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INTRODUCTION

PRADA spa is the parent company of the PRADA Group. PRADA spa acts as a
holding company and carries out manufacturing, distribution, retail, and brand
management operations in the luxury goods sector, both directly and through its
subsidiaries and associates.
I[ts main activities are as follows:
— production of leather goods, clothing, footwear, and accessories of all kinds
bearing the Prada, Miu Miu, Car Shoe and Church’s brands;
— licensing the Prada and Miu Miu trademarks for the design, production and
distribution of items other than those aforementioned;
— wholesale worldwide distribution of leather goods, footwear and clothing
bearing the Prada, Miu Miu and Car Shoe brands;
— retail sales at sales outlets and stores in Italy and online;
— management of equity investments;
— services to Group companies, including:
—retail management services (preparation of budgets, selection of product mix,
visual displaying, store management);
—advertising and promotional services, in particular media planning and design;
—information technology services regarding the IT infrastructure and the
centralized, integrated management of software;
—engineering services for store openings, renovation and maintenance;
—financial services involving the granting of loans;
—corporate services regarding legal affairs and tax advisory, administration/

accounting, human resource, security and logistics consultancy.

The Board of Directors’ Financial Review refers to PRADA spa (the "Company”),
the operational holding company of the PRADA Group. It is based on the separate
financial statements for the year ended December 31, 2020, prepared in accordance
with the International Financial Reporting Standards (“IFRSs”) adopted in the
European Union. The Financial Review should be read in conjunction with the
financial statements and the related notes, which form an integral part of the

Separate Financial Statements.
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2020 HIGHLIGHTS

The year 2020 was disrupted by the Covid-19 pandemic, which had dramatic
health, social and economic consequences on a global scale, still enduring in the
initial months of 2021. The restrictions on individuals’ free movement imposed
by governments and the general distress caused by the spread of the pandemic
had a significant impact on luxury spending. The elimination of tourism flows
resulted in a considerable drop in physical sales, but at the same time fostered
local consumptions. In addition, changes previously underway accelerated, like
for example the growth of digital communication and sales channels along with the
expansion of the share of young consumers.

The pandemic had the greatest effect on the Company’s business in the first half of
the year, although countries experienced uneven trends depending on the different
timing of the outbreaks. Sales picked up gradually towards the end of the first half
of the year, practically everywhere, to the point of full retail recovery in October
and December compared to the same months of 2019 (November again suffered
from the lockdowns, mainly in Europe).

Overall, the Prada Group operated in the twelve months of 2020 with an average
of 18% of stores closed (27% in the first half and 9% in the second), which peaked
at 70% in April 2020. At December 31, 2020, 22% of the stores were still closed
due to the pandemic.

The Company’s reaction to the emergency was immediate, decisive and far-
reaching. Each business function revised its activities and adapted the workforce,
prioritizing employee safety and customer centrality.

Prada’s business model, which is deeply rooted in Italy and features strict controls
over all the productive processes, along with full collaboration with government
authorities and the flexibility of the Company’s craft workers, enabled limiting the
production shutdown to merely five weeks. This ensured some supply continuity
to the stores, although at below-normal volumes. The ability to readily reallocate
finished products within the retail network helped sustain the growth of the
direct e-commerce channel and the assortment in stores that stayed open, thus
preventing excessive inventories. The retail personnel kept contacts with customers
alive during the various closure periods, whereas all the other functions ensured
operational continuity in a context of severe cost containment, especially in the
first half of the year.

Operating expenses were reduced thanks in part to rent discounts obtained and
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wage supplements available. In addition, the investment program was revised
during the year as some renovation and relocation projects for the retail network
were postponed. Some marketing initiatives were canceled or postponed too and

discretionary expenses were trimmed.

The objective of enhancing the value of the Company over the long-term,
which was never called into question despite the unforeseen events, led to the
appointment during the year of Raf Simons as Prada’s new Creative Co-Director
and the addition of important top positions in the Industrial, Marketing and
Communication areas. The impetus given by the pandemic to the digital evolution
reinforced the Prada Group’s vision of expanding the ominchannel strategy, which
during the year made additional progress: an important plan to update the back-
end technological and organizational structures was established, the prada.com
and miumiu.com customer experiences were redesigned on an international scale,
new e-commerce markets were opened, content was localized and customized,
and the digital communication strategy was strengthened through full use of social
media channels, in various areas of the world. Sales from the e-commerce channel
tripled from those of 2019 and the metrics measuring the Group’s brand relevance
in the digital world showed considerable improvements.

The 2021 Spring/Summer Prada and Miu Miu fashion shows were presented digitally,
and gained visibility for their originality and impeccable performance, even in the
new format. Miuccia Prada’s and Raf Simons’ co-management of the creative work
made its debut at the Prada Womenswear show in September, paving the way for
an important partnership between the two designers and representing an example
of change in creativity leadership models for the entire fashion industry.

In the year of the pandemic, the focus on sustainability in the Company’s business
led to numerous initiatives aimed at offering wide-ranging support in the society:
from the conversion of the Torgiano plant in Umbria, Italy for the production of
personal protective equipmentand scrubsto be donated to hospitalsand employees,
to support for scientific research on the novel coronavirus, no to mention the
numerous donations. One of these led to allocating the proceeds from the Tools of
Memory auction to support UNESCOQO’s “"Keeping Girls in the Picture” campaign, to
contrast social abuses relating to the public health emergency.

On the environmental front, the campaign to transition from the use of virgin
nylon to regenerated nylon (*Prada Re-Nylon”) proceeded according to plan thanks

to the use of the new version of the iconic fabric for the production of various
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articles in the clothing and footwear collections.

The agenda of the Fashion Pact, a coalition of 60 leading international fashion
companies of which Prada was one of the first participants, made large steps
forward in taking concrete action to contrast climate change, restore biodiversity
and protect the oceans.

On April 22, 2020, with the aim of rationalize and simplify the Prada Group
structure, the Board of Directors of Prada spa approved the plan of merger by
incorporation of Fratelli Prada spa, a wholly owned subsidiary acquired by Prada
spa on October 29, 2019 and operating Prada stores located in the city of Milan.
On October 7, 2020 the merger agreement was signed, with legal effect on the
same date and tax and accounting effect on January 1, 2020.

In December 2020, the adventure officially began in Auckland for the Luna Rossa
sailing team, one of the protagonists of the Prada Cup and 36th America’s Cup
presented by Prada, where the Company is the Title and Presenting Sponsor. The
prestigious competition, the oldest still played, has - thanks in part to Prada’s
contribution - a strong technological component and captivating broadcasting and
webcast formats that have ensured extraordinary media exposure to the brand and
global coverage with 195 territories involved.

Last, but not least, in order to optimize the retail presence in Milan and to profitably
realize no longer strategic real estate assets, in December 2020 the Company sold
its commercial property in Via della Spiga, occupied until March by a Prada store
that closed during the pandemic and never reopened. The transaction generated
an extraordinary income amounting to Euro 27 million, net of tax.On the financial
front, the Company stipulated new loans and opened new lines of credit for the
purpose of having greater flexibility. At the same time, the Board of Director’s
proposal not to distribute dividends, approved at the May 2020 General Meeting,
and a disciplined cost containment plan enabled to keep the debt under strict
control. The year-end net financial deficit is Euro 23 million less than at December
31, 2019, providing the basis for the applications needed to relaunch the business

activities.
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The following tables show some key performance and financial indicators for the

past two reporting periods.

Net sales 1,156,692 97.3% 1,780,423 97.7%
Royalties 31,936 2.7% 42,400 2.3%
Net Revenues 1,188,628 100.0% 1,822,823 100.0%
Cost of goods sold (598,424) 50.3% (841,844) -46.2%
Gross Margin 590,204 49.7% 980,979 53.8%
Operating expenses (595,638) -50.3% (774,134) -42.5%
EBIT (5,434) -0.5% 206,845 11.3%
Interest and other financial expenses, net (565,808) -4.6% (55,124) -3.0%
Dividends from investments 37,014 3.1% 48,741 2.7%
Income before taxation (24,228) -2.0% 200,462 11.3%
Taxation 8,052 0.6% 48,565 2.6%
Net income for the period (16,176) -1.4% 249,027 13.7%
Depreciation, amortization and impairment 109,319 9.2% 101,052 5.5%
EBITDA 103,885 8.7% 307,897 16.8%
Roe 0.80% 13.00%

Roi 0.17% 6.29%

Ros 0.46% 11.35%

After double-digit growth in January and February, the net sales fell considerably,
bottoming out between March and June; the annual contraction was 35% compared
with 2019. The effects of repeated, prolonged lockdown periods were aggravated
by the restrictions imposed on the movement of individuals, considering the
significance of tourism flows for the market.

However, the response of local customers to the reopening of the stores and the
direct e-commerce channel enabled to mitigate the effects of the missing tourism
flows.

Europe, the main market for the wholesale channel, was the region hit the most by

the strategic decision to select the independent accounts.

The gross margin decreased respect with that of 2019, whereas the operating
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expenses grew as a percentage of net revenues, resulting in a drop in EBIT: from
11.3% to -0.5%. The analysis of operating expenses is detailed in the Notes to the

Financial Statements (Note 25).

The net financial expenses consist primarily of the following income and expenses:
— Euro 37 million in dividends received;

— Euro 10 million in net exchange losses;

— Euro 3.5 million in net interest expense;

— Euro 40 million in impairment losses of investments in subsidiaries;

— Euro 2 million in other financial expenses.

The taxation of the year consists mainly of deferred tax assets recognized on the

tax loss of the period.

Duringthereporting period, the Company incorporated the wholly owned subsidiary
Fratelli Prada spa with accounting and tax effects from January 01, 2020. As a
consequence of this operation, accounted for by using the carryover method, the
Company equity decreased for Euro 51 million, difference between the value of

the investment in the subsidiary and its net asset at January 01, 2020.
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ANALYSIS OF THE STATEMENT OF FINANCIAL POSITION

NET INVESTED CAPITAL
The statement of financial position is reclassified below to provide a better view

of net invested capital.

Right of use assets 294,420 274,318
Non-current assets (excluding deferred tax assets) 1,935,644 2,003,026
Trade receivables, net 526,652 776,685
Inventories, net 295,694 319,433
Trade payables (635,002) (865,380)
Net operating working capital 187,344 230,738
Other current assets (excluding items of financial position) 206,165 175,054
Other current liabilities (excluding items of financial position) (179,389) (189,644)
Other current assets/(liabilities), net 26,776 (14,590)
Provision for risks (1,581) (4,675)
Long-term employee benefits (35,704) (25,049)
Other long-term liabilities (54,822) (14,142)
Deferred taxation, net 42,212 29,299
Other non-current assets/(liabilities) (49,896) (14,567)
Net invested capital 2,394,288 2,478,925
Shareholder's equity (1,938,553) (2,016,425)
Total shareholders' equity (1,938,553) (2,016,425)
Long-term financial, net surplus/(deficit) (240,872) (314,186)
Short-term financial, net surplus/(deficit) 75,340 125,072
Dividend payable (2) (2)
Net financial position surplus/(deficit) (165,534) (189,116)
Long-term lease liability (275,612) (264,616)
Short-term lease liability (42,146) (39,467)
Financial receivables IFRS16 - leases 27,557 30,699
Total lease liability (290,201) (273,384)
Shareholders' equity and net financial position (2,394,288) (2,478,925)
Debt to Equity ratio 6.9% 7.6%

Change in Right of use assets is explained by the incorporation of Fratelli Prada
spa for Euro 33 million and new contracts, reduced by the amortization of the
year.

