years).

(iii) R&D costs

Costs associated with research and development are charged to the income statement in the year incurred except

for development costs recognized in intangible assets when all the following conditions are met:

a) the project can be clearly identified and the costs associated with it can be identified and measured reliably;
b) the technical feasibility of the project can be demonstrated;

c) the intention to complete the project and sell the intangible assets generated by the project can be

demonstrated:;

d) a potential market exists or, in the case of internal use, the utility of the intangible asset for the production of

intangible assets generated by the project can be demonstrated;

e) the technical and financial resources for the completion of the project are available.

Amortization of any capitalized development costs recorded in intangible assets starts from the date in which the
result generated by the project can be marketed. Amortization is charged on a straight-line basis over a period of

five years, which represents the estimated useful life of capitalized expenditures.

Impairment of property, plant and equipment and intangible assets

At each balance sheet date, property, plant and equipment and intangible assets with a finite life are reviewed to
identify the existence of any indicators of an impairment in their value. When the presence of these indicators is
identified, the recoverable amount of such assets is estimated and any impairment is recognized in the income
statement. The recoverable amount of an asset is the higher of its fair value less costs to sell and its value in use
where the value in use is the present value of the estimated future cash flows for such asset. The value in use is
determined by discounting the estimated future cash flows from the use of the asset to present value at a pretax
rate which reflects current market assessments of the time value of money, in relation to the period of the
investment and the risks specific to the asset. For an asset that does not generate independent financial flows, the

recoverable amount is determined by reference to the cash-generating unit to which such asset belongs.

An impairment loss is recognized in the income statement when the carrying amount of the asset, or the cash-
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generating unit to which it is allocated, is higher than the recoverable amount. Where an impairment loss on
assets subsequently no longer exists or has decreased, the carrying amount of the asset, except for goodwill, is
increased and the reversal is recognized in the income statement. The asset is increased to the net carrying
amount that would have been recorded and reduced by the depreciation and amortization that would have been
charged had no impairment loss been recognized.

Investments in subsidiaries

Investments in subsidiaries are measured at acquisition cost. Subsidiaries are entities in which the company has
the right, directly or indirectly, to exercise control, as defined by IFRS 10 - “Consolidated Financial

Statements”. More specifically, control exists when the controlling entity, at the same time:

. has decision-making power to direct the relevant activities of the investee;
. is exposed, or has rights, to variable returns (positive and negative) from its involvement with investee;
. has the ability to use its power over the investee to affect the amount of the investor’s returns.

Evidence of control must be verified on a continuous basis by the company, with the aim of considering all
relevant facts and circumstances that may imply a change in one or more elements that determine whether
control over an investee exists. When there is objective evidence of an impairment, recoverability of the
carrying amount is verified by comparing the carrying amount of the investment against its recoverable amount
consisting of the greater of fair value, net of disposal costs, and value in use. The value in use is calculated,
generally, within the limits of the corresponding share of the investee’s equity in the consolidated financial
statements. The investors’ share of any loss of the investee, in excess of the carrying amount of the investment,
is recorded in a specific provision to the extent that the investor has incurred legal or constructive obligations on
behalf of the investee, or, in any case, is committed to cover the losses. Where an impairment loss of an
investment subsequently no longer exists or has decreased, the carrying amount of the investment measured at
cost is increased up to the limit of the recorded impairment loss with recognition of the effect in the income

statement.

Financial instruments

Financial assets

Financial assets mainly relate to accounts receivable from customers, with fixed or determinable payments, that
are non-derivative and are not listed on an active market. They are included in current assets, except for
maturities greater than 12 months after the balance sheet date which are classified in non-current assets. Such
assets are recognized initially at fair value and subsequently measured at amortized cost using the effective
interest rate method. Where there is objective evidence of an indication of impairment, the asset is reduced so

that it equals the present value of estimated future cash flows. The impairment loss is recognized in the income
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statement. Where an impairment loss on assets subsequently no longer exists or has decreased, the carrying
amount of the asset is increased up to the carrying amount that would have been recorded under the amortized
cost method had no impairment loss been recognized.

Financial assets are derecognized from the financial statements when the right to receive cash flows from the
instrument is extinguished or when the company has substantially transferred all the risks and rewards relating

to the receivable and the relative control.

Financial liabilities

Purchases and sales of financial liabilities are recognized on the trade date, that is, the date on which the

company commits to purchase or sell the financial instrument.

Financial liabilities are borrowings, trade payables and other obligations payable. They are recognized initially
at fair value and subsequently measured at amortized cost using the effective interest rate method. When there is
a change in estimated cash flows and it is possible to estimate them reliably, the amount of the borrowings is
recalculated to reflect this change on the basis of the present value of the new estimated cash flows and the
internal rate of return determined initially. Financial liabilities are classified in current liabilities unless the
company has an unconditional right to defer settlement of the liabilities for at least 12 months after the balance
sheet date.

Financial liabilities are derecognized from the financial statements when they are extinguished or when all the

risks and expenses relating to the liability have been transferred to third parties.

Derivative instruments

In accordance with its financial policies, the company may use derivative financial instruments to hedge interest
and foreign exchange rate exposure. In particular, derivative financial instruments may be used to hedge the
exposure of fluctuations in future cash flows arising as a result of the fulfillment of future contractual
obligations defined at the balance sheet date, mainly the payment of interest on variable-rate loans received
(hereinafter also “cash flow hedge”) and the risk of exposure to changes in the exchange rates relating to

receivables and payables in currencies other than the functional currency (hereinafter “fair value hedge”).

Derivative financial instruments are initially recorded at fair value at the date of inception of the contract.
Changes in the fair value of the derivatives, subsequent to first-time recognition, are recognized in the income
statement as a financial component. This recognition criteria is applied to all derivatives since the company does
not deem it opportune to implement the procedures necessary to determine the existence of the requisites to
designate, strictly from an accounting standpoint, the outstanding derivatives as hedging instruments, whether
fair value hedges or cash flow hedges, and therefore recognize the changes in fair value subsequent to the first-

time recognition of the derivatives according to specific hedge accounting criteria.
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Determination of the fair value of derivative financial instruments

The fair value of financial instruments listed on an active market is based on market prices at the balance sheet
date. The market prices used for derivatives are bid prices whereas ask prices are used for financial liabilities.
The fair value of instruments which are not listed on an active market is calculated using valuation techniques

based upon a series of methods and assumptions connected with market conditions at the balance sheet date.

The fair value of interest rate swaps is determined on the basis of the present value of estimated future cash

flows.

Cash and cash equivalents

Cash and cash equivalents include bank deposits, postal deposits, cash and valuables in cash. They are stated at

nominal value.

Provisions

Provisions include accruals for present legal or constructive obligations as a result of past events for which it is
more likely than not that an outflow of resources will be required to settle the obligation and the amount can be
reliably estimated. The accrual is measured using the best possible estimate of the amount that the company
would be expected to pay to extinguish the obligation. Where the effect of the time value of money is material
and the dates of payment can be reliably estimated, the accrual is measured at present value. The rate used to
determine the present value of the liability reflects fair value and includes the additional effects relating to the
specific risk that can be associated with each liability. The change in the amount of the provision connected with

the passage of time is recognized in the income statement in Financial expenses.

Risks associated with liabilities that are only considered possible are disclosed under Guarantees and other

commitments.

Employee benefit obligations

Defined benefit pension plans, which also included until December 31, 2006 the employee severance
indemnities due to Italian employees as set forth in article 2120 of the Italian Civil Code, are based on the
working life and the compensation received by the employee over a predetermined service period. In particular,
the liability relating to employee severance indemnities is recognized in the financial statements based on
actuarial calculations since it qualifies as an employee benefit due on the basis of a defined benefit plan.
Recognition of a defined benefit plan in the financial statements requires actuarial techniques to estimate the
amount of benefits accruing to employees in exchange for work performed during the current and prior years
and the discounting of such benefits in order to determine the present value of the company’s commitments. The
determination of the present value of such commitments is calculated using the Projected Unit Credit Method.
This method, which is one of the actuarial techniques used for calculating accrued benefits, considers each
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active service period by the employee in the company as an additional unit which gives the right to benefits: the
actuarial liability must therefore be quantified on the basis of only the service life accrued at the date of
measurement; therefore, the total liability is normally recalculated on the basis of the ratio of the number of
years of service accrued at the measurement date to the total estimated service life that will be reached at the
time of settlement. Furthermore, this method calls for considering future increases in compensation, for

whatever reasons (inflation, career, contract renewals, etc.) up until the time of termination of employment.

The cost accrued during the year for defined benefit plans and recognized in the income statement under
employee benefit expenses is equal to the sum of the average present value of the defined benefits accrued by
active employees for the work performed during the year and the annual interest accrued on the present value of
the company’s commitments at the beginning of the year, calculated using the discount rate of future cash

outflows adopted for the estimate of the liability at the end of the preceding year.

Remeasurements of employee defined benefit plans comprise actuarial gains and losses expressing the effects of
differences arising from experience adjustments and changes in actuarial assumptions. Such actuarial gains and

losses are recorded in the statement of comprehensive income.

Following the Reform of Supplementary Pension Benefits, as amended by the Budget Law 2007 and subsequent
decrees and regulations issued during the early months of 2007, employee severance indemnities that accrue
starting from the date of January 1, 2007 are assigned to pension funds or to a treasury fund managed by INPS
or, in the case of companies with less than 50 employees, may be retained in the company and calculated
similarly to the method used in past years. Employees have the right to choose the destination of their employee

severance indemnities up to June 30, 2007.

To this end, account was taken of the effect of the new provisions and only the liability relating to employee
severance indemnities that is retained in the company is measured in accordance with IAS 19, since the amount
of employee severance indemnities accruing from 2007 is assigned to alternative forms of pension or paid into a

treasury fund managed by INPS, according to the choice of destination made by each single employee.

Consequently, the portion of employee severance indemnities accruing and assigned to pension funds or to the
INPS-managed fund is classified as a defined contribution plan since the company’s obligation is only
represented by the payment of contributions to the pension fund or to INPS. The liability for severance
indemnities previously accrued continues to be considered as a defined benefit plan and is measured on the basis

of actuarial assumptions.

Translation of foreign currency balances and transactions

Transactions in foreign currency are translated to Euro using the exchange rate in effect at the dates of the
relative transactions. Foreign exchange gains and losses realized on the receipt or the payment of the above
transactions and the translation of monetary asset and liability balances denominated in foreign currencies are

recognized in the income statement.
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Foreign exchange gains and losses arising from bonds and other monetary assets measured at fair value through

profit and loss are recognized as part of the changes in the relative fair value in the income statement.

