UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 20-F

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the Fiscal Year Ended: December 31, 2008

Commission file number: 001-11854

NATUZZI S.p.A.

(Exact name of Registrant as specified in its charter)

NATUZZI S.p.A.

(Translation of Registrant’s name into English)

Italy

(Jurisdiction of incorporation or organization)

Via lazzitiello 47, 70029 Santeramo, Italy
(Address of principal executive offices)

Mrs. Silvia Di Rosa
Tel. +39 02 356 79 810
Fax +39 02 365 79 809
investor_relations@natuzzi.com
Piazza Arcole 4, 20143 Milan, Italy

(Name, telephone, e-mail and/or facsimile number and address of company contact person)

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

Title of each class Name of each exchange on which registered

American Depositary Shares, each representing one

Ordinary Share New York Stock Exchange

. . New York Stock Exchange
Ordinary Shares, with a par value of €1.00 each L.
(for listing purposes only)

Securities registered or to be registered pursuant to Section 12(g) of the Act:
None
(Title of Class)

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

Indicate the number of outstanding shares of each of the issuer’s classes of capital or common stock as
of the close of the period covered by the annual report:
As of December 31, 2008: 54,853,045 Ordinary Shares

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act.

Yes |:| No &



If this report is an annual or transition report, indicate by check mark if the registrant is not required
to file reports pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.

Yes |:| No &

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section
13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.

Yes [X] No []

Indicate by check mark whether the registrant has submitted electronically and posted on its
corporate Web site, if any, every Interactive Data File required to be submitted and posted pursuant
to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such

shorter period that the registrant was required to submit and post such files).

Yes [_] No [] Not Applicable [X]
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a

non-accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of
the Exchange Act. (Check one):

Large accelerated filer [] Accelerated filer [X] Non-accelerated filer [_]

Indicate by check mark which basis of accounting the registrant has used to prepare the financial
statements included in this filing:

U.S. GAAP [] IFRS [] Other [X]

If “Other” has been checked in response to the previous question, indicate by check mark which
financial statement item the registrant has elected to follow.

[]Item 17 [X] Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as
defined in Rule 12b-2 of the Exchange Act).

Yes[ ] No[X]



TABLE OF CONTENTS

Page
PART I

Item 1. Identity of Directors, Senior Management and Advisers .........................o 2
Item 2. Offer Statistics and Expected Timetable................... 2
Item 3. Key Information................oooiii 2
Selected FInancial Data...........ouiiiiiit i e e 2
Exchange Rates ... 5
RISK FACLOTS .ttt et 6
Forward Looking Information ... 11
Item 4. Information on the Company...................o 11
INEEOAUCHION L. e e e e 11
Organizational Structure ..ot 12
SEEALEEY . .. ettt 13
Manufacturing. ...........ooiiiiiiii 17
ProdUCES .. e 22

Y 0 PP 24
Incentive Programs and Tax Benefits ... 27
Management of Exchange Rate Risk ... 29
Trademarks and Patents ... . ... 29
Regulation ... 29
Environmental Regulatory Compliance ... 30
INSUTAIICE oottt e e e e 30
Description of Properties ..o 30
Capital Expenditures..............ooooii 31
Item 4 A. Unresolved Staff CommMEents ...........o.iiiiiiiiii e 32
Item 5. Operating and Financial Review and Prospects ....................... 32
Critical Accounting Policies ... 32
Results of Operations. ... 35
Liquidity and Capital Resources ..................ooiiiiiiiii 43
Contractual Obligations and Committments.................ooooiiiiiiiiiiiii e 44



TABLE OF CONTENTS

Page

Related Party TransaCtions ..............o..iiiiiiiiiiiiiii e 46
Product and Retail Development.................. 46
New Accounting Standards under Italian and U.S. GAAP..................... 47
Item 6. Directors, Senior Management and Employees ...................... 50
Compensation of Directors and Officers...................o 54
Share OWNership ....... ... 55
Statutory AUdIitors. .. ... ..o 55
External AUditors ... 56
EMPIOYees ... 56
Item 7. Major Shareholders and Related Party Transactions....................cooooi . 57
Major Shareholders ... ... ..ot 57
Related Party Transactions ................oooiiiiiiiiiiiii 58
Item 8. Financial Information.......... ..o 59
Consolidated Financial Statements ............ouviiitiiitiii et 59
EXport Sales ... 59
Legal and Governmental Proceedings ......................c.oo 59
DiEVIdEIAS e e 61
Item 9. The Offer and Listing ... 61
Trading Markets and Share Prices....................o 61
Item 10. Additional Information ........ ..o 62
By-laws 62
Certailn COMEIACES .. .iut ettt ettt e e et et et e et eeen 71
Exchange Controls ... 71
TaXatION oo e 72
Documents on Display ... 77
Item 11. Quantitative and Qualitative Disclosures About Market Risk.....................o. 77
Item 12. Description of Securities Other than Equity Securities........................ 79

i



TABLE OF CONTENTS

Page

PART II
Item 13. Defaults, Dividend Arrearages and Delinquencies .........................oo L, 79
Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds...................... 79
Item 15. Controls and Procedures......... ..o 79
Ttem 16, [RESEIVEA] .. onitinii e 82
Item 16A. Audit Committee Financial Expert ..................ooo 82
Item 16B. Code of EthiCs. .. ..ot 82
Item 16C. Principal Accountant Fees and Services ...................ooo 82
Item 16D. Exemptions from the Listing Standards for Audit Committees .............................n 83
Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers ............................... 84
Item 16F. Change in Registrant’s Certifying Accountant ......................oo 84
Item 16G. Corporate GOVEINANCE ..........iuitiitiiiti e 84

