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INCOME STATEMENT
of which of which
non- non-
(amounts in euro) NOTES 31.12.2010 recurring 31.12.2009 recurring
A) REVENUES FROM SALES
1) Products 54,866,523 56,919,503
2) Services 9,188,342 7,839,789
3) Other revenues 870,683 1,624,345
TOTAL REVENUES FROM SALES 1 64,925,548 66,383,637
A bis) of which with related parties 11,097,894 10,258,859
B) OPERATING COSTS
1) Purchases of goods and materials 43,384,981 34,014,293
2) Services 13,844,407 12,568,424 1,210,000
3) Leases, rents and third-party services 160,522 1,588,601
4) Personnel costs 15,391,138 17,493,342 2,560,000
5) Amortisation, depreciation and impairment of assets 3,822,325 2,985,379
5.a) depreciation of Property, plant and equipment 2,414,769 1,659,750
5.a) amortisation of Intangible assets 1,407,556 1,229,737
5.c) impairment of fixed assets
5.d) impairment of receivables 95,802
6) Changes in inventories 301,061 11,237,271
7) Provisions for risks and other liabilities 825,106 1,524,581 410,000
8) Other expenses and income -4,164,827 -282,000 -3,648,102
9) Internal construction 338,877 -178,863
TOTAL OPERATING COSTS 2 73,903,590 -282,000 77,585,016 4,180,000
B-bis) of which with related parties 8,412,409 6,856,838
OPERATING PROFIT/(LOSS) -8,978,042 -11,201,379
C) GAINS/(LOSSES) ON FINANCIAL ASSETS
10) Income from equity interests 4,500,000 3,010,003
11) Other financial income 188,377 217,839
12) Financial costs and expenses -2,839,042 -2,429,980
13) Net gains/(losses) on foreign exchange 63,892 -191,363
14) Value adjustments of financial assets
NET GAINS/(LOSSES) ON FINANCIAL ASSETS 3 1,913,227 606,499
C-bis) of which with related parties 1,888,164 1,178,263
PROFIT/(LOSS) BEFORE TAXES -7,064,815 -10,594,880
15) Current and deferred income taxes 4 943,210 77,000 2,037,675 -231,000
NET PROFIT/(LOSS) -6,121,605 -205,000 -8,557,205 3,949,000
EARNINGS PER SHARE 5
- basic, for the profit for the period attributable to ordinary
shareholders of the parent company 0.138 -0.207
-diluted, for the profit for the period attributable to ordinary
shareholders of the parent company 0.138 0.207
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STATEMENT OF COMPREHENSIVE INCOME

(amounts in euro) 31.12.2010 31.12.2009

NET PROFIT/(LOSS) FOR THE PERIOD -6,121,605 -8,557,205

Other comprehensive income components:

Net change in cash flow hedge reserve 18,750

Taxes on other comprehensive income components -5,156

OTHER COMPREHENSIVE INCOME COMPONENTS, NET OF TAX

EFFECTS 13,594 -

TOTAL COMPREHENSIVE INCOME FOR THE PERIOD -6,108,011 -8,557,205
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Financial Statements at 31 December 2010