Non-current assets (excluding deferred tax assets), consisting of tangible assets,
intangible assets and equity investments, decreased by Euro 85 million including the
elimination of the investment in Fratelli Prada spa (Euro 66 million), depreciation,
amortization and impairment, net of the increase for capital expenditure of the
period.

As of December 31, 2020, the Company had net invested capital of Euro 2,394
million, net financial indebtedness of Euro 166 million and equity of Euro 1,939

million.
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Net operating working capital was Euro 187 million at December 31, 2020, down

by Euro 44 million from that of December 31, 2019.

Net operating working capital 187,344 230,739
Derivative Financial instruments 4,657 (6,556)
Other receivables from parent, subsidiaries, associated companies and related parties 59,566 26,355
Other current assets 41,031 35,997
Current tax receivables (payables) 78,000 88,490
Other liabilities to parent, subsidiaries, associated companies and related parties (10,706) (30,645)
Other current liabilities (145,773) (128,232)
Other current assets (liabilities), net 22,475 (14,591)
Net working capital 214,119 216,148

Net working capital decreased by Euro 2 million, resulting from a decrease in the

net operating working capital balanced by the increase in Other current assets,

attributable to Receivables from related parties for the sale of a property in via

della Spiga (Euro 20 million) and a positive fair value of Derivative Financial

instruments.

PRADA spa Separate Financial Statements 2020 - Financial Review

15



16

NET FINANCIAL POSITION

Long term debt, net of current portion (385,868) (488,108)
Payables to parent company, subsidiaries, associates and related parties (13,878) -
Total financial payables - non-current (899,746) (488,108)
Financial payables and bank overdrafts - current (177,787) (122,678)
Payables to parent company, subsidiaries, associates and related parties (63,095) (44,007)
Total financial payables - current (230,882) (166,685)
Total financial payables (630,629) (654,793)

Financial receivables from parent company, subsidiaries, associates and related parties -

non-current 158,874 173,922
Financial receivables from parent company, subsidiaries, associates and related parties - current 202,928 221,061
Cash and cash equivalents 103,295 70,696
Total financial receivables and cash and cash equivalents 465,097 465,679
Net financial surplus/(deficit), total (165,532) (189,114)
Dividend payable (2) (2)
Net financial position surplus/(deficit) (165,534) (189,116)
Net financial surplus/(deficit) third parties (460,362) (5640,092)
Lease liability (317,758) (304,083)
Financial Receivables IFRS 16 (Leases) 27,557 30,699
Net financial surplus/(deficit) including Financial Receivables IFRS 16 and Lease liability (750,563) (813,476)
Net financial position surplus/(deficit) including lease liability third parties (778,120) (844,175)

As at December 31, 2020, the net financial shows deficit amounts to Euro 166
million, decreased by Euro 23 million compared with the previous reporting date.
Long-termfinancial payablesdecreased by Euro 88 million,duetothereclassification
to short-term financial payables of payments due within 12 months, net of the new
bank loans.

At the end of the reporting period, the Company had access to additional credit
lines totaling Euro 869 million (Euro 574 million as at December 31, 2019), of
which Euro 600 million committed and Euro 269 million uncommitted.

As shown in the Statement of Cash Flows, cash flows from operating activities
amount to Euro 127 million and cash used by the investing activities amount to

Euro 16 million including dividens received for Euro 37 million. A detailed analysis

PRADA spa Separate Financial Statements 2020 - Financial Review



of dividends by counterparty is provided in Note 26 “Interest and other financial

income/(expenses), net” to the Financial Statements.

FINANCIAL RISK HEDGING POLICIES
The Company’s financial risk hedging policies and the effects of the strategies

adopted are described in the notes to the financial statements.

RESEARCH AND DEVELOPMENT

The Company sees the creative process as the first step toward quality.

This unique approach enables the Company to anticipate and set trends, by
experimenting constantly with shapes, fabrics, leathers and production techniques.
Research and development activities aim to create innovative products through
the search for new or improved materials, the research and definition of design

concepts, and the development of prototypes.

RELATED PARTY TRANSACTIONS
Details of related party transactions are provided in Note 28 to the Financial

Statements.

TREASURY STOCK
As of December 31, 2020, the Company did not own any treasury stock.

SIGNIFICANT EVENTS OF THE REPORTING PERIOD
The “company information” and “significant acquisitions and divestments” sections
of the Notes to the Financial Statements provide the information on the most

significant events of the reporting period.

EVENTS AFTER THE REPORTING DATE

No significant event to be reported.

OUTLOOK

The Company successfully withstood the unprecedented challenges of the
pandemic, while continuing to drive forward strategy.

Continuous investment in people, products and customers relationships delivered
resilience and rapid recovery in sales. At the same time, the direct control of

manufacturing and distribution, combined with brand equity and focus on digital
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communications, are the pillars of the Company’s future positive prospects.

In an environment that is still uncertain, the fundamentals of the luxury sector
remain strong and the Prada Group is well positioned to capture long term growth.
The start of the year 2021 shows encouraging retail sales trend in spite of enduring

Covid-related restrictions.

PROPOSED ALLOCATION OF THE RESULT FOR THE YEAR
The Board of Directors propose to cover the loss of the period amounting to Euro
16,175,880.17 with the use of the Retained earnings reserve for the corresponding

amount.

Taking into account on one hand the withdrawn distribution of the dividends of
the previous year as a conservative measure and, on the other hand, the positive
trends in sales of the second half of the year, continuing also in the first months of
2021, the Board recommends for the Reviewed Period, the distribution of a final
dividend of Euro 89,558,840 (Euro 0.035 per share), as follows:

— Euro 51,176,480 from the Extraordinary reserve

— Euro 38,382,360 from the Retained earnings reserve.

Chief Executive Officer

Patrizio Bertelli

Milan; March 10, 2021
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CORPORATE GOVERNANCE PRACTICES

The Company is seamlessly engaged in maintaining a high standard of corporate
governance practices as part of its commitment to effective corporate governance.
The corporate governance model adopted by the Company consists of a set of
rules and standards aimed toward establishing efficient and transparent operations
within the Group, to protect the rights of the Company’s shareholders, to enhance
shareholder value and to uphold the Group’s credibility and reputation. The
corporate governance model adopted by the Company is in compliance with the
applicable regulations in Italy, where the company has its legal seat, as well as the
principles of the Corporate Governance Code (the "Code”) contained in Appendix
14 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”).

COMPLIANCE WITH THE CODE

The Board has reviewed the Company’s corporate governance practices and is
satisfied that such practices have complied with the code provisions set out in the
Code for the entire Reviewed Period (i.e. the year ended December 31, 2020).
This Corporate Governance report summarizes the way in which the Company has
applied the principles and implemented the code provisions contained in the Code

for the duration of the Reviewed Period.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted written procedures governing Directors’ securities
transactions on terms no less exacting than the required standard set out in the
Model Code for Securities Transactions by Directors of Listed Companies (the
“"Model Code”) contained in Appendix 10 of the Listing Rules. Specific written
acknowledgments have been obtained from each Director to confirm his/her
compliance with the required standard set outin the Model Code and the Company’s
relevant procedures regarding directors’ securities transactions for the duration
of the Reviewed Period. There were no incidents of non-compliance during the
Reviewed Period.

The Company has alsoadopted written procedures governing securities transactions
carried out by the relevant employees who are likely to possess inside information
in relation to the Company and its securities. The terms of these procedures are

no less exacting than the standard set out in the Model Code.
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BOARD OF DIRECTORS

A. BOARD COMPOSITION

The Board is currently composed of nine Directors, of which four are Executive
Directors, one is Non-Executive Director and four are Independent Non-Executive
Directors. All Directors have distinguished themselves in their field of expertise
and have advised the Board in the area of their respective specialty, where this
is relevant to the business activities and strategic development of the Company
and the Group. The Company has maintained both on its own website and on the
website of The Stock Exchange of Hong Kong Limited (the "HKSE”) an updated list
of its Directors, identifying their respective roles and functions, also specifying if

they are an Independent Non-Executive Director.

B. BOARD MEETINGS

During the Reviewed Period, the Board held six meetings to discuss the Group’s
overall corporate strategic direction and objectives, assess its operational and
financial performance (including the annual budget, as well as the annual and
interim results), and to approve connected transactions and the Group’s main
investments and corporate reorganization plans. The average attendance rate of

the Directors for these six meetings through electronic means was 88.9%.

Minutes of the Board meetings are kept by the Group Corporate Affairs Director
and Joint Company Secretary, Ms. Patrizia Albano. Minutes of the Board meetings
and all the Board Committee meetings are available for inspection by any Director

by giving reasonable notice.
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C. BOARD ATTENDANCE
The details of attendance at Board meetings, Committee meetings and shareholders’

general meeting held during the Reviewed Period are set out in the following table:

Executive Directors
Mr. Carlo MAZZI

(Chairman) 6/6 2/2 A 71
Ms. Miuccia PRADA BIANCHI
(Chief Executive Officer) 2/6 o/
Mr. Patrizio BERTELLI
(Chief Executive Officer) 6/6 o/1
Ms. Alessandra COZZANI
(Chief Financial Officer) 6/6 71
Non-Executive Directors
Mr. Stefano SIMONTACCHI 5/6 1/1
Independent Non-Executive Directors
Mr. Gian Franco Oliviero MATTEI ' 6/6 7/7 2/2 1/1 1/1
Mr. Maurizio CEREDA 2 6/6 7/7 2/2 1/1
Mr. Giancarlo FORESTIERI ® 6/6 7/7 /1
Mr. Sing Cheong LIU * 5/6 1/1 1/1
Statutory Auditors
Mr. Antonino PARISI (Chairman) 6/6 1/1
Mr. Roberto SPADA 6/6 1/1
Mr. David TERRACINA 5/6 1/1
Date(s) of Meeting Mar18, 2020 Feb 18, 2020 Feb 20, 2020 Mar 18, 2020 May 26, 2020

Apr 22, 2020 Mar 4, 2020 Sep 24, 2020

Jun 22, 2020 Mar 17, 2020

Jul 29, 2020 Jul 9, 2020

Nov 19, 2020 Jul 29, 2020

Dec 21, 2020 Oct 12, 2020

Nov 18, 2020

Average Attendance Rate of Directors 88.9% 100% 100% 100% 77.8%
Notes:

1. Chairman of Audit Committee and Nomination Committee and member of Remuneration Committee
2. Chairman of Remuneration Committee and member of Audit Committee

3. Member of Audit Committee

4. Member of Nomination Committee
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D. ROLES AND RESPONSIBILITIES

The Board is vested with full powers for the ordinary and extraordinary management
of the Company. The Board has the power to perform all acts it deems advisable
for the successful implementation and attainment of the Company’s corporate
purposes, except for those acts d by laws or by the By-laws for resolution at a
shareholders’ general meeting. In particular, the Board is responsible for setting up
the overall strategy as well as reviewing the operation and financial performance
of the Company and the Group. As a consequence, the Board reserves for its
own consideration and decision all matters concerning the overall Group strategy
including the sustainability strategy, the Group’s strategic objectives, annual
budgets, as well as annual and interim results, approval of major transactions,
connected transactions (including major acquisitions and disposals) and any other
significant operational and financial matters. The Board is also responsible for
evaluating the effectiveness of the risk management and internal control systems
on an ongoing basis.