PART III
Item 17. Financial STatements .. .. ... e 88
Item 18. Financial Statements ... ... ... 88
Ttermn 19, Exhibits ... e 88
Index to Financial Statements .. ... ...t e F-1

11



PRESENTATION OF FINANCIAL INFORMATION

Beginning with the fiscal year ended December 31, 2002, Natuzzi S.p.A. (the “Company”
and, together with its consolidated subsidiaries, the “Group”) has published its audited consolidated
financial statements (the “Consolidated Financial Statements”) in euro, the single currency established
for certain members of the European Union (including Italy) upon the commencement of the third
stage of the European Monetary Union (the “EMU”) on January 1, 1999.

In this annual report, references to “€” or “euro” are to the euro and references to “U.S.
dollars,” “dollars,” “U.S.$” or “$” are to United States dollars.

Amounts stated in U.S. dollars, unless otherwise indicated, have been translated from the
euro amount by converting the euro amounts into U.S. dollars at the noon buying rate in New York
City for cable transfers in foreign currencies as certified for customs purposes by the Federal Reserve

Bank of New York (the “Noon Buying Rate”) for euros on June 19, 2009 of U.S.$ 1.3998 per euro.

The foreign currency conversions in this annual report should not be taken as
representations that the foreign currency amounts actually represent the equivalent U.S. dollar
amounts or could be converted into U.S. dollars at the rates indicated.

The Consolidated Financial Statements included in Item 18 of this annual report are
prepared in conformity with accounting principles established by the Italian Accounting Profession
(“Italian GAAP”). These principles vary in certain significant respects from generally accepted
accounting principles in the United States (“U.S. GAAP”). See Note 27 to the Consolidated Financial
Statements included in Item 18 of this annual report. All discussions in this annual report are in
relation to Italian GAAP, unless otherwise indicated.

In this annual report, the term “seat” is used as a unit of measurement. A sofa consists of
b
three seats; an armchair consists of one seat.



PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.
Item 3. Key Information

Selected Financial Data

The following table sets forth selected consolidated financial data for the periods indicated
and is qualified by reference to, and should be read in conjunction with, the Consolidated Financial
Statements and the notes thereto included in Item 18 of this annual report and the information
presented under “Operating and Financial Review and Prospects” included in Item 5 of this annual
report. The income statement and balance sheet data presented below have been derived from the
Consolidated Financial Statements.

The Consolidated Financial Statements, from which the selected consolidated financial data
set forth below has been derived, were prepared in accordance with Italian GAAP, which differ in
certain respects from U.S. GAAP. For a discussion of the principal differences between Italian GAAP
and U.S. GAAP as they relate to the Group’s consolidated net earnings (loss) and shareholders’
equity, see Note 27 to the Consolidated Financial Statements included in Item 18 of this annual
report.



Year Ended At December 31,

2008 2008 2007 2006 2005 2004
(millions of
dollars, except per (millions of euro, except per Ordinary Share)
Ordinary Share)®”
Income Statement Data:
Amounts in accordance with Italian GAAP :
Net sales:
Leather- and fabric-upholstered
furniture .......ooooo $864.5 €587.8 €563.5 €660.2 €594.8 €665.5
Other(2) oo _115.0 78.2 70.9 75.2 75.1 87.9
Total net sales 979.5 666.0 634.4 735.4 669.9 753.4
Costof sales ..., (704.2) (478.8) (460.6) (490.5) (459.4) (484.5)
Gross profit ............ocoooei 275.3 187.2 173.8 244.9 210.5 268.9
Selling expenses ............cccooviiiiiiiiii, (253.4) (172.3) (173.9) (186.2) (182.2) (188.2)
General and administrative expenses. .. (73.4) (49.9) (49.0) (42.2) (43.0) (40.7)
Operating income (loss) ....................... (51.5) (35.0) (49.1) 16.5 (14.7) 40.0
Other income (expense),
NEE(3) (4) (5) (6)vevererereeeeeeereeeeererreas (38.0) (25.8) (2.6) 2.8 3.0 (3.9
Earnings (loss) before taxes and minority
INterests.........ocovvuiiiiiiiiiinninn... (89.5) (60.8) (51.7) 193 11.7) 36.1
INCOME TAXES ...veiiiineeiiieeiiiiee i (2.2) (1.5) (11.4) (7.1) (3.1) (17.6)
Earnings (loss) before minority interests 91.7) (62.3) (63.1) 12.2 (14.8) 18.5
Minority interest............ccooeeeereiiiiiiinnnns 0.6 0.4 0.5 0.1 0.2 (0.1)
Net earnings (10ss) ........cococeiiiiiiiiin 91.1) (61.9) (62.6) 12.3 (14.6) 18.4
Net earnings (loss) per Ordinary Share (81.66) (€1.13) (€1.14) €0.23 (€0.27) €0.34
Dividends declared per share - - - - - €0.07
Amounts in accordance with U.S. GAAP:
Netsales ......oooooiiiiiiiin. 985.6 670.1 635.9 736.8 672.0 759.8
Operating income (108S) .........ovuvveiniiniiiiiin. (58.8) (40.0) (46.4) 22.7 (4.5) 349
Net earnings (10ss) ........cococoiiiiiiiiiin (81.9) (55.7) (60.0) 14.5 (6.9) 18.8
Net earnings (loss) per Ordinary Share (basic
and diluted)......ovooee oo (51.50) (€1.02) (€1.09) €0.26 (€0.13) €0.34
Weighted average number of Ordinary Shares
Outstanding.......................... 54,850,643 54,850,643 54,817,086 54,733,796 54,681,628 54,681,628
Balance Sheet Data :
Amounts in accordance with Italian GAAP :
Current assets........o.euiueeiiniiiiiniineins $443.2 €318.5 €364.1 €407.3 €384.5 €389.4
Total assets ........coooeiiiiiiiiiii 756.8 543.8 617.5 674.7 664.9 673.2
Current liabilities ..............ccooeeviiniinn... 189.7 136.3 146.0 133.0 136.2 131.5
Long-term debt..........ccoocoiiiiiiiiii, 4.6 3.3 2.1 2.4 3.6 5.0
Minority interest ...........ccooovveiiiiiiinn... 1.1 0.8 0.1 0.6 0.7 0.9
Shareholders’ equity (7).............ccccceeee 480.4 345.2 411.6 478.9 473.0 487.9
Amounts in accordance with U.S. GAAP:
Shareholders’ equity............................. $491.7 €353.3 €408.5 €468.4 €453.7 €464.5