(amounts in euro) NOTES 31.12.2010 31.12.2009
A) NON-CURRENT ASSETS
1) Property, plant and equipment 6 34,016,021 35,723,562
2) Intangible fixed assets 7 3,733,199 6,674,553
3) Real estate investments 8 539,703 539,703
4) Holdings in subsidiaries and associates 9 93,669,674 93,669,674
4.1) Shares in subsidiary, associate and parent companies 93,669,674 93,669,674
4.2) Equity investments held for sale
5) Financial assets 10 2,748,610 1,498,671
5.1) Loans and receivables 2,658,850 1,020,840
5.2) Other financial assets 89,760 477,831
5 Bis) of which with related parties 2,658,850 1,020,840
6) Deferred tax assets 11 6,950,381 6,410,525
7) Trade receivables and other receivables 12 36,467 95,782
7.1) Trade receivables
7.2) Other receivables 36,467 95,782
TOTAL NON-CURRENT ASSETS 141,694,055 144,612,470
B) CURRENT ASSETS
1) Closing inventory 13 10,188,102 10,373,208
2) Trade receivables and other receivables 12 24,288,901 20,708,699
2.1) Trade receivables 17,903,084 14,747,064
2.2) Other receivables 6,385,817 5,961,635
2 Bis) of which with related parties 13,661,166 15,184,181
3) Financial assets 10 82,068 121,966
3.1) Loans and receivables 56,270 62,173
3.2) Other financial assets 25,798 59,793
3 Bis) of which with related parties 21,270 27,173
4) Cash and cash equivalents 14 385,662 1,009,533
4.1) Cash 73,755 85,830
4.2) Bank current accounts and deposits 311,907 923,703
4.3) Other cash and cash equivalents
TOTAL CURRENT ASSETS 34,944,733 32,213,406
TOTAL ASSETS 176,638,788 176,825,876
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(amounts in euro) NOTES 31.12.2010 31.12.2009
A) SHAREHOLDERS' EQUITY 15
1) Share Capital 23,914,696 23,914,696
2) Other Reserves 37,737,439 47,186,225
3) Profits/(Losses) brought forward
4) IAS/TFRS first adoption reserve 23,975,454 23,975,453
5) Other IAS/IFRS reserves -7,127,972 -7,141,566
6) Profit/loss for the period -6,121,605 -8,557,205
TOTAL SHAREHOLDERS’ EQUITY 72,378,012 79,377,603
B) NON-CURRENT LIABILITIES
1) Financial liabilities 16 16,783,036 707,419
1.1) Bonds
1.2) Loans 16,783,036 707,419
2) Trade payables and other payables 17 - -
3) Deferred tax liabilities 11 74,346 69,190
4) Provisions for severance indemnity and retirement benefits 19 1,808,246 2,061,506
4.1) Provisions for severance indemnity 1,808,246 2,061,506
4.2) Provisions for retirement benefits
5) Provisions for risks and liabilities 20 1,388,234 1,705,596
5.1) Provisions for warranties 399,000 399,000
5.2) Provisions for legal claims 989,234 1,046,596
5.3) Provisions for restructuring and reconversion 260,000
5.4) Other provisions
TOTAL NON-CURRENT LIABILITIES 20,053,862 4,543,711
C) CURRENT LIABILITIES
1) Financial liabilities 16 56,344,689 64,309,252
1.1) Bonds
1.2) Loans 56,335,572 64,292,013
1.3) Other financial liabilities 9,117 17,239
1-bis) of which with related parties 50,569,990 31,824,120
2) Trade payables and other payables 17 26,374,776 25,842,457
2.1) Trade payables 21,222,348 19,770,731
2.2) Other payables 5,152,428 6,071,726
2-bis) of which with related parties 2,521,831 3,096,161
3) Current tax liabilities 18 502,986
4) Provisions for risks and liabilities 20 1,487,449 2,249,867
4.1) Provisions for warranties 1,460,449 1,994,148
4.2) Provisions for legal claims
4.3) Provisions for restructuring and reconversion 27,000 150,000
4.4) Other provisions 105,719
TOTAL CURRENT LIABILITIES 84,206,914 92,904,562
TOTAL LIABILITIES 104,260,776 97,448,273
TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 176,638,788 176,825,876
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STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

Other reserves: IAS/IFRS 1t Cash | b fit (loss)
. . Own shares flow
Share Capital adoption hased hed for the Total
. equity profit reserve purchase ease period
(amounts in euro) reserve
Balance at 1.1.2009 21,840,000 | 17,833,455 @ 13,950,472 23,793,040 | -1,525,969 - 8,587,035 = 84,478,033
Comprehensive income for
the period -8,557,205 -8,557,205
Transactions with
shareholders:
Allocation of 2008 residual profit 8,587,035 -8,587,035 -
Own share purchase -955,002 -955,002
Agritalia contribution 2,074,696 9,206,234 -7,141,566 4,229,364
Agritalia IAS Adjustment 182,413 182,413
Total movements in the
period 2,074,696 9,296,234 1,445,469 182,413 -955,002 - -8,587,035 3,456,775
Balance at 31.12.2009 23,914,696 27,129,689 15,395,941 23,975,453 | -2,480,971 - -8,557,205 79,377,603
Other reserves: IAS/IFRS 1t Cash Profit (loss) Group
. R Own shares flow ,
Share Capital adoption hased hed for the Shareholders
, equity profit reserve purchase edge period Equity
(amounts in euro) reserve
Balance at 01.01.2010 23,914,696 275129,689 15,395,941 23,975,453 -2,480,971 - -8,557,205 79,377,603
Comprehensive income for
the period 13,594 -6,121,605 -6,108,011
Transactions with
shareholders:
Allocation of 2009 loss -8,557,205 8,557,205 -
Own share purchase -891,581 -891,581
Total movements in the
period - - -8,557,205 - -891,581 - 8,557,205 -891,581
Balance at 31.12.2010 23,914,696 27,129,689 6,838,736 23,975,453 | -3,372,552 | 13,594 -6,121,605 72,378,011

STATEMENT OF CASH FLOWS
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(amounts in euro thousands) NOTES 31.12.2010 31.12.2009
Profit/(loss) for the year pertaining to the Group 15 -6,122 -8,557
Tax for the year -943 -2,038
Profit/(loss) before tax -7,065 -10,595
Depreciation of property, plant and equipment 2 2,415 1,660
Amortisation of intangible assets 2 1,408 1,230
Impairment of fixed assets 2 - -
Provisions for risks 2 825 1,525
Provisions for employee benefits 2 868 3,342
Net financial income/expense 3 2,651 2,213
Net gains/(losses) on foreign exchange 3 -64 191
Income from equity investments 3 -4,500 -3,010
Cash flows before changes in Net Working Capital -3,462 -3,444
Changes in inventories 13 185 11,204
Changes in trade and other receivables 12 -3,520 25,913
Changes in trade and other payables 17 531 -25,976
Changes in receivables/payables for deferred taxation 11 -595 69
Changes in provisions for employee benefits 19 -1,122 -3,956
Changes in provision for risks 20 -1,006 -1,444
Dividends received 4,500 3,010
Interest received 629 -234
Interest paid -2,849 -2,426
Tax consolidation expense and income - -423
Tax payments 4 501 -1,149
Cash flows from operating activities -7,108 1,144
Investments/divestments:

