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Presentation of Financial Data

LSF9 Balta Issuer S.A. (“the Company” or “Balta Issuer”) is a public limited liability company (société
anonyme) incorporated on June 22, 2015 under the laws of Luxembourg and is a wholly-owned subsidiary of
LSF9 Balta Midco S.ar.l, which is in turn controlled indirectly by Lone Star Fund IX.

On June 14, 2015, LSF9 Balta Investments S.a r.l. (“Balta Investments™), a subsidiary of the Company,
entered into a sale and purchase agreement to purchase from Balta Luxembourg S.a r.l. (the “Seller”) all of the
issued and outstanding share capital of Balta Finance S.a r.l. (“Balta Finance”), the former parent entity of the
Balta Group and its subsidiaries, and certain intercompany loans between Balta Finance (as borrower) and the
Seller (as lender) (the “Acquisition”). The closing of the acquisition of Balta Finance was reached on August
11,2015 (“Completion Date”).

Prior to the Acquisition, the Company had no operating activities. As a consequence, the Company is unable
to show any relevant financial information for the period prior to the acquisition of Balta Finance. The
acquisition of Balta Finance has been recorded using the acquisition method of accounting, in accordance with
the International Financial Reporting Standards as adopted by the European Union (“IFRS”). Although the
purchase accounting requirement has no impact on the Company’s business or cash flow, it adversely impacts
the Company’s reported IFRS gross margin and EBITDA for the period between the acquisition of Balta
Finance and December 31, 2015.

To enable the Noteholders to view the business as a whole, and to provide meaningful and relevant financial
information that is useful in evaluating the Issuer’s ongoing operations, in the same manner as management
views and operates the business, the Company has opted to split the annual report in three sections as set out
below. In each case, the 2016 financial performance is identical but the 2015 comparative figures are
different.

e Section I - Management Report: The 2016 financial performance is compared to the 2015 combined
financial performance as presented in section Il of the 2015 annual report to the Noteholders. The
2015 combined financial performance has been determined by aggregating the consolidated results of
Balta Finance for the period from January 1, 2015 to August 10, 2015 (“Predecessor Period”) and the
stand-alone results of Balta Issuer and Balta Investments from incorporation until the end of the
period and consolidated results of Balta Finance as from August 11, 2015 (“Successor Period”). In
section |, the impact of the purchase price allocation has been excluded for the year 2015.

e Section Il - Combined Financial Statements: The 2016 financial performance is compared to the
2015 combined financial performance as presented in section Il of the 2015 annual report to the
Noteholders. The 2015 figures have been prepared on the basis of the recognition and measurement
principles of IFRS, reflecting the impact of the purchase price allocation. The principal characteristic
of the 2015 combined financial statements is that they present the historical financial information of
the Balta group for which it is not possible to present consolidated financial statements because a full
parent-subsidiary relationship (as defined by IAS 27/IFRS 10) does not exist amongst all component
entities being combined. In particular, Balta Issuer did not own and control Balta Finance and its
subsidiaries prior to the acquisition of Balta Finance. An assurance report on the 2015 Combined
Financial Statements has been issued by PricewaterhouseCoopers Société cooperative in accordance
with International Standard on Assurance Engagements (ISAE) 3000, Assurance Engagements other
than Audits or Reviews of Historical Financial Information.

e Section 11 — Consolidated Financial Statements: The 2016 financial performance of Balta Issuer is
compared to the 2015 financial performance during the period August 11, 2015 until December 31,
2015. The consolidated financial statements have been prepared in accordance with 1AS 27 and IFRS
10 and therefore present the financial performance of the legal group owned and controlled by the
Company as from the Completion Date. The Consolidated Financial Statements have been audited by
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PricewaterhouseCoopers Société cooperative. We refer to the audit report of the independent auditor
in section I11.1.

The non-IFRS framework presented in the Management Report provides management with additional means
to understand and evaluate the operating results and trends in our ongoing business. This has been done by
adjusting for certain non-cash expenses and other items that management believes might otherwise make
comparisons of our ongoing business with prior and future periods more difficult, or reduce management’s
ability to make useful forecasts. In addition, management believes that some investors and financial analysts
will find this information helpful in analyzing our financial and operational performance and comparing to our
peers and competitors.

Important Notice
In this report, the terms “Group,” “we,” “us” and “our” refer to the Company and its subsidiaries.

This report is not being made, and this report has not been approved, by an authorized person for the purposes
of section 21 of the Financial Services and Markets Act 2000, as amended (the “FSMA”). This report is only
being distributed to and is only directed at (i) persons who are outside the United Kingdom or (ii) to
investment professionals falling within Article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “Order”), (iii) high net worth entities, and other persons to whom it
may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order or (iv) any other person to
whom it may otherwise lawfully be communicated without contravention of Section 21 of the FSMA (all such
persons in (i), (ii), (iii) and (iv) above together being referred to as “relevant persons”). The securities referred
to herein are only available to, and any invitation, offer or agreement to subscribe, purchase or otherwise
acquire such securities will be engaged in only with, relevant persons. Any person who is not a relevant
person should not act or rely on this report or any of its contents. Stabilization in respect of the Senior Secured
Notes may be conducted in accordance with applicable laws.

This report may contain “forward looking statements” within the meaning of the U.S. federal securities laws
and the securities laws of certain other jurisdictions. In some cases, these forward looking statements can be
identified by the use of forward looking terminology, including the words “aims,” “anticipates,” “believes,”
“continue,” “could,” “estimates,” “expects,” “forecasts,” “future,” “guidance,” “intends,” “may,” “ongoing,”
“plans,” “potential,” “predicts,” “projects,” “seek,” “should,” “target,” “will,” “would” or, in each case, their
negative or other variations or comparable terminology or by discussions of strategies, plans, objectives,
targets, goals, investments, future events, beliefs or intentions. These forward looking statements are based on
plans, estimates and projections as they are currently available to our management. Such forward looking
statements are not guarantees of future performance and are subject to, or are based on, a number of factors,
assumptions and uncertainties that could cause actual results to differ materially from those described in the
forward looking statements. Due to such uncertainties and risks, readers are cautioned not to place undue
reliance on such forward looking statements. Any forward looking statements are only made as at the date
hereof and, except to the extent required by applicable law or regulation, we undertake no obligation to
publicly update or publicly revise any forward looking statement, whether as a result of new information,
future events or otherwise.

9 LRI

The financial information herein includes certain non-IFRS measures that we use to evaluate our economic
and financial performance. These measures include, among others, EBITDA, EBITDA Margin, Adjusted
EBITDA, Adjusted EBITDA Margin and Operating Profit Before Exceptional ltems. We present non-IFRS
measures because we believe that they and similar measures are widely used by certain investors, securities
analysts and other interested parties as supplemental measures of performance and liquidity and are intended
to assist in the analysis of our operating results, profitability and ability to service debt. EBITDA and Adjusted
EBITDA are not measures of financial performance under IFRS and should not be considered in isolation or
as an alternative to any other measures of performance derived in accordance with IFRS. You are encouraged
to evaluate these adjustments and the reasons we consider them appropriate for supplemental analysis. In
evaluating Adjusted EBITDA, you should be aware that in the future we may incur expenses that are the same
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as or similar to some of the adjustments in this presentation. Our presentation of Adjusted EBITDA should not
be construed as an inference that our future results will be unaffected by unusual or non-recurring items.




Section I: Management Report




LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

I.1. Highlights and Key Figures

For the twelve months ended December 31, 2016, our revenue and Adjusted EBITDA reached €557.7 million
and €81.4 million, a 0.2% and 7.8% increase, respectively, compared to the year ended December 31, 2015.
Our ratio of Net Debt to Adjusted EBITDA is equal to 3.3x as of December 31, 2016.

The increase in Adjusted EBITDA is mainly due to the continued growth of our rugs (in particular in North
America), our commercial tiles division, and the successful introduction of higher margin products in our
Residential division, which have partially offset the adverse impact of foreign exchange movements.
Similarly, we have successfully defended our pricing levels to retain the benefits from benign raw material
prices.

For the twelve months ended
December 31,

( € thousands) 2016 2015
Results

R Y= A1 U L SO PPOS PP 557,685 556,822
AGJUSEED EBITDA Wittt 81,367 75,467
Adjusted EBITDA MAIGIN @.......ooiiiiviiiiieieieieieses sttt 14.6% 13.6%
Non-recurring items (3,518) (33,687)
EBITDA M e 77,849 41,780
Depreciation / aMOTTISALION ...........cciiriiiiiiiiiee bbbt (28,666) (24,098)
Impairment and WITEE-OFF ........c.oiiii e - -
Operating profit / (10ss).......... 49,183 17,682
Profit / (loss) for the period 25,345 (27,468)
Cash flow

Cash at the beginning Of PEIIOG..........cccoiiiiiiiii s 45,462 66,654
Net cash flow from operating activities... 66,257 39,618
Net cash flow from investing activities (35,569) (309,739)

Of Which: capital EXPENGITUIE ..........ciiiiiiiiiii bbb (35,569) (36,900)

Of which: Acquisition ............c.cccccenene - (272,838)
Net cash flow from financing activities... (30,163) 248,928
Cash at the €N OF PEIIOU ..o ettt s bttt b et e st eneebeseenennas 45,988 45,462
Financial position

NEE GBI ©) .ottt ettt et e bttt s bt e st b st s s s et b sns et s e st b s e st ettt nesaesnes 268,511 273,952
Net debt / Adjusted EBITDA ....... 3.3x 3.6x
Pro-forma cash interest expense @ ............cccccvevennen. 23,763
Adjusted EBITDA / pro-forma cash iNtereSt EXPENSE. ........ccvriirerciririiiiiieireeee ettt 3.2x

(1) We define EBITDA as Operating profit / (loss) adjusted for depreciation, amortization and impairment and write-off. We define Adjusted
EBITDA as Operating profit / (loss) adjusted for depreciation, amortization and impairment and write-off, as further adjusted to eliminate
the impact of certain items that we do not consider indicative of our on-going operating performance such as the non-cash impact of the
purchase price allocation.

(2) Adjusted EBITDA Margin is defined as Adjusted EBITDA divided by revenue

(3) Net debt reflects the Senior Secured Notes (€290.0 million capital and €6.8 million accrued interest) and capital leases (€17.9 million) less
cash and cash equivalents (€46.0 million). Capitalised financing fees, equal to €13.1 million as of December 31, 2016, have been excluded.

(4) Pro forma cash interest expense represents our cash interest expense, as adjusted to give effect to the Transactions (including the accrued
interest on the Senior Secured Notes, the finance leasing debt and the Revolving Credit Facility), as if such debt had been outstanding on
January 1, 2015. Pro forma cash interest expense does not include any charges related to debt issuance costs in connection with the offering
of the Senior Secured Notes or arrangement fees under the Revolving Credit Facility. Pro forma cash interest expense has been presented for
illustrative purposes only and does not purport to represent what our interest expense would have actually been had the issue of the Senior
Secured Notes occurred on the date assumed, nor does it purport to project our interest expenses for any future period or our financial
condition at any future date.

As explained in section 1.5 and 1.6, the Company acquired Bentley Mills (“Bentley”) in March 2017. Bentley
is a leading player in the US premium commercial tiles and broadloom market serving diverse end markets
with a balanced geographic mix across the US. Pro forma for the acquisition of Bentley, revenue and Adjusted
EBITDA would have been €668.3 million and €97.4 million, respectively. Pro forma net debt as of 31
December 2016 was €384.2 million and pro forma leverage would have been 3.9x Adjusted EBITDA.

8



LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

1.2. Business Review

For the twelve months
ended December 31,

2016 2015
Volumes (millions of square meters) 121.7 122.1
RUGS -ttt h ket b btk e Rt h R R £ R Rt E AR £ e RS oAt oAb nR e R e R e e R R e et R bt bt Rt neeene s 28.8 26.5
Residential ..........cccccoovvvieiicieienens 53.9 56.5
Commercial......cccovveviieveinieieaenns 8.9 8.8
NON-WOVEN......c.cooiiiiiiieiiecie e 30.2 30.3
Revenue (€ thousands) 557,685 556,822
UGS ¢tttk et b bbb btk b bR b b e R et £ b e R R E b bR e e £k R R bbb oAt £ b ek R e At bbb ettt b ettt e et s 214,545 204,076
Residential ..........cccooevevieeviiiiiiennns 236,758 247,495
Commercial 80,050 79,243
Non-Woven 26,332 26,008
Adjusted EBITDA (€ thousands) 81,367 75,467
UGS ¢+ttt b ettt s bbb et b bR bR Rt £ bR R e bbb oA etk R R bbb R et E bRt bbb e bbb Rttt et s 37,969 34,184
Residential ..........ccocovvevieviiiiiennnns 28,411 27,742
Commercial......cccovevvnievieinieiiienns 12,067 11,194
LI L0 Yo T o PSSO P P PS OSSP 2,920 2,346
Revenue by geography (€ thousands) 557,685 556,822
429,580 439,873
73,843 64,229
54,262 52,720
100% 100%
T7% 79%
13% 12%
10% 9%

Rugs

Revenue and volumes increased by 5% and 9% for the twelve months ended December 31, 2016. The growth
in volumes and revenues is driven by strong performance in North America (+14%) and Europe (+6%). North
America is a strategic focus of the Rugs division and our continued investments in business development,
product development and expanding customer relationships are reflected in the financial performance. The
relative growth in revenue in Europe is lower, given the differences in customer and product mix as compared
to North America, yet the absolute contribution to the growth of this division remains important. The growth
rate of revenue is less than the growth rate in volume due to (i) the strong growth of lower priced flatweave
qualities and (ii) a partial pass through of lower raw material prices. The Adjusted EBITDA Margin has
increased from 16.8% in 2015 to 17.7% in 2016.

Residential

Revenue and volumes decreased with 5% and 4% respectively for the twelve months ended
December 31, 2016. This decrease was driven by unfavourable market conditions in Germany and Central and
Eastern Europe (affecting volumes and revenue) and by the devaluation of the GBP (affecting revenue, with
volumes sold in the UK just 1% below last year). We have however been pursuing a strategy aimed at
maximizing margins as opposed to revenue. In 2016, we have successfully introduced higher margin products
that have partially offset the adverse impact of foreign exchange movements. Similarly, we have successfully
defended our pricing levels to retain the benefits from benign raw material prices. As a result of this strategy;
the division has been able to increase its EBITDA margin by 0.8% versus last year.

Commercial

Revenue and volumes both increased with 1% for the twelve months ended December 31, 2016. Sales in
commercial tiles have grown strongly, resulting in an increase both in volumes sold (6%) and revenue (4%).
These figures are a result of strong performance in Eastern Europe (the segment’s largest market) and Asia
Pacific. 2016 has been a year of transition for Balta’s sales of commercial tiles in the UK following the
decision to terminate an agency agreement and to build a direct sales approach. As a result, volume growth in
the UK market has been moderate whilst revenue has been affected by the depreciation of the GBP.
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Revenue and volumes in Commercial Broadloom decreased by 5% and 7% respectively, due to weaker
performances in Germany and France. The profitability of this business has however improved, with an
increase in Adjusted EBITDA margin of almost 2%.

The Adjusted EBITDA for the Commercial segment as a whole shows an increase of 8% compared to last
year, driven by the topline growth in commercial tiles (representing approx. 70% of this segment) and the
improved profitability of commercial broadloom.

Non-Woven

Revenue increased by 1% whilst volumes decreased by 0.5% for the twelve months ended
December 31, 2016, as compared to the same period in 2015. This results from the strategy of an increased
focus on high-margin technical applications and has contributed to an increase in Adjusted EBITDA margin
of close to 2%.

1.3. Financial Review
Operating profit

Operating profit increased by €31.5 million to €49.2 million for the twelve months ended December 31, 2016.
In addition to reflecting the improvement in the operational performance, this increase is strongly influenced
by the significant reduction in non-recurring expenses.