1) Income Statement amounts are converted from euros into U.S. dollars by using the average Federal Reserve Bank of New York
euro exchange rate for 2008 of U.S.$ 1.4708 per 1 euro. Balance Sheet amounts are converted from euros into U.S. dollars using the
Federal Reserve Bank of New York Noon Buying Rate of U.S.$ 1.3917 per 1 euro as of December 31, 2008.

2) Sales included under “Other” principally consist of sales of polyurethane foam and leather to third parties and sales of living

room accessories.

3) Other income (expense), net is principally affected by gains and losses, as well as interest income and expenses, resulting from
measures adopted by the Group in an effort to reduce its exposure to exchange rate risks. See “Item 5. Operating and Financial Review
and Prospects — Results of Operations — 2008 Compared to 2007,” “Item 11. Quantitative and Qualitative Disclosures about
Market Risk” and Notes 3, 24 and 25 to the Consolidated Financial Statements included in Item 18 of this annual report.

4) Other income (expense), net, in 2005 was affected by the change in accounting principles for the translation of foreign
subsidiaries’ financial statements under Italian GAAP. See Note 3(d) to the Consolidated Financial Statements. In addition, other
income (expense), net, in 2005 was positively affected by revenues for capital grants. See Note 24 to the Consolidated Financial
Statements included in Item 18 of this annual report.

5) Other income (expense), net, in 2006 was negatively affected by the provisions for contingent liabilities. See Note 24 to the
Consolidated Financial Statements included in Item 18 of this annual report.

6) Other income (expense), net in 2008 was negatively affected by the impairment losses of long-lived assets, the one-time
termination benefit and the provision for contingent liabilities. See Note 24 to the Consolidated Financial Statements included in Item
18 of this annual report.

7) Share capital as of December 31, 2008, 2007, 2006, 2005 and 2004 amounted to € 54.9 million, € 54.8 million, € 54.7
million, € 54.7 million and € 54.7 million, respectively.



Exchange Rates

Fluctuations in the exchange rates between the euro and the U.S. dollar will affect the U.S.
dollar amounts received by owners of American Depositary Shares (“ADSs”) on conversion by the
Depositary (as defined below) of dividends paid in euro on the Ordinary Shares represented by the
ADSs.

In addition, most of the Group’s costs are denominated in euro, while a substantial portion
of its revenues is denominated in currencies other than the euro, including the U.S. dollar in
particular. Accordingly, in order to protect the euro value of its foreign currency revenues, the
Group engages in transactions designed to reduce its exposure to fluctuations in the exchange rate
between the euro and such foreign currencies. See “Item 5. Operating and Financial Review and
Prospects—Results of Operations—2008 Compared to 2007” and “Item 11. Quantitative and
Qualitative Disclosures about Market Risk.”

The following table sets forth the Federal Reserve Bank of New York Noon Buying Rate for
the euro expressed in U.S. dollars per euro.

Year: Average(l) At Period End
2004 . . 1.2478 1.3538
20005 1.2400 1.1842
2006 .t 1.2661 1.3197
2007 e 1.3797 1.4603
2008 . 1.4695 1.3919
Month ending: High Low
31-Dec-08 ... 1.4358 1.2634
31-Jan-09 .ot 1.3718 1.2804
28-Feb-09 ..o 1.3064 1.2547
31-Mar-09 ... 1.3730 1.2549
30-Apr-09 ..., 1.3458 1.2978
31-May-09 ..o 1.4126 1.3267

(1)  The average of the Noon Buying Rates for the relevant period, calculated using the average of the Noon
Buying Rates on the last business day of each month during the period. Source: Federal Reserve Statistical

Release on Foreign Exchange Rates—Historical Rates for Euro Area.

The effective Noon Buying Rate on June 19, 2009 was U.S.$ 1.3998 to 1 euro.



Risk Factors

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

The Group has a recent history of losses; the Group’s future profitability and
financial condition depend on its ability to successfully restructure its operations and
implement its new business plan — The Group reported net losses in 2008 (€ 61.9 million),
2007 (€ 62.6 million) and 2005 (€ 14.6 million), and net operating losses of € 34.9 million, € 49.1
million and € 14.7 million for those same years, respectively. In addition, the Group’s net sales have
declined from € 753.4 million in 2004 to € 634.4 million in 2007, although net sales increased to €
666.0 million in 2008.