Revenue recognition

Revenues are recognized net of returns, discounts, allowances, rebates, taxes and directly related promotional

contributions.

Performance of services

Revenues from services are recognized only when the results of the transaction can be estimated reliably, with

reference to the stage of completion of the transaction at the closing date of the financial statements.
The results of a transaction can be estimated reliably when all the following conditions are met:
e the amount of revenues can be determined with reliability;

e it is probable that any future economic benefit associated with the item of revenue will flow to the

entity;
o the stage of completion at the date of the financial statements can be measured reliably;

e the costs incurred for the transaction and the costs to be incurred to complete the transaction can be

measured reliably.

Royalties

Royalties are recorded on the accrual basis in accordance with the substance of the relevant agreement.

Dividends

Dividends are recorded when the right to receive payment is established, which normally coincides with the

shareholders’ resolution for the payment of dividends.

Financial income and expenses

Financial expenses are recorded as expenses in the year incurred. They include interest on bank overdrafts and
loans, financial expenses on finance leases, actuarial losses and financial expenses on the actuarial valuation of

employee severance indemnities.

Income taxes

Current income taxes are determined on the basis of a realistic estimate of the tax expense to be paid under the
existing tax laws.
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Deferred income taxes are calculated on temporary differences arising between the carrying amounts of assets
and liabilities in the financial statements and their tax bases (full liability method), except for goodwill. Deferred
tax assets, including those relating to the carryforward of unused tax losses, are recognized to the extent that it is
probable that future taxable profits will be available against which they can be utilized. Deferred tax liabilities
are determined based on enacted tax rates that are expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled; in the calculation, account was taken of the
reduction in the IRES tax rate to 24%, starting from the year 2017 as established by Law 208 of December 28,
2015, known as the Stability Law 2016.

Current and deferred income taxes are recognized in the income statement except to the extent that they relate to
items directly charged or credited to equity, in which case the related income tax effect is recognized in equity.
Current and deferred income taxes are offset when the income taxes are levied by the same taxing authority and

where there is a legally enforceable right of offset and there are expectations of settling the net balance.

In addition, the company has adhered to the national tax consolidation procedure under articles 117-129 of
T.U.LLR. with Ager S.r.l., Kit Productions S.r.l., Intercos Europe S.p.A., Vitalab S.r.l., Drop Nail S.r.l., Intercos

Concept S.r.l. and Marketing Projects S.r.1. in liquidation as the “consolidated” companies.

Each of these companies transfers its taxable income or tax loss to Intercos S.p.A. which records a receivable
(equal to the IRES tax to be paid) with the companies which contribute a taxable income or a payable with the

companies which transfer a tax loss.

Intercos S.p.A., as the consolidating company, is responsible not only for any additional taxes assessed and the
relative fines and interest referring to its own individual total income, but also for the sums which could become
due, with reference to the consolidated tax return, from “formal control” activities pursuant to ex art. 36-ter DPR
600/1973. It is also liable, jointly and severally, for the sums due in relation to fines levied on companies in the
consolidated tax return which have committed violations in determining the individual position. Similarly, the
consolidated companies are jointly and severally liable with Intercos S.p.A., as the consolidating company, for
higher taxes assessed relating to the consolidated tax return referring to adjustments to the income in its tax

return, also as a result of “formal control” activities, pursuant to ex art. 36-ter DPR 600/1973.

3. RISK MANAGEMENT
Financial risk management is an integral part of the activities of Intercos S.p.A.

Intercos S.p.A., in fact, is exposed to various types of risks including exchange rate risk and interest rate risk,
credit risk and liquidity risk. Intercos S.p.A.’s risk management strategy is focused on the unpredictability of the
markets and aimed at minimizing potential negative effects on earnings. Certain types of risk are mitigated

using derivative financial instruments.

The coordination and monitoring of major financial risks is centralized with management. The risk management
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policies are approved, in concert with the board, by the Administration, Finance and Control Function, which

sets down written policies for the management of the above risks and the use of suitable financial instruments.

Types of risks hedged

In the sensitivity analyses performed and described below, the effect on profit and equity is determined without
considering the tax effect.

Exchange rate risk

Intercos S.p.A. operates globally and is exposed to foreign exchange risk arising from fluctuations in the
equivalent amount of commercial and financial flows denominated in currencies other than the functional

currency.

Intercos S.p.A.’s exposure is mainly focused on the EUR/USD exchange rate with reference to financial

transactions entered into by the company in the North American market and vice versa.
These are hedged by net currency positions or by using derivative contracts.

The following sensitivity analysis was performed to illustrate the effects on profit and consequently on equity
produced by an increase/decrease of 7.5% in the exchange rates compared to the effective exchange rates at
December 31, 2017.

(in € thousands) 2017

(7.50%) 7.50%
U.S. dollar (987) 849
Other currencies (©) 2
Total (990) 852

Interest rate risk

The company is exposed to interest rate risk mainly from long-term borrowings. Such borrowings are at either
fixed or variable interest rates. Intercos S.p.A. has no particular hedging policy regarding the risks arising from

these contracts, maintaining that the risk is moderate in relation to the limited amount of fixed-rate loans.

Variable-rate borrowings expose Intercos S.p.A. to risk originating from the volatility of interest rates (cash
flow risk). With regard to this risk, for purposes of hedging, the company may use derivative contracts which

limit the impact of interest rate fluctuations on the income statement.

The Administration Function monitors interest rate risk exposure and proposes the most appropriate hedging
strategies to keep exposure within the limits established by the Administration, Finance and Control Function,
using derivative contracts, where necessary.
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The following sensitivity analysis was performed to illustrate the effects on profit produced by an
increase/decrease of 50 basis points in interest rates compared to the effective interest rates at December 31,
2017, with all other variables remaining constant.

The potential effects reported above were calculated by taking the liabilities which represent the most
significant part of the company’s borrowings at the reference date and calculating, on that amount, the potential

impact of a change in the interest rates on an annual basis.

The liabilities in this analysis include variable-rate financial payables and receivables, cash and cash equivalents

and derivative financial instruments whose value is affected by changes in interest rates.

(in € thousands) 2017
(0.50%0) 0.50%
Euro 274 (274)
U.S. dollar 58 (58)
Total 332 (332)
Credit risk

As the holding company of the Intercos Group, the financial statements at December 31, 2017 of Intercos S.p.A.
include Receivables from Group companies for the corporate services rendered to subsidiaries. Therefore, credit
risk is not a significant risk and is managed together with liquidity risk since the Administration Function has
procedures in place aimed at ensuring the timely payment of receivables among Group companies in order to

improve the Group’s management of liquidity.

Liquidity risk
Prudent management of liquidity risk in the ordinary operations of the company implies maintaining an

adequate level of cash as well as sufficient funds through committed credit lines.

The Finance Function monitors forecasts on the use of the liquidity reserves on the basis of estimated cash

flows.

The amount of liquid assets available at December 31, 2017 compared to the end of the prior year is as follows:

(in € thousands) 12/31/2017 12/31/2016

Cash and cash equivalents 20,783 15911
Unused committed credit lines 30,000 30,000
Total 50,783 45,911

The following tables present an analysis of the maturities of borrowings, other liabilities and derivatives, on a

net basis.
TOTAL
(in €f/90mandx) Within1 year From 1 to 5 years Beyond 5 years December 31, 2017
Banca IMI S.p.A and Unicredit loan 5,493 60,896 0 66,388
Bond 0 0 120,000 120,000
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Fair value of derivatives

Payables under Law 46/Medioctedito

Finance leases payable

Medium/long-term debt

Bank overdrafts and advance accounts

Payables to Group companies

Trade payables
Short-term debt
Total

87
39

5,619

8,194

6,452
14,646
20.266

0 0
34 0
0 0
60,929 120,000
0 0
0 0
0 0

0
60,929 120,000

87
73

0
186,548
0

8,194
6,452
14,646
201,195

In order to complete the disclosure on financial risks, a reconciliation is presented below between the categories

of financial assets and liabilities as identified in the statement of financial position format of Intercos S.p.A. and

the categories of assets and liabilities identified in accordance with the requirements of IFRS 7:

(in € thousands)
Financial assets Available-for- |  Held-to- Financial
at fair value | Receivables and | o 22 €70 €19" | liabilities at fair | Other liabilities at | Hedging
12/31/2017 sale financial | maturity . .o
through profit loans value through amortized cost derivatives
assets assets
and loss profit and loss
Available-for-sale financial
assets - - - -
Derivatives (assets) - - - - - - -
Loans receivable R 41,000 - R R - R
Trade receivables R 37,886 - R R - R
Other receivables 3,616 _ R R R _
Loans payable - - - - - 8,194 R
Borrowings from banks and
other lenders - - - - - 186,461 -
Trade payables - - - - - 6,453 -
Other payables . - - - - 19,197 -
Derivatives (liabilities) - - - - - 87
Total ] 82,502 - ] - 220,305 87
Cash and cash equivalents - 20,783 - - - - -

With reference to the assets and liabilities in the above tables, the fair value is considered to approximate the

carrying amounts in the financial statements.

Derivatives

IFRS require the fair value categorization of derivative financial instruments within the fair value hierarchy
based on inputs that are observable in the market or other financial parameters (e.g. interest rate, exchange rate
curves, etc.). Derivatives in foreign currency to hedge exchange rate risk and interest rate risk fall under Level 2
of the fair value hierarchy since the fair value of these instruments is determined by recalculating the present
value at the official year-end rate for exchange rates and interest rates quoted in the market.

The following table illustrates the fair value of the financial instruments portfolio:

Fair value hierarchy at the reporting date

€ 1) y December 31, 2017 December 31, 2016
(in € thonsands) Level 2 Level 2
Assets

Cutrency Forwards/ swaps/ options
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Fair value hedge

Liabilities

Currency Forwards/ swaps/ options

Fair value hedge

IRS — Interest rate swaps

Fair value hedge

157

447

Fair value hedges are used by the company to hedge exchange rate risk on financial assets and liabilities

recorded in the financial statements.

With reference to the derivatives to hedge exchange rate risk, an indication is given below of the estimated dates

of flows in U.S. dollars.