In 2015, total non-recurring expenses amounted to €33.7 million, of which €30.9 million were in relation to
transaction expenses and exit bonuses arising from the acquisition of Balta Finance and (aborted) IPO
expenses. In 2016, the net non-recurring expenses has been reduced to €3.5 million. This includes a gain of
€1.6 million on the sale of machinery and non-recurring charges of €5.1 million. The latter comprises various
items which are considered by management as non-recurring or unusual by nature. This includes costs
incurred in relation to changes in senior management in 2016, advisory fees for tax and legal services
regarding one-off transactions and restructuring, non-recurring idle IT costs and closure of the wool spinning
department. The charges also include the non-recurring reversal of a purchase price allocation impact of the
prior recognition of fixed price electricity purchase commitments.

Depreciation charges have increased by €4.6 million, mainly as a result of the fair-value step-up on buildings
recorded in the context of the purchase price allocation, together with the impact of increased capital
expenditure.

Financial result and taxation

Combined net financial expenses amount to €28.6 million in 2016, as compared to €38.5 million in 2015. The
decrease results from the new financing structure which has been put in place in August 2015. Since then,
finance expenses are driven by interest on the Senior Secured Notes and also include interest charges on the
financial leasing debt, commitment fees on the Revolving Credit Facility and interest charges attributable to
the factoring and forfaiting agreements.

Of the €28.6 million net financial expenses, €25.3 million relate to cash expenses whilst €3.3 million relates to
non-cash expenses, comprising the write-off of capitalized financing fees and unrealized foreign exchange
losses on euro-denominated intercompany balances between a Belgian entity of the Group and its Turkish
subsidiary.
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(€ thousands) 2016 2015
Total finance expenses 28,608 38,541
Finance expenses related to debt existing as of December 31, 2016 27,647 13,228
SENIOT SECUMBA INOTES ...tttk bbb bbbttt 24,898 10,132
OF WHICH: INTEIEST ...ttt 22,537 9,177
OF WhiCh: fINANCING TEES .....veviieeici bbbt 2,360 955
REVOIVING Credit FACHITY .....c.eiviiiieieiiee ettt bbbttt et b et ne et s 403 731
FINANCTAL TEASING ...t bbb et b et b e e b e et et b et e b bt b et b e et s 504 581
Factoring/Forfaiting/Bank ChargeS .........c.oiiiiiiiiee bbb 1,841 1,784
Finance expenses related to debt fully repaid in the course of 2015 - 7,926
SENIOr FACIIITIES AGIEEMENL ......cviiiititieiiitet ettt bbbt bbbttt b bbbt b et e - 7,065

OF WHICH: INTEIEST.....ceiiiitce bbbt - 4,801
OF WhiCh: fINANCING TEES ...ttt bbbt - 2,264
Turkish facility (HalKDank deBt) ..ot - 701

REVEISEA FACTOMING. ... ettt b et b et bbb sk e b £ b et b e b e b e s b e st ek e e b b et bbb e e e s et s - 69
SNATENOIAET TOAN ...t - 91
Non-cash finance expenses 962 17,387
Interest expense on liabilities With related PArTIES ...........ccoeieiireiiii e - 11,988

Foreign exchange losses on intercompany transactio 962 5,399

Income taxes represent an income of €4.7 million in 2016, as compared to an expense of €6.7 million in 2015.
This change is driven by the recognition of tax credits for which the recognition criteria were previously not
met. The latter results in a deferred tax income of €10.8 million and more than offsets the charge recorded in
relation to current taxes (€3.0 million) and the remaining net charges recorded in relation to deferred taxes
(€3.1 million). As a reminder, in 2015, the Group incurred non-recurring transaction and restructuring fees
leading to substantial tax losses. As it was not probable that sufficient taxable profit will be realized in the
coming years by the envisaged legal entities to offset those losses, no deferred tax assets have been
recognized. This explains why a tax expense has been recognized in 2015, despite a loss before income taxes.

Cash flow statement

For the year ended December 31, 2016, cash flow from operations increased to €66.3 million compared to
€39.6 million for the year ended December 31, 2015, partially driven by better trading performance and driven
by the lower transaction costs.

Net cash wused in investing activities is equal to €35.6 million for the twelve months ended
December 31, 2016. This comprises €38.0 million of capital expenditure and proceeds from disposals of €2.4
million.

Net cash used by financing activities is equal to €30.2 million for the year ended December 31, 2016. This
comprises €27.8 million of interest and other finance charges paid (which corresponds to the €25.3 cash
interest expense as described above together with a reduction of accrued interest on the Senior Secured Notes
by €2.6 million) and €2.3 million repayment of financial leasing debt.
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1.4. Statement of Comprehensive Income for the Twelve Month Period Ended
December 31, 2016

The table below compares the audited 2016 statement of comprehensive income to the 2015 pro forma
combined statement of comprehensive income. The latter has been prepared on the basis of a non-IFRS
framework, given that it excludes the impact of the purchase price accounting in 2015 and that the figures
combine the statement of comprehensive income of the Predecessor with the statement of comprehensive
income of the Successor.

(€ thousands) Successor Combined
Twelve Twelve
months months

ended ended
December December
31,2016 31,2015

(audited) (unaudited)
|. CONSOLIDATED INCOME STATEMENT
REVENUE ...ttt e R bbbt b e R Rt b Rt b et n e n s 557,685 556,822
RAW MALEITAI EXPENSES ... ..ttt bbbttt bbbttt b bbbt e bbbt nn s (259,472) (258,859)

CRANGES IN INVENLOMIES ........vocvvieceeiseee ettt et et b bbbt b s b st et s s s s e 6,055 (2,525)
Employee benlefit BXPENSESY 1.ttt vttt ettt bRttt nrs (130,054) (128,515)
OLNEE INCOMEY ... b bbb bbbt nb bbb bbbt 8,171 5,948
OTNET EXPENSES ..vvvuvvivveiseeetessesetss st et s et st b et s b s ss s s e b b s s s s es et b8 s s ee bt s s s s et b s s b s s bt n s n et (101,017) (97,403)
AGJUSTE EBITDAZ. ..ottt s bbb bbb bbb bbb s st s s an e ns 81,367 75,467
Depreciation / aMOMIZAION ........c.eueueueierriririrs sttt en (28,666) (24,098)
Adjusted OPErating PrOfit2..........cccoiiieieisiece s as e ss et b e 52,701 51,369
GaINS ON ASSEL AISPOSAIS ...ttt ettt 1,610

Integration and reStrUCTUTING EXPENSES .........cv.evrrvrreeerscssssiesses sttt (5,128) (33,687)

OPErating PrOfIt/(I0SS) .....v.evivirieiieiseiiie ettt ae st s et s bbb bbbt 49,183 17,682
FINANCE INCOME ...ttt bbbt b bbb bttt 57 79
FNANCE XPENSES.......cvvovvveesisissacsesss e sssse s ss bbb bbb bbb (28,608) (38,541)
NET FINANCE EXPENSES .....oocveoreeeecvesesieesesee e ss e st s s s s s s s s (28,552) (38,462)
Profit / (10SS) DEFOFE INCOME TAXES .........vecveecveieieiicsecis st et 20,632 (20,780)
INCOME taX DENEFIt / (EXPENSE) w...vvvevveveesesecesisessieeseseesssesesssessss e sssesessse s s ss s sssse s 4,713 (6,688)
Profit / (loss) for the period from CONtiNUING OPEFationS..............cc.uvvivireriesiereesiessessssessiess oo, 25,345 (27,468)

Profit / (loss) for the period from discontinued OPErationS ...........ccoevierirerieiereise e - -

Profit / (105) FOr the PEFIO .........ovveeveeieeeeeee oo eseee e s e 25,345 (27,468)

1. CONSOLIDATED OTHER COMPREHENSIVE INCOME

Items in other comprehensive income that may be subsequently reclassified to P&L

Exchange differences on translating foreign Operations ..............cocecerirrriiiinnieennnseece e (8,013) 5,705

Change in fair value of hedging instruments qualifying for cash flow hedge accounting (116) -
Items in other comprehensive income that will not be reclassified t0 P&L ...........ccceovvereiveiicieieieneiins

Changes in deferred taXes..........ccoevrernennieneine e 285 (587)

Changes in employee defined benefit obligations ..................... (882) 1,830
Other comprehensive income for the Period, NEt OF tAX ...........cccovivevieeieeeeieeeereee e (8,727) 6,948
Total comprehensive iNCOME FOr the PEFIOT ...............ovveerveeeeeeeesee e esesenon 16,618 (20,520)

(1) In order to provide more relevant information, payroll tax incentives for the twelve months ended December 31, 2015 amounting to €4.9
million have been restated from other income to employee benefit expenses. The same approach has been applied for the twelve months
ended December 31, 2016 (the equivalent amount is equal to €5.4 million) and will be presented as such consistent over time going forward.

(2) Adjusted EBITDA and Adjusted Operating profit before exceptional items are non-GAAP measures as described in the Important Notice.
We define Adjusted Operating profit as Adjusted EBITDA less depreciation and amortization expenses.
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The following table presents a reconciliation of EBITDA and Adjusted EBITDA to Operating profit for the
twelve months ended December 31, 2015 and 2016.

Successor Combined
Twelve Twelve
months months
ended ended
December December
(€ thousands) 31, 2016 31, 2015
Operating profit 49,183 17,682
Adjusted for:
Depreciation / amortization 28,666 24,098
EBITDA 77,849 41,780
Adjusted for:
Gains on asset disposals® (1,610) -
Integration and restructuring expenses® 5,128 33,687
Adjusted EBITDA 81,367 75,467

(1) Gains on assets disposals in 2016 consists of the gain realised on the sale of an obsolete felt line for the production of fibers.

(2) Integration and restructuring expenses in 2016 comprises various items are considered by management as non-recurring or unusual by
nature. In 2015, total non-recurring expenses amounted to €33.7 million, of which €30.9 million were in relation to transaction expenses and
exit bonuses arising from the acquisition of Balta Finance and (aborted) IPO expenses. In 2016, the net non-recurring expenses has been
reduced to €3.5 million. This includes a gain of €1.6 million on the sale of machinery and non-recurring charges of €5.1 million. The latter
comprises various items which are considered by management as non-recurring or unusual by nature. This includes costs incurred in relation
to changes in senior management in 2016, advisory fees for tax and legal services regarding one-off transactions and restructuring, non-
recurring idle IT costs and closure of the wool spinning department. The charges also include the non-recurring reversal of a purchase price
allocation impact of the prior recognition of fixed price electricity purchase commitments.
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1.5. Events after the reporting date

On March 17, 2017, the Company has entered into an agreement to acquire Bentley Mills, Inc. (“Bentley”).
Bentley is a leading provider of premium specified carpet tile and broadloom carpets for commercial interiors.
Bentley is a leading player in the US premium commercial tiles and broadloom market serving diverse end
markets with a balanced geographic mix across the US. Bentley has witnessed strong revenue growth over the
last three years, complemented by EBITDA margin improvements driven by cost improvements and
efficiencies, operational leverage and strategic repositioning. The acquisition was completed on March 22,
2017 via the closing of a €75 million senior term loan facility. In section 1.6 the pro forma financial
information for the Company and Bentley on a standalone basis and pro forma for the acquisition of Bentley,
as if this had occurred on January 1, 2016.

Finally the Balta Group is strengthening its market position organically and is considering various
opportunities in the M&A markets and the capital markets to finance its growth, which may include public or
private equity or debt capital markets. However, other than with respect to the Bentley Mills acquisition, no
definitive decision has been taken as to whether to proceed with any transaction.

1.6. Unaudited Pro Forma Financial Information

Highlights

The tables below provide the key financial information for the Company and Bentley on a standalone basis
and pro forma for the acquisition of Bentley, as if this had occurred at the beginning of the period. Where pro
forma financial information is presented by segment, Bentley’s contribution is included in the Company’s

“Commercial carpet & tiles” segment.

Pro forma revenue, Adjusted EBITDA and capex

Year ended December 31, 2016

Pro forma for Bentley
Balta Bentley acquisition
(€ millions, unless otherwise stated)
REVENUE........oiiiiiiiiecee e 557.7 110.7 668.3
Adjusted EBITDA® .....ccoovviveiiieieeee 81.4 16.0 97.4
Adjusted EBITDA® Margin
(Y6 FEVENUE) ..o s 14.6% 14.5% 14.6%

(1) Adjusted EBITDA refers to operating profit / (loss) adjusted for depreciation and amortization, impairments and write-offs, results from
acquisitions and disposals, gain from discontinued operations, legal costs and integration and restructuring expenses.

Pro forma revenue by segment and geography

Year ended December 31, 2016

Residential Carpet & Commercial Carpet

Rugs Tiles & Tiles Total®
(% pro forma revenue)
UK and Ireland..........ccccovennieniincinncciees 5% 54% 5% 22%
Rest of EUrOpe.......ccoooveirieciccee e 50% 38% 32% 42%
NOIth AMENICa ..o 33% 1% 58% 28%
Rest of World..........ccccooviieinccccce 12% 8% 5% 8%
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Pro forma Adjusted EBITDA by segment

Year ended December 31, 2016

Residential Carpet & Commercial Carpet

Rugs Tiles & Tiles Total®
(€ millions, unless otherwise stated)
Pro forma Adjusted EBITDA®..........c..ccceoevnene 38.0 28.4 28.1 97.4
Pro forma Adjusted EBITDA® Margin (%
FEVEINUE) ..ottt sttt 18% 12% 15% 14.6%
% of Total Pro forma Adjusted EBITDA® ........ 39% 29% 29%® 100%

(1) Includes the Non-Woven division, which accounted for €2.9 million, or 3.0% of Balta’s pro forma Adjusted EBITDA in 2016.

(2) Pro forma Adjusted EBITDA refers to operating profit / (loss) adjusted for depreciation and amortization, impairments and write-offs,
results from acquisitions and disposals, gain from discontinued operations, legal costs and integration and restructuring expenses, pro forma
for the Bentley acquisition, as if this had occurred at the beginning of the period.

(3) This percentage includes 13% in the European Union and 16% in the United States (which reflects Bentley’s contribution)

Pro forma leverage

Bentley was acquired in a two-step process: first, the acquisition by Lone Star Fund 1X on February 1% 2017,
and second, on March 22, 2017, the transfer of the Bentley from Lone Star into the Balta Group. The first step
of the acquisition was partly financed through equity and by the issuance of a term loan of $33.0 million and a
drawdown of $11.1 million on a revolving credit facility of $18.0 million. The debt incurred by Bentley was
used to repay existing lines of credits and to pay all transaction and financing-related expenses. The equity
transferred totalled $73.5 million. The transfer of Bentley from Lone Star into the Balta Group was financed
by entering into a €75 million Senior Term Loan agreement. The latter was used as consideration in the
acquisition of the relevant partnership interests and to pay all transaction and financing-related expenses. The
partial overfunding of €1.8 million was kept as cash on the balance sheet.

The Senior Term Loan will bear interest rate at a rate per annum equal to Euribor plus a margin of 5.0% per
annum, subject to a margin ratchet based on the Consolidated Senior Secured Net Leverage Ratio (as defined
therein), and will mature on the date that is 60 months after the first drawdown of the facility. The facility will
rank pari passu with the Notes and benefit from the same security and guarantees as the Notes. The facility
contains customary loan style affirmative covenants and events of default, with incurrence covenants that are
substantially the same as those applicable to the Notes.