in Property, Plant and Equipment 6 -707 -1,068

in Intangible assets 7 1,534 -1,323
Net cash from conferment 21 - -5,000
Equity investments/divestments - -4,152
Cash flows from Investing activities 827 -11,543
Changes in current financial assets 10 51 -23
Changes in non-current financial assets 10 -1,638 3,408
Changes in current financial liabilities 16 -7,954 8,320
Changes in non-current financial liabilities 16 16,076 -812
Changes in reserves 15 -878 -776
Cash flows from financing activities 5,657 10,117
Total cash flows for the period -624 -282
Opening cash and cash equivalents 1,010 1,292
Closing cash and cash equivalents 386 1,010
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EXPLANATORY AND SUPPLEMENTARY NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2010

1. Introduction
Carraro S.p.A. is a joint-stock company registered in Italy at the Padua Companies Register and controlled by Finaid S.p.A.

Carraro S.p.A. is not subject to management and coordination activities under the terms of Art. 2497 ff. of the Civil Code. The
controlling shareholder Finaid S.p.A. does not perform any activity of management and coordination in relation to Carraro,
and in particular:

- Finaid is a purely financial holding;

Finaid does not issue any directions to Carraro;

the Finaid Board of Directors does not approve Carraro’s strategic plans or business plans nor does it “interfere” regularly
in its operations; and

- there are no relationships of a commercial or financial nature between Finaid and Carraro.

The purpose of the company is:

a) The production, sale and design of axles, drives and mechanical components in general for tractors, construction
machinery, fork-lift trucks, automobiles, trucks, buses and special machines, and the production of tractors;

b) the assumption of equity investments in other companies or entities; to finance and coordinate technically and financially
the companies and entities in which it has an interest. The company may also buy, sell, exchange, build with its own
workforce or through contracts real estate assets both in the country and in urban areas, both civil and industrial, and rent
out and manage such properties;

¢) to assume agencies, for the same or similar businesses, or for businesses connected in any way with those specified in
point a); sale of replacement parts;

d) the Company may also give endorsements and sureties of any kind and nature, for any amount and period of time, with or
without real guarantees, in favour of third parties, persons, entities, or companies; this option may be exercised by the
Board of Directors under the terms of Art. 28 of the bylaws;

e) to sign and execute including through the signing of atypical contracts, any other financial transaction that interests the
company or that involves or is connected even indirectly with its corporate purpose or with that of any company in which it
has an interest.

Authorisation for the publication of these financial statements was issued by the Board of Directors on 29 March 2011.

The present financial statements are expressed in Euro and amounts are rounded to the nearest euro unit, unless otherwise
indicated.

Carraro, as the parent company, has functions of strategic guidance, control and coordination of the single units of the
Carraro Group business. At the corporate facility in Rovigo, entitled “Agritalia Division”, it designs and manufactures
agricultural machines.

Reporting criteria and accounting principles

The annual consolidated financial statements are drawn up in compliance with the International Financial Reporting
Standards (‘IFRS’) issued by the International Accounting Standard Board (“IASB”) and endorsed by the European Union,
and with the measures issued implementing Art. 9 of Lgs. Dec. 38/2005. The term IFRS also includes the revised
International Accounting Standards (IAS) and all interpretations of the International Financial Reporting Interpretations
Committee (IFRIC) previously known as the Standard Interpretation Committee (SIC). These standards are the same as
those used for the financial statements at 31 December 2009, with the exceptions described in the paragraph “Accounting
standards, amendments and interpretations adopted since 1 January 2010”.

The financial statements have been compiled with an ongoing concern assumption.

2. Form and content of the financial statements
The present financial statements were prepared in conformity with the International Accounting Standards (IAS/IFRS)
endorsed by the European Union.

2.1 Format of the financial statements
With regard to the format of the financial statements, the Company opted to present the following types of accounting
statements:

Income Statement
Items on the consolidated income statement are classified by their nature.

Statement of Comprehensive Income

The statement of comprehensive income includes items of income and costs that are not posted on the period income
statement, as required or permitted by the IFRS, namely changes to cash flow hedge reserve, changes to the conversion
reserve, the result of financial assets available for sale and actuarial profits/losses resulting from the application of IAS 19.
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Statement of Financial Position
The statement of financial position is presented with separate disclosure of Assets, Liabilities and Shareholders' Equity.
Assets and Liabilities are illustrated in the Financial Statements according to their classification as current and non-current.