Notional amount in USD thousands

December 31, 2017 December 31, 2016
Due Collection Payment Collection Payment
Within 1 year - - 17,500
1 to 5 years - - -
Beyond 5 years - - -
Total - - 17,500

The following table presents the details of the IRS contracts entered into by the company:

Type of derivative Contract Contract | Duration Interest rate Notional M.T M

contract start date due date in years purchase S, | Ao | (s (in €

/000 /000)
IRS EUR(Intesa) 3/3/2017 | 6/30/2021 3.5 Euribor Fwd 6M | 0.2200% 5,107 EUR 21.0
IRS USD (Intesa) 3/3/2017 | 6/30/2021 3.5 Libor Fwd 6M 2.1600% 7,360 USD (12.0)
IRS EUR (BNL) 3/3/2017 | 6/30/2021 3.5 Euribor Fwd 6M | 0.2200% | 17,806 EUR 72.0
IRS USD (BNL) 3/3/2017 | 6/30/2021 3.5 Libor Fwd 6M 2.1600% 1,080 USD (2.0)
IRS EUR (Unicredit) | 3/3/2017 | 6/30/2021 3.5 Euribor Fwd 6M | 0.2200% 5,107 EUR 21.0
IRS USD (Unicredit) | 3/3/2017 | 6/30/2021 3.5 Libor Fwd 6M 2.1600% 7,360 USD (12.0)
88.00
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4. USE OF ESTIMATES AND ASSUMPTIONS

The preparation of the financial statements requires management to apply accounting principles and methods
which at times are based upon complex subjective judgments and estimates connected with past experience as
well as reasonable and realistic assumptions according to the relevant circumstances. The use of these estimates
and assumptions can affect the amounts reported in the financial statements, such as the statement of financial
position, the statement of comprehensive income and the statement of cash flows, in addition to the disclosure
provided. Such estimates and assumptions have an effect on the reported amounts in the financial statements
due to the uncertainty characterizing the assumptions and the conditions on which the estimates are based.
Actual results could differ, even significantly, from those estimates owing to possible changes in the factors
considered in the determination of such estimates. Those accounting policies which particularly require critical
judgments by management in making estimates and for which a change in the conditions underlying the

assumptions used could have a significant impact on the financial statements are briefly described below.

= Goodwill

In accordance with the accounting policies adopted for the preparation of the financial statements, goodwill is
tested annually for any impairment that requires recognition in the income statement. The test specifically
requires the allocation of goodwill to cash-generating units and the subsequent determination of the recoverable
amount, being the higher of the fair value and the value in use. When the value in use is lower than the carrying
amount of the cash-generating unit, an impairment of goodwill should be recognized. The allocation of goodwill
to the cash-generating unit and the determination of the value in use require the use of estimates that depend
upon subjective judgments and factors which over time could be different from management’s estimates and

have consequent effects that could be significant.

= Impairment of property, plant and equipment and intangible assets

Property, plant and equipment and intangible assets are tested for any impairment that requires recognition of an
impairment loss, whenever there are indications that the carrying amount through use may not be recoverable.
Verification of the existence of such indications requires management to exercise subjective judgment based on
information available internally and from the market and from historical experience. Moreover, whenever an
impairment may exist, the company determines the impairment loss on the basis of appropriate measurement
techniques. The proper identification of the factors indicating that an impairment may exist and the estimates

used depend on factors which could vary over time and affect management’s judgments and estimates.

= Depreciation of property, plant and equipment

Depreciation of property, plant and equipment constitutes a significant cost for the company. The cost of
buildings, plant and machinery is depreciated over the estimated useful lives of the assets on a straight-line
33

This Consolidated Full Year Financial Report has been translated into English solely for the convenience of the international reader.
In case of discrepancies, the Italian language document is the sole authoritative and universally valid version.



basis. The economic useful life of these assets is determined by management when the assets are purchased; it is
based on the historical experience of similar assets, market conditions and anticipation of future events which
could have an impact on the useful life, including changes in technology. Therefore, the effective economic life
could differ from the estimated useful life. The company periodically reviews technological and sector changes,
evaluates decommissioning costs and the recoverable amount in order to update the residual useful life. This
periodical update could entail a change in the period of depreciation and therefore a change in the depreciation

charge of future years.

= Deferred taxes

Deferred tax assets are recognized on the basis of expectations of future earnings. The estimate of future
earnings for purposes of the recognition of deferred taxes depends on factors which could vary over time and

significantly affect the amount of deferred taxes.

= Provisions

Accruals are made to provisions for probable liabilities relating to disputes with employees, suppliers, third
parties and, generally, the expenses which the company might be obliged to incur for obligations undertaken in
the past. These accruals also include an estimate of the liabilities which could arise from disputes concerning the
terms of fixed-term labor contracts used in the past, mainly for delivery activities. The determination of such
accruals requires the assumption of estimates which depend on the current knowledge of factors which could
change over time and which could produce effects that differ from the final outcomes estimated by management

in preparing the financial statements.
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5. Property, plant and equipment

Movements in Property, plant and equipment in 2017 are as follows:

January 1, Increases | Translation differences | December 31,

(in € thousands) 2017 Depreciation Reclassifications. Decreases / Utilization 2017
Historical cost
Land and buildings 68,582 153 0 0 68,735
Plant and machinery 12,515 95 0 (5) 12,605
Industrial equipment 731 189 0 920
Office furniture and equipment 4,912 245 0 (57) 5,101
Motor vehicles and internal transportation 644 0 5 (404) 245
equipment
Cell phones 13 3 0 0 16
Assets under construction and payments on 79 57 0 0 136
account
Total 87,476 741 5 (465) 87,757
Accumulated depreciation
Land and buildings 44,335 2,532 0 0 46,867
Plant and machinery 11,874 131 0 (4) 12,001
Industrial equipment 592 140 0 0 732
Office furniture and equipment 4,481 141 0 (56) 4,566
Motor vehicles and internal transportation 546 45 0 (387) 204
equipment
Cell phones 12 ! 0 0 13
Assets under construction and payments on 0 0 0 0 0
account
Total 61,840 2,989 0 (447) 64,382

25,636 (2,248) 5 (18) 23,374

Net carrying amount

Increases during the year mainly refer to the purchase of machinery for the manufacture of products, generic and

specific plant as well as sundry laboratory equipment.

5.1 Leases

Assets acquired under finance lease contracts entered into by Intercos S.p.A. are included in the respective

classes of property, plant and equipment. The following table gives the details of these assets, mainly referring

to motor vehicles, and a comparison with the prior year:
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At December 31, 2016 At December 31, 2017

] Accumulated Net carrying Capitalized Accumulated Net carrying
(in € thousands) Capitalized cost depreciation amount cost depreciation amount
Other assets 773 (647) 126 773 (696) 77
TOTAL 773 (647) 126 773 (696) 77

As required by IAS 17, disclosure is provided on the total future minimum lease payments at the end of the year,
which total €73 thousand, divided as follows: €39 thousand within 12 months and €34 thousand between one
and five years. There are no amounts due beyond five years. Lease installments recorded as expenses during the

year total €6 thousand.

6. Intangible assets

Movements in Intangible assets in 2017 are as follows:

(in € thousands) January 1, 2017 Increases Disposals Reclassifications Amortization December 31, 2017
Development costs 12,806 463 655 (3,981) 9,943
Patent and software rights 3,649 842 106 (1,253) 3,344
Concessions and licenses 929 255 0 (282) 902
Assets under development 2,820 4,857 (761) 0 6,916
TOTAL 20,204 6,418 0 0 (5,516) 21,106

The increase in Development costs for products is described under the comments on Assets under development,
as the projects begun in 2017 will be completed in the next years. Amortization is expected to be taken over five
years. The capitalization of the research projects includes, according to the provisions of IAS 23, a proportional
amount of borrowing costs; the standard provides for this possibility also in the case of financing not
specifically earmarked for the manufacture or purchase of a specific asset, thanks to the application of a
capitalization rate to the expenses incurred. The rates used are 3.76% for investments made in 2012, 4.08% for
those in 2013, 5.29% in 2014, 3.98% in 2015, 4.01% in 2016 and 3.17% in 2017.

The increase in Patent and software rights for a total of €842 thousand refers to €390 thousand for expenses
sustained in the development of the SAP software applications package, BPM and Hyperion, €70 thousand for
the development of the Devex system used for R&D, €112 thousand for the development of software for the

“Price Excellence” project, in addition to €103 thousand for expenses incurred to file patents.
Development costs total €9,943 thousand at December 31, 2017 and refer to the following R&D projects:

- “Exclusive Materials” project, year 2014, unamortized amount €1,180 thousand; remaining period of

amortization: 1.3 years;
- “Back Injection” project, year 2014, unamortized amount: €574 thousand; remaining period of amortization:
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1.7 years;

- “Nails” project, completed in 2015, unamortized amount: €573 thousand; remaining period of amortization:

2.7 years;

- “Slurry” project, completed in 2015, unamortized amount: €715 thousand; remaining period of amortization:

2.9 years;

- “Cotti” Back Injection project, completed in 2016, unamortized amount €2,528 thousand; remaining period of

amortization: 3.6 years;

- “Future Cushion” project, also completed in 2016, unamortized amount: €295 thousand; remaining period of

amortization: 3.5 years;

- “Shielded Lakes” project, completed in 2016, unamortized amount €927 thousand; remaining period of

amortization: 3.5 years;

- “Markers” project, completed in 2016, unamortized amount €1,101 thousand; remaining period of

amortization: 3.2 years;

- “Prisma Wave” project, completed in 2016, unamortized amount €382 thousand; remaining period of

amortization: 3.2 years;

- “Biomimicry” project, completed in 2016, unamortized amount €656 thousand; remaining period of

amortization: 3.2 years;

- “Ogive in silicone” project, completed in 2017, unamortized amount €319 thousand; period of amortization:

4.6 years;

- “Nail Polish Film Formers” project, completed in 2017, unamortized amount €693 thousand; period of

amortization: 4.5 years.

The increase in Assets under development of €4,857 thousand is divided into: (1) €4,691 thousand for
uncompleted R&D projects and (2) for the difference, €42 thousand for uncompleted projects related to the
“Hyperion” system to improve the Group’s data consolidation system and €143 thousand for the Devex system

used for R&D. The increase during the year refers to:

1) €562 thousand for the “Sharpenable Pencils” project begun in June 2016 and still in progress at the end of

2017. The objective is the research of new raw materials compatible with isododecane;

(i1) €965 thousand relating to the “Diplaticoni” project begun towards the end of the second quarter of 2016 and
still in progress at the end of 2017. The objective is to obtain a family of new eco-sustainable cosmetic raw

materials;

(iii) €536 thousand relating to the “PLA in powder” begun in 2016 and still in progress at the end of 2017. The

objective is the development of biodegradable polymers;

(iv) €231 thousand relating to the “Patch” project. The objective is the development of a cosmetic patch;
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(v) €470 thousand relating to the “CNR” project begun during 2016 and still in progress at the end of 2017. The
objective is the development of ceramic materials;

(vi) €227 thousand relating to the “Unconventional Emulsion” project begun in 2017. It consists in the
revolution of the structure/composition of make-up and skin care products through the use of innovative

ingredients to improve sensorial perceptions;

(vii) €286 thousand relating to the “Magic of Color” project begun in 2017. The objective is the creation of

color without using traditional colorants;

(viii) €717 thousand relating to the “Intercos Wave ” project begun in 2017. The objective is the development

of a new film former;

(ix) €440 thousand relating to the “Sensorial transformation” project begun in 2017. The objective is to focus

on the sensoriality of the products;

(x) €79 thousand relating to the “Termo silicone” project begun in 2017. The objective is the development of

new silicone formulations for the manufacture of ogives;

(xi) €171 thousand relating to the “Ogives vs Isododecane” project begun in 2017. The objective is the

development of new silicone formulations resistant to isododecane.