During the Reviewed Period all Board members have been provided with monthly
updates prepared by the Executive Directors with the support of the management
in order to give a balanced and comprehensive assessment of the performance,
position and prospects of both the Company and the Group, in sufficient detail
to enable the Board as a whole and each Director to discharge his/her duties. In
addition, due to the uncertainty at a worldwide level created by the surge of the
COVID-19 pandemic, the meetings of the Board held during the Reviewed Period
devoted additional time to discuss the actual situation of the business as well as
the measures adopted by the Company and the Group to boost its business.

The Executive Directors are responsible for the day-to-day management of the
Company and to make operational and business decisions within the control and

delegation framework of the Company.

The types of decisions delegated by the Board to the management include:

— the preparation of annual and interim results for the approval of the Board
prior to publication;

— execution of business strategy and other initiatives adopted by the Board;

— monitoring of operating budgets adopted by the Board;

— designing, implementing and monitoring the risk management and the internal
controls systems; and

— compliance with relevant statutory requirements, rules and regulations.
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E. NON-EXECUTIVE DIRECTORS

The Non-Executive Directors, including the Independent Non-Executive Directors,
provide the Company with diversified skills, expertise, qualifications as well as
varied backgrounds and perspectives. They participate in the Board and Board
Committees meetings to bring independent and objective opinions, advice and
judgment on important issues relating to the Company’s strategy, policy, financial
performance, and take the lead on matters where potential conflicts of interests
arise. They also attend the shareholders’ general meetings of the Company to
understand the views of the shareholders. They make a positive contribution
to the development of the Company’s strategy and policy through independent,

constructive and informed comments.

F. INDEPENDENT NON-EXECUTIVE DIRECTORS

The independence of the Independent Non-Executive Directors has been assessed
in accordance with the applicable Listing Rules. Each Independent Non-Executive
Director meets the independence guidelines set out in Rule 3.13 of the Listing Rules
and provided the Company with the annual confirmation as to his independence.
The independence of the Independent Non-Executive Directors was further
confirmed by the review of the Nomination Committee made on February 26,
2021. None of the Independent Non-Executive Directors of the Company has any

business or financial interest in the Company or its subsidiaries.

G. LIABILITY INSURANCE FOR THE DIRECTORS
The Company has arranged appropriate liability insurance toindemnify its Directors
for their liabilities arising out of all corporate activities. The insurance coverage is

reviewed on an annual basis.

H. DIRECTORS” TRAINING

Each Director, after his/her appointment, is provided with a comprehensive, formal
and tailored induction program to ensure that he/she has a proper understanding
of the key areas of business operations and practices of the Company, as well as

his/her responsibilities under the relevant laws, rules and regulations.
The Directors (namely, Mr. Carlo Mazzi, Ms. Miuccia Prada Bianchi, Mr. Patrizio
Bertelli, Ms. Alessandra Cozzani, Mr. Stefano Simontacchi, Mr. Gian Franco Oliviero

Mattei, Mr. Giancarlo Forestieri, Mr. Sing Cheong Liu and Mr. Maurizio Cereda)
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have participated in continuous professional training to develop and refresh their
knowledge and skills during the Reviewed Period, through for example, receiving
regular updates on changes to and developments of the Group’s business and on
the latest development of the laws, rules and/or regulations relating to Directors’
duties and responsibilities. These initiatives are aimed at ensuring the Directors’
awareness of the latest corporate governance practices and that their contribution
to the Board remains informed and relevant.

Directors are requested to provide records of the continuous training they have
received during the Reviewed Period to the Group Corporate Affairs Director and

Joint Company Secretary, Ms. Patrizia Albano.

CHAIRMAN AND CHIEF EXECUTIVE OFFICERS

The Chairman is Mr. Carlo Mazzi and the Chief Executive Officers are Ms. Miuccia
Prada Bianchi and Mr. Patrizio Bertelli. The role of the Chairman is separate from
that of the Chief Executive Officers. The Chairman is vested with the power to
represent the Company and is responsible for ensuring that the Board is functioning
properly and adhering to good corporate governance practices and procedures. The
Chief Executive Officers, supported by the other Executive Directors and senior
management, are responsible for managing the Company’s business, including the
implementation of major strategies and other initiatives adopted by the Board.

The Chief Executive Officers are husband and wife.

APPOINTMENT OF DIRECTORS

At the shareholders’ general meeting of the Company held on April 27, 2018
(*2018 AGM"), the Board (including the Non-Executive Directors) was appointed
for a term of three financial years. The mandate of all the current Directors will
lapse on the date of the forthcoming shareholders’ general meeting to be called to
approve the financial statements of the Company for Reviewed Period.

Under the Company’s By-laws, the Directors may be re-appointed.

CORPORATE GOVERNANCE FUNCTIONS OF THE BOARD

The Board is responsible for determining and supervising the application of the
Company’s appropriate corporate governance policies and ensuring its compliance
with the provisions of the Code. The Board’s role in this regard is:

(i)  to develop and review the Company’s policies and practices on corporate

governance;
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(ii) to review and monitor the training and continuous professional development
of directors and senior management;

(iii) to review and monitor the Company’s policies and practices regarding
compliance with legal and regulatory requirements;

(iv) to develop, review and monitor the Code of Ethics, the Organisation,
Management and Control Model (adopted pursuant to Italian Legislative
Decree no. 231 of June 8, 2001) and the Company’s procedures applicable to
employees and directors;

(v) to review the Environmental, Social and Governance ("ESG") matters;

(vi) to review the Company’s compliance with the Code and disclosure of such in
the Corporate Governance report; and

(vii) to perform any other corporate governance duties and functions set out
by the Listing Rules or other applicable rules, for which the Board shall be

responsible.

During the Reviewed Period, the Board considered the following corporate

governance matters:

(i)  reviewed and approved connected transactions of the Company;

(ii) reviewed the level of compliance with the Code;

(iii) reviewed the effectiveness of the internal control and risk management
systems of the Company through the Internal Control Department and the
Audit Committee; and

(iv) reviewed and approved the social responsibility report; and

(v) approved the Group’s main transactions and corporate reorganization plans.

BOARD COMMITTEES

The Board has established the Audit Committee, the Remuneration Committee and
the Nomination Committee, each committee is chaired by an Independent Non-
Executive Director. Each of the Committees’ terms of reference is available on
both the website of the Company and the Stock Exchange. The terms of reference
in respect of each Committee are of no less exacting than those terms set out in
the Code.

In addition, the Board has established a supervisory body under the Italian

Legislative Decree no. 231 of June 8, 2001.
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A. AUDIT COMMITTEE

The Company has established an Audit Committee in compliance with Rule 3.21 of
the Listing Rules, where at least one member possesses appropriate professional
qualifications in accounting or possesses related financial management expertise
to discharge the responsibility of the Audit Committee. The membership of the
Audit Committee consists of three Independent Non-Executive Directors, namely,
Mr. Gian Franco Oliviero Mattei (Chairman), Mr. Giancarlo Forestieri and Mr.
Maurizio Cereda. The primary duties of the Audit Committee are to assist the
Board in providing an independent view of the effectiveness of the Company’s
financial reporting process and itsinternal controland risk management systems, to
oversee the external audit process, the internal audit process, the implementation
of the Company’s risk management functions and to perform any other duties and

responsibilities as are assigned to it by the Board.

During the Reviewed Period, the Audit Committee held seven meetings (with an
attendance rate of 100%) mainly to review with senior management, the Group’s
internal and external auditor and the board of statutory auditors, the significant
internal and external audit findings and financial matters as required under the
Audit Committee’s terms of reference and make relevant recommendations to the
Board. The Audit Committee’s review covered the audit plan for the year 2020,
the findings of both the internal and the external auditors, internal controls, risk
assessment, annual review of the continuing connected transactions of the Group
for 2019, tax and legal updates and the financial reporting matters (including the
annual results for the year ended December 31, 2019 and the interim financial

results as at June 30, 2020) before recommending them to the Board for approval.
The Audit Committee has also held one meeting on March 8, 2021, to review the

Group results for the Reviewed Period, before recommending it to the Board for

approval.
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AUDITOR’S COMPENSATION

The total fees and expenses accrued in favor of Deloitte & Touche S.p.A. for
the audit of the Consolidated financial statements and the Separate financial
statements for the Reviewed Period, together with non-audit services rendered to

Prada S.p.A. are illustrated below.

Audit services Deloitte & Touche S.p.A. 450
Other advisory services Deloitte & Touche S.p.A. 31
Total fees of audit firm for period ended December 31, 2020 481

B. REMUNERATION COMMITTEE

The Company has established a Remuneration Committee in compliance with
the Code. The primary duties of the Remuneration Committee are to make
recommendations to the Board on the Company’s policy and structure for the
remuneration package of Directors and senior management and the establishment
of aformaland transparent procedure for developing policies on such remuneration.
The recommendations of the Remuneration Committee are then put forward to
the Board for consideration and adoption, where appropriate. The Remuneration
Committee consists of two Independent Non-Executive Directors, Mr. Maurizio
Cereda (Chairman), Mr. Gian Franco Oliviero Mattei and the Chairman of the
Board, Mr. Carlo Mazzi.

During the Reviewed Period, the Remuneration Committee held two meetings (with
an attendance rate of 100%) to review and recommend certain updates to the long-

term incentive plan and to the management by objectives plans for executives.

REMUNERATION POLICY

The Company compensation policy is aimed at attracting, rewarding and protecting
personnel, who are considered to be the key to the success of the Company
business. This ‘Human Capital’ is preserved with constant monitoring actions in
order to maintain engagement with the Company and an equal remuneration policy

with the internal practice and the market.

The Group’sremuneration policy is designed to reward and retain highly professional

staff and skilled managers, newly graduates and workers, with the certainty that

PRADA spa Separate Financial Statements 2020 - Corporate Governance



the creation of value is achieved in the medium and long term through constant
organizational learning and the consolidation of collaborators’ experiences and
skills.

The policy features a balanced combination of components that are fixed and
variable, directand deferred, tailored tothe positionand professional qualifications,
and consistent with the needs of the various geographical areas.

The Company has an incentive system that links compensation with the annual
performance of the Group, taking into account the Group’s objectives in net sales,

as well as the objectives of each department.

The Company has adopted long term cash incentive plans for senior managers and
key managers for retention purposes, under which the benefit of a senior manager
or a key manager under the incentive plan would vest subject to the achievement
by the Group of one or more economic objectives and his/her presence within the
Group at the end of a three-year period. Other incentive schemes specific to sales
staff are also in place, and, technicians of the Company may receive a collection

bonus that is provided to them following the development of a seasonal collection.