Statement of Changes in Shareholders’ Equity

As required by the international accounting standards, the changes in shareholders' equity are presented with evidence of the
result for the period and all operating income and expenditure separate from other items not recorded in the income
statement, but charged directly to shareholders' equity in accordance with specific IAS/IFRS standards.

Statement of Cash Flows
The cash flow statement illustrates the changes in cash and cash equivalents (as presented in the statement of financial
position) divided by cash generating area in accordance with the "indirect method", as permitted by IAS 7.

Accounting statements of transactions with related parties (Consob Resolution 15519)

With reference to the reporting of related-party transactions in the financial statements, provided for in Consob Resolution
15519 of 27 July 2006, balances of a significant amount are specifically indicated, to facilitate understanding of the assets
and liabilities, financial position and results of the group, in the table of paragraph 8 below devoted to related party
transactions.

Non-recurring costs and revenues and/or costs and revenues resulting from atypical and/or unusual
operations are entered in the Income Statement; further details are provided in paragraph 4 below.

2.2 Accounting standards and measurement criteria
Accounting standards, amendments and interpretations adopted since 1 January 2010

- Amendment to IAS 27: Consolidated and individual financial statements

The changes to IAS 27 mainly concern the accounting for transactions or events affecting equity interests held in subsidiaries
and the attribution of losses of the subsidiary to minority interests. In accordance with the transitional rules of the standard
the Group has adopted these changes to IAS 27 prospectively, recognising effects on the accounting of certain acquisitions
and sales of minority shares in subsidiaries.

IFRS 3 (2008 Revised): Business combinations

The amendment introduced important changes relating to:

- rules on step acquisitions of subsidiaries;

- option to measure at fair value any non-controlling interests acquired in a step acquisition;

- recognition in profit or loss of all costs associated with the business combination and measurement of contingent
consideration at the acquisition date.

Adoption of the amendment had no effects on the company's financial statements at 31 December 2010.

“Improvement” to IFRS 5: Non-current assets held for sale and discontinued operations.
The improvement to IFRS 5 regards the disclosure to be provided on non-current assets held for sale or discontinued
operations. Adoption of the amendment had no effects on the company's financial statements at 31 December 2010.

Accounting standards, amendments and interpretations not relevant or not yet applicable and not adopted
in advance by the Company

- Amendments to IAS 28: Investments in Associates and to IAS 31 — Interests in Joint Ventures resulting from the changes
made to IAS 27.

- Amendment to IFRS 2: Share-based Payment: group cash-settled share-based payment transactions.
- IFRIC 12 — Service Concession Arrangements.

- IFRIC 17 — Distribution of non-liquid assets to shareholders.

- IFRIC 18 — Transfer of assets from customers.

- Amendment to IAS 39: Financial Instruments: Recognition and Measurement, eligible hedged items.
- Amendment to IAS 32 — Financial Instruments: classification of rights issues.

- IFRIC 14 — Prepayments of a Minimum Funding Requirement.

- IFRIC 19 — Extinguishing Financial Liabilities with Equity Instruments.

- IFRIC 16 — Hedges of a net investment in a foreign operation.

- Revised IAS 24: Related Party Disclosures.

The IASB also issued a series of changes to the IFRSs (“improvements"). The ones listed below are those indicated by the

IASB as improvements that entail a change in the presentation, recognition and measurement of accounting items, leaving

aside instead those that will determine only terminological changes or those that refer to issues not present in the Company.

- IFRS 7 — Financial Instruments: Additional Disclosures (endorsement process not completed).

- Amendment to IFRS 1 — First adoption of the International Financial Reporting Standards (IFRS) (endorsement process
not completed).

- Amendment to IAS 12 — Income Taxes (endorsement process not completed).

- Amendment to IFRS g — Financial Instruments (endorsement process not completed).
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Property, plant and equipment

Property, plant and equipment items are recognized at their historical cost, less the related accumulated depreciation and
cumulative impairment losses. This cost includes expenses for replacing parts of machinery and plant at the time they are
incurred if this is in accordance with the recognition criteria.

Depreciation is calculated on a straight-line basis with reference to the estimated useful life of the assets.

Property, plant and equipment items are derecognized at the time of sale or once future economic benefits are no longer
expected from their use or disposal. Any losses or gains (calculated as the difference between the net income on the sale and
the carrying amount) are recognized in the income statement during the year of elimination as above.

The asset's residual value, its useful life and the methods applied are reviewed annually and adjusted if necessary, at the end

of each accounting period. On average the useful life, in years, is as follows:

Category Useful Life
INDUSTRIAL LAND -
INDUSTRIAL BUILDINGS 20-50
PLANT 15-25
MACHINERY 15-18
EQUIPMENT 3-15
DIES AND MODELS 5-8
FURNITURE AND FITTINGS 15
OFFICE MACHINES 5-10
MOTOR VEHICLES 5-15

Assets held in relation to financial lease agreements are depreciated on the basis of the estimated useful life, in a way
consistent with owned assets.