For capitalized projects, management carefully assesses their expected economic benefits and the benefits

obtained over the course of their useful life, testing for any onset of impairment.

Additional details on R&D are discussed in the Directors’ Report on Operations under profit and financial

performance and important factors significantly affecting operating performance in 2017.
7. Goodwill

Movements in Goodwill are as follows:

(in € thousands) January 1, 2017 Change during the year December 31, 2017

Goodwill 33,654 - 33,654

Goodwill is tested annually for impairment.

For purposes of impairment testing, the goodwill of €33,654 thousand was allocated to the Make-up Cash-
Generating Unit (CGU).

The impairment test was developed on the basis of the plan drawn up by company management and updated for
the period 2018-2021.

The impairment test was conducted by comparing the total carrying amount of goodwill and the aggregate net
assets able to independently produce cash flows (CGU), to which goodwill can reasonably be allocated, with the

higher of the value in use of the CGU and the recoverable amount through sale. In particular, the value in use
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was determined using the discounted cash flow method by discounting to present value the operating flows from
the profit and financial projections based on assumptions included in the plan approved by management. The
valuation model determines the value in use as the sum of operating cash flows (defined as gross operating
margin net of implicit income tax on operating profit, and also changes in net working capital, changes in
employee severance indemnities and acquisitions and disposals of fixed assets) for each year of the plan. The
cash flows were discounted at a WACC rate of 7.5% for the Make-up CGU (9.1% at December 31, 2016). The
terminal value was determined by applying a perpetual growth factor that is basically representative of the

expected inflation rate of 2% to the operating cash flows for the last year of the normalized plan.

No impairment losses on the carrying amount of goodwill resulted from the impairment tests conducted at
December 31, 2017 as the value in use determined for the CGU identified was higher than the relative carrying

amount. In the same manner, the sensitivity analyses carried out did not show any impairment losses.
8. Investments in subsidiaries

Movements in Investments in subsidiaries are as follows:

(in € thousands) December 31, 2017
Beginning balance 107,304
Revaluations 0
Impairments 0
Disposals 0
Acquisitions — Share capital increases 71,597
Total 178,901

Details and movements in Investments in subsidiaries during the year are as follows:

(in € thousands) 1/1/2017 Revaluations  Impairments Acquisitions  Disposals 12/31/2017
Intercos Europe S.p.A. 32,418 0 0 0 0 32,418
Cosmint Group S.p.A. 0 0 69,601 0 69,601
Kit Productions S.r.l. 7 0 0 0 7
Marketing Projects S.r.1. in liquidation 40 0 0 0 40
Ager S.r.l. 102 0 0 0 102
Drop Nail S.r.l. 2,181 0 0 0 0 2,181
Intercos America Inc. 24,729 0 0 0 0 24,729
Intercos do Brasil 9,595 0 0 0 0 9,595
Intercos Paris S.a.r.l. 188 0 0 0 0 188
Intercos UK Ltd 580 0 0 0 0 580
CRB S.A. 15,544 0 0 0 0 15,544
Hana Co. LTD 0 0 0 0 0 0
Intercos Concept S.r.l. 360 0 0 0 0 360
Intercos Asia Pacific Limited 21,562 0 0 1,996 0 23,558
Total 107,304 0 0 71,597 0 178,901

During the course of the year, the company finalized acquisition and sale transactions. Additional details are
provided under “Significant events in 2017”. No indicators of impairment were identified in relation to the

carrying amount of investments, as can be seen in the following table:
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(in € thousands) Carrymg

amount % holding Equity Change
Intercos Europe S.p.A. 32,418 100% 54,502 22,084
Cosmint Group S.p.A. 69,601 100% 10,910 (58,691)
Kit Productions S.r.1. 7 70% 1043 1,036
Marketing Projects S.r.l. in liquidation 40 100% 372 332
Ager S.r.l. 102 76% 1,116 1,014
Drop Nail S.r.l. 2,181 60% (75) (2,106)
Intercos America Inc. 24,729 100% 7,940 (16,789)
Intercos do Brasil 9,595 100% 4,031 (5,564)
Intercos Patis S.a r.l. 188 100% 712 524
Intercos UK Ltd 580 65% 2,577 1,997
CRB S.A. 15,544 100% 13,535 (2,009)
Intercos Concept S.r.l. 360 100% 193 (167)
Intercos Asia Pacific Limited 23,556 100% 25,284 1,728
Total 178,901 122,140 (56,761)

As for the subsidiaries CRB S.A., the newly-acquired Cosmint Group and Intercos America Inc., which show
negative changes, the economic plans of the companies indicate good future profitability which will make it
possible to close the current gap between the carrying amount of the investments and the corresponding share of
net equity. It should also be noted that the company CRB S.A. paid dividends in 2017 of €4,571 thousand.

Concerning the negative changes in the subsidiaries Intercos do Brasil, Drop Nail S.r.I. and Intercos Concept
S.r.l., these companies are still in the start-up stage and a multi-year plan has been drawn up which indicates a
good recovery of profitability.

9. Deferred tax assets

Deferred tax assets amount to €1,487 thousand at December 31, 2017, with an increase of €126 thousand
compared to December 31, 2016. The calculation of deferred tax assets takes into account the reduction in the
IRES tax rate from 27.5% to 24%, starting from the year 2017, as established by Law 208 of December 28,
2015 (Stability Law 2016).

The following table gives details according to the source of deferred tax assets at December 31, 2017 and 2016.

(in € thonsands) 12/31/2017 12/31/2016
Description Taxable Ires Irap Taxable Ires Irap
Exchange losses 5,889 1,414 - 5,458 1,310 -
Provisions 156 37 - 128 31 -
Directors’ compensation not paid during the year 18 4 - - - -
Difference on employee severance indemnity 44 11 - 84 20 -
Other 87 21 - - - -
Total 6,194 1,487 - 5,670 1,361 -

The company, at this time, also in light of the budgets forecasting future earnings approved by the board of
directors, believes that it can generate taxable income sufficient to recover the deferred tax assets recorded in the

financial statements.
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10. Other non-current assets

Details of Other non-current assets at December 31, 2017 and 2016 are as follows:

December 31,
(in € thousands) 2017 2016
VAT 2009 refund receivable 2,300 2,300
Interest on VAT receivables 147 147
Security deposits 100 121
Other receivables 513 907
Total 3,059 3,475

The VAT refund receivable relating to the year 2009 is shown as non-current as it is believed that settlement

will not take place in 2018.

Other receivables include the interest-bearing receivable to be collected on the sale in 2013 of the investment in
the Malaysian company, Intercos Asia Pacific. According to the underlying contractual agreements, the above
receivable will be collected after 2018 and, more precisely, the plan calls for extinction in July 2019. The
receivable is for USD 615 thousand, or an equivalent amount of €460 thousand, which includes an exchange

difference of €53 thousand.
11. Trade receivables

Details of Trade receivables at December 31, 2017 and 2016 are as follows:

December 31,

(in € thousands) 2017 2016
Receivables from third parties 272 295
Receivables from Group companies 37,614 24,246
Total 37,886 24,541

Additional details on credit risk are described in the introduction to the notes under “Risk Management”.

12. Taxes receivable

December 31,

(in € thousands) 2017 2016
VAT receivable of the year 722 187
IRES receivable 2007 ex Legislative Decree 201/2011 422 422
IRAP receivable - 110
Other taxes receivable 1,044 1,678
Total 2,188 2,397

The IRES receivable 2007 ex Legislative Decree 201/2011 refers to an application filed by the company after

recalculating the IRES tax following the recognition IRAP taxes deductibility (relating to the labor cost
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component); it takes into account the results of the new calculation for the subsidiaries that had adhered to the
tax consolidation for that year. It is believed that the reimbursement will be obtained in 2018 and therefore the

receivable is classified as current.
IRAP receivable refers to advances paid in excess of the tax due for the year.

Other taxes receivable include withholding taxes on royalties and commissions earned in 2017 of €357

thousand and in prior years of €99 and the tax on research and development of €588 thousand.
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13. Other current assets

Details of Other current assets at December 31, 2017 and 2016 are as follows:

December 31,

(in € thousands) 2017 2016
Receivables from subsidiaries under the tax consolidation 2,575 8,404
Sundry receivables 412 47
Accrued income and prepaid expenses 409 175
Advances to employees 218 0
Total 3,616 8,626

Receivables from subsidiaries under the tax consolidation include:

e the IRES receivable from the subsidiary Intercos Europe S.p.A. of €2,405 thousand on the 2017 IRES
settlement;

o the IRES receivable from the subsidiary Ager S.r.l. of €11 thousand on the 2017 IRES settlement;

e the IRES receivable from the subsidiary Kit Productions S.r.l. of €82 thousand on the 2017 IRES

settlement;

o the IRES receivable from the subsidiary Intercos Concept S.r.l. of €78 thousand on the 2017 IRES

settlement;

Sundry receivables amounting to €412 thousand mainly refer to €57 thousand of advances from suppliers and
€355 thousand of receivables from the subsidiaries Intercos Europe S.p.A. and Cosmint S.p.A. for their share of

the loan expenses.

Accrued income and prepaid expenses at December 31, 2017 include prepaid rent, insurance, utilities and

rentals for a total of €409 thousand.
14. Loans receivable from Group companies — short-term

Details of Loans receivable from Group companies — short-term at December 31, 2016 and at December 31,

2017 are as follows:

(in € thousands)

December 31, 2016 Within 12 months Beyond 12 months Total
Intercos Asia Pacific 1,423 - 1,423
Intercos Europe S.p.A. 13,000 - 13,000
Drop Nail S.r.1. 880 - 880
Intercos do Brasil 2,419 - 2,419
Intercos Technology Co. Ltd 949 - 949
Intercos America Inc. 30,263 - 30,263
Total 48,934 - 48,934
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(in € thousands)

December 31, 2017 Within 12 months ~ Beyond 12 months Total
Intercos Asia Pacific 5,419 - 5,419
Intercos Europe S.p.A. 5,000 - 5,000
Drop Nail S.r.l. 1,230 1,230
Intercos do Brasil 1,918 1,918
Intercos Technology Co. Ltd 834 - 834
Intercos America Inc. 26,599 - 26,599
Total 41,000 - 41,000

The company, in its role as the coordinator of the financial resources of the Group, extends interest-bearing

loans to subsidiaries in order to optimize their resources, according to need.