As a result, the pro forma debt and leverage as of December 31, 2016 can be summarized as follows:

December

(€ thousands) 31,2016

Cash (48.2)
Senior Secured Notes (€290 million principal, incl accrued interest) 296.6
Senior Term Loan 75.0
Finance leases 17.9
Revolving credit facility Bentley 10.5
Term loan Bentley 313
Bank overdrafts (uncleared cheques) 11
Net Financial debt 384.2
Pro forma leverage 3.9x

Pro forma income statement

The unaudited pro forma consolidated income statement has been prepared on the basis of the notes set out
below to illustrate the effect of the acquisition of Bentley Mills by the Group as if it had taken place on
January 1, 2016 and the unaudited pro forma consolidated statement of financial position has been prepared
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on the basis of the notes set out below to illustrate the effect of the acquisition of Bentley Mills by the Group
as if it had taken place at December 31, 2016. The unaudited pro forma financial information has been
established in application of European Commission Regulation EC No 809/2004, using the acquisition
method in accordance with IFRS.

The unaudited pro forma financial information has been derived from the audited consolidated financial
statements of LSF9 Balta Issuer S.A. and its subsidiaries as of and for the year ended December 31, 2016,
adjusted to give effect to (i) the acquisition of Bentley Mills by the Group, (ii) U.S. GAAP to IFRS differences
as well as alignment to the financial presentation and accounting policies of the Group, and (iii) pro forma
adjustments presenting the transaction and financing, and are prepared in accordance with the basis of
preparation as described in the notes to the unaudited pro forma financial information.

Revenue

Raw material expenses
Employee benefits expenses
Other income

Other expenses

Adjusted EBITDA
Depreciation, amortization
Adjusted Operating Profit
Gains on asset disposals
Integration and restructuring
expenses

Operating profit / (loss)

Finance income
Finance expenses

Net financial expenses

Profit / (loss) before
income taxes

Income tax income /
(expense)

Profit / (loss) for the
period from
Continuing Operations

Profit / (loss) for the period
from

discontinued operations
Profit / (loss) for the
period

Attributable to:

For the year ended December 31, 2016

Pro Forma

LSF9 Balta BPS Parent, BPS Parent, Consolidated

Issuer S.A. Inc. U.S. Inc. U.S. U.S. GAAP to Statement of

IFRS GAAP GAAP IFRS Pro Forma Comprehensive
(audited) (audited)® (unaudited)® Adjustments Adjustments Income

(€ thousands) ($ thousands) (€ thousands) (€ thousands) (€ thousands) (€ thousands)
557,685 122,495 110,665 — — 668,350
(259,472) (47,755) (43,143) — — (302,615)
(130,054) (32,199) (29,089) — — (159,143)
8,171 — — — — 8,171
(101,017) (27,594) (24,929) — 1,024 (124,922)
81,367 16,575 14,975 — 1,024 97,366
(28,666) (5,712) (5,161) 144 — (33,682)
52,701 10,863 9,814 144 1,024 63,684
1,610 (32) (29) — — 1,581
(5,128) — — — (98) (5,226)
49,183 10,831 9,785 144 926 60,039
57 0 0 — — 57
(28,608) (926) (836) — (6,104) (35,548)
(28,552) (926) (836) — (6,104) (35,491)
20,632 9,905 8,949 144 (5,177) 24,547
4,713 (3,614) (3,265) (52) 1,605 3,001
25,345 6,292 5,684 91 (3,573) 27,548
25,345 6,292 5,684 91 (3,573) 27,548
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For the year ended December 31, 2016

Pro Forma
LSF9 Balta BPS Parent, BPS Parent, Consolidated
Issuer S.A. Inc. U.S. Inc. U.S. U.S. GAAP to Statement of
IFRS GAAP GAAP IFRS Pro Forma Comprehensive
(audited) (audited)® (unaudited)® Adjustments Adjustments Income
(€ thousands) ($ thousands) (€ thousands) (€ thousands) (€ thousands) (€ thousands)
Equity holders of the parent 25,345 6,191 5,593 90 (3574) 27,454
Non-controlling interest — 101 91 1 1 93
1) Using the same presentation as LSF9 Balta Issuer S.A.
2) Converted at a rate of €1.00:$1.1069.
Unaudited Pro Forma Consolidated Statement of Financial Position
As of December 31, 2016
Pro Forma
LSF9 Balta BPS Parent, Consolidated
Issuer S.A. BPS Parent, Inc. Inc. U.S. U.S. GAAP to Statement of
IFRS U.S. GAAP GAAP IFRS Pro Forma Comprehensive
(audited) (audited)® (unaudited)® Adjustments Adjustments Income
(€ thousands) ($ thousands) (€ thousands) (€ thousands) (€ thousands) (€ thousands)
Property, plant and equipment 299,237 14,722 13,967 — — 313,204
Other non current assets 146,138 4,431 4,203 (554) 81,826 231,612
Total non-current assets 445,375 19,153 18,170 (554) 81,826 544,816
Inventories 135,320 17,496 16,598 — — 151,919
Trade and other receivables 54,930 15,002 14,232 — — 69,162
Cash and cash equivalents 45,988 710 673 — 1,553 48,214
Other current assets 80 — — — — 80
Total current assets 236,318 33,208 31,504 — 1,553 269,375
Total assets 681,693 52,361 49,674 (554) 83,379 814,192
Total equity 136,319 19,062 18,084 (352) (16,730) 137,321
Total non-current liabilities 369,519 3,089 2,930 (202) 111,260 483,507
Total current liabilities 175,856 30,210 28,659 — (11,152) 193,363
Total liabilities 545,374 33,299 31,590 (202) 100,108 676,870
Total equity and liabilities 681,693 52,361 49,674 (554) 83,379 814,192
1) Under the same presentation as LSF9 Balta Issuer S.A. Please see note 3.1 below.
) Converted at a rate of €1.00:$1.0541.

Notes to the Unaudited Pro Forma Financial Information

The purchase price allocation required under IFRS 3 Business Combinations has not yet been performed and
is not reflected in the unaudited pro forma financial information. The purchase price allocation has not yet
been performed because the acquisition of Bentley Mills was only completed on March 22, 2017 and therefore
management of the Balta Group has only recently had full access to all information of BPS Parent, Inc. and its
subsidiaries and has not yet been able to complete a fair value analysis of the identifiable assets and liabilities
acquired before the issuance of this unaudited pro forma financial information. As such, the fair value of the
identifiable assets and liabilities acquired will be measured at a later stage and will result in an adjustment in
the goodwill presented. We mainly expect differences in valuation of Intangible assets, Property, plant and
equipment, and Inventory.
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I1.1. Basis of Preparation

LSF9 Balta Issuer S.A. (“the Company”, “Balta Issuer” or “Successor”) is a public limited liability company
(société anonyme) incorporated on June 22, 2015 under the laws of Luxembourg and is a wholly-owned
subsidiary of LSF9 Balta Midco S.ar.l, which is in turn controlled indirectly by Lone Star Fund IX.

LSF9 Balta Investments S.a r.l. (“Balta Investments”) is a private limited liability company (société a
responsabilité limitée) incorporated under the laws of Luxembourg and was established on June 10, 2015, for
the purpose of facilitating the Transactions and performing all other activities related thereto. Balta
Investments is a wholly-owned subsidiary of the LSF9 Balta Issuer S.A. and has no material assets, liabilities
or operations other than as described in the previous sentence.

On June 14, 2015, Balta Investments entered into a sale and purchase agreement to purchase from Balta
Luxembourg S.a r.l. (the “Seller”) all of the issued and outstanding share capital of Balta Finance (the
“Predecessor”), the former parent entity of the Balta Group, and certain intercompany loans between Balta
Finance (as borrower) and the Seller (as lender) (the “Acquisition™). The closing of the acquisition of Balta
Finance was reached on August 11, 2015 (the “Completion Date™).

In connection with the acquisition of Balta Finance, Lone Star Fund IX, through intermediate holding
companies, has made an indirect equity investment of €140.0 million through a combination of ordinary
equity and preferred equity certificates. In addition, the Issuer has issued €290 million of Senior Secured
Notes due 2022 (refer to Note 21).

Prior to the acquisition of Balta Finance, the Company had no operating activities. As a consequence, the
Company is unable to show any relevant financial information for the period prior to the acquisition of Balta
Finance.

To enable the Noteholders to view the business as a whole, and to provide meaningful and relevant financial
information that is useful in evaluating the Issuer’s ongoing operations, in the same manner as management
views and operates the business, the Company has prepared this section of the annual report by comparing the
following financial information:

e For the period ended December 31, 2016: the consolidated results of the Issuer. These results
correspond to the audited 2016 financial information as presented in Section Il Consolidated
Financial Statements of this report

e For the period ended December 2015, the aggregation of the consolidated results of Balta Finance for
the period from January 1, 2015 to August 10, 2015 (“Predecessor Period”) and the stand-alone
results of Balta Issuer and Balta Investments from incorporation until the end of the period and
consolidated results of Balta Finance as from August 11, 2015 (“Successor Period”). We refer to these
figures as “combined” figures. These figures correspond to Section II Combined Financial Statements
of the 2015 annual report to the Noteholders

The results of both the Successor Period and the Predecessor Period have been prepared in accordance with
the recognition and measurement principles of the International Financial Reporting Standards as adopted by
the European Union (“IFRS”). We also refer to the accounting policies detailed in Note 1 of the
accompanying combined financial statements which form an integral part of and should be read in conjunction
with this Basis of Preparation. The combined results should not be used in isolation or substitution of
predecessor and successor results.

The amounts in this document are presented in thousands of euro (€ thousands), unless otherwise stated.
Rounding adjustments have been made in calculating some of the financial information included in these
combined financial statements, as a result of which schedules may not add.
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New standards and amendments to standards

The following interpretation and amendments to standards are mandatory for the first time for the financial
year beginning 1 January 2016. These have not had an impact on the 2016 financial statements of the
Company.

Amendments to IAS 1 ‘Presentation of financial statements’, effective for annual periods beginning
on or after 1 January 2016. The amendments to IAS 1 are part of the initiative of the IASB to
improve presentation and disclosure in financial reports and are designed to further encourage
companies to apply professional judgment in determining what information to disclose in their
financial statements. The amendments make clear that materiality applies to the whole of financial
statements and that the inclusion of immaterial information can inhibit the usefulness of financial
disclosures. Furthermore, the amendments clarify that companies should use professional judgment in
determining where and in what order information is presented in the financial disclosures.

Amendment to IAS 19, 'Employee benefits', on defined benefit plans (effective 1 July 2014 and
endorsed for 1 February 2015). These narrow scope amendments apply to contributions from
employees or third parties to defined benefit plans. The objective of the amendments is to simplify the
accounting for contributions that are independent of the number of years of employee service, for
example, employee contributions that are calculated according to a fixed percentage of salary

Annual improvements 2010-2012 (effective 1 July 2014 and endorsed for 1 February 2015). These
amendments include changes from the 2010-12 cycle of the annual improvements project, that affect
7 standards: IFRS 2, ‘Share-based payment’, IFRS 3, ‘Business Combinations’, IFRS 8, ‘Operating
segments’, IFRS 13, ‘Fair value measurement’, IAS 16, ‘Property, plant and equipment’, and IAS 38,
‘Intangible assets’, Consequential amendments to IFRS 9, ‘Financial instruments’, [AS 37,
‘Provisions, contingent liabilities and contingent assets’, and IAS 39, Financial instruments —
Recognition and measurement’.

Annual improvements 2012-2014 (effective and endorsed for 1 January 2016). These set of
amendments impacts 4 standards: IFRS 5, ‘Non-current assets held for sale and discontinued
operations’ regarding methods of disposal; IFRS 7, ‘Financial instruments: Disclosures’, (with
consequential amendments to IFRS 1) regarding servicing contracts; IAS 19, ‘Employee benefits’
regarding discount rates; IAS 34, ‘Interim financial reporting’ regarding disclosure of information.

Amendments to IFRS 10 ‘Consolidated financial statements’, IFRS 12 ‘Disclosure of interests in
other entities” and IAS 28, ‘Investments in associates and joint ventures’, effective for annual periods
beginning on or after 1 January 2016. These amendments clarify the application of the consolidation
exception for investment entities and their subsidiaries.

The following new standards and amendments to standards have been issued, but are not mandatory for the
first time for the financial year beginning 1 January 2016 and have been endorsed by the European Union:

IFRS 9 ‘Financial instruments’, effective for annual periods beginning on or after 1 January 2018. The
standard addresses the classification, measurement, de-recognition of financial assets and financial
liabilities and general hedge accounting. On the classification and measurement the Company’s
current assessment did not indicate any material impact. IFRS 9 requires the Company to record
expected credit losses on all of its debt securities, loans and trade receivables either on a 12-month or
lifetime basis. While the Group has not yet undertaken a detailed assessment of how its provisions
would be affected by the new model, it may result in an earlier recognition of credit losses.
Nevertheless the Group does not expect any material impact since it uses credit insurances as a means
to transfer credit risk related to trade receivables and the historic default rates for 2015 and 2016 are
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not exceeding 0,1 % for 2015 and 2016 (Note 18). Moreover there are no significant receivables due
more than 3 months for which no provision has been set up (Note 18). Finally currently the Group is
only applying limited cash flow hedging for expected cash flows (Note 1.6). No significant changes
are expected under IFRS 9 for the current cash flow hedge documentation and accounting treatment.

IFRS 15 ‘Revenue from contracts with customers’. Companies using IFRS will be required to apply
the revenue standard for annual periods beginning on or after 1 January 2018. IFRS 15 specifies how
and when revenue is recognized and is prescribing relevant disclosures. The standard supersedes IAS
18 Revenue, IAS 11 Construction Contracts and a number of revenue related interpretations. The new
standard provides a single, principles-based five-step model to be applied to all contracts with
customers. Furthermore, it provides new guidance on whether revenue should be recognized at a point
in time or over time.

The revenue is currently recognized when the goods are delivered which is the point in time at which
the customer accepts the goods and the related legal title, i.e. when risks and rewards of the ownership
are transferred. Revenue is only recognized at this moment after other requirements are also met, such
as, no continuing management involvement with goods, revenue and costs can be reliably measured
and probable recovery of the considerations. Under IFRS 15, revenue will be recognized when a
customer obtains control of the goods. Based on the initial assessment, the Company did not identify
material differences between the transfer of control and the current transfer of risk and rewards. As
such, at this stage the Company does not anticipate material difference in the timing of revenue
recognition for the sale of products.

Volume discounts and rebates are currently accrued over the year based on the sales realized per
customer and taking into account the expected yearly volumes per customer. There are no any other
significant incremental contract costs. Consequently the Company does not expect any material
impact under IFRS 15. In general the Group has not any material contracts that include separate
performance obligations nor any special transactions such as consignment, bill and hold arrangements,
warranty programs, upfront payments or any third party involvement

The following new standards, amendments and interpretation to standards have been issued, but are not
mandatory for the first time for the financial year beginning 1 January 2016 and have not been endorsed by
the European Union:

IFRS 16 ’Leases’. This standard replaces the current guidance in IAS 17 and is a far reaching change
in accounting by lessees in particular. Under IAS 17, lessees were required to make a distinction
between a finance lease (on balance sheet) and an operating lease (off balance sheet). IFRS 16
requires lessees to recognize a lease liability reflecting future lease payments and a ‘right-of-use asset’
for virtually all lease contracts. For lessors, the accounting stays almost the same. However, as the
IASB has updated the guidance on the definition of a lease (as well as the guidance on the
combination and separation of contracts), lessors will also be affected by the new standard. Under
IFRS 16, a contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration. We refer to Note 24, in which we
provide a summary of the lease commitments Company. The total present value of operating lease
commitments as of December 31, 2016 is equal to €10.5 million and hence represents the maximum
liability that could be recognized upon implementation of IFRS 16.

Amendments to IAS 12,'Income taxes' on Recognition of deferred tax assets for unrealized losses
(effective 1 January 2017). These amendments on the recognition of deferred tax assets for unrealized
losses clarify how to account for deferred tax assets related to debt instruments measured at fair value.