The aggregate basic remuneration of the Board is approved by the shareholders
in a general meeting. The additional remuneration of each Director vested with
special authorities (that is to the Executive Directors and members of the Board’s
Committees) is determined by the Board - having considered the recommendation
of the Remuneration Committee and the opinion of the Board of Statutory Auditors.
Under the current compensation arrangements, the Executive Directors receive
compensationinthe form of fees, salaries and other benefits, discretionary bonuses
and/or other incentives, including non-monetary benefits and other allowances
and contributions such as to retirement benefits schemes. The Non-Executive
Directors (including Independent Non-Executive Directors) receive compensation
in the form of fees and contributions to retirement benefits scheme, as the case

may be. No Director is allowed to approve his/her own remuneration.

C. NOMINATION COMMITTEE

The Company has established a Nomination Committee in compliance with the
Code. The primary duties of the Nomination Committee are to determine the
policy for the nomination of Directors and to make recommendations to the

Board for consideration and, where appropriate, adoption on the structure, size
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and composition of the Board itself, on the selection of new Directors and on
the succession plans for Directors. The Nomination Committee consists of two
Independent Non-Executive Directors, Mr. Gian Franco Oliviero Mattei (Chairman)

and Mr. Sing Cheong Liu and one the Chairman of the Board, Mr. Carlo Mazzi.

During the Reviewed Period, the Nomination Committee held one meeting on
March 18, 2020 (with an attendance rate of 100%) to perform the annual review
of the independence of the Independent Non-Executive Directors of the Company

for the 2019 financial year.

The Nomination Committee held one meeting on February 26, 2021, to assess
and confirm the independence of the Independent Non-Executive Directors of
the Company for the Reviewed Period and to recommend to the shareholders the
structure of the Board and the election and appointment of nine directors in total

at the forthcoming shareholders’ general meeting.

In discharging its duties, the Nomination Committee has considered and proposed
to the Board for adoption, the Board diversity policy in 2013 and the Director

nomination policy in 2019.

With a view to achieving a sustainable and balanced development, the Company
has viewed diversity at the Board level as an essential element in supporting the
attainment of its strategic objectives and its development. The Board diversity
policy has been considered and adopted by the Board in September 2013 (the
“Board Diversity Policy”). According to the principles included in the Board
Diversity Policy, all Board appointments are based on meritocracy and candidates
are proposed and selected based on objective criteria, with due regard for the
benefits of diversity within the Board. Diversity in this sense encompasses a wide
range of factors, including but not limited to gender, age, cultural and educational
background, professional experience, skills and knowledge. The final selection is

based on merit and the contribution which the candidates can bring to the Board.

The Nomination Committee has been delegated the overall responsibility for
implementing and monitoring the application of the Board Diversity Policy. The
Nomination Committee will discuss any revisions that may be required to ensure the

effectiveness of the board diversity policy and will recommend any such revisions
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to the Board for its consideration and approval.

On March 15, 2019, the Board has adopted the nomination policy for Directorship
("“Director Nomination Policy”), which provides guidance in relation to the proposal
for the appointment or re-appointment of Directors or to fill casual vacancies
and sets out the processes and criteria for the nomination of a candidate for
directorship in the Company. The Company adopted the Director Nomination Policy
to ensure that all nominations of Board members are fair and transparent in order
to facilitate the constitution of the Board with a balance of skills, experience and
diversity of perspectives that is appropriate to the requirements of the Company’s

business.

The Director Nomination Policy contains a number of factors in assessing the
suitability of a proposed candidate which includes the high ethical character
and reputation for integrity, professional qualifications, skills, knowledge and
experience and diversity aspects under the Board Diversity Policy which may
be relevant to the Company’s business and strategic direction, commitment in
respect of available time, merit and potential contributions to the Board, and the
independence criteria under the Listing Rules, if the candidate is proposed to be
appointed as an independent non-executive director. The policy also lays down the

nomination process on appointment or re-appointment of directors.

The Nomination Committee will review and endorse the candidates proposed by
shareholders for new directorship or for re-election and make recommendations to
the Board for consideration. The Board will then make a decision as to whether the
nominated candidate shall be eligible to be appointed or re-appointed, as the case
may be, as a director of the Company and will in turn recommend to shareholders
to vote in favor of the relevant resolutions to be proposed at the shareholders

general meeting of the Company.

D. SUPERVISORY BODY

In compliance with Italian Legislative Decree no. 231 of June 8, 2001, the Company
has established a supervisory body whose primary duty is to ensure the functioning,
effectiveness and enforcement of the Company’s Model of Organization, adopted
by the Company pursuant to the Decree. The supervisory body consists of three

members appointed by the Board selected among qualified and experienced
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individuals, including Independent Non-Executive Directors, qualified auditors,
executives or external individuals. The supervisory body consists of Mr. David

Terracina (Chairman), Mr. Gian Franco Oliviero Mattei and Mr. Gianluca Andriani.

BOARD OF STATUTORY AUDITORS

Under Italian law, a joint-stock company is required to have a board of statutory
auditors, appointed by the shareholders for a term of three financial years, with
the authority to supervise the Company on its compliance with the applicable
laws, regulations and the By-laws, as well as compliance with the principles of
proper management and, in particular, on the adequacy of the organizational,
administrative and accounting structure adopted by the Company and its

functioning.

At the shareholders’ general meeting of the Company held on April 27, 2018,
the board of statutory auditors (including the alternate statutory auditors) was
appointed for a term of three financial years. The mandate of the current Board of
Statutory Auditors will expire at the forthcoming shareholders’ general meeting to

be called to approve the financial statements of the Company for Reviewed Period.

The board of statutory auditors of the Company consists of Mr. Antonino Parisi
(Chairman), Mr. Roberto Spada and Mr. David Terracina. The alternate statutory

auditors are Ms. Stefania Bettoni and Mr. Cristiano Proserpio.

DIRECTORS' RESPONSIBILITY AND AUDITORS' RESPONSIBILITY FOR SEPARATE
FINANCIAL STATEMENTS

The Directors are responsible for preparing the Separate financial statements of
the Company for the year ended December 31, 2020 with a view to ensuring such
Separate financial statements give a true and fair view of the state of affairs of the
Company itself. In preparing these Separate financial statements, the Directors
have selected suitable accounting policies and made judgments and estimates that
are prudent and reasonable. The Separate financial statements have been prepared
on a going concern basis and in accordance with International Financial Reporting
Standards issued by the International Accounting Standards Board as adopted by

the European Union.

In addition, the Board is generally satisfied of the adequacy of resources, staff
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qualifications and experience, training program and budget of the Company’s

accounting and financial reporting function during the Reviewed Period.

As regards the auditor of the Company, its responsibilities are stated in the auditor’s

reports on the Separate financial statements.

INTERNAL CONTROL AND RISK MANAGEMENT

The Group’s internal control system has mainly been designed to safeguard the
assets of the Group itself, to maintain proper accounting standards, to ensure that
appropriate authority has been given for the performance of acts by the Company,

and to comply with the relevant laws and regulations.

To better control its activities in moving toward the achievement of the established
objectives, the Group has adopted procedures to identify, evaluate and manage
the specific risks arising out of the continuous changes which affect the regulatory

framework and the Group’s operations.

The Board places great importance on maintaining a sound and effective system of
risk management and internal control to safeguard the shareholders’ investment
and the Company’s assets.

The Board has acknowledged its responsibility for the risk management and
internal control systems - including financial, operational and compliance controls
functions - and for the ongoing monitoring and review of their effectiveness. Such
systems are designed to manage rather than eliminate risks and are aimed at
providing reasonable and not absolute assurance against material misstatement

or loss.

The management with the support of the Internal Audit Department has been
granted by the Board with the responsibility on the process to identify, evaluate
and manage the risk factors that may affect the Group’s operations and to resolve

material internal control defects in the event such defects arise.

In particular, the measures adopted by the Group to contrast and contain the
impacts of the spread of the Covid-19 pandemic on the Company’s activities,
aimed at mitigating the health and safety risk at work, have been continuously

assessed during the Reviewed Period.
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The Internal Audit Department provides an independent review of the adequacy
and effectiveness of the internal control and the risk management systems. The
audit plan is discussed and agreed every year by the Audit Committee and then
submitted to the Board for approval. In addition to its agreed annual schedule of

work, the Internal Audit Department conducts other special reviews as required.

The risk assessment documents are periodically updated by the Internal Audit
Department - with the support of the management - then reviewed by the Audit

Committee and submitted to the Board for the relevant approval.

The Board has received a specific confirmation from the relevant management
of the Company on the effectiveness of the Company’s risk management and the

internal control systems throughout the Reviewed Period.

During the Reviewed Period, no significant control failings or weaknesses were

identified.

The Board - also through the support of the Audit Committee - has been reviewing
on an ongoing basis (with the same frequency as regular Board meetings were
held) and is generally satisfied that the internal control and the risk management
systems have functioned effectively and have been adequate for the Group as a

whole, throughout the Reviewed Period.

Moreover, the Board is generally satisfied of the adequacy of resources, staff
qualifications and experience, training program and budget of the Company’s

internal audit and risk management function during the Reviewed Period.

INSIDE INFORMATION

The Company handles and disseminates inside information in accordance with the

requirements of the Securities and Futures Ordinance and the Listing Rules.

With regard to the procedures and internal controls for the handling and

dissemination of inside information, the Company:

— has adopted certain policies to ensure potential inside information is captured
and confidentiality is maintained until timely and proper disclosure is made
(the “Policy on Inside Information”);

— has made available on the Company’s intranet the Policy on Inside Information
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in order to ensure immediate access to it by all the Group’s staff;

— has included in the procedures governing Directors and relevant employees a
prohibition on dealing in the Company’s shares whilst in possession of inside
information; and

— has authorized only the Executive Directors and few selected members of

management to act as spokespersons and respond to external enquiries.

In addition, the Board has established an Inside Information Committee, which
comprises the Chairman, the Chief Executive Officer, Mr. Patrizio Bertelli, and
the Chairman of the Audit Committee. The Inside Information Committee has been
delegated with the power to assess, if necessary, any potential inside information,

and to keep all other Directors timely informed about its decisions.

JOINT COMPANY SECRETARIES

The Company has appointed Ms. Patrizia Albano and Ms. Yuen Ying Kwai as joint
company secretaries.

Given that the headquarter of the Company is located outside Hong Kong and the
Company is incorporated in Italy, the Company is of the view that it is in the best
interests of the Company and is of good corporate governance to maintain Ms.
Patrizia Albano and Ms. Yuen Ying Kwai as the joint company secretaries.

During the Reviewed Period each of Ms. Patrizia Albano and Ms. Yuen Ying Kwai,
respectively, undertook over 15 hours of relevant professional training to update

their skills and knowledge.

SHAREHOLDERS’ RIGHTS

A. CONVENING OF THE SHAREHOLDERS" GENERAL MEETING AT THE
SHAREHOLDERS" REQUEST

Pursuant to Article 14.2 of the Company’s By-Laws, a shareholders’ general meeting
has to be called by the Board when requested by shareholders representing at least
one-twentieth of the Company’s share capital, provided that the request mentions
the item(s) to be discussed at the meeting. If there is an unjustified delay in calling

the meeting by the Board, action will be taken by the board of statutory auditors.