During 2017, loans were extended to:

the subsidiary Intercos Asia Pacific for USD 1,500 thousand, corresponding to €1,423 thousand and
USD 5,000 thousand, corresponding to €4,314 thousand, which includes an exchange difference of
€233 thousand,;

Intercos do Brasil for USD 2,300 thousand, corresponding to €2,071 thousand, with an exchange
difference of €153 thousand;

Drop Nail S.r.l. for €1,230 thousand. In particular, a part of the loan was extended beyond the natural

due in 2017 by one year and new loans were taken out during the year for €300 thousand;

the company extended by one year the loan receivable from Intercos America of USD 31,900 thousand,

equal to €28,944 thousand, with an exchange difference of €2,345 thousand;

the subsidiary Intercos Europe repaid €8,000 thousand during the year, bringing the loan receivable

balance to €5,000 thousand and, at the same time, extending the maturity date by another year.

15. Cash and cash equivalents

Details of Cash and cash equivalents at December 31, 2017 and 2016 are as follows:

December 31,

(in € thousands) 2017 2016
Bank and postal deposits 20,765 15,891
Cash on hand 18 21
Total 20,783 15,912

Cash and cash equivalents are available and can be used immediately; at this date there are no restricted cash

balances.

A complete financial analysis is presented in the statement of cash flows.
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16. Equity
Equity amounts to €115,753 thousand (€99,111 thousand at December 31, 2016).
The composition and changes in equity are presented in the statement of changes in equity.

Share capital

At December 31, 2017, share capital is fully subscribed to and paid in and equal to €10,818,377 (with a total
share premium of €62,395,860).

On July 28, 2017, the Intercos S.p.A. shareholders’ meeting passed a resolution to increase share capital from
€10,710,193 to €10,818,377 by issuing 922,423 Class C shares, with the consequent division of share capital
into 92,242,293 shares.

Following the adoption of the new bylaws, by resolution of the extraordinary shareholders’ meeting on October
16, 2017, it was decided to convert 10,852,035 Class A and 8,139,026 Class B shares into 18,991,061 Class D

shares owned by the new shareholder The Innovation Trust.

The following table presents the situation at December 31, 2017 and 2016:

December 31, 2017 December 31, 2016
Class A shares - number 40,976,231 51,624,356
Class B shares - number 31,128,518 39,267,544
Class C shares - number 1,146,483 427,970
Class D shares - number 18,991,061 -
Total share capital in euros 10,818,377 10,710,193

Without prejudice to what is stated in the bylaws with regard to voting rights, the Class A, Class B, Class C and
Class D shares all have the same rights and can be transferred by acts between living persons and by succession
due to death, with effect on the company pursuant to law.

Subject to the provisions of art. 2428 of the Italian Civil Code, note should be taken that the company neither
holds nor has purchased or sold shares during the course of the year under examination, not even through
fiduciaries or trustees.

The following table summarizes the individual items of equity according to their source:

Nature/Description Balance at

(in € thonsands) December 31, 2017 Possibility of utilization
Share capital 10,818

Share premium reserve (*) 62,396 A,B,C

Other reserves (¥) (**) (208)

Legal reserve 2,142 B

Retained earnings 23,996

Profit for the year (*) 16,609 A, B, C

Equity at 12/31/2017 115,753

A: Available for capital increases

B: Available to cover losses

C: Distributable to shareholders

(*) Pursuant to art. 2431 of the Italian Civil Code, the entire amount of this reserve may be distributed only on condition that the legal
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reserve has reached the limit established by art. 2430 of the Italian Civil Code.
(**) This refers to the reserve formed in respect of the higher or lower value attributed to the employee severance indemnities
remeasured in accordance with IAS 19.

17. Borrowings from banks and other lenders — non-current

In 2015, Intercos S.p.A. had obtained the following new loans: (1) a bond of €120 million maturing after seven
years from issue at a fixed rate of 3.875% and (2) a new loan contract of €80 million due at the end of 2020 at a
lower variable rate than the old loan agreement (variable rate at the 1-month, 3-month and 6-month
Euribor/Libor and a spread of between 1.5% and 2.65%).

The bond is listed on the Irish Stock Exchange and was initially subscribed to by institutional investors. The

new loan agreement was signed with Banca IMI S.p.A. and Unicredit S.p.A.

In the early months of 2017, in order to obtain the best banking terms on the market, the company negotiated
certain amendments to the €80 million loan contract with the syndicate of banks. As a result, the loan maturity
date was further extended to December 31, 2021 and a new and better interest rate was obtained, indexed to the
performance of the EURIBOR or the LIBOR for the USD tranche. Moreover, the company negotiated
amendments to certain terms and conditions of the €120,000 thousand non-convertible bonds, moving the
maturity date to March 28, 2023 and obtaining a better fixed rate at 3.25% instead of the previous 3.875%.

The new loan contract modified the economic terms of the loan, in addition to several contract clauses relating

to the change of control and financial covenants.

The following table provides details of medium/long-term debt outstanding at December 31, 2017 together with

the relative due dates:

Nominal Financial Internal rate Debt

Description Rate . Due date
amount expenses of return discounted
Bond (Fixed rate) 3.250% 120,000,000 3,687,791 3.719% 120,322,657 March 28, 2023
Intercos EUR Euribor 6m + Spread 9,683,450 243,984 1.759% 9,552,782 December 31, 2021
Intercos USD Libor $ 6m + Spread 11,637,016 346,853 3.314% 11,457,500 December 31, 2021
Tranche A2 Euribor 6m + Spread 15,067,753 134,946 1.504% 14,965,893 December 31, 2021
Revolving line Euribor 6m + Spread - 533,345 W (268,467) December 31, 2021
Tranche B1 Euribor 6m + Spread 30,000,000 592,125 2.198% 29,473,119 December 31, 2021
Tranche B2 Euribor 6m + Spread - 197,375 Wffffj}; (178,665) December 31, 2021
186,388,219 5,736,419 185,324,819

The internal rate of return is the rate used for IAS 39 measurements on the loans shown in the table.

(in € thousands) Due date

Description Short-term Long-term
Bond (fixed rate) 2,970,411 117,352,246
Intercos EUR 1,461,653 8,091,129
Intercos USD 1,738,680 9,718,820
Tranche A2 2,274,378 12,691,515
Revolving line (67,071) (201,396)
Tranche B1 - 29,473,119
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Tranche B2 (44,636) (134,029)

8,333,415 176,991,404

Financial payables are secured by collateral (pledges and special liens) as better described in the Note on

Guarantees and other commitments.

Details of Borrowings from banks and other lenders with an indication of the relative due dates are provided in
the following table:

December 31, 2016

TOTAL
(in € thonsands) Within 1 year 1 to 5 years Beyond 5 years December 31, 2016

Banca IMI and Unicredit loan 2,228 23,232 25,460

Bond 3,542 17,708 100,166 121,416

Debt under Law 46/Mediocredito 122 0 122

Finance leases payable 31 81 112

Medium/long-term debt 5,922 41,021 100,166 147,109

Bank overdrafts and advance accounts 10,330 0 0 10,330

Fair value derivatives 447 0 0 447

Short-term debt 10,777 0 0 10,777

Total 16,700 41,021 100,166 157,887
December 31, 2017

TOTAL

(in € thousands) Within 1 year 1 to 5 years Beyond 5 years December 31, 2017
Banca IMI and Unicredit loan 5,401 59,639 0 65,040
Bond 2,970 14,852 102,462 120,285
Other financial payables 25,658 0 0 25,658
Finance leases payable 39 34 0 73
Fair value derivatives 87 0 0 87
Medium/long-term debt 34,156 74,525 102,462 211,143
Bank overdrafts and advance accounts 0 0 0 0
Short-term debt 0 0 0 0
Total 34,156 74,525 102,462 211,143

The total includes other financial liabilities of €25,658 thousand for the most part referring to the payment of the
deferred purchase price on the Cosmint Group S.p.A. investment, as better described under Significant events in
2017.

The loan carries financial covenants calculated on the basis of the consolidated financial statements. These

covenants can be summarized as follows:

1. Net financial position / EBITDA
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2. EBITDA / Net financial expenses

3. Available cash flows / Debt service *

The calculations made indicate these financial covenants have been complied with for the ended December 31,

2017.

18. Provisions

Movements during the year in Provisions are as follows:

(in € thousands) December 31, 2017 December 31, 2016
Beginning balance 133 66
Accrual 30 100
Utilization @) (33)
Ending balance 161 133

The accrual for the year of €30 thousand refers to the best possible estimate regarding a probable dispute over

customs duties.

19. Deferred tax liabilities

Deferred tax liabilities amount to €4,938 thousand, with a decrease of €918 thousand compared to the prior year.

For a better understanding, details of the temporary differences which gave rise to the calculation of deferred

income taxes are provided in the following table; account was taken of the reduction in the IRES tax rate from

the current 27.5% to 24%, starting from the year 2017, as established by Law 208 of December 28, 2015

(Stability Law 2016).

Description December 31, 2016 December 31, 2017

(in € thousands) Taxable Ires Irap  Taxable Ires Irap
Differences on depreciation 12,754 3,061 497 13,965 3,352 545
PPE revaluation 677 163 26 889 213 35
Exchange gains 4,661 1,119 - 6,793 1,630 -
Elimination of tax effect on PPE 300 72 - 339 81 -
Total 18,392 4,415 523 21,986 5,276 580
20. Employee benefit obligations
Movements during the year in Employee benefit obligations are as follows:

(in € thousands) December 31, 2017 December 31, 2016
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Beginning balance 1,213 1,268
Actuarial gains (losses) 1 39
Utilizations (21) (185)
Interest cost 21 21
Transfers (1) 70
Ending balance 1,213 1,213
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The following sensitivity analysis was performed to illustrate the effects on profit produced by an

increase/decrease in the main assumptions used on the data at December 31, 2017.

Deferred Benefit Obligation at December 31, 2017

Inflation rate +0.25% 1,225
Inflation rate -0.25% 1,201
Discount rate +0.25% 1,194
Discount rate -0.25% 1,232
Turnover rate +1% 1,210
Turnover rate -1% 1,215

The following table presents the main assumptions used in determining the actuarial cost to be accrued for

Employee benefit obligations at December 31, 2017.