The Group attributes these negative results to an increasingly difficult macroeconomic
environment affecting the furniture industry as a whole, and in particular the Group was faced with
the following factors in 2008:

® price competition from low-cost manufacturers;
® asignificant downturn in the global economy;
® recurring unfavorable currency conditions; and

° higher raw material prices.

This negative trend continued in the first quarter of 2009, during which the Group recorded
net losses of € 10.4 million and its total net sales of €111.3 million represented a 35.6% decrease
compared to the same period of the previous year.

The Group’s future operating and financial performance and business prospects will depend
in large part on the successful implementation of the strategic business plan for fiscal years 2009-2011
(the “2009-2011 Business Plan”) approved by the Group’s Board of Directors on October 17, 2008.
The main goals of the 2009-2011 Business Plan are the achievement of € 1.0 billion of consolidated
net sales and a profit margin of 15% at EBIT (earnings before interest and taxes) level by 2011. To
achieve these goals, the Group would have to significantly increase the volume of sales across its
product lines, which could depend also on customer demand, which is mainly out of our control, and
significantly reduce its operating and administrative costs. From time to time, we may evaluate our
plans and goals to reflect changing macroeconomic conditions and other factors affecting the Group
and the furniture industry generally. See “Item 4. Information on the Company—Strategy” for more
details about the 2009-2011 Business Plan.

If the 2009-2011 Business Plan is not successfully implemented, there could be a material
adverse effect on the Group’s financial condition, results of operations and business prospects.

The current worldwide economic downturn has impacted the Group’s
business and could continue to significantly impact our operations, sales, earnings and
liquidity in the foreseeable future — Economic conditions have deteriorated significantly in the
United States and worldwide, and may remain depressed for the foreseeable future. These conditions
have resulted in a decline in our sales and earnings and could continue to impact our sales and
earnings in the future. Sales of residential furniture are impacted by downturns in the general



economy primarily due to decreased discretionary spending by consumers. The general level of
consumer spending is affected by a number of factors, including, among others, general economic
conditions, inflation, and consumer confidence, all of which are generally beyond our
control. Consumer purchases of residential furniture decline during periods of economic downturn,
when disposable income is lower. The economic downturn also impacts retailers, our primary
customers, resulting in the inability of our customers to pay amounts owed to us. In addition, if our
retail customers are unable to sell our product or are unable to access credit, they may experience
financial difficulties leading to bankruptcies, liquidations, and other unfavorable events. If any of these
events occur, or if unfavorable economic conditions continue to challenge the consumer
environment, our future sales, earnings, and liquidity would likely be adversely impacted.

A failure to achieve our projected mix of product sales could result in a
decrease in our future earnings — Our products are sold at varying price points and levels of
profit. An increase in the sales of our lower profit products at the expense of the sales of our higher
profit products could result in a decrease in our earnings. For example, during 2007 and 2008, our
gross profit was negatively impacted by a change in the mix of our products sold, when volume sales
growth was primarily driven by our Italsofa products.

Manufacturing realignments and cost savings programs could result in a
decrease in our short-term earnings and liquidity — We continually review our domestic
manufacturing operations and offshore sourcing capabilities. Effects of periodic manufacturing
realignments and cost savings programs would likely result in a decrease in our short-term earnings
and liquidity until the expected cost reductions are achieved. Such programs can include the
consolidation and integration of facilities, functions, systems, and procedures. Certain products may
also be shifted from domestic manufacturing to offshore sourcing. These realignments have resulted,
and in the future likely would result, in substantial costs, including severance, impairment, exit, and
disposal costs, among others. Such actions may not be accomplished as quickly as anticipated and the
expected cost reductions may not be achieved in full, which has resulted in, and in the future could
continue to result in, a decrease in our short-term earnings and liquidity.

Our growth strategy includes, in part, the development of new stores each
year. If we and our dealers are not able to open new stores or effectively manage the
growth of these stores, our ability to grow and our profitability could be adversely
affected — Our ability and the ability of our dealers to identify and open new stores in desirable
locations and operate such stores profitably is an important factor in our ability to grow successfully.
We have in the past and will likely continue to purchase or otherwise assume operation of company-
brand stores from independent dealers. Increased demands on our operational, managerial, and
administrative resources could cause us to operate our business, including our existing and new
stores, less effectively, which in turn could cause deterioration in our profitability.

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



In 2008, the Group derived 35.5% of its leather- and fabric-upholstered furniture net sales
from the Americas, 55.1% from Europe and 9.4% from the rest of the world. A prolonged economic
slowdown in the United States and Europe may have a material adverse effect on the Group’s results
of operations.

The Group operates principally in a niche area of the furniture market — The
Group is a leader in the production of leather-upholstered furniture, with 91.1% of net sales of
upholstered furniture in 2008 derived from the sale of leather-upholstered furniture. Consumers
have the choice of purchasing upholstered furniture in a wide variety of styles and materials, and
consumer preferences may change. There can be no assurance that the current market for leather-
upholstered furniture will not decrease.

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

The Group principally competes in the upholstered furniture sub-segment of the furniture
market. In Europe, the upholstered furniture market is highly fragmented. In the United States, the
upholstered furniture market includes a number of relatively large companies, some of which are
larger and have greater financial resources than the Group. Some of the Group’s competitors offer
extensively advertised, well-recognized branded products.