Real estate investments
Real estate investments are recognized at fair value and are not depreciated.

Intangible fixed assets

Intangible assets are recognized in the accounts only if they can be identified and checked, are expected to generate future
economic benefits, and their cost can be reliably determined.

Intangible fixed assets with a limited life are carried at purchase or production cost net of amortisation and accumulated
impairment losses.

Amortisation is calculated in relation to their anticipated useful life and starts when the asset becomes available for use.

Gooduwill

Goodwill represents the surplus of the purchase cost over the acquirer's interest in the fair value (referred to the identifiable
net values of the assets or liabilities of the entity acquired).

After initial recognition, goodwill is carried at cost, less any cumulative impairment losses.

Goodwill is subject, at least once a year, to an impairment test, to identify any impairment losses. In order to perform a
correct fair value analysis, the goodwill is allocated to each of the units generating financial flows that will benefit from the
effects deriving from the acquisition.

Research and development costs

The costs of research are charged to the income statement when incurred, in accordance with IAS 38.
Again in compliance with IAS 38, development costs relating to specific projects are recorded among the assets only if all the
following conditions are fulfilled:

- the asset can be identified;

- it is likely that the asset created will generate future financial benefits;

- the costs of the development of the asset can be reliably measured.

Such intangible assets are amortised on a straight-line basis over their useful lives.

Licences, trademarks and similar rights

Trademarks and licences are stated at cost, net of amortisation and accumulated impairment losses.
The cost is amortised over the shorter of the duration of the contract and the limited useful life.

Software

The cost of software licences, inclusive of ancillary expenses, is capitalised and recognized net of amortisation and of any
accumulated impairment losses.

Such intangible assets are amortised on a straight-line basis over their useful lives.

Impairment losses
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Where there are specific signs of impairment, tangible and intangible fixed assets are subject to an impairment test,
estimating the recoverable value of the assets and comparing it with their net carrying amount. The recoverable value is the
greater of the fair value of an asset net of selling costs and its value in use, which is determined as the present value of the
cash flows that the company estimates will derive from the continuous use of the asset and from its disposal at the end of its
useful life.

This recoverable value is determined for each individual asset except when the asset does not generate cash flows which are
fully dependent on those generated by other assets.

If the recoverable value is lower than the carrying amount, the latter is reduced accordingly. This reduction represents an
impairment loss, which is recognized in the income statement.

If there is no longer any reason for an impairment loss previously recognized to be maintained, with the exception of
goodwill and of intangible assets with an unlimited useful life, the carrying amount is reinstated to the new value deriving
from the estimate, provided that this value does not exceed the net carrying amount which the asset would have had, if no
writedown had ever been made. The value written back is also recorded in the income statement.

Impairment tests are carried out annually in the case of goodwill and of intangible fixed assets with an unlimited useful life.
Impairment tests are also carried out on all assets with independent flows that show evidence of impairment.

Equity investments in associated companies

An associated company is an entity over which the Company is able to exercise significant influence, but does not have
control or joint control, via the equity investment, over the financial and operating policies of the investee company.

The income, expenses, assets and liabilities of associated companies are shown in the consolidated financial statements using
the net equity method, with the exception of cases that are classified as held for sale.

Equity investments in other companies and other securities

In accordance with the provisions of the standards IAS 39 and 32, equity investments in companies other than subsidiaries
and associates are classified as financial assets available for sale and are carried at fair value except in cases where it is not
possible to determine the market price or the fair value: in this case the cost method is used.

Gains and losses deriving from value adjustments are recognized in the statement of comprehensive income and
accumulated in a specific shareholders' equity reserve.

In the presence of permanent impairment losses or in the event of a sale, gains and losses recognized up to that moment in
shareholders' equity are recognized in the income statement.

Financial assets

IAS 39 envisages the following types of financial instruments: financial assets at fair value through profit or loss, loans and
receivables, investments held to maturity and assets available for sale. Initially, all financial assets are recognized at fair
value, increased, in the case of assets other than those at fair value through profit or loss, by any ancillary expenses. The
Company establishes the classification of its financial assets after initial registration and, where appropriate and permitted,
revises the classification at the end of each financial year.

All standardised (regular way) purchases and sales of financial assets are recognized at the trade date, or at the date on
which the Company undertakes to acquire the asset. Standardised purchases and sales means all purchase/sale transactions
on financial assets which require the handing over of the assets in the period generally envisaged by the regulations and by
the practices of the market on which the trade occurs.

Financial assets at fair value through profit or loss

This category comprises financial assets held for trading, that is, all assets acquired for the purpose of sale in the short term.
Derivatives are classified as financial instruments held for trading unless they are designated as effective hedging
instruments, in which case their accounting treatment is described in the paragraph “Derivative financial instruments and
hedging transactions”, below. Gains or losses on assets held for trading are recorded in the income statement.