Amendments to IAS 7, Statement of cash flows (effective 1 January 2017). These amendments to IAS
7 introduce an additional disclosure that will enable users of financial statements to evaluate changes
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in liabilities arising from financing activities. The amendment is part of the IASB’s Disclosure
Initiative, which continues to explore how financial statement disclosure can be improved.

e Amendments to IFRS 15, 'Revenue from contracts with customers' - Clarifications (effective
1 January 2018). These amendments compromise clarification guidance on identifying performance
obligations, accounting for licenses of intellectual property and the principle versus agent assessment.
The amendment also includes more illustrative examples.

o Amendments to IFRS 2: Share-based payments (effective 1 January 2018): The amendment clarifies
the measurement basis for cash-settled payments and the accounting for modifications that change an
award from cash settled to equity settled. It also introduces an exception to the principles in IFRS 2
that will require an award to be treated as if it was wholly equity-settled, where an employer is
obliged to withhold an amount for the employee’s tax obligation associated with a share-based
payment and pay the amount to the tax authorities.

e Annual improvements 2014-2016 applicable to three standards of which changes on IFRS 1 et IAS 28
are applicable as of 1 January 2018 and changes on IFRS 12 are applicable as of 1 January 2017.
These set of amendments impacts 3 standards: IFRS 1,” First-time adoption of I[FRS’, regarding the
deletion of short-term exemptions for first-time adopters regarding IFRS 7, 1AS 19, and IFRS 10;
IFRS 12,’Disclosure of interests in other entities’ regarding clarification of the scope of the standard
(these amendments should be applied retrospectively for annual periods beginning on or after 1
January 2017) and IAS 28, ‘Investments in associates and joint ventures’ regarding measuring an
associate or joint venture at fair value.

e [FRIC 22,” Foreign currency transactions and advance consideration (effective 1 January 2018): *This
IFRIC addresses foreign currency transactions or parts of transactions where there is consideration
that is denominated or priced in a foreign currency. The interpretation provides guidance for when a
single payment/receipt is made as well as for situations where multiple payments/receipts are made.
The guidance aims to reduce diversity in practice.
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11.2. Impact Purchase Price Allocation

When comparing the current period to the previous period throughout this section of the annual report, the
reader must be mindful that the 2015 comparative figures reflect the impact of the purchase price allocation.
The manner in which the purchase price paid has been allocated to identifiable assets and liabilities has been
described in Section 11.3 of the 2015 annual report to the noteholders. The table below reflects the impact of
the purchase price allocation on the 2015 income statement:

The table below reflects the impact of the purchase price allocation (“PPA”) on the income statement.

Before PPA PPA After PPA

Twelve Twelve Twelve

months months months
(€ thousands) ended ended ended

December December December

31, 2015 31, 2015 31, 2015
|. CONSOLIDATED INCOME STATEMENT
REVENUE ...ttt ettt e h e e s e et e e e et e e bt e eb e e e s b e e st e et e e seenbeenbeesbaenarennbeenba s 556,822 - 556,822
RaW Material EXPENSES® .........couiviiverieiiresieieie et s ettt sttt (258,859) (10,816) (269,675)
Changes iN INVENLOMES® .............ovvveeeveeeeeeeseeeseseee s ese s eeee s sss s (2,525) (14,879) (17,405)
EMPIoyee DENEit EXPENSES .......oviuiiiiiieieiiiieie bbbt (128,515) - (128,515)
ORI INCOME. ...ttt ettt st e bt e e e esr et e s aeeaeess e e e besreebeeneensenee 5,948 - 5,948
OLNEE EXPENSES ....vvvvoevevess et asse s es s e s st s s es st s s an s s (97,403) - (97,403)
DEePreciation / AMOMIZALON .................ovveieveesreeeeesee e eese s ees s (24,098) - (24,098)
Operating profit before eXceptional IteMS.............c.cooivvivereeeeeeiee s 51,369 (25,695) 25,674
Result from acquisitions and diSPOSALS............cceririririeiiiiee s - - -
NON-FECUITING TNCOME ...tttk bbbt - - -
Integration and reStruCtUring EXPENSES .........c.cutvririereiririrteiei ettt et (33,687) - (33,687)
Impairment and WIIte-0f ..o - - -
OPErating PrOfIt/(10SS) ........rvveerveeeeeeeeeeeeeeseseeseseesesseseseess s s ees s ssssnsseee 17,682 (25,695) (8,013)
FINANCE INCOME ...kttt 79 - 79
Finance expenses................ (38,541) - (38,541)
Net financial expenses (38,462) - (38,462)
Profit / (1055) DEfOre INCOME tAXES .........vvvverveeeeveeeeveeeesees e eseseeee e eesee s (20,780) (25,695) (46,475)
Income tax benefit / (expense) © (6,688) 9,637 2,949
Profit / (loss) for the period from continuing OPErations............c..cco.vveeevereereesrssrencssneneenn. (27,468) (16,058) (43,526)
Profit / (105S) fOr the PEriod ..o (27,468) (16,058) (43,526)

@) Adjustment mainly reflects a non-cash charge of €11.3 million which is directly attributable to the fair
value step-up of the inventory of raw materials and work in progress.

(b) Adjustment mainly reflects a non-cash charge of €14.9 million which is directly attributable to the fair
value step-up of the inventory finished goods.

(c) Adjustment reflects €8.7 million reversal of deferred tax liabilities recognized at acquisition date,
mainly in connection with the fair value step-up of inventory that has been recognized. In addition, an
incremental tax provision of €0.9 million has been recognized.
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11.3. Combined Statement of Comprehensive Income for the Twelve Month
Period Ended December 31

Successor Combined

Twelve Twelve

months months
(€ thousands) ended ended

December December
Note 31, 2016 31, 2015

1. CONSOLIDATED INCOME STATEMENT
REVENUE ... Note3/4 557,685 556,822
RAW MALETAL EXPENSES ...ttt sttt sttt etttk bbbt b bbbt ese et et e e bt b e e b et ebene s Note 5 (259,472) (269,675)
CRANGES N INVENTOTIES ¢..vv.vvoveoeeeoeeceseesse s e s s sa s en st ssnsnas Note 6 6,055 (17,405)
Employee benefit expenses? ... Note?7 (130,054) (128,515)
Other income? ...........c........ ... Note8 8,171 5,948
Other expenses................ .. Note8 (101,017) (97,403)
Depreciation / amortization. . Note9 (28,666) (24,098)
Adjusted OPErating Profith...........ccccciiiiiieiiieee et be s 52,701 25,674
GaINS 0N SSEL AISPOSAIS ...ttt sttt ettt et be et b bttt e e ne st e b benea 1,610 -
INtegration and reStrUCIUTING EXPENSES .........c..viuererererseessessssssessessessesssesssssssssssessesssssessesssssesssssnssenssnseon Note 10 (5,128) (33,687)
OPErAtiNg PrOFIt/(I0SS) .....v.vveevveveeceecsiseseseeeses e s s se s s st es s ss e 49,183 (8,013)
FINANCE INCOME ...ttt b et b bbbttt b ke 57 79
FNANCE EXPENSES.......vveeveeoessoresssseesssesessessssss s ss s st st enss s s s s s en st en s s s Note 11 (28,608) (38,541)
NET FINANCE BXPENSES .....vvovvvoveeeeesrsseeiessessssessssesess s es s esss s ss s asss s en s s enssnnsene (28,552) (38,462)
Profit / (105S) DEFOTE iNCOME TAXES ........ovvveveeveeceeceireee et 20,632 (46,475)
INCOME taX DENEFit / (EXPENSE) .v.vvevveiereiriiseieiieiicee ettt Note 12 4,713 2,949
Profit / (loss) for the period from coNtinUING OPErations...................ovvveerereererereereeeeeseseeessseseesssee 25,345 (43,526)
Profit / (loss) for the period from discontinued OPErations .............cccoueviierinirnieeieeee e : -
Profit / (105S) fOr the PEIIOT ........c.ciiiiiiiiiiice bbb 25,345 (43,526)

1. CONSOLIDATED OTHER COMPREHENSIVE INCOME

Items in other comprehensive income that may be subsequently reclassified to P&L
Exchange differences on translating foreign operations .............cccccovvciinnicinnncncecc e (8,013) 5,705

Changes in fair value of hedging instruments qualifying for cash flow hedge accounting ... (116) -
Items in other comprehensive income that will not be reclassified to P&L

Changes N JEfErTEA tAXES. .......ccuivireiiiiieiie e 285 (587)

Changes in employee defined benefit obligations ... (882) 1,830
Other comprehensive income for the period, NEt OF tAX .........cc.cceveieiceieceie e (8,727) 6,948
Total comprehensive income for the PEFiod ... 16,618 (36.578)

(1) Adjusted Operating profit is a non-GAAP measure as described in Note 1.22..

(2) In order to provide more relevant information, payroll tax incentives for the twelve months ended December 31, 2015 amounting to €4.9
million have been restated from other income to employee benefit expenses. The same approach has been applied for the twelve months
ended December 31, 2016 (the equivalent amount is equal to €5.4 million) and will be presented as such consistent over time going forward.
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11.4. Combined Statement of Financial Position as at December 31

Successor Successor
As of As of
(€ thousands) December 31 December 31
Note 2016 2015

Property, plant and equipment

Land @nd BUITAINGS ........veiiiiieee ettt Note 13 169,203 175,734

Plant and machinery .. Note13 115,016 108,584

Other fixtures and fittings, t0ols and eQUIPMENT..........cooiiiiiiiie s Note 13 15,019 15,012
L0010 1 TSRS Note 14 124,673 124,673
Intangible assets............... 2,376 1,667
Deferred income tax assets.. Note 15 18,950 8,573
Trade and other receivables.... Note 18 138 91
LIoL U 1o B oW g =T 0 A 1 S SSP 445,375 434,334
INVENEOTIES ..viiveiteete ettt ettt ettt e st et e s b e ese e st e s et e sa e e b e eseessesbess e besbeebeess e s enbeseeebeebeensensesrebesnearen Note 16 135,320 129,438
Derivative financial instruments. Note 17 46 786
Trade and other receivables.... Note 18 54,930 46,544
Current income tax assets.... 34 28
Cash and cash equivalents... . Note 19 45,988 45,462
TOLAD CUTTENT ASSEES ...uvivviviiviitictiet et st ettt e et et et et e st e s beebe et esbe st e et e sbeeseesbe e e besbeebeebsessesbesaeebesbeerseseestebesrears 236,318 222,257
B0 e= IS TX =] £ 681,693 656,590
SRAE CAPILALL ......veciii bbbt Note 20 171 171
Share premium.. Note 20 1,260 1,260
Preferred equity certificates.... .. Note21 138,600 -
Other comprehensive income............ . (7,063) 1,664
Retained earnings and OthEr FESEIVES .........cciiiiiiriiiee et e 3,351 (21,995)
TOLAL BOUILY ...ttt 136,319 (18,900)
Preferred EQUITY CortITICAIES .........ieiiririeietii et ettt e Note 21 - 138,600
Senior Secured Notes.............. Note 22 279,277 276,826
Bank and Other Borrowings... .. Note 23 15,388 17,787
Deferred inCome tax lHabiliTIES ..........ccvciiieiiiii e et Note 15 69,775 67,879
Employee benefit 0DlIGatioNS..........cooviiiiiiiie e e Note 27 5,079 4,191
Total NON-CUrreNnt Habilities..........coviiiiiiiecec et as 369,519 505,283
SENIOT SECUIEA INOES ...ttt ettt ettt e et e et e e beebeeas e st et esaeebesbeereesb et ebesaeebaessensenbeseestesnean Note 22 4,234 6,864
Bank and Other Borrowings... .. Note 23 2,614 2,490
Employee benefit obligations..................... .. Note27 31,246 31,554
Provisions for other liabilities and Charges. ..o e 64 64
Derivative finanCial INSITUMENES. ..........coiiiiieiei ettt sttt et s reebe e s saesbesreebe e Note 17 162 -
Trade and other payables .. Note 28 131,562 124,404
INCOME TAX [HADIITIES ...ttt s b e s et et e saeebeereens et e st e besaeers 5,974 4,831
Total CUrTENT HADIIITIES .......oecviieeeece ettt besre v 175,856 170,207
TOtAl HADIITIES ...e.viiviceieicec ettt sttt e e et e sb e et e e te e s et e sr et e ebeeaeenaessesbesreeris 545,374 675,490
Total equity @nd HADIITIES .........ceiiiiieiee bbb 681,693 656,590
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11.5. Combined Statement of Cash Flows

Successor Combined
Twelve Twelve
months months
ended ended
December December
Note 31, 2016 31,2015
CASH FLOW FROM OPERATING ACTIVITIES
Net profit / (10SS) fOr the PEFIOQ............cueuiiiiie e 25,345 (43,526)
Adjustments for:
INCOME tax XPENSE / (INCOME) .....viuiiiuietirieieete ettt ettt ettt b bbb et neenas Note 12 (4,713) (2,949)
FINANCE INCOME ...t bbbt bbbttt bbbttt (57) (79)
FINANCE BXPEINSE ...ttt ettt bbbttt st b e b et b s bbb s et st e bt b e et et b e e ne s Note 11 28,608 38,541
Depreciation, amortisation .............c.ccccveevennne. . Note9 28,666 24,098
(Gain)/loss on disposal of non-current assets (1,610) -
Not
Fai VAlUE OF RIIVALIVES ..........vvoocveeoceeeeeveeeeseees s ess e esssassssenenes 1725 786 (504)
Non-cash impact of PUrchase Price AOCALION. ..............cc..cverveeveeeeeeeceeseessseseeeeesses s seesee s sennon 25,695
Cash generated before changes in WOrking Capital.............cc..c.oveeveeeurceeireesseeeeceessee s e 77,025 41,275
Changes in working capital:
INVEINEOTIES. ...ttt bbbttt bbb bbbkttt ettt bkt (5,883) (3,212)
Trade receivables .. . (8,433) (1,141)
Trade payables ...... . 10,485 6,962
Other working capital........c....coocovvurrvennronnns . (5,459) (3,384)
Cash generated after changes in working capital .. 67,735 40,501
NEt INCOME TAX (PAIA) ...ttt b bbb bbbt b ettt (1,478) (883)
Net cash generated / (used) by OPErating ACtIVIIES ..........ccccovrveviiereiieeieiee e 66,257 39,618
CASH FLOW FROM INVESTING ACTIVITIES
Acquisition & disposal of property, plant and eqUIPMENT ...........ccciiiririiiiiee e (36,483) (36,158)
Acquisition of intangibles . (1,494) (744)
Proceeds from NON-CUITENT @SSELS .........cvovriiriririririeeeeecteteie e 2,408 2
ACUISTEION OF SUDSIAIANY .....vvvvieivecie ettt 12 (272,838)
Net cash used Dy INVESING ACHIVITIES ..........o...rvvrceeeeseecseeesees e esssessseee s s (35,569) (309,739)
CASH FLOW FROM FINANCING ACTIVITIES
Interest and other finance charges Paid, NEL...........ouiiriiiiiiee e Note 11 (27,814) (6,666)
Proceeds from issuance of ordinary shares and share premium..........cccoeeoinniiiiiiccnee e - 1,431
Proceeds from issuance of preferred equity CertifiCates...........covviiiiriiiiciinc e Note 21 - 138,600
Proceeds from issuance of Senior Secured Notes...... . Note22 = 290,000
Proceeds from borrowings with third parties...... . Note 23 = -
Repayments of borrowings wWith third Parties............ccoiiiiii e Note 23 (2,349) (157,994)
Payment of delt fINANCING COSES...........c.rveveireeieeeeceeceei ettt et seen s Note 22 - (16,442)
Net cash generated / (used) by fiNANCING ACHIVITIES ........cccvevivereciiieiecieic et (30,163) 248,928
NET INCREASE / (DECREASE) IN CASH AND BANK OVERDRAFTS 526 (21,192)
Cash, cash equivalents and bank overdrafts at the beginning of the period .............ccccoeiiiiiiniiiiniciee 45,462 66,654
Cash, cash equivalents and bank overdrafts at the end of the period ............ccoccoreiniiiiiiieiice Note 19 45,988 45,462
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11.6. Combined Statement of Changes in Equity

The changes in equity for the Successor for the twelve months ended December 31, 2015 are as follows.