B. PUTTING FORWARD PROPOSALS AT SHAREHOLDERS" GENERAL MEETING
Pursuant to Articles 14.4 and 14.5 of the Company’s By-Laws, shareholders who,

individually or jointly, own or control at least one-fortieth of the Company’s share
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capital may request in writing for additions to be made to the list of items on the
agenda, within ten days from the notice of call for a shareholders’ general meeting,
by setting out the proposed additions (five days in advance in the circumstances
indicated under the second paragraph of Article 14.4). The proposals should be
directed to the Group Corporate Affairs Director and Joint Company Secretary by

email at corporateaffairs@pradagroup.com.

C. MAKING AN ENQUIRY TO THE BOARD

Enquiries about matters to be put forward to the Board should be directed to
the Group Corporate Affairs Director and Joint Company Secretary Ms. Patrizia
Albano by email at corporateaffairs@pradagroup.com. The Company will not

normally deal with verbal or anonymous enquiries.

D. PROCEDURES FOR SHAREHOLDERS' TO PROPOSE A PERSON FOR ELECTION
AS DIRECTOR

The procedures for a shareholder to nominate a person for election as a Director
of the Company are set out in Articles 19.3 and 19.4 of the Company’s By-laws,
details of which have been disclosed in the Company’s announcement dated March
30, 2012.

CONSTITUTIONAL DOCUMENTS
During the Reviewed Period, there was no change to the Company’s constitutional

document.

COMMUNICATION WITH SHAREHOLDERS

A. DIVIDEND POLICY

On March 15, 2019, the Board has formalized and adopted a Dividend Policy to set
outtheframework thatthe Company has putinplaceinrelationtodividend payoutto
shareholders. The Company aims to provide its shareholders a sustainable dividend
stream, taking into account financial results, cash flow situation, working capital
requirements, capital expenditures, investment requirements, future operations
and earnings, business conditions and strategies, interests of shareholders and any
statutory or regulatory restrictions on payment of dividends including applicable
provisions under the Italian law and the Company’s By-laws.

The Board will review the Dividend Policy from time to time and may adopt changes

as appropriate, at the relevant time to ensure the effectiveness of the Dividend

PRADA spa Separate Financial Statements 2020 - Corporate Governance



Policy.

During the Reviewed Period, the Company did not distributed dividend for the
financial year 2019 as a conservative measure in the context of uncertainty created
by the spread of the Covid-19 pandemic. Therefore, the whole net income of
the Company for the financial year 2019 amounting to Euro 249,027,388.00 was

allocated to the reserves of the Company.

B. INVESTOR RELATIONS AND COMMUNICATIONS

The Company endeavors to maintain a high level of transparency when
communicating with the shareholders and the financial community in general. The
Company has maintained regular dialogue and fair disclosure with institutional
shareholders, fund managers, research analysts and the finance media. Investor/
analysts briefings and one-on-one meetings, investor conferences, and results
briefings are conducted on a regular basis in order to facilitate communication
between the Company, shareholders and the investment community. The Company
strives to ensure effective and timely dissemination of information to shareholders
andtheinvestmentcommunityatalltimesandwill regularly review the arrangements

to ensure its effectiveness.

The Company’s corporate website (www.pradagroup.com) facilitates effective
communications with shareholders, investors and other stakeholders, making
corporate information and other relevant financial and non-financial information
available electronically and on a timely basis. This includes extensive information
about the Group’s performance and activities via the annual report, interim
report, social responsibility report, press releases, presentations, announcements,

circulars to shareholders and notices of general meetings, etc.

C. SHAREHOLDERS" MEETINGS

The Company strives to maintain an on-going dialogue with its shareholders.
Shareholders are encouraged to participate in general meetings either in person or
through appointed proxies to attend and vote at meetings for and on their behalf
if they are unable to attend such meetings. The process of the Company’s general

meeting is monitored and reviewed on a regular basis.

The Company uses the shareholders’ general meeting as one of the main channels
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for communicating with the shareholders and to ensure that shareholders’ views
are communicated to the Board. At the shareholders’ general meeting, each
substantially separate issue is proposed and considered by a separate resolution

(including the election of individual directors).

Inordertomitigatetherisksconnected withthe COVID-19 pandemic, ashareholders’
general meeting of the Company was held on May 26, 2020 exclusively by way of
electronic means and attended by an exclusive proxyholder of all shareholders
(Slaughter and May) (the “2020 AGM"). The Directors, including the Chairman of
the Board, the Chairman of the Board Committees, the Joint Company Secretaries,
the auditor of the Company, Deloitte & Touche S.p.A., the statutory auditors and
the scrutineer, attended the 2020 AGM.

Separate resolutions were proposed at the 2019 AGM relating to each issue and
the voting results of such resolutions were disclosed in the announcement of
the Company dated April 30, 2019. The number of votes cast in favour of each

resolution (and the corresponding percentage level) are set out below:

To approve the Audited Separate Financial Statements which show a net income of Euro 249,027,388 and the Audited 2 462 582 602
Consolidated Financial Statements of the Company for year ended December 31, 2019 together with the Reports of the 4 (69 9é(,°/)
Board of Directors, the Board of Statutory Auditors and the Independent Auditors. . °
To approve the allocation of the net income of the Company, for the year ended December 31, 2019, as follows: (i) Euro 2 462 935,996
51,176,480 to the extraordinary reserves of the Company, and (ii) Euro 197,850,908 to the retained earnings of the e (1(’)0%)
Company.

All resolutions put to the shareholders at the 2020 AGM were duly passed.
Computershare Hong Kong Investor Services Limited, the Company’s Hong Kong

share registrar, acted as scrutineer for the vote taking at the 2020 AGM.

D. CORPORATE COMMUNICATIONS

Inordertoincrease efficiencyincommunication with shareholders and to contribute
to environmental protection, the Company has made arrangements from September
2011 to ascertain how its shareholders wish to receive corporate communications.
Shareholders have the right to choose the language, either in English or Chinese,
or both, and means of receipt of the corporate communications, in printed form

or by electronic means through the Company’s website at www.pradagroup.com.
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STATEMENT OF FINANCIAL POSITION

Assets

Current assets

Cash and cash equivalents 1 103,294,670 70,695,601
Trade receivables, net 2 526,652,299 776,685,379
Inventories 3 295,693,913 319,433,394
Derivative financial instruments - current 4 12,445,419 4,750,477
L inrcn, associates and retatod paries ourrent o (O Perent compar 5 265,626,783 250,527,495
Other current assets 6 143,153,507 143,948,556
Total current assets 1,346,866,590 1,566,040,902
Non-current assets

Property, plant and equipment 7 791,076,443 805,676,261
Intangible assets 8 200,496,905 194,608,279
Right of use assets 9 294,419,531 274,317,989
Investments 10 903,271,935 978,436,166
Deferred tax assets 27 43,922,790 30,833,620
Other non-current assets AR 74,457,073 80,801,574
Derivative financial instruments - not current 4 6,768,227 6,103,283
ubsiiarios sesodatos anc related parties - PeYMEnts 1o parent comper 5 201,298,365 201,510,026
Total non-current assets 2,515,711,268 2,572,287,199
Total Assets 3,862,577,859 4,138,328,100
Liabilities and Shareholders’ equity

Current liabilities

Short-term financial payables and bank overdrafts 13 177,787,027 122,677,897
fcl)nraerl\ac;:gapn;gg;(frc;ﬁz:::es due to parent company, subsidiaries, associates and 14 63,800,921 74,652,660
Trade payables 15 635,001,957 865,379,896
Tax payables 16 24,123,529 19,461,981
Derivative financial instruments - current 4 7,788,853 11,305,987
Other current liabilities 17 145,772,616 128,232,431
Short-term lease liability 12 42,146,074 39,466,571
Total current liabilities 1,096,420,979 1,261,177,422
Non-current liabilities

Long-term financial payables 18 385,868,249 488,108,349
Long-term employee benefits 19 35,704,448 25,048,799
Provision for risk and charges 20 1,681,265 4,674,948
Deferred tax liabilities 27 1,710,553 1,634,622
Other non-current liabilities 21 104,000,000 47,293,614
Derivative financial instruments- not current 4 9,249,071 8,788,752
'r:ei[]aejcre]gii)la?'?iisomer payables to parent company, subsidiaries, associates and 14 13,877,911 20,660,000
Long-term lease liability 12 275,612,364 264,616,390
Total non-current liabilities 827,603,860 860,725,474
Total liabilities 1,924,024,839 2,121,902,896
Share capital 255,882,400 255,882,400
Total other reserves 1,698,846,500 1,611,5615,416
Net income/(loss) of the year (16,175,880) 249,027,388
Shareholders' equity 22 1,938,553,020 2,016,425,204
Total liabilities and shareholders' equity 3,862,577,859 4,138,328,100

PRADA spa Separate Financial Statements 2020 - Financial Statements



STATEMENT OF PROFIT OR LOSS

Net Revenues 23 1,188,628,418 1,822,823,191
Cost of goods sold 24 (598,423,944) (841,844,065)
Gross Margin 590,204,475 980,979,127
Operating expenses 25 (5695,638,175) (774,133,905)
EBIT (5,433,701) 206,845,221
Interest and other financial expenses, net 26 (52,856,799) (562,214,242)
Interest income/(expenses) on lease liabilities 26 (2,952,044) (2,910,324)
Dividends from investments 26 37,014,250 48,741,382
Total financial income/(expenses) (18,794,594) (6,383,183)
Income before taxation (24,228,295) 200,462,038
Taxation 27 8,052,414 48,565,350
Net income/(loss) of the year (16,175,880) 249,027,388

STATEMENT OF COMPREHENSIVE INCOME

Net income/(loss) of the year (16,176) 249,027
Items recycled to P&L

Change in Cash Flow Hedge reserve 5,809 3,783
Tax impact (1,394) (908)
Change in Cash Flow Hedge reserve less Tax Impact 4,415 2,875
Items not recyclable to P&L:

Change in Fair Value reserve (15,2006) 58
Tax impact - -
Change in Fair Value reserve less Tax Impact (15,206) 58
Change in Actuarial reserve (346) (1,531)
Tax impact 405 -
Change in Actuarial reserve less Tax Impact 59 (1,631)
Total comprehensive income/(loss) (26,908) 250,429
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STATEMENT OF CASH FLOWS

Income/(loss) before taxation (24,228) 200,462
Profit or loss adjustments

Depreciation of Right of Use assets 43,561 39,346
Depreciation and amortization of property, plant and equipment and intangible assets 65,242 61,706
Impairment of fixed assets 515 1
Losses/(gains) on disposal of fixed assets (36,748) (559)
Impairment of investments 40,353 32,661
Interest expenses on Lease liabilities, net 2,952 2,910
Non-monetary financial income (expenses) (34,537) (48,741)
Provisions and other non-monetary charges 24,087 8,384
Balance sheet changes