Investments held to maturity

Financial assets which are not derivative instruments and which are characterised by payments with fixed or determinable
maturities are classified as "investments held to maturity” when the Company has the intention and the capacity to
maintain them in the portfolio until maturity. Financial assets that the Company decides to keep in the portfolio for an
indefinite period do not fall within this category. Other long-term financial investments which are held to maturity, such as
bonds, are subsequently measured using the amortised cost method. This cost is calculated as the value initially recognized,
less the repayment of the principal, plus or minus the amortisation accumulated using the effective interest rate method on
any difference between the value initially recognized and the amount at maturity. This calculation includes all the fees or
points paid between the parties, which form an integral part of the effective interest rate, the transaction costs and other
premiums or discounts. For investments measured at their amortised cost, gains and losses are recognized in the income
statement at the moment in which the investment is derecognized or in the event of an impairment loss, as well as by means
of the amortisation process.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments which are not quoted on an
active market. These assets are stated on the basis of amortised cost using the effective discount rate method. Gains and
losses are recognised in the income statement when the loans and receivables are derecognized or on the occurrence of
impairment losses, as well as by means of the amortisation process.
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Available-for-sale financial assets

Available-for-sale financial assets are financial assets, excluding derivative instruments, which are designated as such or not
classified in any of the other three previous categories. After initial recognition at cost, financial assets held for sale are
carried at fair value and gains and losses are recorded in a separate shareholders' equity item until the assets have been
derecognized or until it is ascertained that they have suffered an impairment loss. Gains and losses accumulated up to that
moment in shareholders' equity are then charged to the income statement.

In the case of securities widely traded on regulated markets, the fair value is determined by making reference to the stock
market price struck at the end of trading on the reporting date. In relation to investments which do not have an active
market, the fair value is determined by means of valuation techniques based on prices of recent transactions between
independent parties, the current market value of an essentially similar instrument, the analysis of discounted cash flows
and option pricing models.

Inventories

Inventories are measured at the lower of the average purchase or production cost for the period, and market value.
Production cost includes materials, labour and direct and indirect manufacturing costs. Obsolete or slow-moving stocks are
written down appropriately, as well as in consideration of their anticipated future use and their realisation value.

Trade receivables and other receivables

Trade receivables and other receivables are included among current assets, with the exception of those falling due more than
12 months after the reporting date, which are classified as non-current assets. These assets are valued at amortised cost on
the basis of the effective interest rate method.

Receivables which mature at more than one year, are interest-free or that earn less interest than the market, are discounted
using market rates. Trade receivables are discounted when they have longer payment terms than the average term of
extension granted.

If there is objective evidence of elements indicating an impairment loss, the asset is reduced by an amount that returns the
discounted value of the cash flows obtainable in the future. Impairment losses are recognized in the income statement.
Where reasons for previous writedowns are not maintained into subsequent trading periods, the value of the asset is
reinstated until it corresponds to the value that would have derived from application of the amortised cost.

Cash and cash equivalents
Cash and cash equivalents include cash on hand and cash deposits and investments maturing within three months of the
original date of acquisition.

Loans and bonds

Loans are initially recognized at the fair value of the price received net of the related loan acquisition costs. After initial
recognition, loans are carried on the basis of their amortised cost calculated by means of the application of the effective
interest rate. The amortised cost is calculated taking into account the issue costs and any discounts or premium provided for
at the time of settlement.

Derecognition of financial assets and liabilities
Financial assets

A financial asset (or, if applicable, part of a financial asset or parts of a group of similar financial assets) is derecognised
when:

e  theright to receive the cash flows from the asset has expired;

e  the Company maintains the right to receive cash flows from the asset, but has undertaken a contractual commitment
to pay them in full and without delay to a third party;

e  the Company has transferred the rights to receive cash flows from the asset and (a) has essentially transferred all the
risks and benefits of the ownership of the financial asset or (b) has not transferred or essentially withheld all the risks and
benefits of the asset, but has transferred control of the same.

In cases where the Company has transferred the rights to receive cash flows from an asset and has not essentially
transferred or withheld all the risks and benefits or has not lost control over the same, the asset is recorded in the
Company's financial statements to the extent of the latter's residual involvement in this asset. The residual involvement,
which takes the form of a guarantee on the asset transferred, is measured at the lower of the initial carrying amount of the
asset and the maximum amount which the Company could be obliged to pay.

In cases where the residual involvement takes the form of an option issued and/or acquired on the asset transferred
(including options settled in cash or similar), the extent of the Company’s involvement corresponds to the amount of the
asset transferred which the company could re-acquire; however, in the case of a put option issued on an asset measured at
fair value (including options settled in cash or by means of similar provisions), the extent of the Company 's residual
involvement is limited to the lower of the fair value of the asset transferred and the exercise price of the option.

Financial liabilities
A financial liability is derecognised when the underlying obligation is discharged, cancelled or fulfilled.

In cases where an existing financial liability is replaced by another of the same lender, under essentially different
conditions, or the conditions of an existing liability are essentially changed, this change or amendment is treated as
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derecognition of the original liability and recognition of a new liability. Any difference between the carrying amounts are
recognized in the income statement.