Competition has increased significantly in recent years as foreign producers from countries
with lower manufacturing costs have begun to play an important role in the upholstered furniture
market. Such manufacturers are often able to offer their products at lower prices, which increases
price competition in the industry. In particular, manufacturers in China, Eastern Europe and South
America have increased competition in the lower-priced segment of the market.

As a result of the actions and strength of the Group’s competitors and the inherent
fragmentation in some markets in which it competes, the Group is continually subject to the risk of
losing market share, which may lower its sales and profits. Market competition may also force the
Group to reduce prices and margins, thereby reducing its cash flows.

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

Fluctuations in currency exchange rates have adversely affected and may
adversely affect the Group’s results — The Group conducts a substantial part of its business
outside of the euro zone. An increase in the value of the euro relative to other currencies used in the
countries in which the Group operates will reduce the relative value of the revenues from its
operations in those countries, and therefore may adversely affect its operating results or financial
position, which are reported in euro. In addition to this risk, the Group is subject to currency
exchange rate risk to the extent that its costs are denominated in currencies other than those in which
it earns revenues. In 2008, a significant portion of the Group’s net sales, but only approximately 38%
of its costs, were denominated in currencies other than the euro. The Group is therefore exposed to
the risk that fluctuations in currency exchange rates may adversely affect its results, as has been the



case in recent years. For more information, see Item 11, “Quantitative and Qualitative Disclosures
about Market Risk.”

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

The price of the Group’s principal raw material is difficult to predict — Leather
is used in approximately 85% of the Group’s upholstered furniture production, and the acquisition of
cattle hides represents approximately 35% of total cost of goods sold. The dynamics of the raw hides
market are dependent on the consumption of beef, the levels of worldwide slaughtering, worldwide
weather conditions and the level of demand in a number of different sectors, including footwear,
automotive, furniture and clothing.

Introduction of a new integrated management system — The Group has
undertaken the adoption for its operations worldwide of a new Enterprise Resource Planning system
entitled “SAP,” with the aim of enabling Management to achieve better control over the Company

through:
® improved quality, reliability and timeliness of information;

e improved integration and visibility of information stemming from different

management functions and countries; and

® optimization and global management of corporate processes.

The overall estimated investment for the project is about € 10.6 million. The adoption of
the new SAP system, which will replace the existing accounting and management systems, poses
several challenges relating to, among other things, training of personnel, communication of new rules
and procedures, changes in corporate culture, migration of data, and the potential instability of the
new system. In order to mitigate the impact of such critical issues, the Company decided to
implement the new SAP system on a step-by-step basis, both geographically and in terms of processes.
In relation to each step of the project, the Company has set up a contingency plan in order to ensure
business continuity. However, there can be no assurance that the new SAP system will be successfully
implemented and failure to do so could have a material adverse effect on the Group’s operations.

In 2008, the implementation of the project proceeded according to the original plan. The
first SAP implementation for Finance and Purchase processes took place in Italy, Spain, the U.S. and
Romania and the implementation of the Sales & Distribution and Production Planning processes took
place worldwide. The implementation of the SAP system has involved a change in the management
culture of the Company. This new culture is being implemented to create a more productive
working environment and to better prepare for the transition to the new technological platform. We
continue to proceed with the rollout of the SAP system with the appropriate contingency plans in

place in order to avoid future problems.

The Group’s past results and operations have significantly benefited from
government incentive programs, which may not be available in the future — Historically,
the Group derived significant benefits from the Italian Government’s investment incentive programs



for under-industrialized regions in Southern Italy, including tax benefits, subsidized loans and capital
grants. See “Item 4. Information on the Company—Incentive Programs and Tax Benefits.” In recent
years, the Italian Parliament replaced these incentive programs with an investment incentive program
for all under-industrialized regions in Italy, which is currently being implemented by the Group
through grants and research and development benefits. There are no indications at this time that the
Italian Government will implement new initiatives to support companies located in under-
industrialized regions in Italy. Therefore, there can be no assurance that the Group will continue to
be eligible for such grants, benefits or tax credits for its current or future investments in Italy.

In recent years, the Group has opened manufacturing operations in China, Brazil and
Romania and has been granted tax benefits and export incentives by the relevant governmental
authorities in those countries. There can be no assurance that these tax benefits and export incentives
will continue to be available to the Group in the future.

The Group is dependent on qualified personnel — The Group’s ability to maintain
its competitive position will depend to some degree upon its ability to continue to attract and
maintain highly qualified managerial, manufacturing and sales and marketing personnel. There can be
no assurance that the Group will be able to continue to recruit and retain such personnel. In
particular, the Group has been dependent on certain key management personnel in the past, and there
can be no assurance that the loss of key personnel would not have a material adverse effect on the
Group’s results of operations.

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

One shareholder has a controlling stake of the company — Mr. Pasquale Natuzzi,
who founded the Company and is currently Chief Executive Officer and Chairman of the Board of
Directors, beneficially owns 29,358,089 Ordinary Shares, representing 53.5% of the Ordinary Shares
outstanding (58.7% of the Ordinary Shares outstanding if the Ordinary Shares owned by members of
Mr. Natuzzi’s immediate family (the “Natuzzi Family”) are aggregated). As a result, Mr. Natuzzi
controls the Company, including its management and the selection of its Board of Directors. Since
December 16, 2003, Mr. Natuzzi has held his entire beneficial ownership of Natuzzi S.p.A. shares
(other than 196 ADSs) through INVEST 2003 S.r.l., an Italian holding company wholly-owned by
Mr. Natuzzi and with its registered office located at Via Gobetti 8, Taranto, Italy.