Trade receivables, net 224,162 (95,815)
Inventories, net 31,769 (15,173)
Trade payables (230,123) 57,556
Other current assets and liabilities 19,222 (49,304)
Other non-current assets and liabilities 7,591 7916
Cash flows generated by operating activities 133,818 201,350
Interest paid, (net), including interest paid of Lease liabilities (2,814) (143)
Taxes paid (4,159) 0
Net cash flows from operating activities 126,845 201,207
Purchase of tangible and intangible assets (49,054) (112,231)
Disposal of property, plant and equipment 2,320 720
Investments in subsidiaries (6,614) (23,101)
Financial investments - 23,131
Dividends received 37,014 48,741
Net cash flows (used)/generated by investing activities (16,334) (62,740)
Dividends paid - (153,529)
Change in short-term bank loans (45,000) (42,000)
Change in short-term intercompany loans 27,563 (8,851)
Repayment of loans from subsidiaries 14,052 41,885
Repayment of Lease liabilities, net (53,728) (43,003)
(Disbursement) of loans to subsidiaries (23,486) (111,160
Repayment of short-term portion of long-term bank loans (177,889) (250,000
New long term borrowings arranged 175,000 200,000
Cash flow generated/(used) by financing activities (83,488) (366,658)
Change in cash and cash equivalents net of bank overdraft 27,023 (228,191)
Fratelli Prada spa -Opening cash and cash equivalents, net of bank overdraft 5,574

Opening cash and cash equivalents, net of bank overdraft 70,696 298,887
Closing cash and cash equivalents, net of bank overdraft 103,293 70,696

PRADA spa

Separate Financial Statements 2020 - Financial Statements



STATEMENT OF CHANGES IN EQUITY
(AMOUNTS IN THOUSANDS OF EURO, EXCEPT NUMBER OF SHARES)

Balance at
December 31
2018

2,558,824,000

255,882 410,047 51,176 182,899

325,300

(6,585)

(12,275)

708,548

1,914,992

Net result Allocation

708,548

(708,548)

Gain/(losses) from
the disposal of equity
instruments

2,298

2,235

4,533

Dividends paid

(153,529)

(153,529)

Comprehensive
income for the year
(recyclable to P&L)

2,875

249,027

251,902

Comprehensive inco-
me for the year (not
recyclable to P&L)

(1,631)

58

(1,473)

Balance at
December 31,
2019

2,558,824,000

255,882 410,047 51,176 182,899

881,086

(3,710)

(9,982)

249,027

2,016,425

Allocation of 2019
net income - retained
earnings

197,851

(197,851)

Allocation of 2019
net income -extraor-
dinary reserves

- - - 51176

(51,176)

Other movements

(50,965)

(50,965)

Comprehensive inco-
me/(loss) for the year
(recyclable to P&L)

4,415

(16,176)

(11,761)

Comprenhensive
income/(loss) of the
year (not recyclable
to P&L)

60

(15,206)

(15,146)

Balance at
December 31,
2020

2,558,824,000

255,882 410,047 51,176 234,075

1,028,032

704

(25,187)

(16,176)

1,938,553

PRADA spa
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EFFECTS OF THE MERGER OF FRATELLI PRADA ON THE COMPANY STATEMENT

OF FINANCIAL POSITION AS AT JANUARY 01, 2020

Cash and cash equivalents 70,696 5,575 76,271
Trade receivables, net 776,685 1,043 777,729
Inventories, net 319,433 10,150 329,583
Derivative financial intruments 4,750 B 4,750
Receivables from parent company and other related parties 250,527 1,337 251,864
Other current assets 143,949 5,231 149,180
Total current assets 1,566,041 23,336 1,589,377
Property, plant and equipment, net 805,676 5,330 811,006
Intangible assets, net 194,608 - 194,608
Right of use 274,318 33,124 307,442
Associated undertakings 978,436 (66,000) 912,436
Deferred tax assets 30,834 2,706 33,540
Other non-current assets 80,802 18 80,820
Derivative financial instruments - not current 6,103 - 6,103
Receivables from controlling, other group company and related 201,510 - 201,510
Total non-current assets 2,572,287 (24,822) 2,547,465
Total Assets 4,138,328 (1,486) 4,136,842
Bank overdrafts and short terms loans (122,678) B (122,678)
Payables to parent company and other related parties (74,653) - (74,653)
Trade payables (865,380) (10,359) (875,739
Current tax liabilities (19,462) (961) (20,423)
Derivative financial liabilities (11,306) - (11,306)
Other current liabilities (128,232) (738) (128,971)
Short-term lease liability (39,467) (4,748) (44,215)
Total current liabilities (1,261,177) (16,8006) (1,277,984)
Long term debt, net of current portion (488,108) - (488,108)
Pensions liabilities and leaving indemnities (25,049) (4,205) (29,253)
Provisions (4,675) - (4,675)
Deferred tax liabilities (1,5635) - (1,535)
Other LT liabilities (47,294) - (47,294)
Derivative financial liabilities - not current (8,789) - (8,789)
Payables to controlling, other group company and related (20,660) - (20,660)
Long-term lease liability (264,616) (28,469) (293,085)
Total non-current liabilities (860,725) (32,674) (893,399)
Total liabilities (2,121,903) (49,480) (2,171,383)
Share capital (255,882) - (255,882)
Other Reserves (1,511,515) 50,965 (1,460,550
Net result for the period (249,027) - (249,027)
Total shareholder's equity (2,016,425) 50,965 (1,965,460)
Total liabilities and shareholder's equity (4,138,328) 1,485 (4,136,843)
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COMPANY INFORMATION

PRADA spa is a joint-stock company with limited liability, registered and domiciled
in Italy. Its headquarters are in via A. Fogazzaro 28, Milan, Italy. As of December
31,2020, approximately 79.98% of PRADA spa’s share capital was owned by PRADA
Holding spa, an Italian company, and the remainder was listed on the Main Board
of the Hong Kong Stock Exchange.

The ultimate indirect shareholders of PRADA Holding spa are Patrizio Bertelli and
the Prada family.

The Company is not subject to the management and control of any other companies
or entities, noted in accordance with the disclosure requirements of Italian Civil
Code Article Art. 2497 et seq.

The Financial Statements were approved by the Board of Directors on March 10,
2021.

BASIS OF PRESENTATION

The Financial Statements, comprising the Statement of financial position,
Statement of profit or loss, Statement of comprehensive income, Statement of
cash flows, Statement of changes in equity and Notes to the financial statements,
are prepared in compliance with International Financial Reporting Standards
(IAS/IFRS) and related interpretations (SIC/IFRIC) as approved by the European
Commission and enforced at the reporting date.

The Financial Statements have been prepared on a going concern basis.

NEW IFRS AND AMENDMENTS TO IFRS
New Standards and Amendments issued by the IASB, endorsed by the European
Union and applicable to Prada spa from January 1, 2020.

Amendments to IFRS 9, IAS 39 and IFRS17: Interest Rate Benchmark Reform January 1, 2020 Endorsed in January 2020
Amendments to IFRS 3 Business Combinations January 1, 2020 Endorsed in April 2020
Covid-Related Rent Concessions: Amendment to IFRS 16 January 1, 2020 Endorsed in October 2020
IAS 1 and IAS 8: definition of material January 1, 2020 Endorsed in November 2019
Amendments to References to the Conceptual Framework in IFRS Standards January 1, 2020 Endorsed in November 2019
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Among the New I[FRSs and Amendments above, only the "“Covid-Related
Rent Concession: Amendment to IFRS 16” had a significant impact on the

CompanyFinancial Statements, the details of which are explained below.

New Standards and Amendments issued by the IASB, endorsed by the European
Union, but not yet applicable to Prada spa as effective for financial years

beginning on January 1, 2021.

Amendments to IFRS 4 Insurance Contracts - deferral of IFRS 9 January 1, 2021 Endorsed in December 2020

Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16:
Interest Rate Benchmark Reform - Phase 2

January 1, 2021 Endorsed in January 2021

New Standards, Amendments to existing Standards and operational guidelines
issued by the IASB, but not yet endorsed by the European Union at the date of

approval of these Separate Financial Statements.

IFRS 17 Insurance Contracts January 1, 2023 Not endorsed yet

Amendment to IAS 1 Presentation of Financial Statements in IFRS Standards January 1, 2023 Not endorsed yet

Amendments to:

-IFRS 3 Business Combinations;

-1AS 16 Property, Plant and Equipment;

-IAS 37 Provisions, Contingent Liabilities and Contingent Assets;
-Annual Improvements 2018-2020

January 1, 2022 Not endorsed yet

AMENDEMENT TO IFRS 16 FOR COVID-RELATED RENT CONCESSIONS

On May 28, 2020, the International Accounting Standard Board ("IASB”) approved

the possibility of providing lessees with a practical expedient for the immediate

recognition in the profit or loss of Covid-related rental discounts.

Based on this practical expedient, the lessees are not required to assess whether

the Covid-related rent reductions obtained by the lessors are lease modifications;

therefore, the lessees can book such rent reductions as if they were not lease

modifications, thus giving the possibility to the lessees to recognize the entire

economic benefit of such discounts immediately through profit or loss.

Rent discounts are eligible for the practical expedient if they occur as a direct

consequence of the Covid-19 pandemic and if all of the following criteria are met:
—any rent reduction affects only payments originally due on or before June 30,

2021;
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—there is no substantive change to the other terms and conditions of the lease;
—the change in lease payments results in revised consideration for the lease
that is substantially the same as, or less than, the consideration for the lease

immediately preceding the change.

On October 12, 2020, the European Commission completed the endorsement
process of the amendment to IFRS 16 for Covid-Related Rent Concessions. The
application of such amendment is valid for financial statements star ting from June
1, 2020, but early adoption is allowed for financial years star ting from January 1,
2020. Prada SpA opted for the early adoption thus recognizing the Covid-related
rent discounts from January 2020.

As a result of the above, the Statement of Profit or Loss for the twelve months
ended December 31, 2020 includes a total of Euro 7 million of Covid-related rent
discounts within the "Operating expenses” line-item.

As at the date of these Financial Statements, the Directors have not yet completed
the analysis necessary to assess the impacts of the above new standards and
interpretations not yet applicable to the Company, both in terms of those already

endorsed by the European Union and those undergoing the endorsement.

FINANCIAL STATEMENTS

The Company has prepared the Statement of financial position classifying separately
current and non-current assets and liabilities. The Notes contain more detailed
information with further breakdowns of the items reported in the Statement of

Financial Position.

The Profit or Loss is classified by function.

Cash flow information is reported in the Statement of cash flows which forms an

integral part of the Financial Statements.

The accounting policies and the notes are an integral part of the Financial

Statements.

Every item in the Statement of financial position, Statement of profit or loss,
Statement of cash flows and Statement of changes in equity is detailed in the

Notes to the financial statements.
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MAIN ACCOUNTING POLICIES

CASH AND CASH EQUIVALENTS
Cash and cash equivalents are carried in the statement of financial position at
nominal value. Cash equivalents include all highly liquid investments with an

original maturity of three months or less.

For the purposes of the cash flow statement only, cash and cash equivalents
comprise cash on hand, bank accounts, deposit accounts. In the statement of
financial position, bank overdrafts and current portions of payables to banks for

medium and long-term loans are included in Bank overdrafts and short-term loans.

TRADE RECEIVABLES AND PAYABLES

Trade receivables arerecognized at their nominal value net of the bad debt provision
determined on the basis of the requirements set by IFRS 9. According to this
standard, receivables are written off following the application of the “expected loss”
impairment method together with, if necessary, further impairments recognized

upon specific doubtful conditions on the single credit positions.

Trade payables are recorded at nominal amount.