Impairment losses on financial assets

The Company assesses whether a financial asset or group of financial assets has undergone a loss in value at the end of each
accounting period.

Assets measured on the basis of amortised cost

If there is objective evidence that a loan or receivable recognized at amortised cost has suffered an impairment loss, the
amount of the loss is measured as the difference between the carrying amount of the asset and the present value of the
estimated future cash flows (excluding future receivable losses not yet incurred) discounted at the original effective interest
rate of the financial asset (that is the effective interest rate calculated at the date of initial recognition). The carrying amount
of the asset is reduced both directly and by setting aside provisions. The amount of the loss will be recognized in the income
statement.

The Company assesses first of all the existence of objective evidence of impairment at the individual level. In the absence of
objective evidence of an impairment loss for a financial asset measured individually, whether significant or otherwise, this
asset is included in a group of financial assets with similar credit risk features and the group is subject to assessment for
impairment losses in a collective manner. Assets assessed at the individual level, for which an impairment loss is seen or
continues to be seen, will not be included in collective valuation.

If, in a subsequent accounting period, the amount of an impairment loss decreases and this reduction can objectively be
traced back to an event which took place after the impairment loss was recognized, the value previously written down is
reinstated. Any subsequent write-backs are recognized in the income statement, provided that the carrying amount of the
asset does not exceed the amortised cost at the date of the reversal.

Assets recognized at cost

If objective evidence exists of the loss in value of an unlisted instrument representing equity which is not recognized at fair
value because its value cannot be measured reliably, or of a derivative instrument which is linked to this equity instrument
and must be settled by means of the consignment of the instrument, the amount of the impairment loss is given as the
difference between the carrying amount of the asset and the present value of the expected future cash flows and discounted
at the current market rate of return for a similar financial asset.

Available-for-sale financial assets

In the event of an impairment loss of an available-for-sale financial asset, a value equal to the difference between its cost
(net of repayment of the principal and amortisation) and its current fair value, net of any losses in value previously
recognized in the income statement, is transferred from the comprehensive income statement to the income statement.
Writebacks relating to equity instruments classified as available for sale are not recognized in the income statement.
Writebacks relating to debt instruments are recognized in the income statement if the increase in the fair value of the
instrument can be objectively traced back to an event which took place after the loss was recognized in the income
statement.
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Allowances and provisions

Provisions for risks and liabilities

Provisions for risks and liabilities are made when the Company must meet a current legal or implicit obligation deriving from
a past event, a sacrifice of resources is likely in order to deal with this obligation and it is possible to make a reliable estimate
of its amount. When the Company considers that a provision for risks and liabilities will be partly or fully reimbursed, for
example in the case of risks covered by insurance policies, the indemnity is recognized separately among the assets if, and
only if, it is practically certain. In this case, the cost of the possible related provisions, net of the amount recognized for the
indemnity, is presented in the income statement. If the effect of discounting to the present the value of the money is
significant, the provisions are discounted back using a pre-tax discount rate which reflects, where appropriate, the specific
risks of the liabilities. When the discounting is carried out, the increase of the provision due to the passage of time is
recognized as a financial expense.

Employee and similar benefits

According to IAS 19, employee benefits to be paid out subsequent to the termination of the employment relationship and
other long-term benefits (including Employee Severance Indemnity) are subjected to actuarial valuations which have to take
into account a series of variables (such as mortality, the provisions of future salary changes, the anticipated rate of inflation,
ete.).

Following this method, the liability recognized represents the current value of the obligation, net of any plan assets, adjusted
for any actuarial losses or gains not accounted for.

The actuarial losses and gains are recognized directly in the income statement, without taking advantage of the corridor
approach.

Revenue recognition

Sales of goods are recognized when the goods are shipped and the company has transferred to the purchaser the significant
risks and rewards associated with ownership of the goods.

Revenues for services are recognized with reference to the stage of completion.

Interest income is recognized in accordance with the accruals concept, on the basis of the amount financed and the effective
interest rate applicable, which represents the rate that discounts future collections estimated over the expected life of the
financial asset so as to take them back to the carrying amount of the asset itself.

Revenues from dividends are recorded when the right to collection arises, which normally corresponds to the resolution of
the shareholders' meeting approving distribution of the dividends. Dividends distributed are recognised as payable at the
time of the distribution resolution.

Public grants

Public grants are recognized when reasonable certainty exists that they will be received and all the related conditions are
satisfied. When the grants are associated with cost elements, they are recorded as revenues, but they are systematically
spread over the accounting periods so that they are commensurate with the costs they are intended to offset. If the grant is
linked to an asset, the fair value is suspended in long-term liabilities and the release to the income statement takes place
progressively over the expected useful life of the asset concerned on a straight-line basis.

Taxes
Taxation for the year represents the sum total of the current and deferred taxes.

Current taxes

Current income taxes have been provided for on the basis of an estimate of the taxable income for the Company, in
accordance with the provisions issued or essentially issued at the balance sheet date and taking any applicable exemptions
into account.