In addition, under the Deposit Agreement dated as of May 15, 1993, as amended and
restated as of December 23, 1996 and as of December 31, 2001 (the “Deposit Agreement”), among
the Company, The Bank of New York Mellon, as Depositary (the “Depositary”), and owners and
beneficial owners of American Depositary Receipts (“ADRs”), the Natuzzi Family has a right of first
refusal to purchase all the rights, warrants or other instruments which The Bank of New York Mellon,
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as Depositary under the Deposit Agreement, determines may not lawfully or feasibly be made
available to owners of ADSs in connection with each rights offering, if any, made to holders of
Ordinary Shares.

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

Forward Looking Information

The Company makes forward-looking statements in this annual report. Statements that are
not historical facts, including statements about the Group’s beliefs and expectations, are forward-

» « » o«

looking statements. Words such as “believe,” “expect,” “intend,” “plan” and “anticipate” and similar
expressions are intended to identify forward-looking statements but are not exclusive means of
identifying such statements. These statements are based on current plans, estimates and projections
(including, but not limited to, plans, estimates and projections associated with our 2009-2011
Business Plan), and therefore readers should not place undue reliance on them. Forward-looking
statements speak only as of the dates they were made, and the Company undertakes no obligation to

update or revise any of them, whether as a result of new information, future events or otherwise.

Projections and targets related to our 2009-2011 Business Plan included in this annual
report are included to describe our current targets and goals, and not as a prediction of future
performance or results. The attainment of such projections and targets is subject to a number of risks
and uncertainties described in the paragraph below and elsewhere in this annual report. See “Item 3.
Key Information—Risk Factors.”

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

Item 4. Information on the Company

Introduction

The Group is primarily engaged in the design, manufacture and marketing of contemporary
and traditional leather and fabric-upholstered furniture, principally sofas, loveseats, armchairs,
sectional furniture, motion furniture and sofa beds, and living room accessories.

The Group is one of the world’s leading companies for the production of leather-
upholstered furniture and believes that it has a leading share of the market for leather-upholstered
furniture in the United States and Europe based on research conducted by CSIL, a well known,
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unaffiliated and reputable Italian market research firm, with reference to market information for the
years 2007 and 2008 for the market for leather-upholstered furniture in the United States and
Europe, respectively (Sources: CSIL, “The European market for upholstered furniture,” July 2008;
CSIL, “The US market for upholstered furniture,” October 2007). The Group is currently focusing
its attention on the development of foreign markets, like Eastern Europe, Middle East, China and
India, where it has been achieving significant results both in terms of sales and order flow in recent
months.

In 2000, the Company launched “Italsofa,” a new promotional brand aimed at the lower-
priced segment of the upholstery market, while in January 2002, the Company introduced the new
logo for the “Natuzzi” brand, which is aimed at identifying the Company’s medium- to high-end of the
market products. The Group currently designs 100% of its products and it manufactures, directly or
through third parties, approximately 51% of its products in Italy. Production outside of Italy is
mainly for the Italsofa brand.

Within Italy, the Group sells its furniture principally through franchised Divani & Divani by
Natuzzi furniture stores. As of April 30, 2009, 104 Divani & Divani by Natuzzi stores, 4 outlet stores,
and 1 Natuzzi store were located in Italy. Outside of Italy, the Group sells its furniture principally on
a wholesale basis to major retailers and through 195 Natuzzi stores and Divani & Divani by Natuzzi
stores and 17 concessions in the United Kingdom and 1 concession in the Republic of Ireland. These
concessions are store-in-store concept managed directly by a subsidiary of the Company located in the
United Kingdom. As of April 30, 2009, there were 426 Natuzzi galleries worldwide (store-in-store

concept managed by independent partners).

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

The Company’s principal executive offices are located at Via lazzitiello 47, 70029
Santeramo, Italy, which is approximately 25 miles from Bari, in Southern Italy. The Company’s
telephone number is: +39 080 882-0111. The Company’s distribution subsidiary in the United States
is Natuzzi Americas, Inc. (“Natuzzi Americas”), located at 130 West Commerce Avenue, High Point,

North Carolina 27260. Natuzzi Americas telephone number is: +1 336 888-0351.

Organizational Structure

As of April 30, 2009, the Company’s principal operating subsidiaries were:

Name Mge‘:_of Registered office Activity
ownership ©

Italsofa Bahia Ltd 97.99 Bahia, Brazil (1)

Minuano Nordeste S.A. 100.00 Pojuca, Brazil (1)

Italsofa Shanghai Ltd 96.50 Shanghai, China (1)
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Softaly Shanghai Ltd

Natuzzi China Ltd

Italsofa Romania

Natco S.p.A.

LM.P.E. S.p.A.

Nacon S.p.A.

Lagene S.r.1.

Natuzzi Americas Inc.
Natuzzi Iberica S.A.

Natuzzi Switzerland AG
Natuzzi Nordic

Natuzzi Benelux S.A.
Natuzzi Germany Gmbh
Natuzzi Sweden AB

Natuzzi Japan KK

Natuzzi Services Limited
Natuzzi Trading Shanghai Ltd
Italholding S.r.1.

Natuzzi Netherlands Holding
Natuzzi Trade Service S.r.1.