Transactions denominated in foreign currencies are recorded at the exchange rate
as at the date of the transaction. At the reporting date, transactions denominated
in foreign currencies are translated using the exchange rate as at the reporting
date. Gains and losses arising from the translation are reflected in the profit or
loss.

The transfer of a financial asset to third parties implies its derecognition from
the statement of financial position only if all risks and rewards connected with
the financial asset are substantially transferred. Risks and rewards are considered
transferred when exposure to variability in the present value of future net cash

flows associated with the asset changes significantly as a result of the transfer.

INVENTORIES
Raw materials, work in progress and finished products are recorded at the lower
of acquisition cost or production cost and net realizable value. Cost comprises

direct production costs and those overheads that have been incurred in bringing
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the inventories to their present location and condition. Acquisition or production
cost is determined on a weighted average basis.
Provisions, adjusting the value of the inventory, are made for slow moving and

obsolete inventories and if estimated selling prices are lower than cost.

DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments that hedge interest rate risk and exchange rate
risk exposure are recognized based on hedge accounting rules.

Hedging contracts are designated as cash flow hedges. Hedge accounting treatment
is allowed if derivative financial instruments are designated as a hedge of the
exposure to changes in future cash flows of a recognized asset or liability or a
highly probable transaction and which could affect profit or loss. In this case, the
effective portion of the gain or loss on the hedging instrument is recognized in
shareholders’ equity. Accumulated gains or losses are reversed from shareholders’
equity and recognized in the profit or loss for the period in which the profit or loss

effect of the hedged operation is recognized.

Any gain or loss on a hedging instrument (or portion thereof) which is no longer
effective as a cash flow hedge is immediately recognized in the profit or loss. If
the hedged transaction is no longer expected to take place, any related cumulative

gain or loss outstanding in equity will be recognized in the profit or loss.

ASSETS HELD FOR SALE

A non-current asset is classified as held for sale if its carrying amount will be
mainly recovered through sale rather than through its continued usage.

Assets classified as held for sale are valued at the lower of net book value and fair

value less any costs to sell.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are recorded at purchase cost or production cost,
including any charges directly attributable. They are shown net of accumulated
depreciation calculated on the basis of the useful lives of the assets and any

impairment losses.

Ordinary maintenance expenses are charged in full to profit or loss for the year

they are incurred. Extraordinary maintenance expenses are capitalized if they
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increase the value or useful life of the related asset.
The costs included under leasehold improvements relate to refurbishment work

carried out on premises, mainly commercial, not owned by the Company.

All costs incurred during the period between the start of refurbishment work
and the opening of the store are capitalized as leasehold improvements, as they
are deemed necessary to bring the related assets to their working condition in
accordance with company guidelines. The relevant construction or refurbishment

period ranges from six to eighteen months depending on the type of store/work.

Depreciation methods, useful lives and net book values are reviewed annually. The

depreciation rates representing the useful lives are listed below:

Category of Property, Plant and Machinery Depreciation rate or period
Buildings 2.5% -10%
Production plant and equipment 4% - 25%
Improvements to leased retail premises shorter of useful life and lease term (*)
Improvements to leased industrial and corporate premises shorter of useful life and lease term (*)
Furniture and fixture retail shorter of useful life and lease term (*)
Furniture and fixture corporate 7% - 25%
Other tangible fixed assets 4% - 50%

(*) the lease term includes the renewal period when the exercise of the option is deemed reasonably certain

When assets are sold or disposed of, their cost and accumulated depreciation are
eliminated from the financial statements and any gains or losses are recognized in

the profit or loss.

If the term of a rental agreement is terminated in advance with respect to the
original lease term, the residual useful life of property, plant and equipment

allocated on it is adjusted consistently.

The value of land is stated separately from the value of buildings. Depreciation is

only charged on the value of buildings.

Every year, a test is performed for indications that the value of property, plant and
equipment has been impaired. If any such indications are found, an impairment
test is performed to estimate the recoverable amount of the asset. The impairment
loss is determined by comparing the carrying value of the asset with its recoverable

value, which means the higher of the fair value of the asset less costs to sell and
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its value in use.

Fair value is determined based on the best information available to reflect the

amount that could be obtained from the disposal of the asset at the reporting date.

Value in use is an estimate of the present value of future cash flows expected
to derive from the asset tested for impairment. Impairment losses are recorded

immediately in the profit or loss.

INTANGIBLE ASSETS
Only identifiable assets, controlled by the company and capable of producing

future economic benefits are included in intangible assets.

Intangible assets include licenses, store lease acquisition costs, software,

development costs and goodwill.

Software refers to Information Technology development projects and includes
all internal and external costs incurred to bring the asset into use. |IT projects
include costs incurred to acquire licenses as well as the cost of development and
installation. Software is capitalized on condition that it is identifiable, reliably
measurable and if it is probable that the asset will generate future economic

benefits.

Intangible assets with a definite useful life are amortized on a straight-line basis

at the following rates:

Category of intangible assets Amortization rate or period
Store lease acquisition costs shorter of useful life and lease term (*)
Software 10% - 33%
Development costs and other intangible assets 10% - 33%

(*) the lease term includes the renewal period when the exercise of the option is deemed reasonably certain

All business combinations included within the scope of IFRS 3 are recorded
using the acquisition method whereby identifiable assets, liabilities and potential
liabilities of the acquired business, which satisfy recognition requirements, are
measured at their acquisition-date fair value.

The difference between the cost of the business combination and the interest

acquired in the net fair value of identifiable assets, liabilities and potential
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liabilities is recorded as goodwill.

Goodwill, as an asset that produces future economic benefits but which is not

individually identified and separately measured, is initially recognized at cost.

Goodwill is not amortized but tested for impairment every year to check if its
value has been impaired. If specific events or altered circumstances indicate the
possibility that goodwill has been impaired, the impairment test is performed more

frequently.

An impairment loss recorded for goodwill is never reversed in subsequent years.

RIGHT OF USE ASSETS AND LEASE LIABILITY

Right of Use of leased assets and Lease Liabilities are regulated by IFRS 16 Leases
which apply to all lease contracts that provide for the payment of fixed rents,
including those indexed and those that set a guaranteed minimum.

The Company recognize the Right of use assets and the lease liability at the

commencement date of the lease and based on the lease term.

The identification of a lease term is very important, especially in the field
of real estate, because the form, legislation and common business practice can
vary considerably from one jurisdiction to another. The Company determines the
lease term as the non-cancellable period of a lease, together with the periods
covered by an option to extend or to terminate the lease under the control of the
Company. The management evaluates the exercise of the option if it's considered
“reasonably certain” based on several factors and circumstances that create an
incentive for the lessee to exercise, or not to exercise the option, including any
expected changes in facts and circumstances from the commencement date until

the exercise date of the option.

The lease term begins on the ‘commencement date’ of the lease. This is defined
as the date on which the lessor makes an underlying asset available for use by a
lessee. It is the date on which the lessee initially recognises and measures Right of
Use assets and lease liabilities.

The commencement date is not necessarily the date on which start the depreciation

of the Right of Use. For retail premises, the asset leased is ready for use when
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works on premises are completed and, therefore the depreciation of Right of Use
shall begin after the completion of works necessary to bring a store to its working

condition according to the management instructions.

The Right of use assets is measured at cost, identified as the initial measurement
of the lease liability, increased by any initial direct costs incurred by the lessee
(key money, legal fees, agent fees or other fees paid to enter in the agreement)
or by any dismantling cost necessary to bring back the premises to its original

condition. The Right of use Assets is depreciated over the Lease term.

The lease liability is measured at the present value of the lease payments that are
not paid at that date. The lease payments are discounted using an incremental
borrowing rate. The profit or loss caption “interest expenses IFRS 16" represent the
adjustment of the present value of the lease liability. Since most leases stipulated
by the Company do not have an interest rate implicit in the lease, the discount
rate applicable to future lease payments was determined as the Italian risk-free
rate, with payment dates based on the terms of the specific lease, increased by the

Company’s credit spread.

A lease modification occurs when there is a change in the scope of a lease, or the
consideration for a lease, that was not part of the original terms and conditions
of the lease (for example, adding or terminating the right to use one or more
underlying assets, or extending or shortening the contractual lease term). The
effective date of the modification is defined as “the date when both parties agree
to a lease modification”. When this occur, the Right of use and the lease liability
are updated accordingly. If a lease is terminated before the original lease term
date defined at the commencement date, both Right of Use assets and the lease
liability are remeasured, impacting also the profit of loss statement.

In addition, the options for the extension and early termination of the lease
agreements arere-evaluated and re-considered when a significant event or a change
occurs in the circumstances that are under the control of the Group and this will
influence the assessment of the reasonable certainty of the exercise options.

Low value contracts (the price of the asset, when new and recognized on a
singlecomponent basis approach, is less than Euro 5,000) and leases whose lease
term is shorter than 12 months are not in the scope of “"IFRS 16 Leases”, so they

are recognized through profit or loss on a straight-line basis over the lease term.
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Purely variable rent, typically linked to sales without a guaranteed minimum, are

excluded too from the scope of application of such standard.

Based on the practical expedient set by the "Amendment to IFRS16: Covid-Related
Rent Concession”, a lessee is not required to assess whether the Covid-related
rent reductions obtained by the lessors are lease modifications. Therefore, the
lessee can book such rent reduction as if they were not lease modifications, thus
recognizing the entire economic benefit of such discounts immediately through
profit or loss. Rent discounts are eligible for the practical expedient if they occur
as a direct consequence of the Covid-19 pandemic and if all of the following
criteria are met:

-any rent reduction affects only payments originally due on or before June 30,
2021;

-there is no substantive change to the other terms and conditions of the lease;
-the change in lease payments results in revised consideration for the lease that is
substantially the same as, or less than, the consideration for the lease immediately

preceding the change.

A lessee is expected to make judgement about whether other changes are
substantive based on its understanding of those changes and based on how they
were historically managed by the Company. As a result, in the Company’s view
a modification of the contract such as a renewal or the extension of the lease
term is to be considered substantive only when it is not consistent with the usual
practices applied by the Company and in the industry as a whole. For example, a
contract renewal might be signed up a few years ahead of the formal expiration
of the contract under negotiation, as it also also occurred in 2020 when certain
contract renewals or lease-term extension overlapped, only in terms of timing,

with the negotiations for the Covid-related rental discounts.

IMPAIRMENT OF ASSETS

IAS 36 requires an impairment test to be performed on property, plant and
equipment, intangible assets and investments whenever there is an indication of
impairment.

Goodwill and other intangible assets with an indefinite useful life and intangible
assets not yet available for use are tested for impairment at least once a year.

When the carrying amount of these assets exceeds their recoverable amount, it is
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reduced accordingly and the impairment is recognized in the profit or loss.

The recoverable amount of the asset is calculated as the higher of its fair value
less costs of disposal (where there is an active market) and its value in use.

Value in use is determined by discounting cash flows expected to arise from the
use of the asset or Cash Generating Unit, as well as from the cash flow expected
to arise from its disposal at the end of its useful life.

Cash flow projections are based on budgets and forecasts and on long-term plans
(generally 5 years) approved by the management and by the relevant business
units.

Cash Generating Units are determined based on the organizational structure and
represent groups of assets that generate independent cash inflows from continuing

use of the relevant assets.