Deferred tax liabilities

Deferred taxes are determined on the basis of the taxable temporary differences existing between the carrying amount of
assets and liabilities and their value for tax purposes; they are classified under non-current assets and liabilities.

Deferred tax assets are provided for only to the extent that future tax burdens will probably exist, against which this asset
balance can be used.

The value of deferred tax assets which can be recognized is subject to an annual assessment and is written down to the extent
that it is not likely that sufficient income for tax purposes will be available in the future so as to permit all or part of this
credit to be used. Unrecognized deferred tax assets are reviewed annually at the reporting date and are recognized to the
extent that it has become likely that income for tax purposes will be sufficient to permit these deferred tax assets to be
recovered.

Deferred tax assets and liabilities are determined with reference to the tax rates which are expected to be applied in the
period in which these deferments will be realised, taking into account the rates in force or those which it is known will be
subsequently issued.

Deferred tax assets and liabilities are offset, if a legal right exists to offset the current tax assets with current tax liabilities
and the deferred taxes refer to the same fiscal entity and the same tax authority.

Value added tax
Revenues, costs and assets are recognized net of value added tax, except when:
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e  the tax applied to the purchase of goods or services is non-deductible, in which case it is recognized as part of the
purchase cost of the asset or part of the cost item recognized in the income statement;

e itrefers to trade receivables and payables recorded including the value of the tax.

Earnings or losses per share

Basic earnings (losses) per share are calculated by dividing the net profit (net loss) for the period attributable to ordinary
shareholders of the Company by the weighted average number of ordinary shares outstanding in the period.

Diluted earnings (losses) per share are obtained by means of adjusting the weighted average of outstanding shares, so as to
take into account all the potential ordinary shares with diluting effects.

Translation of foreign currency balances

Functional currency

The Company's functional currency is the euro, which is the currency in which the separate financial statements are drawn
up and published.

Transactions and recognition

Transactions carried out in a foreign currency are initially recognized using the exchange rates at the transaction date.

At the reporting date, the monetary assets and liabilities denominated in a foreign currency are re-translated on the basis of
the exchange rate in force at that date.

Non-monetary foreign currency items measured at historical cost are translated using the exchange rate in force at the date
of the transaction.

Non-monetary items recognized at fair value are translated using the exchange rate in force at the date of determination of
the value.

Derivative financial instruments and hedging transactions

The Company’s financial risk management strategy conforms to the company objectives set out in the policies approved by
the Board of Directors of Carraro S.p.A. In particular, it aims to minimize interest rate and exchange rate risk and optimize
the cost of debt.

These risks are managed in accordance with the principles of prudence and market best practices and all risk management
transactions are centrally managed.

The main objectives indicated by the policy are as follows:

A) Exchange-rate risks:

1) to hedge all commercial and financial transactions against the risk of fluctuation;

2) to apply the “currency balancing” method of hedging the risk, where possible, favouring the offsetting of revenues and
expenses and payables and receivables in foreign currencies in order to engage in hedging solely for the excess balance not
offset;

3) not to permit the use and ownership of derivatives or similar instruments for mere trading purposes;

4) to permit only the use of instruments traded on regulated markets for hedging transactions.

B) Interest-rate risks:

1) to hedge financial assets and liabilities against the risk of changes in interest rates;

2) in hedging against risk, to comply with the general criteria for balancing lending and borrowing set at the Group level by
the Board of Directors of Carraro S.p.A. when it approves long-term plans and budgets (fixed and floating interest rates,
proportions at short-term and medium/long-term);

3) to permit only the use of instruments traded on regulated markets for hedging transactions.

The Company uses derivative financial instruments such as currency futures contracts and interest rate swaps to hedge the
risks deriving mainly from fluctuations in interest and exchange rates. These derivative financial instruments are initially
recognized at their fair value at the date they were entered into; this fair value is periodically reviewed. They are accounted
for as assets when the fair value is positive and as liabilities when it is negative.

Any gains or losses emerging from the changes in the fair value of derivatives not eligible for hedge accounting are charged
directly to the income statement during the accounting period.

The fair value of currency futures contracts is determined with reference to the current forward exchange rates for contracts
with a similar maturity profile. The fair value of interest rate swap agreements is determined with reference to the market
value for similar instruments.

For hedge accounting purposes, hedges are classified as:
e fair value hedges, if they hedge the risk of change in the fair value of an underlying asset or liability;

e cash flow hedges, if they hedge the risk of change in the cash flows deriving from existing assets and liabilities or from
future transactions;

e hedges of a net investment in a foreign operation (net investment hedges).

A transaction hedging the exchange-rate risk relating to an irrevocable commitment is accounted for as a cash flow hedge.

When implementing a hedging transaction, the Company formally designates and documents the hedging relationship to
which it is intended to apply the hedge accounting, its risk management objectives and the strategy pursued. The
documentation identifies the hedging instrument, the element or transaction subject to the hedge, the nature of the risk and