La Galleria Limited

Natuzzi United Kingdom Limited

Kingdom of Leather Limited

(1) Manufacture and distribution

100.00
100.00
100.00
99.99

90.83

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

(2) Intragroup leather dyeing and finishing

(3) Production and distribution of polyurethane foam

(4) Distribution

(5) Investment holding
(6) Transportation services

(7) Dormant

See Note 1 to the Consolidated Financial Statements included in Item 18 of this annual
report for further information on the Company’s subsidiaries.

The negative performance of the Group in 2008 and in recent years has largely been the

Strategy

Shanghai, China
Shanghai, China
Baia Mare, Romania
Bari, Italy
Qualiano, Italy
Bari, Italy
Bari, Italy
High Point, NC, USA
Madrid, Spain
Kaltbrunn, Switzerland
Copenaghen, Denmark
Geel, Belgium
Dusseldorf, Germany
Stockholm, Sweden
Tokyo, Japan
London, UK
Shanghai, China
Bari, Italy
Amsterdam, Holland
Bari, Italy
London, UK
London, UK
London, UK

M
M
M
(2)
3)
*)
*)
*)
*)
*)
*)
*)
*)
*)
)
*)
*)
)
)
(6)
(7
(7
(7

result of several Challenges specific to the furniture industry and prevalent in the economy at large.

For instance, the discretionary spending of consumers on furnished goods has been negatively
impacted by the global economic downturn, largely as a result of lower home values, rising levels of
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unemployment and personal debt, and reduced access to consumer credit. In addition, the Group has
faced increasingly stiff competition from other furniture companies and its sales revenues have also
been negatively impacted as a result of the euro’s recent appreciation against the U.S. dollar and
British pound.

In an effort to address these challenges and to restore the positive performance of the
Group, the Board of Directors in October 2008 adopted the 2009-2011 Business Plan, which sets as
its primary goals the achievement of € 1.0 billion of consolidated net sales and a margin of 15% at
EBIT (earnings before interest and taxes) level by 2011. See “Item 3. Key Information—Risk
Factors” for discussions of the risks and uncertainties that may impact the Group's results and plans.

In order to accomplish its primary objectives, the 2009-2011 Business Plan will employ a
growth strategy aimed at:

® repositioning the Group brands—including Natuzzi and Italsofa worldwide, Divani &
Divani mainly in Italy and Natuzzi Editions in America—by increasing awareness and
penetration in current and new markets;

® cxpanding in new markets, such as Brazil, India, Russia and various markets in Latin
America;

® improving and further developing the Group’s retail organization;

° diversifying product assortment and launching new models based on pricing
strategies in line with market inputs and expectations;

® streamlining operations on a regional basis, so that factories located in certain
regions will primarily serve such regions;

® creating more efficiency in the manufacturing and procurement process by revising
product cost structures and focusing more on the R&D and engineering process;
and

® climinating waste and redundancies in Group processes, with a focus on increasing
integration within the Group by completing the SAP rollout.

Specifically, the intended effects of this growth strategy are:

® the growth of the annual net sales of the Natuzzi, Italsofa, Divani & Divani and
Natuzzi Editions brands;

® areduction of our cost of goods sold to approximately 61% of net sales; and

® other reductions in logistical costs (materials, transportation and transformation)
and selling expenses and general administrative expenses (SG&A).
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The Group’s primary objective is to expand and strengthen its presence in the global
upholstered furniture market in terms of sales and production, while at the same time increasing the
Group’s profit and efficiency. To achieve these objectives, the Group’s principal strategic objectives
include:

Repositioning the Brand Portfolio Strategy of the Group — The Group is focusing
in all price segments of the leather and non-leather upholstered furniture market. The Group has
divided its extensive product range into two different brands—Natuzzi and Italsofa—in an effort to
address specific market segments and increase its sales and profitability.

i) The Natuzzi brand offers high-end, high-quality products, with detailed designs and
customized materials and finishes. The Group aims to position this brand as one that helps consumers
rediscover the home as a welcoming place, a place of happiness and well-being. The Group also
wants to establish an “aspirational” image for this brand through the style and quality of its products,
and the concepts and presentation in its stores. Finally, the Group seeks to broaden this brand’s
market by bringing consumers in various countries around the world product collections filled with
beautiful, Italian-style living room design. Products under this brand are distributed through the
Group’s stores, galleries, and qualified free market (multi brand) retailers that carry high-end
products.

From the identification of consumer preferences and market trends to the delivery of the
living room in the consumer’s home, Natuzzi directly controls the production and distribution value
chain, with the aim of ensuring ultimate quality at competitive prices. All models are designed in the
Group’s Style Center in Italy and are primarily manufactured at the Group’s Italian factories.

In the last quarter of 2005 and the beginning of 2006, the Group moved some of the
production for its most popular Natuzzi Edition-brand models in the United States to its manufacturing
facilities outside of Italy in order to avoid the relative rise in production costs at its Italian plants due
to the weak U.S. dollar and thus increase profitability. This move includes limited models and covers
in leathers and microfibers, but no “Total Look” furnishings.

ii) The Italsofa brand targets the medium-to-medium low segment of the market. The
Group aims to position this brand offering Italian style products at the best value. The brand includes
a wide range of sofas and armchairs in leather, fabric and microfiber, which are available in different
versions, coverings and colors. Products are designed and engineered in Italy and manufactured at the
Group’s factories in China, Brazil and Romania, to provide the best possible value in the market.
Products under this brand are mainly distributed through the wholesale channel.