Other
Share comprehensive Retained Non-controlling

(€ thousands) Share capital premium income earnings Total interest Total equity
Balance at June 22, 2015 31 _ _ _ 31 _ 31
Capital increase 140 1,260 - - 1,400 - 1,400
Profit / (loss) for the period @ . . . (21,995) (21,995) ) (21,995)
Other comprehensive income
Exchange differences on translating 720 720 : 720
foreign operations @
Changes in employee defined benefit 944 944 R 944
obligations ®
"I)'::iagdcomprehenswe income for the : B 1,664 (21,995) (20,331) : (20,331)

171 1,260 1,664 (21,995) (18,900) - (18,900)

Balance at December 31, 2015

The changes in equity for the twelve months ended December 31, 2016 are as follows:

Other
Share comprehensive Retained Non-controlling Total
(€ thousands) Share capital premium PECs income earnings Total interest equity
Balance at January 1, 2016 171 1,260 - 1,664 (21,995) (18,900) - (18,900)
Recognition of PECs as equity 138,600 138,600 138,600

instrument

Profit / (loss) for the period ) ) ) 25,345 25,345 © 253

Other comprehensive income

Exchange differences on translating (8,013) (8.013) (8.013)
foreign operations ' ! ’
Changes in fair value of hedging

instruments qualifying for cash flow (116) (116) (116)
hedge accounting

Changes in deferred taxes 285 285 285

Cha_\nggs in employee defined benefit R R (882) B (882) R (882)

obligations

Total comprehensive income for B B ®727) 25 345 16618 R 16.618

the period ) , ) ,
171 1,260 138,600 (7,063) 3,351 136,319 - 136,319

Balance at December 31, 2016

(1) Profit/(loss) for the period, exchange differences on translating foreign operations and changes in employee defined benefit obligations are
in relation to the Successor Period only.

The accompanying notes form an integral part of these combined financial statements
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11.7. Notes to the Combined Financial Statements
Note 1. Accounting policies

Note 1.1. Consolidation

Subsidiaries

Subsidiaries are all entities for which the Group is exposed, or has rights, to variable returns from its
involvement with an entity and has the ability to affect those returns through its power over the entity. The
existence and effect of potential voting rights that are currently exercisable or convertible are considered when
assessing whether the Group controls another entity. Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are de-consolidated from the date on which control ceases.

The Group applies the acquisition method to account for business combinations. The consideration paid
reflects the fair value of the assets transferred, the liabilities incurred to the former owners of the acquiree and
the equity interests issued by the Group. The consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration agreement (for example, variable consideration contingent
on future events such as achievement of post-acquisition earnings targets or success of a significant project).

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are
measured initially at their fair values at the acquisition date. On an acquisition-by-acquisition basis, the Group
recognizes any non-controlling interest in the acquiree either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s net assets.

Acquisition related costs are expensed as incurred.

The cost of an acquisition is measured as the aggregate of the consideration transferred, measured at
acquisition date fair value and the amount of any non-controlling interest and previously held interest in the
entity acquired. For each business combination, the Group measures the non-controlling interest in the
acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net assets. The excess of
the aggregate of the consideration transferred and the amount recognized for non-controlling interest over the
net recognized amount (generally at fair value) of the identifiable assets acquired and liabilities assumed is
recognized as goodwill. Negative goodwill is recognized immediately in the income statement.

Inter-company transactions, balances and unrealized gains on transactions between group companies are
eliminated on consolidation. Unrealized losses are also eliminated unless the transaction provides evidence of
an impairment of the asset transferred in which case the asset is impaired through the income statement.
Accounting policies of subsidiaries are changed where necessary to ensure consistency with the policies
adopted by the Group.

Segment reporting

Note 3 provides the Company’s segment information, in line with IFRS 8. The Company operates its business
through four segments, which are organized by product and sales channel. The Rugs segment designs,
manufactures and distributes a broad range of machine-made rugs to major retailers (such as home
improvement, furniture, specialist, discount and DIY stores) and wholesalers. The Residential segment
designs, manufactures and distributes branded broadloom carpets (Balta Broadloom and ITC brands) and tiles
to major retailers and wholesalers. The Commercial segment designs, manufactures and distributes modular
carpet tiles mainly for offices and public projects through the Company’s modulyss brand and broadloom
carpets mainly for the hospitality sector through its arc edition brand to architects, designers, contractors and
distributors. Finally, the Non-Woven segment designs, manufactures and distributes soft flooring for events
such as fairs and expositions and specialized fabrics for insulation, lining, cars, carpet backing and banners
through its Captigs brand.
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Operating segments are reported in a manner consistent with the internal reporting provided to the Board and
the Management Committee. Items that are provided on a monthly basis to the Management Committee are
revenues, Adjusted EBITDA, net inventory, accounts receivable and inventory. The segment information
provided in Note 3 has been selected on this basis. It follows that other items such as total assets and liabilities
per segment are not reviewed internally and hence not disclosed. Interest income, interest expense and taxes
are managed centrally and accordingly such items are not presented by segment as they are excluded from the
measure of segment profitability.

Note 1.2. Foreign currency translation
Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of
the primary economic environment in which the entity operates (“the functional currency”). The consolidated
financial statements are presented in Euro, which is the Group’s functional and the Group’s presentational
currency. All amounts are stated in thousands of euro unless otherwise stated.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at
the dates of the transactions or valuation where items are re-measured. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognized in the income statement.

Foreign exchange gains and losses that relate to cash and cash equivalents and borrowings, including
borrowings, payables and receivables between group companies that do not qualify as a net investment in a
foreign operation are presented in the income statement within “Finance income and expense”. All other
foreign exchange gains and losses are presented in the income statement within “Other income” or “Other
expenses” which is part of the operating profit.

The principal exchange rates that have been used to prepare these financial statements are as follows:

December 31, 2016 December 31, 2015
Closing Average Closing Average
usD 1.0541 1.1069 1.0887 1.1094
TRY 3.7099 3.3375 3.1776 3.0187
GBP 0.8562 0.8195 0.7340 0.7259

Group companies

The results and financial position of all the Group’s entities (none of which has the currency of a hyper-
inflationary economy) that have a functional currency different from the presentation currency are translated
into the presentation currency as follows:

e Assets and liabilities for each statement of financial position presented are translated at the closing or
year-end rate;

e Income and expenses for each income statement are translated at average exchange rates (unless this
average is not a reasonable approximation of the cumulative effect of the rates prevailing on the
transaction dates, in which case income and expenses are translated at the rate on the dates of the
transactions); and

e All resulting exchange differences are recognized in other comprehensive income.
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On consolidation, exchange differences arising from the translation of the net investment in foreign
operations, and of borrowings and other currency instruments designated as hedges of such investments (if
any), are taken to other comprehensive income. When a foreign operation is partially disposed of or sold,
exchange differences that were recorded in equity are recognized in the income statement as part of the gain or
loss on sale.

Foreign exchange gains and losses that relate to borrowings and transactions between group companies in a
different currency compared to the functional currency, are presented in the income statement within “Finance
income and expense”, if these borrowings do not qualify as a net investment in a foreign operation.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translated at the closing rate.

Note 1.3. Property, plant and equipment

Property, plant and equipment are carried at acquisition cost less any accumulated depreciation and less any
accumulated impairment loss. Cost of property, plant and equipment also includes the estimated cost of
dismantling and removing the asset and restoring the site, to the extent that the provision is recognized under
IAS 37 “Provisions, Contingent Liabilities and Contingent Assets”.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the Group and the
cost of the item can be measured reliably. The carrying amount of the replaced part is derecognized. All other
repairs and maintenance are charged to the income statement during the financial period in which they are
incurred.

Freehold land is not depreciated. Depreciation on other assets is calculated using the straight-line method, to
allocate the costs over the estimated remaining useful lives. The Predecessor used the following estimated
remaining useful lives:

Industrial buildings

- SETUCTUTAT WOTK . ...ttt bbb kb £t b s bbb £ £ b e h s b e b8 24 £ b e b e Rt £ e b e b e R4 e e b e b e R b b e ke bttt b e bt et e b et ebenanatan 33 years

- ROOF . h bbbttt h e bbb e E b h £ E R b £ e Lk E R R e E b h b bk e bbb bkttt h ettt 11 years

- OENEE BIBIMIENTS ...ttt b ettt b bbb st e b b e R bbb e R e e e b e b e R e R £ b e b e s e £ b bR £ e b b e b e e b £ e bR et b e ke bt et b e Rt e b et e e 10-25 years
Administrative buildings

- SEPUCEUIAT WOTK ...ttt bbbk bk £ e bbb b2 e b b et h b bt e e b bttt b bbb bttt b et nn s 50 years

- RIOOT <.tttk h bt R R e h b E R R AR R R AR eh £ AE R £ e R AR SR £ R e R £ R e R E £ R oA £ e R e AR R bR e Rkt e Rt b e e bt b et 25 years
Machinery ........ccovvevinnncciinnns 10-33 years
VENICIES, traNSPOIt EQUIPIMENT ........c.iiitiieiiit ettt b kst h et bbbt e bbb e bk o e e b et b bbbt bbb bkttt ettt eb et 5 years
Furniture, fittings N0 EQUIPIMENT ...ttt b st bbbt £ bRt bk e b2 e b e b e Rt £ e b ke bt E e b e b e Rt b e b et ettt e b e st et ebenen 5-15 years

In the context of the Business Combination (see 11.2), the Company estimated the fair value for land and
buildings based on recent valuation reports prepared by an independent appraiser and management’s
assessment of the acquired assets condition. Based on information provided by the independent appraisers, the
Successor has decided to adjust the useful life of the buildings from 33 years to 40 years for light structures
and from 33 years to 50 years for heavy structures. Therefore, the Successor uses the following remaining
useful lives:

Industrial and administrative buildings

- SETUCTUIAT WOTK ...ttt bbbttt b8 b b4 bbb 04 h £ E R b0t b bt e e b bbbttt b et 40-50 years
- Other elements...................... 10-25 years
MaChinery .......cccovveniiiiiinciicine 10-33 years
VENICIES, traNSPOIt EOUIPIMENT ........c.iiitiiiiiiet ettt bbb et bbb sttt b bt e b b1t e b h b e b b o e e b b e b e b b s et e bbbt b ekt b bt eb bt 5 years

Furniture, FIttiNGS QN0 EQUIPMENT .....c.oiu ittt bbbt b e e e bt b e e b e b e R £ e b oA e b £ e e e R £ eb e A e e b £ e b e R e e b e b eb £ e b e R e e b e e e e bt e b e e e b et et e neene et e nrenis 5-15 years

The Predecessor judges that the useful life of spare parts could not exceed 8 years. The Successor has
considered the length of time over which it believes the economic benefits associated with spare parts are
expected to be realized, and adjusted the maximum useful life of the spare parts from 8 years to 4 years.

Cars are depreciated to a residual value of 20% of the initial cost.




LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of each
reporting period. An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount.

Fair value adjustments as a result of the Purchase Price Accounting are depreciated over the average
remaining lifetime of the applicable assets.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are
recognized within “Other income” or “Other expenses” in the income statement.

Note 1.4. Intangible assets
Goodwill
Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is made to
those cash-generating units or groups of cash-generating units that are expected to benefit from the business
combination in which the goodwill arose. Goodwill is tested annually for impairment and carried at cost less
accumulated impairment losses. Impairment losses on goodwill ae not reversed. Gains and losses on the
disposal of a cash generating unit include the carrying amount of goodwill relating to the cash generating unit
sold.
Internally generated software and other development cost
Costs associated with maintaining computer software programs are recognized as an expense as incurred.
Development costs that are directly attributable to the design and testing of identifiable and unique software
products controlled by the Group are recognized as intangible assets when the following criteria are met:

e Itistechnically feasible to complete the software product so that it will be available for use;

¢ Management intends to complete the software product and use or sell it;

e There is an ability to use or sell the software product;

e It can be demonstrated how the software product will generate probable future economic benefits;

e Adequate technical, financial and other resources to complete the development and to use or sell the
software product are available; and

e The expenditure attributable to the software product during its development can be reliably measured.

Directly attributable costs that are capitalized as part of the software product include the software
development employee costs and an appropriate portion of directly attributable overheads.

Other development expenditures that do not meet these criteria are recognized as an expense as incurred.
Development costs previously recognized as an expense are not recognized as an asset in a subsequent period.

Computer software development costs recognized as assets are amortized over their estimated useful lives,
mainly four years.

Note 1.5. Impairment of non-financial assets
Assets that have an indefinite useful life, for example goodwill, are not subject to amortization and are tested

annually for impairment. Assets that are subject to depreciation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment l0ss is
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recognized for the amount by which the asset’s carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash-generating units). Non-financial assets other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each reporting date.

If the carrying amount of the cash-generating unit to which the goodwill has been allocated exceeds its
recoverable amount, an impairment loss on goodwill allocated to the cash-generating unit is recognized. The
recoverable amount is the higher of the cash-generating unit’s fair value less costs to sell and its value in use.
If either of these amounts exceeds the carrying amount, it is not always necessary to determine both amounts.
These values are generally determined based on discounted cash flow calculations.

Note 1.6. Derivative financial instruments

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and are
subsequently re-measured at their fair value. The Group records all gains or losses resulting from changes in
fair value of derivatives in the income statement within “Other income” or “Other expenses” to the extent that
they relate to operating activities and within “Finance income” or “Finance costs” to the extent that they relate
to the financing activities of the Group.

Cash flow hedge accounting has been initiated on June 1, 2016. Derivative financial instruments used to hedge
the exposure to variability in future cash flows are designated as hedges under cash-flow hedge accounting.
Changes in fair value of the forward contracts before this date have been recorded directly in P&L before June
1, 2016. The effective portion of changes in fair value as from the designation date of the cash flow hedge are
recorded in the cash flow hedge reserve, part of other comprehensive income. Amounts recorded in the cash
flow hedge reserve will be recognized in the income statement in the same period or periods during which the
hedged forecast transaction affects the income statement. This coincides with the settlement date of the
forward contracts

When the underlying hedged transactions do no longer meets the criteria for hedge accounting, the cumulative
gain or loss on the hedging instrument that has been recognized in other comprehensive income from the
period when the hedge was effective shall remain separately in equity until the forecast transaction occurs.

When the underlying hedged transaction is no longer expected to occur, the cumulative gains or loss on the
hedging instrument that has been recognized in other comprehensive income from the period when the hedge
was effective shall be reclassified from equity to profit or loss as a reclassification adjustment.

Note 1.7. Inventories

Inventories are stated at the lower of cost and net realizable value. These net realizable value adjustments are
reviewed on a regular basis and updated to reflect the estimated selling price less selling expenses, based on
historical data and expectations. Cost is determined using the first-in, first-out (FIFO) method. The cost of
finished goods and work in progress comprises design costs, raw materials, direct labor, other direct costs and
related production overheads (based on normal operating capacity). Net realizable value is the estimated
selling price in the ordinary course of business, less applicable variable selling expenses.

Provisions against the carrying value of inventory are calculated on the basis set out below.