December 31, 2017 December 31, 2016

Discount rate 1.61% 1.62%
Annual inflation rate 1.50% 1.50%
Annual rate of increase in employee severance indemnities 2.62% 2.62%
Annual rate of increase in salaries 1.50% 1.50%

The annual discount rate used to calculate the present value of the obligation was determined on the basis,
consistently with IAS 19, paragraph 78, of the IBoxx Eurozone Corporate A Index for durations of more than 10

years (in line with the collective duration).

A breakdown of the headcount at December 31, 2017 and at December 31, 2016 is as follows:

Headcount at Headcount at
December 31, 2017 December 31, 2016
Executives 13 18
Mid-level managers and white-collars 194 167
Blue-collars 22 20
Total 229 205
Additional details are as follows:
Headcount Headcount Headcount

2015 2016 2017
Employees at January 1 190 193 210
Employees at December 31 193 205 229

Of whom
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Permanent 189 196 212

Fixed term 4 9 17

Total 193 205 229

During the year, there were no deaths or accidents in the workplace which caused serious injury to personnel.

The company has not been charged with harming the environment nor has it received fines or penalties in this
regard.

21. Borrowings from banks and other lenders — current
Details on Borrowings from banks and other lenders — current are presented in Note 17.
22. Loans payable to Group companies — short-term

Loans payable to Group companies — short term total €8,194 thousand. Details are as follows:

(in € thousands) December 31, 2017 December 31, 2016
Ager S.r.l. 1,000 1,000
Kit Production S.r.1. 350 350
Intercos America Inc. 6,844 7,838
Total 8,194 9,188

With particular reference to the subsidiary Intercos America Inc., the amount of €6,844 refers to the January 20,
2015 soft cash pooling transaction. This transaction involves the bank accounts to which Intercos America has
title and calls for an end-of-day sweep of liquidity exceeding USD 500 thousand on its bank accounts in favor of
Intercos S.p.A. The liquidity is automatically taken from the account and invested overnight and in the morning
of the next working day the overnight investment is closed and re-credited to the original accounts. This is
called a sweep back. Intercos America’s payable therefore records the same cash as the cash pooling account at
the date of December 31, 2017.

As for the other loans, the positions have remained unchanged although the various due dates have been

extended.

23. Other financial payables

For details of Other financial payables, reference should be made to Note 17.
24. Trade payables

Trade payables at December 31, 2017 and December 31, 2016 are as follows:

December 31,
(in € thousands) 2017 2016
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Trade payables to third party suppliers 3,986 3,411

Trade payables to Group companies 2,466 2,159
Total 6,453 5,570
52
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25. Other payables

Details of Other payables at December 31, 2017 and 2016 are as follows:

December 31,
(in € thousands) 2017 2016
Taxes payable 3,704 7,039
Payables to employees 3,201 3,040
Social security agencies payable 1,088 1,041
Payables to tax authorities for withholdings 830 727
Accrued liabilities 48 53
Payables to subsidiaries for tax consolidation 408 1,146
Payables to subsidiaries 0 0
Sundry payables 9,919 1
Total 19,197 13,046

Taxes payable includes €3,311 thousand of IRES taxes for the year payable to the tax authorities under the tax
consolidation, €143 thousand of IRAP taxes for the year, and €250 thousand of prior years’ taxes in conjunction
with the dispute settled with the financial police, as better described under Significant events in 2017.

Payables to employees and Social security agencies payable mainly comprise €636 thousand for amounts due at
December 31, 2017 paid at the beginning of the following year, €240 thousand for compensation and related
social security contributions, €1,399 thousand for the employee incentive plan and €494 thousand for related
social security contributions, €797 thousand for vacation pay accrued and not used and €218 thousand for
related social security contributions, €296 thousand for accrued compensation for the 14" month salary, €76

thousand for employee expense reports and €136 thousand for various social security agencies.

Payables to tax authorities for withholdings refer to IRPEF withholding taxes on employee compensation of

€807 thousand and withholding taxes on self-employed compensation for the remaining €23 thousand.
Accrued liabilities include mainly interest of €40 thousand.

Sundry payables refer entirely to the earn-out on the acquisition of Cosmint Group S.p.A., as better described

under Significant events in 2017.

Payables to subsidiaries for the tax consolidation of €408 thousand include the receivables for IRES transferred

by the subsidiaries below and referring to the following:

(in € thousands)
Description IEte;cos Marketing Drop
lsl 0};: Projects S.r.l.  Nail S.r.l.  Vitalab S.r.l.  Total
P2 in liquidation
Reimbursement ex Legislative Decree 201/2011 212 7 0 0 219
0 10 113 189
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Settlement 2017 66

Total 212 17 113 66 408

With regard to the applications filed under Legislative Decree 201/2011 for the years 2007-2008-2009-2010-
2011 in which the tax consolidation procedure was adopted, Intercos S.p.A., as the consolidating company,
recorded in intercompany payables the receivable positions arising from the recalculation of IRES of the
subsidiaries which had adhered to the tax consolidation for each of those years. The decrease of €667 thousand
compared to the end of the prior year is due to the utilization, on presentation of Form CNM/2017, of the
remaining tax loss carryforwards that the applications filed by Intercos Europe S.p.A. and Marketing Projects

S.r.l.in liquidation had contributed at one time.
25 bis. Guarantees and other commitments

Guarantees provided refer to sureties, guarantees and pledges provided by the company, on its behalf and on

behalf of the subsidiaries.

On behalf of Intercos S.p.A.:

The following pledges and guarantees were provided to guarantee the March 24, 2015 bank loan:

1) in favor of Banca IMI, syndicate of banks and bondholders, the following pledges and liens were provided as

collateral on the loan received and in compliance with the requirements of the ABI Code:
e pledge on Intercos Europe S.p.A. shares for €3,000 thousand;
e pledge on Cosmint S.p.A. shares for €50 thousand;
e corporate guarantee on overall borrowings and debt still due at the end of the year.
Among the most important guarantees provided to third parties at December 31, 2017 are the following:

e guarantee provided on behalf of the company Madina S.r.1. for an amount €2,000 thousand to guarantee
the transaction for the sale of the business segment put it place in 2012 by the subsidiary Marketing

Project S.r.l. in liquidation;

guarantee in favor of the Revenues Agency to guarantee the VAT receivable for the 2009 refund request

of €2,785 thousand, expiring on February 3, 2018;

guarantee in favor of the Revenues Agency to guarantee the VAT receivable for the 2010 refund request

of €1,513 thousand, expiring on November 30, 2018;

guarantee through a surety policy provided by HSBC Brazil in favor of the company owner of the
building where Intercos do Brasil has its manufacturing activities for BRL 800 thousand,

corresponding to €233 thousand;

guarantee on the lease contract of Intercos America Inc. for the commercial office in New York City at
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37th West 57th Street for USD 951 thousand, corresponding to €820 thousand;

e guarantee in the interests of Intercos America Inc. for the bank facility in favor of Intesa BCI for USD

1,400 thousand, corresponding to €1,207 thousand.

The following table details the pledges and liens received:

Amount in

Guarantor Beneficiary Type of guarantee Description euros Issue date Due
Pledge on Intercos

Dafe 3000 Class A shares €23,915,00 3/27/2015 | 3/28/2023
(203,910 shares)
Pledge on Intercos

Dafe 4000 Class A shares 3,454,297,00 | 3/27/2015| 3/28/2023

First pledge (i) on behalf of the bank | (29,452,874 shares)

syndicate to guarantee repayment of | Pledge on Intercos
Dafe 5000 the loan granted on March 24, 2015 (as | Class A shares 1,327,569,00 | 3/27/2015| 3/28/2023

Banca IMI and amended subsequently) and (ii) on (11,319,447 shares)

bank syndicate +

CPT bondholders behalf of the bondholders of the Pledge on Intercos
Beauty bonds issued on March 27,2015 (as | Class B shares 3,650,820,00 | 3/27/2015| 3/28/2023
Luxco amended subsequently) (31,128,518 shares)
Renato Pledge on Intercos
Semerari Class C shares €108,183,00 7/31/2017 | 3/28/2023
(922,423 shares)
Innovation Pledge on Intercos
Trust Class D shares 2,227,312,00 | 10/16/2017 | 3/28/2023

(18,991,061 shares)

26. Revenues

Intercos S.p.A.’s business, following the conferral operation that took place on September 30, 2011, is that of
the corporate holding company, retaining exclusive ownership of the buildings, trademarks and brands and
industrial patents, the equity investments in Italian and foreign companies, research and development and
strategic marketing activities and management of all the corporate financial and administration functions of the

Group. Bearing this in mind, the details of revenues in 2017 and 2016 are presented below:

(in € thousands) 2017 2016
Administrative services recharged to Group companies 24136 19,665
Income from royalties 20,413 16,915
Total revenues 44,548 36,580

The main item of revenues is composed of the services recharged by Intercos S.p.A., in its direction and
coordination function as the Group holding company, to its subsidiaries (for a total of €24,136 thousand). This
represents the consideration calculated on the basis of the Service Agreements entered into specifically to
govern the method of reallocating corporate services. Royalties, instead, include the consideration determined
on the basis of License Agreements specifically designed to regulate the method of reallocating license costs for

the use of the formulae archives by the subsidiaries.

Royalties are calculated on the net sales of the beneficiary company and also take into account the type of
products sold; the following expenses are excluded from the calculation of the net sales on which royalties are
calculated:
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e shipping and indirect taxes and duties recharged to the customer in the price of the product;
e products sold based on formulae developed by the customer;

e packaging.

27. Other income

Details of Other income in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Prior period income and sundry allowances 88 133
Insurance compensation 36 28
Rent income 1,554 1,633
Dividends 15,299 16,194
Other revenues 1,671 1,244
Gains on disposal of property, plant and equipment 64 9
Total 18,712 19,242

Prior period income mainly includes income on a settlement with a supplier concluded during the year.

Rent income of €1,554 thousand comes from the rent charged, starting from October 1, 2011, to Intercos Europe

S.p.A. on the portion of the Agrate Brianza and Dovera buildings used by the company for its operations.

Other revenues include €463 thousand of costs recharged for employees on secondment abroad, €620 thousand
of revenues from contracts with certain customers for collaboration on the subject of Innovation and €588
thousand for the recognition of the benefit deriving from the tax credit on research and development activities

during the current year.