In 2007, the Group refreshed and updated the image of its Italsofa brand, and opened a total
of five Italsofa stores in China, with the objective of positioning Italsofa within a higher market
segment as compared to very low-cost Chinese competitors. By December 31, 2008, 14 Italsofa
stores were opened in China. In 2009, the Group intends to launch the Italsofa retail channel in
Europe and the Middle East. In addition, the Group has decided to allocate marketing investments
both for communication and for the Italsofa display system to support this new channel.

Competition has increased significantly in recent years within the medium-to-medium low
segment as foreign producers from countries with lower manufacturing costs have begun to play an
important role in the upholstered furniture market. Such manufacturers are often able to offer their
products at lower prices, which increases price competition in the industry. In particular,
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manufacturers in China, Eastern Europe and South America have increased competition in the lower-
priced segment of the market.

In response to this increase and the inherent fragmentation in some markets in which the
Group competes, the Group will continue to focus its efforts on improving product quality, design,
reliable customer service and marketing support.

Expansion into New Markets — The Group first targeted the United States market in
1983 and subsequently began diversifying its geographic markets, particularly in the highly
fragmented European markets (outside of Italy). Although the Group is currently a leader in the
leather-upholstered furniture segment in the United States and in Europe, it is now focusing its
attention on the development of new foreign markets, like Eastern Europe, the Middle East, China
and India, where it has been achieving significant results both in terms of sales and order flow in
recent months (Sources: CSIL, “The European market for upholstered furniture,” July 2008; CSIL,
“The US market for upholstered furniture,” October 2007). The Group intends to continue to
consolidate its growth in these markets and to further expand into new markets, such as Russia, Brazil
and other parts of Latin America.

Improvement of the Group’s Retail Program and Brand Development — The
Group has made significant investments to improve its existing distribution network and strengthen
its brand, primarily through the establishment of new distribution subsidiaries and an increase in the
number of Natuzzi stores and Natuzzi galleries worldwide. See “Item 4. Information on the
Company—Markets.” As of March 31, 2009, there were 305 stores worldwide, including Natuzzi
stores and Divani & Divani by Natuzzi stores, and 14 Italsofa stores in China. By using the same
creative concepts and internal decorations in Natuzzi stores and Natuzzi galleries, the Group has
created a coherent identity for the Natuzzi brand.

In May 2007, the Group organized a Retail Congress in Italy, inviting all its partners
worldwide to visit the Group’s headquarters for product selection and collection renewal, and to
participate in strategy sessions to develop marketing and advertising plans for the upcoming year.
More than 230 stores and 500 persons participated in the Retail Congress. Due to the success of this
event, the Group organized a similar event in 2008 and in May 2009.

Product Diversification — The Group believes that it is the Italian manufacturing
company in the designer furniture and home decoration industry most capable of offering consumers
carefully developed, coordinated living rooms at competitive prices through its “Total Look” offer.
The Total Look offer is conceived in accordance with the latest trends in design, materials and colors,
and includes high quality sofas, furnishings and accessories, all of which are developed in-house and
presented in harmonic and personalized solutions. The Group has taken a number of steps to broaden
its product lines, including the development of new models, such as modular and motion frames, and
the introduction of new materials and colors, including exclusive fabrics and microfibers. See “Item
4. Information on the Company—Products.” In order to add to its already vast offerings in
upholstered furniture, the Group has begun to invest in its furnishings and accessories offerings.
Beginning in 2006, the Group has further widened its collection of accessories by introducing wall
units, thus completing its living room environment offering. The Group believes that expanding its
Total Look offerings will strengthen its relationships with the world’s leading distribution chains,
which are interested in offering branded packages. The Group has invested in Natuzzi Style Center in
Santeramo, Italy, to serve as a creative hub for the Group’s design activities. The Style Center is
improving its interaction with the market under the coordination of dedicated office Range managers
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(who provide a link between R&D and market needs). The first effects of this market oriented policy
were visible during the last retail congress (Santeramo, Paris and Cologne), which resulted in positive
feedback with respect to our products and pricing.

Improving Efficiency and Reducing Operating Costs — In order to increase its
profitability, the Group is taking steps to reduce operating costs and to improve the efficiency of its
operations. In particular, the Group is streamlining operations on a regional basis, so that factories
located in certain regions will be primarily responsible for serving those regions. In addition, the
Group is seeking to increase efficiency in the manufacturing and procurement process by revising
product cost structures and focusing additional attention on R&D and engineering aspects of
production.  Furthermore, the Group is attempting to eliminate waste and redundancies in its
operations by completing the SAP rollout and focusing on integration within the Group.

Manufacturing

As of April 30, 2009, the Group operated six production facilities in Italy and three
warechouses (two for leather and one for finished goods). Four of the facilities are engaged in
upholstery cutting and sewing and assembly of finished and semi-finished products, and employed
(net of those workers temporarily laid-off), as of the same date, 3,085 workers, 42% of whom are not
directly involved in production. Seven of these nine facilities are located either in, or within a 25-
mile radius of, Santeramo, where the Group’s headquarters are located. Assembly operations at the
Group’s production facilities also include leather cutting and sewing and attaching foam and covering
to frames.

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

In July 2006, the Company initiated an industrial restructuring program to improve the
flow of production logistics and simplify job assignments in order to increase productivity while
improving product quality.

Operations at all of the Group’s facilities are normally conducted Monday through Friday
with two maximum eight-hour shifts per day.

Two of the Group’s production facilities are involved in the processing of leather hides to be
used as upholstery. One of the facilities is a leather dyeing and finishing plant located near Udine.
The Udine facility receives both raw and tanned cattle hides, sends raw cattle hides to subcontract