Wall to wall carpets and non-woven

v' “Second choice” products: write-down of 70%
v Collections which are no longer produced: write-down of 35%
v/ Additional write downs, based on aging of the individual products:
o Age of production batch between 7-9 months: write-down of 20%
o Age of production batch between 10-12 months: write-down of 50%
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O Age of production batch older than 12 months: write-down of 70%

Rugs

v" “Second choice” products: write-down of 60%

v" Collections which are no longer produced: write-down of 30%-50%

v Additional write-downs, based on aging of the individual products:
o Age of production batch between 7-9 months: write-down of 10%
o Age of production batch between 10-12 months: write-down of 30%
o Age of production batch older than 12 months: write-down of 50%

Contract tiles

v' “Second choice” products: write-down of 90%

v" Small lot sizes 90%

v/ Additional write-downs, based on aging of the individual products:
o Age of production batch between 7-12 months: write-down of 25%-50%
o Age of production batch between 12-18 months: write-down of 75%-90%
o Age of production batch older than 18 months: write-down of 90%

Yarns

For slow moving yarns to produce rugs and wall-to-wall carpets, the write-downs vary between 20%
(6 months not moving) and 75% (12 months not moving).

For slow moving yarns to produce contract tiles, the write-downs vary between 50% (12 months not moving)
and 90% (16 months not moving).

Materials and other supplies (such as wool) held for use in the production of finished goods are not written
down if these finished goods are expected to be sold at or above cost.

An individual assessment of the recoverability of the items of inventories is also made on a regular basis, in
addition to the application of general accounting policies described above. When the circumstances that
previously caused inventories to be written down below cost no longer exist, the amount of the write-down is
reversed so that the new carrying amount is the lower of the cost and the revised net realizable value.

Note 1.8. Trade receivables

Trade receivables are amounts due from customers for goods sold or services performed in the ordinary course
of business. If collection is expected in one year or less, they are classified as current assets. If not, they are
presented as non-current assets.

Trade receivables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method, less bad debt allowance.

Trade receivables are reviewed on a continuing basis. A bad debt allowance is recorded when collectability of
the receivable is questionable. The bad debt allowance covers the net estimated risk for the Group and is
taking into account the coverage expected to be received from the credit insurance.

Note 1.9. Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, other short-term highly
liquid investments and bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities on
the statement of financial position.

Note 1.10. Share capital
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Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or
options are shown in equity as a deduction, net of tax, from the proceeds.

Where any Group company purchases the company’s shares (treasury shares), the consideration paid,
including any directly attributable incremental costs (net of income taxes) is deducted from equity attributable
to the company’s equity holders until the shares are cancelled or reissued. Where such shares are subsequently
reissued, any consideration received, net of any directly attributable incremental transaction costs and the
related income tax effects is included in equity attributable to the company’s equity holders.

Note 1.11. Government grants

Grants from the government are recognized at their fair value when there is a reasonable assurance that the
grant will be received and the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognized in the income statement within other income
over the period necessary to match them with the costs that they are intended to compensate.

Government grants relating to property, plant and equipment are included in non-current liabilities as deferred
government grants and are credited to the income statement on a straight-line basis over the expected useful
lives of the related assets.

Note 1.12. Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified as current liabilities if payment is due within one
year or less (or in the normal operating cycle of the business if longer). If not, they are presented as non-
current liabilities.

Trade payables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method.

Supplier finance arrangements are recognized as a financial liability unless the original trade payable is
extinguished or its terms are significantly modified to the extent that it qualifies for de-recognition under IAS
39 (we refer to the accounting policy on debt extinguishment and debt modification).

Note 1.13. Financial liabilities measured at fair value through profit- and loss

Some instruments that have the legal form of a liability are, in substance, equity. A financial instrument is
classified as a financial liability or an equity instrument depending on the substance of the arrangement rather
than the legal form. Liabilities arise when the issuer is contractually obligated to deliver cash or another
financial asset to the holder. An instrument is an equity instrument only if the issuer has no such obligation,
i.e. it has an unconditional right to avoid settlement in cash or another financial asset. The ability to defer
payment is not enough to achieve equity classification, unless payment can be deferred indefinitely. Generally
an obligation for the entity to deliver its own shares is not a financial liability because an entity’s own shares
are not considered its financial assets. An exception to this is where an entity is obliged to deliver a variable
number of its own equity instruments.

Note 1.14. Senior Secured Notes and Bank and other borrowings

Senior Secured Notes, Bank and other Borrowings are recognized initially at fair value, net of transaction
costs incurred. They are subsequently carried at amortized cost; any difference between the proceeds (net of
transaction costs) and the redemption value is recognized in the income statement over the period of the
borrowings using the effective interest method.
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Note 1.15. Derecognition of financial assets and liabilities

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets)
is derecognized when:

e The rights to receive cash flows from the asset have expired;

e The Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay
them in full without material delay to a third party under a “pass through” arrangement; or

e The Group has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred control of the asset.

Where IAS 39 de-recognition criteria are not met, the receivables continue to be recognized in the statement
of financial position, while the proceeds received by the Group under any financing/factoring arrangements
are recognized as a financial liability.

A financial liability is de-recognized when the obligation under the liability is discharged or cancelled or
expires. Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or when the existing liability is transferred to a different lender and the Group obtains a legal
release from the initial lender, or the terms of an existing liability are substantially modified, such an exchange
or modification is treated as a de-recognition of the original liability and the recognition of a new liability, and
the difference in the respective amounts is recognized in the income statement.

The terms are substantially different if the discounted present value of the cash flows under the new terms,
including any fees paid net of any fees received and discounted using the original effective interest rate, is at
least ten per cent different from the discounted present value of the remaining cash flows of the original
financial liability.

Note 1.16. Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the income statement,
except to the extent that it relates to items recognized in other comprehensive income or directly in equity. In
this case the tax is also recognized in other comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
statement of financial position date in the countries where the company’s subsidiaries operate and generate
taxable income. In line with paragraph 46 of IAS 12 ‘income taxes’, management periodically evaluates
positions taken in tax returns with respect to situations in which applicable tax regulation is subject to
interpretation. It establishes provisions where appropriate on the basis of amounts expected to be paid to the
tax authorities. This evaluation is made for tax periods open for audit by the competent authorities.

Deferred income tax is recognized, using the liability method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the consolidated financial statements.
However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit nor loss. Deferred income tax is determined using tax rates (and laws) that have
been enacted or substantially enacted by the statement of financial position date and are expected to apply
when the related deferred income tax asset is realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilized.
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Deferred income tax is provided on temporary differences arising on investments in subsidiaries and
associates, except where the timing of the reversal of the temporary difference is controlled by the Group and
it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when the deferred income taxes assets and liabilities relate to
income taxes levied by the same taxation authority on either the taxable entity or different taxable entities
where there is an intention to settle the balances on a net basis. Deferred tax is not discounted.

Note 1.17. Employee benefits
Pension obligations
IAS 19 distinguishes two types of post-employment benefit plans:

o Defined contribution plans (DC plans) are post-employment benefit plans under which an enterprise
pays fixed contributions into a separate entity (a fund or group insurance contract) and will have no
legal or constructive obligation to pay further contributions if the fund does not hold sufficient assets
to pay all employee benefits relating to employee service in the current or prior periods;

e Defined benefit plans (DB plans) are post-employment benefit plans other than defined contribution
plans.

Group companies operate one defined benefit plan for a group of managers and various pension schemes
funded through payments to insurance companies. Because of the Belgian legislation applicable to 2" pillar
pension plans (so-called “Law Vandenbroucke”), all Belgian Defined Contribution plans have to be
considered under IFRS as Defined Benefit plans. Law Vandenbroucke states that in the context of defined
contribution plans, the employers must guarantee a minimum return of 3.75 % on employee contributions and
3.25 % on employer contributions. However, shortly before year-end 2015, a change in the Belgian Law was
enacted resulting in a decrease of the guaranteed return from 3.25 % to a minimum interest rate defined based
upon the Belgian 10-year interest rate but within the range 1.75% - 3.25%. The new rate (1.75% per
December 2016 and 2015) applies for the years after 2015 on future contributions and also on the accumulated
past contributions as of December 31, 2015 if the financing organism does not guarantee a certain result on
contributions until retirement age. If the organism does guarantee such a result, the rates 3.25%/2.75% still

apply.

Because of this minimum guaranteed return, the employer is exposed to a financial risk: further contributions
could be required if the return on the assets would not be sufficient to reach the minimum benefits to be paid.
The group has plans that are financed through insurance contracts. A simplified Projected Unit Credit (PUC)
method has been used as the actuarial technique to measure the defined benefit obligation whereby the fair
value of the plan assets are considered to be equal to the mathematical reserves of the insurance contract. The
method is simplified because we only take into account existing contributions made by the employer and
employee. The related assumptions, the defined benefit obligations and related plan assets are further
disclosed in the related notes.

Other post-employment obligations

The Group does not have other post-employment obligations.

Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal retirement

date, or whenever an employee accepts voluntary redundancy in exchange for these benefits. The Group
recognizes a liability and expense for termination benefits at the earlier of the following dates: (a) when the
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Group can no longer withdraw the offer of those benefits; and (b) when the Group recognizes costs for a
restructuring that is within the scope of IAS 37 and involves the payment of termination benefits. Benefits
falling due more than 12 months after the end of the reporting period are discounted to their present value.

In Belgium, the system of early retirement pension ensures that elderly people who are dismissed by their
employer or who are encouraged to terminate their employment and in case they fulfill certain conditions, are
eligible for payment of supplementary unemployment allowance to be paid by their former employer on top of
the unemployment allowances paid by social security. This benefit is generally paid until normal retirement
age, which is 65 years.

Within Balta, several former employees benefit from the system of “early retirement fee or pension”, based on
several Belgian Collective Labor Agreements (CLA’s) in place for the sector (textielnijverheid en breiwerk/
industrie textile et de la bonneterie) or specifically for Balta. These CLA’s describe the different possibilities
for employees of the sector to benefit from “early retirement fee or pension”, the creation of a sector fund
(fonds voor bestaanszekerheid/ fonds de sécurité d’existence), part-time work, education and training etc.
Certain CLA’s exist for blue collar workers and others for white collar workers.

For those early retirement fees or pensions which are directly paid out by the employer, a provision should be
made under IAS 19. It has been determined as the present value of the best estimate of future cash flows. The
discount rate used is based on the return on high quality corporate bonds (AA rated) of a maturity equivalent
to the duration of the liabilities. The changes in pension liabilities are accounted for through other
comprehensive income when the changes relate to a change in actuarial assumptions from one year to another.

Bonus plans

Bonuses received by company employee and management are based on pre-defined company and individual
target achievement. The estimated amount of the bonus is recognized as an expense in the period the bonus is
earned.

Note 1.18. Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services
in the ordinary course of the Group’s activities. Revenue is shown net of value-added tax, returns, rebates and
discounts and after eliminating sales within the Group.

The Group recognizes revenue when the amount of revenue can be reliably measured, it is probable that future
economic benefits will flow to the entity and when specific criteria have been met for each of the Group’s
activities as described below. The Group bases its estimates for rebates and discounts on historical results,
taking into consideration the type of customer, the type of transaction and the specifics of each arrangement.

Sales of goods

Sales of goods are recognized when the risks and rewards are transferred to the customers, in most cases when
the goods are made available for collection at the Group’s premises (factory, warehouse) on the date agreed
upon with the customer (International Commercial Terms - EXW) and the customer accepted the goods in
accordance with the sales contract.

Amounts billed to the customer in respect of transportation of product to the customer’s premises are included
in revenue. Associated transportation costs incurred by the group are included in other expenses.

Interest income

Interest income is recognized using the effective interest method. When a receivable is impaired, the Group
reduces the carrying amount to its recoverable amount, being the estimated future cash flow discounted at the
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original effective interest rate, and continues unwinding the discount as interest income. Interest income on
impaired loans and receivables are recognized using the original effective interest rate.

Dividend income

Dividend income is recognized when the right to receive payment is established.
Note 1.19. Leases

The Group leases certain property, plant and equipment.

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives received from the
lessor) are charged to the income statement on a straight-line basis over the period of the lease.

Leases of property, plant and equipment where the Group has substantially all the risks and rewards of
ownership are classified as finance leases. Finance leases are capitalized at the lease’s commencement at the
lower of the fair value of the leased asset and the present value of the minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on
the finance balance outstanding. The corresponding rental obligations, net of finance charges, purchase option
(when there is reasonable certainty that the lessee will obtain ownership by the end of the lease term), are
included in “Borrowings”. The interest element of the finance cost is charged to the income statement over the
lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for
each period. The property, plant and equipment acquired under finance leases are depreciated over the useful
life of the asset or if there is no reasonable certainty that the lessee will obtain ownership by the end of the
lease term, the asset shall be fully depreciated over the shorter of the lease term and its useful life.

Note 1.20. Dividend distribution

Dividend distribution to the Company’s shareholders is recognized as a liability in the Group’s financial
statements in the period in which the dividends are approved by the Company’s shareholders.

Note 1.21. Cash flow statement

The cash flows of the Group are presented using the indirect method. This method reconciles the movement in
cash for the reporting period by adjusting net profit for the year for any non-cash items and changes in
working capital, and identifying investing and financing cash flows for the reporting period.

Note 1.22. Non-GAAP measures

Operating Profit(Loss), Adjusted Operating Profit (Loss), Adjusted EBITDA and Adjusted EBITDA Margin
are measures utilized by the Group to demonstrate the Group’s underlying performance.

Operating Profit (Loss) is calculated as profit (loss) for the period from continuing operations, adjusted for
income tax benefits (expenses), finance income and finance expenses.

Adjusted Operating Profit (Loss) is calculated as Operating Profit (Loss) adjusted for gains from disposal of
assets and integration and restructuring expenses.

Adjusted EBITDA is calculated as Adjusted Operating Profit (Loss) adjusted for depreciation and
amortization charges.

Adjusted EBITDA margin calculated as Adjusted EBITDA dividend by revenue.
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The non-GAAP measures are included in these consolidated financial statements because management
believes they are useful to many investors, securities analysts and other interested parties as additional
measures of performance.

The Group presents non-IFRS measures in addition to financial measures determined in accordance with
IFRS. Non-IFRS measures as reported by the Group may differ from similar measures presented by other
companies.

Note 2. Critical accounting estimates and judgements

The amounts presented in the combined financial statements involve the use of estimates and assumptions
about the future. Estimates and judgements are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the
circumstances. The estimates and assumptions will seldom equal the related actual results. The estimates and
assumptions that could have an impact on the combined financial statements are discussed below.

Determination of fair values in business combinations

The Company has applied estimates and judgements in order to determine the fair value of assets acquired and
liabilities assumed by way of a business combination. The value of assets, liabilities and contingent liabilities
recognized at the acquisition date are recognized at fair value. In determining the fair value, the Company has
utilized valuation methodologies including discounted cash flow analysis. The Company’s estimates are based
upon assumptions believed to be reasonable, but which are inherently uncertain and unpredictable. These
valuations require the use of management’s assumptions, which would not reflect unanticipated events and
circumstances that may occur. Any significant change in key assumptions may cause the acquisition
accounting to be revised including the recognition of additional goodwill or a discount on acquisition.

Goodwill

The amount of goodwill initially recognized as a result of a business combination is dependent on the
allocation of the purchase price to the fair value of the identifiable assets acquired and the liabilities assumed.
The determination of the fair value of the assets and liabilities is based, to a considerable extent, on
management’s judgment. Allocation of the purchase price affects the results of the Group as finite lived
intangible assets are amortized, whereas indefinite lived intangible assets, including goodwill, are not
amortized and could result in differing amortization charges based on the allocation to indefinite lived and
finite lived intangible assets.