The company as the parent received dividends of €15,299 thousand in 2017 from the following:

(in € thonsands) 2017 2016
CRB S.A. 4,571 5,140
Intercos Paris 500 200
Intercos Europe S.p.A. 10,000 10,000
Intercos UK 0 854
Ager S.r.l. 228 -
Total 15,299 16,194

28. Purchases of raw materials, semifinished products and consumables

Details of Purchases of raw materials, semifinished products and consumables in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Consumables 19 19
Purchase of samples and sample lines 720 719
Pilot molds and equipment 318 369
Total 1,057 1,107
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29. Costs for services and leases and rents

Details of Costs for services and leases and rents in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Shipping of samples and sample lines 445 393
Other shipping 52 35
Publicity costs 492 351
Sundry services 3,429 3,561
Maintenance 304 266
Sundry utilities 1,331 1,254
Legal and notary fees 37 188
Board of statutory auditors’ compensation 68 68
Consulting fees 1,990 1,918
Insurance 187 189
Royalties 168 156
Other costs 5,334 5,192
Total 13,837 13,570

Consulting fees include fees for services rendered by highly qualified technical-professional external specialists

and companies lending support in administration, tax, legal, 1T and technical areas (market research, sector

studies, etc.).

Sundry services are detailed as follows:

(in € thounsands) 2017 2016
Stationery and forms 18 18
Performance of services 239 274
Temp work.(service) 5 4
Sundry services rendered by subsidiaries 2,732 2,846
Laboratory analyses 275 362
Waste disposal 35 25
Other services rendered 126 33
Total 3,429 3,561

Sundry services rendered by subsidiaries include costs recharged by the subsidiaries, mostly for personnel

associated with corporate duties and responsibilities that are fulfilled by the subsidiaries, for Intercos S.p.A., in

accordance with the criteria established by existing contracts.

Other costs comprise the following:

(in € thousands) 2017 2016
Travel 1,757 1,627
Commercial information expenses 155 156
EDP 1,713 1,840
Rent 204 239
Rentals 407 304
Security service 91 92
Cleaning 253 252
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Employee-related 753 683

Total 5,334 5,192

30. Employee benefit expenses

Details of Employee benefit expenses in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Salaries and wages 11,245 10,635
Social security 3,259 3,091
Defined contribution plan costs 721 680
Temp work 47 47
Board of directors’ compensation 2,223 1,930
Coordinated and continual and occasional collaboration work 491 519
Other costs 334 27
Total 18,320 16,929
31. Accruals

The accrual of €30 thousand to the provision accounts refers to the best possible estimate regarding a probable

dispute over customs duties.

32. Other operating expenses

Details of Other operating expenses in 2017 and 2016 are as follows:

(in € thounsands) 2017 2016
Promotional expenses 213 0
Prior period expenses, sundry allowances 111 56
Sundry taxes and duties 313 316
Association membership dues 52 45
Motor vehicle expenses 6 8
Other costs 203 103
Total 898 528

Prior period expenses, sundry allowances, for the most part include revisions of accruals for costs referring to

the prior year.
Sundry taxes and duties consist of €257 thousand and €56 thousand for other sundry items.

Other costs include €14 thousand for magazines and books, €89 thousand for fines and tickets, €63 thousand for

contributions and gifts, €31 thousand for losses from theft and miscellaneous expenses of €6 thousand.
33. Capitalized internal construction costs

The total costs amount to €4,991 thousand and include the amounts capitalized for costs inherent to R&D

projects.
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Additional details are provided in Note 6 — Intangible assets.

34. Depreciation, amortization and impairment reversals (losses)

Details of Depreciation, amortization and impairment reversals (losses) in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Amortization of intangible assets 5,516 4,456
Depreciation of property, plant and equipment 2,983 3,011
Impairment of assets 0 212
Total 8,499 7,679

Additional information is provided in Notes 5 and 6 relating to Property, plant and equipment and Intangible

assets.

35. Valuation adjustments to financial assets

There were no valuation adjustments to financial assets in 2017.

36. Nonrecurring income (expenses)

(in € thounsands) 2017 2016
Nontecutring expenses (1,185) (688)
Nonrecurring income 0 1,210
Total (1,185) 522

Nonrecurring expenses are connected with the acquisition of the new investment, as better described under

Significant events in 2017.

37. Financial income

Details of Financial income in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Interest on loans to subsidiaries 2,314 2,423
Sundry interest 103 89
IRS fair value adjustment 23 15
Other financial income 0 0
Interest from the tax authorities 0 0
Total financial income 2,440 2,528

The most important item, interest on loans to subsidiaries, refers entirely to the remuneration on the various

loans receivable extended to subsidiaries, as better described in Note 14 — Loans receivable from Group
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companies — short term.

Exchanges differences are classified in financial expenses since the net balance in 2017 is a loss.

38. Financial expenses

Details of Financial expenses in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Interest on medium/long-term borrowings 4,070 5,355
Interest on short-term borrowings 54 184
Other interest 985 327
Interest on loans from subsidiaties 10 13
Financial expenses on m-/l-term debt 480 0
Banking fees and commissions 185 338
Total interest and financial expenses 5,784 6,241
Foreign exchange losses 1,059 3,664
Foreign exchange gains 1,785 (3,337)
Net foreign exchange differences 2,844 328
Total financial expenses 8,628 6,568

Interest on medium/long-term borrowings includes interest relating to medium/long-term debt and the

adjustment arising from the application of IAS 39 relating to the measurement of loans.

Interest on loans from subsidiaries includes only the interest accrued during the year on the loans extended to

Intercos S.p.A. by the subsidiaries Ager S.r.l. and Kit Productions S.r.l.

39. Income taxes

Details of Income taxes in 2017 and 2016 are as follows:

(in € thousands) 2017 2016
Current income taxes 2,393 1,864
Deferred income taxes (918) (885)
Prior years’ taxes 266 (10)
Higher deferred tax assets (114) -
Total 1,627 969

Current income taxes include the tax charge in 2017 for IRAP taxes of €566 thousand and for IRES taxes of
€1,827 thousand.

For a better presentation of the effective current IRES and IRAP taxes, the income from the tax consolidation
with the subsidiaries was included in the Note on deferred taxes, which had an effect on the movements during

the year.

It should be noted that the calculation of income taxes has again been prepared in 2017 without taking into
account the presumed IRES and IRAP tax benefit deriving from the application filed by the company with the

Revenues Agency to elect the taxation regime based on income deriving from the use of intangible assets, the
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so-called Patent Box regime (pursuant to art. 1, paragraphs 37 to 45, of Law 190 of December 23, 2014). The
company applied to the Revenues Agency to be taxed under this regime on December 18, 2015. The company
also filed another application on December 30, 2015 to have an advanced ruling, in a discussion with the same
Agency, on the methods and criteria of calculation of the above income. However, this discussion is not yet
concluded. Therefore, it is not believed that certain and definite elements exist that would to date justify the

recording of deductions from taxable income that would possibly be included when the tax return is prepared.
With regard to deferred taxes, reference should be made to Notes 9 and 19.

Prior years’ taxes include €28 thousand of higher IRAP taxes and €12 thousand of lower IRES taxes that arose
upon preparing the respective tax returns relating to the prior year, in addition to €250 thousand of IRES and
IRAP taxes relating to the years 2012 to 2015 in conjunction with the settlement of the dispute with the financial

police as better described under Significant events in 2017.

The reconciliation between the theoretical and effective tax rate is as follows.

(in € thousands)

IRES

Pre-tax profit 18,235
Theoretical IRES (24%) 4,376
Temporary differences deductible in future years 12,730
Non-deductible costs 3,373
Temporary differences taxable in future years (10,119)
Reversal of temporary differences of prior years (1,147)
Other deductions and recoveries (*) (15,458)
Taxable income 7,614
IRES on taxable income (10%0) 1,827

(*) Of which €14,534 thousand refers to dividends collected during the year.

IRAP

Difference between production value and costs (net of dividends) 10,310
Theoretical IRAP (3.9%) 402
Costs not considered for IRAP purposes 4,210
Taxable for IRAP purposes 14,520
Irap (5.5%) 566

40. Actuarial gains (losses) on remeasurement of employee defined benefit plans

The remeasurement of employee defined benefit plans includes the actuarial gains and losses of €75 thousand

on the year-end measurement of employee severance indemnities in accordance with IAS 19.
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41. Related party transactions

Related party transactions do not qualify as either atypical or unusual but fall under the ordinary course of

business operations. Such transactions, when not concluded at standard conditions or dictated by specific laws,

are nevertheless carried out on an arm’s length basis.

The effects of related party transactions on the income statement for 2017 and the statement of financial position

at December 31, 2017 are as follows.