INVESTMENTS

Investments in subsidiaries, associated undertakings and joint ventures are
accounted for under the cost method and tested for impairment whenever there is
an indication of impairment.

The valuation method used is the Discounted Cash Flow model, adopting the
process described in the Note Impairment of assets. If an impairment loss has
to be recognized, it is charged to the profit or loss in the period in which it is
identified. If the reason for the impairment loss no longer applies, the carrying
amount of the investment is restored but not to more than its original cost. Such

reversals are recorded in the profit or loss.

INVESTMENTS IN EQUITY INSTRUMENTS

The initial recognition of Investments in equity instruments is at purchase cost,
increased by any directly attributable transaction costs. The Company measures
these instruments at fair value and the related changes are recorded in a
specific equity reserve. This change (FVTOCI) is also included in the statement
of comprehensive income as “items not recyclable to profit or loss”, therefore
only dividends received will be recorded in the statement of profit or loss of
the Company. IFRS 9 also provides for an alternative treatment that allows the
recognition of fair value changes directly to profit or loss (FVTPL). The choice of
this accounting treatment (FVTPL or FVTOCI) has to be done for each investment
and has to be considered irrevocable once adopted. Any exceptions to the initial

recognition will be reported in the Notes to the Separate financial statements.
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In the case of securities listed on active markets, the fair value is the price
recorded at the end of the trading day of the period under review. For investments
for which there is no an active market, the fair value is determined based on the
price of recent transactions between independent parts of substantially similar
instruments, or by using other valuation techniques such as, for example, income

assessments or based on flow analysis discounted financial figures.

DEFERRED TAX ASSETS

Deferred tax assets are amounts of income taxes recoverable in future periods
in relation to deductible temporary differences and carryforward of unused tax
losses.

Deductible temporary differences are differences between the carrying amount of
an asset or liability in the statement of financial position and its tax value which,
in determining taxable income for future years, will result in deductible amounts

when the carrying amount of the asset or liability is realized or settled.

Deferred tax assets are recognized for all deductible timing differences, tax losses
carry-forwards and unused tax credits only to the extent that is probable that
taxable profit will be available in future years against which the deductible timing
differences can be used. Recoverability is reviewed at every year end. Deferred
tax assets are measured at the tax rates which are expected to apply to the period
when the asset is realized based on tax rates (and tax laws) in force at the reporting

date.

Deferred tax assets are not discounted.

Deferred tax assets are recognized through the profit or loss unless the tax amount
is generated from a transaction or an event directly recognized in equity or from

a business combination.

Deferred tax assets relating to items credited or debited directly to shareholders’

equity are also credited or debited directly to shareholders’ equity.

NON-CURRENT FINANCIAL LIABILITIES
Non-current financial liabilities include payables to banks for medium and long

term loans.
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Bank borrowing includes principal amounts, interest and additional arrangement
costs accruing and due at the balance sheet date even when they are charged at a
later date.

Non-current financial liabilities are initially recorded at fair value on the transaction
date less transaction costs which are directly attributable to the acquisition. After
initial recognition, non-current financial liabilities are valued at amortized cost
i.e. at the initial amount less principal repayments already made plus or minus the
amortization (using the effective interest method) of any difference between that
initial amount and the maturity amount.

The effective rate of interest is the rate used to discount payments based on the

contractual term of the loan or on a shorter period, if appropriate.

EMPLOYEE BENEFITS

Post-employment benefits mainly consist of Italian Staff Leaving Indemnities
(hereinafter TFR) which are classified as defined-benefit plans.

Defined benefit plans are recognized, using actuarial techniques to estimate the
amount of the obligations resulting from employee service in the current and
past periods and discounting it to determine the present value of the Company’s
obligations.

The actuarial valuation is carried out by an independent actuary using the Projected
Unit Credit Method.

This method considers each period of service provided by the employee as an
additional unit right and measures the actuarial liability on the basis of the
matured years of service only at the date of measurement. This actuarial liability
is then re-measured taking into account the relationship between the service years
provided by the employee at the date of measurement and the total years of service
expected at the forecast date of settlement of the benefit. Moreover, this method
takes account of future salary increases, for whatever reason (inflation, career
progression and new employment agreements) until the estimated termination
date of the employment relationship.

Actuarial gains and losses are recognized directly in equity, net of the tax effect.

Other long-term employee benefits are recorded among non-current liabilities and
their value corresponds to the present value of the defined benefit obligation at
the reporting date, adjusted according to the period of the underlying agreement.

Like defined benefit plans, other long term benefits are also valued using the
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Projected Unit Credit Method.

PROVISIONS FOR RISKS AND CHARGES

Provisions for risks and charges cover costs of a determinate nature that were
certain or probable but whose amount or due date was uncertain at year end.
Provisions are only recorded when the Company has a legal or constructive
obligation as a result of past events, it is probable that an outflow of resources
will be required to settle the obligation and a reliable estimate of the amount can

be made based on available information.

Where the Company expects reimbursement of a charge that has been provided
for (e.g. under an insurance policy) the reimbursement is recognized as a separate

asset but only when the reimbursement is certain.

DEFERRED TAX LIABILITIES
Deferred tax liabilities are amounts of income taxes due in future periods in respect

of taxable temporary differences.

Taxable temporary differences are differences between the carrying amount of
an asset or liability in the statement of financial position and its tax base which,
in determining the taxable income for future years, will result in taxable amounts

when the carrying amount of the asset or liability is recovered or settled.

Deferred tax liabilities are recognized for all taxable timing differences except when
liability is generated by the initial recognition of goodwill, or the initial recognition
of an asset or liability in a transaction other than a business combination that does

not affect the accounting result or the tax result at the transaction date.
Deferred tax liabilities are measured at the tax rates which are expected to apply
to the period when the liability is settled, based on tax rates (and tax laws) that
have been enacted or substantively enacted by the balance sheet date.

Deferred tax liabilities are not discounted.

Deferred tax liabilities are recognized in the profit or loss unless the tax amount

is generated by a transaction or an event directly recognized in equity or by a
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business combination.

Taxation for deferred tax liabilities relating to items credited or debited directly
to shareholders’ equity is also credited or debited directly to shareholders’ equity.
The deferred tax liabilities is only offset against deferred tax assets, when the two

items refer to the same tax and the same period.

REVENUE RECOGNITION

Revenues from the sale of goods are recognized in the profit or loss when all of the

following criteria have been satisfied:

— identify the contract (in writing, orally or in accordance with other customary
business practices) with a customer;

— identify the performance obligations in the contract;

— determine the transaction price for each performance obligations;

— the amount of revenue (transaction selling price) can be measured reliably;

— the significant risks and rewards of ownership are transferred to the buyer;

— all control over the goods sold has ceased;

— the economic benefits generated by the transaction will probably be enjoyed
by the Company;

— the costs pertaining to the transaction can be reliably measured;

— each performance obligations has been satisfied.

Royalties are accounted for based on sales made by the licensees and the terms
of the contracts. Royalties under franchise agreements are recorded based on the
sales made by the Company to the franchisees.

Dividends are booked in the profit or loss when the shareholders’ become entitled

to receive payment and are classified in the caption "Dividend from investments”.

ACCOUNTING FOR COSTS

Costs are recorded on an accrual basis. In particular, a cost is immediately

recognized in the profit or loss when:

— an expense does not generate any future economic benefit;

— the future economic benefits do not qualify or cease to qualify as assets for
recognition in the statement of financial position;

— a liability is incurred and no asset has been recorded.
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PRE-OPENING RENTS
Costs incurred during the pre-opening period of new or refurbished retail stores
are charged to the profit or loss when incurred, except for the suspension of the

depreciation of the Right of Use assets.

FINANCIAL EXPENSES

Financial expenses include interest on bank overdrafts, on short and long term
loans, amortization of initial costs of loan operations, changes in the fair value
of derivatives - insofar as chargeable to the profit or loss - and annual interest

maturing on the present value of post-employment benefits.

INCOME TAXES
The provision for income taxes is determined based on a realistic estimate of the
tax charge of each entity included in the tax consolidation, in accordance with the

tax rates and tax laws in force or substantially approved at the reporting date.

Current taxes are recorded in the profit or loss as an expense. This is except for
taxes deriving from transactions or events directly recognized through shareholders’

equity which are directly charged to equity.

CHANGES OF ACCOUNTING POLICY, ERRORS AND CHANGES IN ACCOUNTING
ESTIMATES

The accounting policies adopted are only modified from one year to another if
the change is required by an accounting standard or if it provides more reliable
and more relevant information on the effects of operations on the Company’s

Statement of financial position, Profit or loss or Cash flows.

Changes of accounting policy are applied retrospectively, adjusting the opening
balance of each affected component of equity for the earliest prior period presented.
Other comparative amounts, disclosed for each prior period presented, are also
adjusted as if the new accounting policy had always been applied. A prospective
approach is applied only when it is not possible to restate the comparative

information.

The adoption of a new or amended accounting standard is implemented in

accordance with the requirements of the standard itself. If the new standard
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does not include specific transition provisions, the change of accounting policy is
applied retrospectively or, if this is not feasible, prospectively.

In the case of material errors, the same approach adopted for changes in accounting
standards described in the previous paragraph shall be followed. Non material
errors are recognized in the profit or loss in the period in which the error is
identified.

The effect of changes in accounting estimates is prospectively recorded in the
profit or loss for the year the change takes place if it is the only year affected. It

is also reflected in later years if they too are affected by the change.

FINANCIAL RISK MANAGEMENT

The Company’s international activities expose it to a variety of financial risks
including the risk of exchange rate and interest rate fluctuation. The Company’s
overall risk management policy takes account of the volatility of financial markets
and seeks to minimize uncertainty regarding cash flow and the resulting potential

adverse effects on its results.

The Company enters into hedging contracts to manage risks arising from exposure
to the exchange rate and interest rate risks.

Financial instruments are accounted for based on hedge accounting rules. At the
inception of the hedge contract, the Company formally documents the hedging
relationship assuming that the hedging is effective during the different accounting

periods it is designated for.

EXCHANGE RATE RISK

The Company’s export sales activities expose it to an exchange rate risk due to
fluctuations in the exchange rate of the Euro primarily against the US Dollar,
Hong Kong Dollar, Chinese Renminbi, Japanese Yen and, to a lesser extent, other
currencies. The Corporate Finance Department is responsible for foreign exchange
risk hedging by entering into derivative contracts (forward sale and purchase,
options) with third parties.

In accordance with IFRS 9, these hedging contracts are classified as cash flow
hedges. The fair value of the hedging contracts designated as cash flow hedges is

recorded under shareholders’ equity net of the tax effect.
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INTEREST RATE RISK

The debt taken on by the Company exposesittoaninterestraterisk. The Corporate
Finance Department hedges this risk by arranging Interest Rate Swap and Collar
agreements.

The fair value of derivative contracts designated as cash flow hedges is recorded
under shareholders’ equity net of the tax effect.

Meanwhile, for non-hedging derivatives qualified as fair value through profit or

loss, fair value is recorded in full in the profit or loss.

USE OF ESTIMATES
Inaccordance with IAS/IFRS, the preparation of these financial statements requires
the use of estimates and assumptio