Impairment testing
IFRS requires management to undertake an annual test for impairment of indefinite lived assets and, for finite
lived assets, to test for impairment if events or changes in circumstances indicate that the carrying amount of
an asset may not be recoverable. Impairment testing is an area involving management judgment, requiring
assessment as to whether the carrying value of assets can be supported by the net present value of future cash
flows derived from such assets using cash flow projections which have been discounted at an appropriate rate.
In calculating the net present value of the future cash flows, certain assumptions are required to be made in
respect of highly uncertain matters including management’s expectations of:

e growth in EBITDA, calculated as adjusted operating profit before depreciation and amortization;

e timing and quantum of future capital expenditure;

e long-term growth rates; and

e the selection of discount rates to reflect the risks involved.
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Changing the assumptions selected by management, in particular the discount rate and growth rate
assumptions used in the cash flow projections, could significantly affect the Company’s impairment
evaluation and hence results. The Company’s review includes the key assumptions related to sensitivity in the
cash flow projections. Further details are provided in Note 14.

Fair value estimate of preferred equity certificates

In 2015 the acquisition of Balta Finance has been partially funded through Preferred Equity Certificates
(PECs). The PECs have been subscribed to by LSF9 Balta Midco S.a.r.l.. Depending on the circumstances in
which the PECs are settled, the Company may have the right to redeem the PECs in shares. Given that the
Company does not have an unconditional right to avoid delivering cash to settle the PECs, the contract has
been classified as a financial liability under IFRS per December 31, 2015. The presence of early redemption
and conversion options implies that the contract contains multiple embedded derivatives. Given the inability
to separate the embedded derivatives from the host contract, the entire contract is measured at fair value
through profit or loss.

A range of valuation techniques can be used when measuring the fair value of unquoted liability instruments.
In reaching estimates of fair value of the PECs, management judgment is involved. In order to select the most
appropriate valuation, management will employ several valuation methodologies and select the amount within
the ranges of values which it believes is most representative of the fair value of the PECs. Because of the
nature of the inputs used in the valuation techniques (for example, unobservable inputs such as budgets and
forecasts), the resulting measurement is categorized within Level 3 of the fair value hierarchy.

Immediately following December 31, 2015, the Subscriber and the Issuer discussed and agreed on changes to
be made to the PEC agreement. These changes are describe in Note 21.

Based on the separate agreement, the Company will have an unconditional right to avoid delivering cash to
settle the PECs. Consequently, the contract no longer meets the definition of a financial liability under IFRS,
but instead qualifies as an equity instrument. The financial liability has been extinguished on January 1, 2016
and the book value at this date has been recognized as an increase in the Company’s equity.

Income taxes

The Group operates in various tax jurisdictions and therefore has to determine tax positions under respective
local tax laws and tax authorities’ views which can be complex and subject to different interpretations of tax
payers and local tax authorities.

The Group has tax credits in respect of losses carried forward, Dividend Received Deduction (relief for
dividend payments by qualifying EU subsidiaries to qualifying EU parent companies, to avoid double taxation
of dividend income), and Notional Interest Deduction (“NID”). These tax credits can be used to offset against
future taxable profits. The valuation of this asset depends on a number of judgmental assumptions regarding
the future taxable profits of different Group subsidiaries in different jurisdictions and on the outcome of tax
planning strategies. These estimates are made prudently based on current knowledge and reasonable long-term
projections. Where circumstances should change and the final tax outcome would be different from the
amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions
in the period in which such determination is made.

Trade receivables

The Company makes significant judgements in determining the bad debt allowance with respect to trade
receivables when there is objective evidence that the Company will not be able to collect all amounts due
according to the original terms of receivables. The assessment is performed on an individual basis in
consideration of various factors such as historical experience, credit quality, age of the accounts receivables
and economic conditions that may affect a customer’s ability to pay.
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The amount of the bad debt allowance is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The estimated future
cash flow is determined based upon the significant financial difficulties of the debtor, probability that the
debtor will enter bankruptcy or financial reorganization, and default or delinquency in payments are
considered indicators that the trade receivable is impaired.

Brexit

The United Kingdom held a referendum on June 23, 2016, to determine whether the United Kingdom should
leave the European Union (the “EU”) or remain as a member state, and the outcome of that referendum was in
favor of leaving the EU (commonly referred to as “Brexit”). The effects of Brexit will depend on any
agreements the United Kingdom makes to retain access to EU markets, and, while such impacts are difficult to
predict, Belgian exports may be negatively affected. In the year ended December 31, 2016, our sales in the
United Kingdom represented €148.6 million, or 26.6% of our revenue, mainly comprised of sales in our
Residential segment. Any reduction in consumers’ willingness or ability to spend due to Brexit-related
changes in the economic environments of the United Kingdom and Europe could materially affect our
revenue. In addition, lack of clarity about future UK laws and regulations as the United Kingdom determines
which EU laws to replace or replicate in the event of a withdrawal may increase costs associated with
operating in either or both of the United Kingdom and Europe.

Note 3. Segment Reporting
Segment information is presented in respect of the Company’s business segments as defined earlier. The

performances of the segments is reviewed by the chief operating decision maker, which is the Management
Committee.

(€ thousands) 2016 2015
Revenue by segment 557,685 556,822
RUGS .ttt R R ARttt 214,545 204,076

RESIABNTIAL ...ttt bbbt bbb b e b bRt b bRt e b e b st b b et s et b et n bt 236,758 247,495
COMMEICIAL. ... ettt ettt ettt et et et e s a et e e beese e st et e besbeebeesa e st e s besseebeeaeeneesbeseebesaeebsensessenbesneares 80,050 79,243
INON WWOVEIN ...kt bbb bbb e h e bt bt b e bt b e bbb e st bt e bt b e b e b e 26,332 26,008
Revenue by geography 557,685 556,822
0] (o] o TSSOSO TP ST TSP TSR TOOPTPRPO 429,580 439,871
North America ... 73,843 64,231
RESE OF WOTI ...ttt ettt sttt ettt et e s b e e be e s b et et e s b e ebeeas e st esbesaeebesaeensensessebenne s 54,262 52,720
Adjusted EBITDA by segment 81,367 49,773
RUGS -ttt bbbt R R R R R R R R R AR AR ARkttt 37,969 23,041
RESIABNTIAL ...ttt bbb bbbk h et b bRt b kbt et b e bRt b b et st e bt n bt 28,411 17,026
COMMEICIAL. ...ttt ettt sttt et et et e et e e beeseesbe s et e sbeebeeaa e st e s besseebeeaeeneesbessenbesaeebeensessenbesneres 12,067 8,047
INON WVOVEN ...ttt ettt ettt s b et e e st e e st e e st e e s e e st e e te e be ek e e e st e ess e e s s e e sseeseeaaeesaeesaseassessbeenbeesbeenbeentaens 2,920 1,659
Capital expenditure by segment 35,569 36,900
16,119 16,561

12,460 15,275

6,259 4,876

732 187

Net inventory by segment 135,320 129,438
63,642 56,794

52,718 53,577

15,346 15,608

3,614 3,460

Trade receivables by segment 41,326 32,892
RUGS etttk b bbbk E R SR £ R bR e SRR R £ R £ SR £ e R bR e h b b e R Rt b e bt b e b e b e 17,263 11,846
RESTABNLIAL ...ttt b e bbbt b b e b b e h e bRt b e R e e b b e s e ekt e bt b e e eben b e e 16,502 14,443
COMIMETCIAL.... etttk b bbbt e b b sttt bbbttt b et 6,149 5,623
INON WWOVEIN ...ttt bbbt b £ bt bR £ H e e b A Eeh £ e b e £ e bt b e R e e b e R b e b e nb e b e eb e b e bt b et sb et e e e 1,411 980
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Given the international sales footprint of the Company, 98% of revenue is realized outside Belgium, with sales
in Belgium being equal to €12.5 million in 2016. The group has one customer (within the Rugs segment)
representing 12% of the Group’s revenue in 2016.

As of December 31, 2016, non-current assets amount to €445 million, of which €275 million is located in
Belgium (mainly factories) and €170 million outside Belgium.

Note 4. Revenue

The following table presents our revenue for the years ended December 31, 2016 and 2015.

Successor Combined

(€ thousands) 2016 2015

Revenue 557,685 556,822
UGS ¢ttt ettt bbbt bbbt £ b bR b bR £ £ bR R £ bR R £ £ E e h R b bR e R bR R E b bRt e bRt b et 214,545 204,076
Residential ..........cccooevevieviiecieenns 236,758 247,495
Commercial......cccovevvnievieinieiiienns 80,050 79,243
[T TR AV oY o SOOI 26,332 26,008
Revenue by geography 557,685 556,822
0] (o] o T TSSOSO PSR PUSTRT U PSPR 429,580 439,873
North-America.........cccoevvevvevievieenenns 73,843 64,229
L A0 Ao [ USSR 54,262 52,720

During the year ended December 31, 2016, our revenue increased slightly by €0.9 million to €557.7 million
from €556.8 million for the year ended December 31, 2015.

Revenue growth is driven by the strong growth in the rugs segment, but partially offset by the depreciation of
the GBP. Revenue in the Rugs segment has increased by 5%, driven by further growth in both North America
and Europe. Whilst revenue growth in the commercial division is limited to 1%, sales of commercial tiles
have continued to grow strongly by 4%. Finally, revenue in the Residential division has decreased by 4% as a
result of the depreciation of the GBP and a decrease of volumes sold in Germany and CEE.

From a geographical perspective, the share of North America continues to increase, driven by a 15% increase
in revenue as compared to a decline in revenues in Europe.

Note 5. Raw material expenses

Successor Combined
(€ thousands) 2016 2015
RAW MATEIIAT EXPENSES ... ..ttt b bbb et b et b b bt bbb st b ek Rt e e b e b st et b et st ne e eb e bt n bt (259,472) (269,675)
Of which: ordinary course of business (259,472) (258,859)
Of which: PPA adjuStMent ..........ccoveiiriiiiinncceeee e - (10,816)
AAS Q0 OF FEVEINUE ...ttt bbb bbb etk e h £ bbb e b e e b e R e bt e e b e b et e b e b e b e eb et et e e e st ebe e, 46.6% 48.4%

Raw material expenses mainly comprise the purchase of polypropylene and polyamide granulates, latex,
yarns, backings, jute, wool and packaging material. In addition, changes in the year-end inventory level of raw
materials & consumables are also included.

In the absence of PPA adjustments, the raw material expenses in 2015 were equal to €258.9 million (46.5% of
revenue). In 2016, raw material expenses are equal to €259.5 million which also represents 46.6% of revenue

Note 6. Changes in inventories

Successor Combined
(€ thousands) 2016 2015
CNANGES IN INVEINTOIY ...ttt et bbbt e b e e bt b et b e e b £ et e e e b e e e e R e e b e s e e b et ek e se e e et e seeb e et e e sbe e, 6,055 (17,405)
Of which: actual movements in INVENTOIY .........ccoeivvervnereeienee e 6,055 (2,547)
Of which: impact purchase price allocation (14,879)
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Changes in inventories represent the change in the year-end inventory level of work in progress and finished
goods recorded on the statement of financial position.

Inventory of work in progress and finished goods increased from €68.7 million as of December 31, 2015 to
€74.8 million as of December 31, 2016, resulting in the recognition of an income of €6.1 million. In 2015, as a
result of the purchase price allocation adjustment described earlier, an additional expense of €14.9 million was
recognized in relation to inventory measured at fair value at the Completion Date and sold in the period
September to December 2015.

Note 7. Employee benefit expenses

Successor Combined
(€ thousands) 2016 2015
Total employee benefit expenses 130,054 128,515
WWAGES QNA SAIATIES ...ttt ettt ettt et b et b e e b et e s ke s e e bt b e e b e s e b e e b e st ek st e bt ket ek et e bt sb e st ebeneene et et 92,289 95,995
Social security costs... 29,974 25,928
Pension Costs..........oeeriririeieenn. 1,603 1,327
Other employee DENETIT EXPENSES .......c.iiiiiiitii bbbttt 6,188 5,265

The Company can benefit from partial exemption of payment of withholding tax due on wages paid to
workers in team or nights shifts. The salary withholding tax is retained on the remunerations paid but the
amount of tax so retained must not be fully paid to the tax authorities. In 2015, €4.9 million of such incentives
were presented as part of the “other income”. For 2016, the equivalent amount is equal to €5.4 million and has
been deducted from employee benefit expenses. As the reclassification from other income to employee benefit
expenses provides more reliable and relevant information for the Group, the change has been adjusted
retrospectively for 2015 (in deduction of the employee benefit expenses instead as other income).

The average number of employees in 2016 and 2015 was 3,238 and 3,233 (in full time equivalents)
respectively. Part-time employees are included on a proportionate basis.

Successor Combined
2016 2015
Average number of total employees 3,238 3,233
Average number of employees — BIUE COIIA ...........cciiiiiee s 2,694 2,698
Average number of employees — WHiIte COIAN ...........cccoiriiiiiii s 544 535
Note 8. Other income and expenses
Successor Combined

(€ thousands) 2016 2015
Other income 8,171 5,948
FOrEIgN EXCANGE GAINS ...ttt h e bbbt b bttt b ekttt enenes 3,800 1,186
Rental income from solar rooftop INSEAIIAtIONS. ............cioiiiriiii e 1,410 1,463
GTINES ...ttt ettt etttk b et h ek 44 h b e e e b b oA e R e e R E e R £ SR A £ e R £ SR e E ke £ e R £ eE oA £ e R e R e R £ b oA e Rt bR e ARt e b e n b n e 602 171
RECNAIGE OF COSES ....vtviuieiiieetiee sttt sttt e st et et e b e st e st e beseesebese s s e s e et e neeneebe e enenteneannnnereneens 755 807
L 1T TSI 1,603 2,320
Other expenses 101,017 97,403
L VTt TaTo g o oo o SRR 67,772 61,531
SEIIING EXPEINSES ...ttt b etk b et b bbb s b s e e b £ bt b e e b £ eE e R e e b e e b £ bR e bbbt et bt n e b e a e 28,824 32,647
Foreign exchange losses 2,253 59
Real estate tax .................... 2,156 2,644
(011 SO O TS O U PT TP PP USPROURTPRPPTOIO 12 522

The note with respect to other income of 2015 has been restated due to change in accounting policy of the
payroll tax incentive (see note 7).
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Other income comprises a gain of €3.8 million in relation to foreign exchange movements, of which €2.8
million is realized income on the settlement of forward exchange contracts entered into as part of the
Company’s hedging policy.

Finally, other income also comprises €1.4 million rental payments received from renting certain rooftops to a
solar development company. The residual component of other income, €1.6 million and €2.3 million in 2016
and 2015, respectively, is in relation to the re-charge of certain expenses incurred, the sale of waste and the
de-recognition of old credit notes to issue for potential commercial settlements.

Other expenses increased by €3.6 million to €101.0 million for the year ended December 31, 2016 from €97.4
million for the year ended December 31, 2015. Services and other goods for the twelve months ended
December 31, 2016 mainly comprises electricity and gas (€21.0 million), maintenance and repair (€10.4
million) and interim blue collars (€7.0 million). Selling expenses mainly comprise freight (€20.8 million) and
commissions (€3.8 million).

Note 9. Depreciation / amortization

The components of depreciations and amortizations can be summarized as follows:

Successor Combined
(€ thousands) 2016 2015
Depreciation / amortization 28,666 24,098
Amortization of INtANGIDIE ASSELS ........c.cveiiiiii s 785 680
Depreciation property, plant and equipment 29,276 24,813
Release deferred revenue sale & 18aSEDACK ............oviiiiiiiiiiiiiei i e (1,395) (1,395)

Depreciation / amortization increased by €4.6 million to €28.7 million for the year ended December 31, 2016
from €24.1 million for the year ended December 31, 2015.

The release of deferred revenue sale and lease back relates to the gradual recognition of the capital gain
realized on the sale and lease back of one of our facilities in 2014. This deferred revenue is recognized on a
straight line basis over a 12 year period as partial offset to depreciation charges over the period of the lease.
The annual amount recognized in the income statement is €1.4 million, with the balance of deferred income
equal to €12.9 million as at December 31, 2016.