Transactions with Group companies, including joint ventures

Purchases of

Costs for

) Other raw r.nat.erials, services and Employee costs Financial Financial ..
(in € thousands) revenues semifinished leases and rent recharged expenses income Dividends
and income  products and and sundry
consumables costs
Kit Productions S.r.1. 36 0 0) 0 3) 0 0
Intercos Europe S.p.A. 25,611 (156) 1,157) 0 0 301 10,000
Drop Nail S.r.l. 130 0 (222 0 0 43 0
Vitalab S.r.1. 31 0 0 0 0 0 0
CRB Benelux BV 0 0 (300) 0 0 0 0
Intercos Do Brasil 1 0 0 0 0 137 0
Intercos UK Litd. 79 0 0 0 0 0 0
Intercos Paris S.a r.l. 268 0 0 0 0 0 500
Intercos Marketing Ltd 0 0 0 0 0 0 0
Intercos America Inc. 10,825 0 (2,499) 0 0 1723 0
Intercos Cosmetics Suzhou Co. Ltd 1,793 0 (16) 0 0 0 0
Intercos Asia Pacific 0 0 (11) 376 0 83 0
Intercos Korea LTD 325 @) 5) 0 0 0 0
Intercos Technology Co. Ltd 2,073 0 (163) 0 0 26 0
Interfila Cosmetics (Shanghai) Co. Ltd 2,380 0 0 0 0 0 0
CRB S.A. 2,911 0 0 0 0 0 4571
Ager S.r.l. 10 0 (262) 0 ) 0 228
Hana Co Ltd 0 0 3) 0 0 0 0
Total 46,473 (158) (4,634) 376 (10) 2,314 15,299
Current Loans from Other
(in € thousands) Trade Other financial Group companies Trade Other financial
receivables receivables  receivables — short-term payables payables payables
Kit Productions S.r.1 11 82 0 350 1 0 0
Marketing Projects S.r.l. 0 0 0 0 0 17 0
Intercos Concept S.r.1. 0 78 0 0 0 0 0
Intercos Europe S.p.A. 17,144 2,540 5,000 0 489 212 -0
Drop Nail S.r.l. 186 0 1,230 0 -1 113 0
Vitalab S.r.l. 18 0 0 0 0 66 0
Cosmint Group S.p.A. 0 220 0 0 0 0 0
Intercos Do Brasil 39 0 1,918 0 0 0 0
Intercos UK Ltd. 20 0 0 0 0 0 0
Intercos Paris S.a.r.l. 145 0 0 0 0 0 0
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Intercos America Inc. 11,337 0 26,599 0 1,835 0 6,844
Intercos Cosmetics Suzhou Co. Ltd 1,792 0 0 0 0 0 0
Intercos Asia Pacific 1,134 39 5,420 0 0 0 0
Intercos Korea LTD 2 0 0 0 0 0 0
Intercos Technology Co. Ltd 2,098 0 834 0 60 0 0
Interfila Cosmetics (Shanghai) Co. Ltd 2,380 0 0 0 0 0 0
CRB S.A. 1,305 0 0 0 0 0 0
Ager S.r.l. 3 11 0 1,000 83 0 0
g'otal 37,614 2,969 41,000 1,350 2,466 408 6,844
Transactions with other related parties
Current Loans from Group Other
(in € thonsands) Tfade O'ther financial companies —short-  Trade payables Other financial
receivables receivables X payables
receivables term payables
Dafe International S.r.l. 0 0 0 0 106 0 0
Cornelli Gabelli e Associati 0 0 0 0 38 0 0
Sci Maragia 0 0 0 0 31 0 0
Je m'en Fous S.r.l. 0 0 0 0 1 0 0
Interior 0 0 0 0 40 0 0
Catterton 0 0 0 0 1 0 0
Maragia USA Inc 0 0 0 0 25 0 0
Total 0 0 0 0 241 0 0
(in € thounsands) Costs for services and leases and rent Other costs Personnel costs
Dafe International S.r.1. (154) (1) 0
Cornelli Gabelli e Associati (39) 0 0
Sci Maragia (31) 0 0
Je m'en Fous S.r.l. 0 9) 0
My Style 0 (16) 0
Interior (41) (6) 0
Catterton (5) 0 0
Family and relatives of Datio Ferrari 0 0 (30)
Maragia USA Inc (25) 0 0
Total (294) (31) (30)
42. Composition of the boards at December 31, 2017 and compensation during the year
Number of members Compensatlon
(in € thousands)
Board of Directors 11 2,223
Board of Statutory Auditors 3 68
Total 14 2,291
The persons identified as key executives are basically the directors of the company.
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43. Independent auditors’ fees

Fees
(in € thousands)
Fees for audit of financial statements 183
Fees for services other than audit 46
Total 229

44. Subsequent events

There were no events subsequent to the date of the financial statements which, if previously known, would have

required an adjustment to the financial statements.
As for developments in the early months of 2018, the following important event is described:

e inJanuary 2018, the company paid €150 thousand by cashier’s check on January 22, 2018 to Drop Nail
S.r.l. against a future increase in share capital in order to restore balance to the financial situation of the
subsidiary.

45. Appropriation of the profit for the year

A motion is proposed to appropriate the profit for the year of €16,608,952 entirely to retained earnings.

Milan, March 27, 2018

These financial statements, consisting of the statement of financial position, the statement of comprehensive
income, the statement of cash flows, the statement of changes in equity and the notes thereto, present a true and
correct view of the financial condition, the results for the year and the cash flows of the company and

correspond to the accounting books and records.

INTERCOS S.p.A.
On behalf of the Board of Directors
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(Translation from the original Italian text)

To the Shareholders of
Intercos S.p.A.

Report on the Audit of the Financial Statements

Opinion
We have audited the financial statements of Intercos S.p.A. (the Company), which comprise the
statement of financial position as at December 31, 2017, and the statement of comprehensive

income, statement of changes in equity and statement of cash flows for the year then ended, and
notes to the financial statements, including a summary of significant accounting policies.

In our opinion, the financial statements give a true and fair view of the financial position of the
Company as at December 31, 2017, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted by the
European Union and with the regulations issued for implementing art. 9 of Legislative Decree n.
38/2005.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISA Italia). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the regulations and standards on ethics and independence applicable to audits of
financial statements under Italian Laws. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

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

Key Audit Matter

Audit Response

Evaluation of investments in subsidiaries

At December 31, 2017 the carrying amount of
investments in subsidiaries was € 178,9 million,
including the € 69,6m investment in the
subsidiary Cosmint Group S.p.A., the holding
company of the Cosmint Group, acquired during
the year.

Management assesses at least annually the
existence of impairment indicators for each
investment in subsidiaries, in line with group
legal entities’ management strategy and, if
indicators are detected, perform an impairment
test of such assets.

The processes and methodologies to evaluate
and determine the recoverable amount for each
investment in subsidiaries are based on
assumptions that are in some cases complex
and that, due to their nature, imply the use of
judgement by Management, in particular with
reference to the identification of impairment
indicators, the forecast of the investments’
return over the period covered by the group
business plan, the normalized cash flows used to
estimate terminal value and the long term
growth and discount rates applied to such cash
flows forecasts.

Considering the level of judgement and
complexity of the assumptions applied in
estimating the recoverable amount of
investments in subsidiaries, we have determined
that this area constitutes a key audit matter.

The Company included disclosures related to the
evaluation of investments in subsidiaries in note
8. “Investments in subsidiaries” to the separate

financial statements.

Our audit procedures relating to this key audit
matter included, among others, and in line with
goodwill impairment testing performed at the
Group consolidated financial statements level:

understanding the procedure and key
controls implemented by the Company to
identify potential impairment losses and to
evaluate investments in subsidiaries;
assessing cash flows projections, also
considering industry data and forecasts;
verifying the consistency of the forecast
of future cash flows of each investment in
subsidiaries with the group business plan
for the period 2018-2021;

validating the forecasts, by verifying their
historical accuracy;

assessing the determination of long-term
growth and discount rates.

In performing our audit procedures we also
involved our valuation specialists independently
performed their own calculations and sensitivity
analyses of key assumptions, in order to assess
any changes in assumptions that could
significantly impact the determination of the
recoverable amount.

Lastly, we reviewed the adequacy of the
disclosures made in the notes to the separate
financial statements related to the valuation of
investments in subsidiaries.
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Valuation of goodwill

At December 31, 2017 the carrying amount of
goodwill was € 33,7 million, and was entirely
allocated to the Cash Generating Unit (CGU)
“Make-up”.

The processes and methodologies to evaluate
and determine the recoverable amount of the
CGU, in terms of value in use, are based on
assumptions that are in some cases complex
and that, due to their nature, imply the use of
judgement by Management, in particular with
reference to the cash flow forecasts, and the
long term growth and discount rates applied to
such cash flows forecasts.

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

The Company included disclosures related to the
evaluation of goodwill in note 2. “Significant
accounting policies”, in the paragraph
“Intangible assets”, in note 4. “Use of estimates
and assumptions” and in note 7. “Goodwill” to
the separate financial statements.

Our audit procedures relating to this key audit
matter included, among others:

assessing the process and key controls
implemented by the Company for
evaluating goodwill;

validating the CGUs perimeter and the
allocation of the carrying value of assets
and liabilities to the CGU;

assessing cash flows projections, also
considering industry data and forecasts;
verifying the consistency of the forecast
of future cash flows of the CGU with the
group business plan for the period 2018-
2021;

assessing the accuracy of cash flows
forecasts by comparing forecasted data to
actual results;

assessing the long-term growth and
discount rates.

In performing our audit procedures we also
involved our valuation specialists who
independently performed their own calculations
and sensitivity analyses of key assumptions, in
order to assess any changes in assumptions that
could significantly impact the determination of
recoverable amount.

Lastly, we reviewed the adequacy of the
disclosures made in the notes to the separate
financial statements related to evaluation of
goodwill.

Responsibilities of Directors and Those Charged with Governance for the Financial

Statements

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

to fraud or error.
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The Directors are responsible for assessing the Company’s ability to continue as a going concern and,
when preparing the financial statements, for the appropriateness of the going concern assumption,
and for appropriate disclosure thereof. The Directors prepare the financial statements on a going
concern basis unless they either intend to liquidate the Company or to cease operations, or have no
realistic alternative but to do so.

The statutory audit committee (“Collegio Sindacale”) is responsible, within the terms provided by the
law, for overseeing the Company’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

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

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

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

we have obtained an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control;

we have evaluated the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Directors;

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

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

We have communicated with those charged with governance, identified at an appropriate level as
required by ISA Italia, regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify
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during our audit.

We have provided those charged with governance with a statement that we have complied with the
ethical and independence requirements applicable in Italy, and we have communicated with them all
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

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

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

The shareholders of Intercos S.p.A., in the general meeting held on July 29, 2015, engaged us to
perform the audits of the financial statements for each of the years ending from December 31, 2015,
to December 31, 2023.

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

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

Report on compliance with other legal and regulatory requirements

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

The Directors of Intercos S.p.A. are responsible for the preparation of the Report on Operations and
of the specific section on Corporate Governance pursuant to article 123-bis, paragraph 2,
subparagraph b), of Legislative Decree n. 58, of Intercos S.p.A. as at December 31, 2017, including
their consistency with the related financial statements and their compliance with the applicable laws
and regulations.

We have performed the procedures required under audit standard SA Italia n. 720B, in order to
express an opinion on the consistency of the Report on Operations and of the specific section on
Corporate Governance pursuant to article 123-bis, paragraph 2, subparagraph b), of Legislative
Decree n. 58, with the financial statements of Intercos S.p.A. as at December 31, 2017, and on their
compliance with the applicable laws and regulations, and in order to assess whether they contain
material misstatements.

In our opinion, the Report on Operations and the above mentioned specific information included in
the specific paragraph on Corporate Governance are consistent with the financial statements of
Intercos S.p.A. as at December 31, 2017, and comply with the applicable laws and regulations.

With reference to the statement required by art. 14, paragraph 2, subparagraph e), of Legislative
Decree n. 39, dated 27 January 2010, based on our knowledge and understanding of the entity and
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its environment obtained through our audit, we have no matters to report.

Statement pursuant to article 4 of Consob Regulation implementing Legislative
Decree n. 254, dated 30 December 2016

The Directors of Intercos S.p.A. are responsible for the preparation of the non-financial information
pursuant to Legislative Decree n. 254, dated 30 December 2016. We have verified that non-financial
information have been approved by Directors.

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

Milan, April 5, 2018

EY S.p.A.
Signed by: Paolo Zocchi, Partner

This report has been translated into the English language solely for the convenience of international
readers.