Note 10. Integration and restructuring expenses

The following table sets forth integration and restructuring expenses for the years ended December 31, 2016 and 2015.
This comprises various items which are considered by management as non-recurring or unusual by nature.

(€ thousands) 2016 2015

Integration and restructuring expenses 5,128 33,687
Corporate restructuring 1,920 1,195
Business restructuring..........cecceveeveeeeseeneeneene 670 -
Acquisition related expenses - 31,143
Idle IT costs 703 -
Strategic advisory services 1,324 1,060
Other 496 290

Integration and restructuring expenses decreased by €28.6 millionto €5.1 million for the year ended December
31, 2016. This decrease was primarily due to the absence of acquisition related expenses in 2016, whilst this
amounted to €31.1 million in 2015 following the acquisition of Balta Finance mid 2015. In 2016, corporate
restructuring expenses were equal to €1.9 million and reflect costs in relation to changes in senior
management. In 2015, corporate restructuring expenses were equal to €1.2 million and were primarily in
relation to legal and tax services aimed at a potential simplification of the group structure by further aligning
legal entity structure to business segment. Expenses for business restructuring were equal to €0.7 million in
2016, comprising a fee paid to terminate an agency agreement in the UK as part of the strategy to further
develop our modulyss brand in Europe through a direct sales approach. In addition, given the minor share of
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wool in our raw material mix, the decision was taken to close the wool spinning department and, going
forward, to buy wool yarns from third party suppliers. In 2016, we incurred €0.7 million of incremental (idle)
IT costs in relation to a legacy IT system used for a limited humber of activities within the Group. The legacy
system triggers incremental costs for extended licenses and premium vendor support assistance given that the
original support timeline has been surpassed. These incremental costs are temporary only given that the
company has started a project to migrate the legacy system to the new platform already used by the majority
of business activities elsewhere in the group. Finally, €1.3 million of strategic advisory expenses were
incurred in 2016 (vs €1.1 million in 2015) in relation to non-recurring tax, legal and financial advisory
services.

Note 11. Finance expenses

Combined net financial expenses amount to €28.6 million in 2016, as compared to €38.5 million in 2015. The
decrease results from the new financing structure which has been put in place in August 2015. Since then,
finance expenses are driven by interest on the Senior Secured Notes and also include interest charges on the
financial leasing debt, commitment fees on the Revolving Credit Facility and interest charges attributable to
the factoring and forfaiting agreements.

Of the €28.6 million net financial expenses, €25.2 million relate to cash expenses whilst €3.3 million relates to
non-cash expenses, comprising the write-off of capitalized financing fees and unrealized foreign exchange
losses on euro-denominated intercompany balances between a Belgian entity of the Group and its Turkish
subsidiary.

The finance expenses can be classified in the following categories:

Successor Combined
(€ thousands) 2016 2015
Total finance expenses 28,608 38,541
Finance expenses related to debt existing as of December 31, 2016 27,647 13,228
SENIOT SECUIEA NOTES ...ttt ettt ettt ettt et et e st e e beeaeese e b e sbeebesaeeasesbe s e besbeeteessessenbesreebeessensentesrenteanean 24,898 10,132
OF WIICN: INEEIESE ...ttt ettt st te et et e st et e e b e e as et e sb e besaeereens et ebesresreans 22,537 9,177
OF WhiCh: fINANCING TEES ...ttt bbbt 2,360 955
REVOIVING Credit FACTILY .......cviiirieiirict ettt 403 731
FINANCIAI TEASING ...ttt bbbttt bbb bbb 504 581
Factoring/Forfaiting/Bank ChargeS .........c.ciiiiiiiee ettt 1,841 1,784
Finance expenses related to debt fully repaid in the course of 2015 - 7,926
SENIOr FACIHIITIES AGIEEMENL ......ouiiiitetieiietet ettt bbbt bbbt bbbttt b et s bbbt - 7,065
OF WIICN: INEEIESE ...ttt ettt st te et et e st et e e b e e as et e sb e besaeereens et ebesresreans - 4,801
OF Which: fINANCING FEES ... ettt s - 2,264
Turkish facility (HaIKDaNK dEDL) ..ot - 701
REVEISEA FACLOMING. ...ttt bbbttt b bttt bbbttt b e - 69
SRAMENOIAET TOBN ...ttt bbbttt bbbttt - 91
Non-cash finance expenses 962 17,387
Interest expense on liabilities With related PArtieS ...........coooiiiiiiiiiri s - 11,988
Foreign exchange 10sses on intercompany tranSaCtIONS. ........c..ciiiririerieiriiiee et 962 5,399

In 2015, non-cash finance expenses of €17.4 million have been recorded in relation to intercompany
transactions. This comprises €12.0 million of interest expenses on a shareholder loan between Balta Finance
and Balta Luxembourg S.a r.l. and €5.4 million of non-cash foreign currency losses in relation to euro-
denominated intercompany balances between a Belgian entity and its Turkish subsidiary. As explained in
Note 10 of the 2015 Combined Financial Statements, the shareholder loan has been transferred from Balta
Luxembourg S.a r.l. to Balta Investments. Consequently, the associated debt held by Balta Finance and the
receivable held by Balta Investments have become intercompany positions, as a result of which interest
income/expense thereon is eliminated in consolidation in 2016.
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Even though intercompany balances are eliminated in consolidation, translating the Turkish entity’s financial
statements from its functional currency to the reporting currency does not reverse the foreign currency losses.
Instead, translating the foreign entity’s financial statements into the reporting currency generates an equivalent
gain within the cumulative translation adjustment (CTA) account, a component of other comprehensive
income.

Note 12. Income tax benefit / expense

Successor Combined
(€ thousands) 2016 2015
Income tax benefit / (expense) 4,713 2,949
CUTTEITE AX 1.tttk b bbb bbbk s £ e b b e £ b b H e £ b h s £ £ b b e R e e b b s bbb st bbbt bbb ne e (3,014) (1,571)
(D) T =T [ -V OSSO ST PSSO OOURRTPO 7,727 4,520

Income taxes represent a ‘benefit’ in both 2016 and 2015, driven by the net positive deferred tax income. In
2015, the latter was driven by the net loss of the period whilst in 2016 this is driven by the recognition of a
deferred tax asset of €10.8 million in relation to tax credits for which the recognition criteria were previously
not met.

Current tax charges have increased from €1.6 million in 2015 to €3.0 million in 2016. Current tax charges
increased compared to last year because our tax losses of Balta US and Balta floorcovering fully were
consumed in the course of 2016 as a result of the positive statutory results which are realized in those entities
and because we realized better results in Modulyss as a result of better performance. Last year the company
was still able to offset the positive results of Balta US and Balta floorcovering with tax losses carried forward
from previous years which resulted in a lower current tax rate.

Successor Combined

(€ thousands) 2016 2015

Income tax benefit / expense 4,713 2,949
Income tax calculated at Luxembourg tax rate (3L.4790) ......ccoueueuereririririeriiiieiere sttt et (6,495) 14,626
Rate differential due to transactions with Belgium, Turkey and US 1,000 445
Tax-eXeMPLEd FEVENUES. ......c.cvrieeirieriirieiese st 323 5,491
Deferred tax assets reCognised ..........ocoueeiririeerinneeeeseee s 10,789 1,907
Utilization of previously not recognized tax assets ..............ccccoue.e. 3,153 172
Tax losses for which no deferred tax asset is recognized ................ (2,878) (17,639)
Disallowed EXPENSES .......cvevrviuiirieieiririeieiee et (730) (2,265)
OBNEE <. e et (449) 212

In assessing whether deferred tax assets should be recognized, management considers the extent to which it is
probable that the deferred tax asset will be realized. The ultimate realization of deferred tax assets is
dependent upon the generation of future taxable profits during the periods in which those temporary
differences and tax losses carried forward become deductible. Management considers the expected reversal of
deferred tax liabilities and projected future taxable income in making this assessment.

In 2016 and 2015, the Company has incurred certain tax losses subject to significant limitations (tax losses for
which no deferred tax asset is recognized). For those losses, deferred tax assets have not been recognized, as it
is not probable that taxable profit will be generated to offset those losses.
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Note 13. Property, plant and equipment

Land and Plant and Other
(€ thousands) buildings machinery equipment Total
Period ended December 31, 2015
Opening net book value 87,516 100,986 14,201 202,704
Purchase price allOCAtION.............ouiueiririiiieiiiee e 92,126 (3,035) - 89,091
Additions.........ccccovvvienenn. 1,583 22,931 12,384 36,901
Disposals.........cccco.... - (495) (330) (825)
Depreciation charge ....... (5,006) (8,582) (11,226) (24,813)
Exchange differences.......... (486) (3,221) (18) (3,725)
Closing NEt DOOK VAIUE ........c.oiiiiiiiiiiie e 175,734 108,584 15,012 299,332
At December 31, 2015
COSt OF VAIUBLION ... 234,421 522,710 46,443 803,574
Accumulated depreciation, impairment and other adjustments .... (58,687) (414,125) (31,429) (504,242)
Cl0oSIiNg NEt DOOK VAIUE ...t 175,734 108,584 15,012 299,332
Period ended December 31, 2016
Opening net book value 175,734 108,584 15,012 299,332
AGAITIONS. ... 1,446 23,787 11,249 36,483
Disposals.........cccc....... - (1,543) (234) ,777)
Depreciation charge ....... (5,854) (12,706) (10,923) (29,483)
Exchange differences.......... (2,124) (3,107) (86) (5,316)
CloSIiNg NEt DOOK VAIUE .......cviiiiiiieieiiie e 169,203 115,016 15,019 299,237
At December 31, 2016
COSE OF VAIUALION ...ttt ettt raesn b sre 232,628 528,504 46,983 808,115
Accumulated depreciation, impairment and other adjustments .... (63,426) (413,488) (31,964) (508,877)
Closing NEt DOOK VAIUE ........cuoiiiiiiiciiiie e 169,203 115,016 15,019 299,237

During the twelve months ended December 31, 2016, the net book value of property, plant and equipment
remained stable at just below €300 million.

Our capital expenditures for the period amounted to €36.5 million and comprised: €15.8 million of efficiency
and growth capex, €12.7 million of maintenance capital expenditures and €8.0 million of samples. Of our total
capital expenditures for the period, €14.9 million were incurred in our Rugs segment, €13.4 million were
incurred in our Residential segment, €5.9 million were incurred in our Commercial segment, €0.7 million
were incurred in our Non-woven segment and €1.6 million on Corporate level.

Exchange differences (€5.3 million) mainly relate to fluctuations in the closing exchange rate of our Turkish
entities which have a significant amount of land & buildings and plant & machinery recorded on the statement
of financial position.

Note 14. Goodwill

The net purchase price for the acquisition of Balta Finance amounts to €272.8 million. In accordance with
IFRS 3 “Business Combinations”, the purchase price needs to be allocated to identifiable assets and liabilities
acquired based on estimated fair values at the date of acquisition, with the excess of the purchase price amount
allocated to goodwill.

Our purchase price allocation has been substantially finalized and the total identifiable net assets acquired
amount to €148.1 million, resulting in a remaining amount of goodwill of €124.7 million. As part of the of
purchase price allocation, Adjusted EBITDA was adversely affected by €25.7 million due to the fair value
measurement (so-called fair value step-up) of the inventory. This non-cash impact has therefore been reversed
in the 2015 cash flow statement.

The goodwill represents, amongst other things, the value of the longstanding customer relationships, the
Company’s market position, brand and reputation, as well as the value of the Company’s workforce.
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The goodwill impairment test is performed at the level of a cash-generating unit or a group of cash-generating
units, which is the lowest level at which goodwill is monitored for internal management purposes. Our CGUs
are generally in line with our segments, with our Residential segment broken down into two CGUs, Balta
Broadloom (polypropylene broadloom) and ITC (polyamide broadloom).

For the purpose of impairment testing, goodwill acquired in a business combination is allocated to the cash-
generating units that are expected to benefit most from the business combination. Consequently, the goodwill
resulting from the acquisition of Balta Finance (€124.7 million) has been solely allocated to Rugs (€94.3
million) and Commercial (€30.4 million).

The impairment testing has been performed on September 30, 2016. The assets and liabilities comprising the
CGU have not changed significantly since the most recent calculation. In addition, there are no indications
that recoverable amounts have decreased.

Based on the comparison of the value in use (derived using discounted cash flow analysis) and the carrying
amount (book value of capital employed) per cash-generating unit at September 30, 2016, the company has
been able to demonstrate that the recoverable amount exceeds the carrying amount and hence the goodwill is
not impaired. Key assumptions on which management has based its determinations of the value in use include
terminal value growth rates of 2% (2015: 2%) and an after-tax discount rate of 7.9% (2015: 7.9%). Cash flows
were projected for the next three years and is based on the updated business plan prepared in 2016.

The value in use is mainly driven by the terminal value which is particularly sensitive to changes in the
assumptions on the terminal value growth rate and discount rate. Discount rates are based on the weighted
average cost of capital. Terminal value growth rates take into consideration external macroeconomic sources
of data and industry specific trends. The table below presents the extent in which these two assumptions
would need to change in order to reduce the value in use to the carrying amount.

Increase in
Decrease in discount

Sensitivity analysis per CGU growth rate rate

RUGS .ttt bbbt b bR Rt h bR AR H e R R SRR e e e bRt R e Rt et b e bkt heen e b nee et 2.4% 2.6%
2L = =T (0T (o (oo Ty o I TSSO 2.8% 3.1%
I 1SR P PSPPI 5.2% 5.8%
COMMEICIAL ...ttt ettt ettt et et sa et e e aeese e st e s e e besheese e s b et et e saeeheess e st eabesaeebeeasessessesaaebesaeensensessenbesneas 17.0% 21.5%
INON-WWOVEN ...t ettt ettt s bt et e s e st e s e s s e ek e e R e e st e s e s e e b e e Rt e Rt e st e s et e e ae e R e en e e s e besaeebeeneeneentennente e 23.7% 32.7%

The relative small headroom for the Rugs division is a direct result of the acquisition of Balta Finance and is
not driven by changes in the underlying business performance. As explained above, €94.3 million of goodwill
has been allocated to the Rugs division.
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Note 15. Deferred income tax assets and liabilities

IFRS requires the deferred taxes for each jurisdiction to be presented as a net asset or liability. Offsetting of
deferred tax liabilities from one jurisdiction against deferred tax assets of another jurisdiction is not allowed.
The table below presents the net deferred tax position in accordance with these presentation principles.

Successor Successor
(€ thousands) 2016 2015
Deferred tax assets 18,950 8,573
Deferred tax assets to be reversed after more than 12 MONtNS ..........cccceviiirieiiiciesie s 18,111 8,177
Deferred tax assets to be reversed Within 12 MONENS.........c.coviiiieiiciiesce e 839 396
Deferred tax liabilities (69,775) (67,879)
Deferred tax liabilities to be reversed after more than 12 Months .........cccccoceiiiiiiie e (64,491) (62,503)
Deferred tax liabilities to be reversed 12 MONENS ........cc.coviiiiiiiiic e (5,283) (5,376)
Net deferred tax HADIITIES ........cc.ociiiiiie ettt st e et e e et e b e sr et e saeers et e srebenne s (50,825) (59,306)
The movement in the net deferred tax liabilities can be summarized as follows:

Successor Combined
(€ thousands) 2016 2015
January 1% (59,306) (27,858)
Impact PUrchase Price AIIOCALION. ..ottt (35,113)
Income statement charge............. 7,727 4,520
Other comprehensive income. 285 -
EXCNANGE GITFBIEINCES ...ttt b ekttt b ettt r ekttt en 469 (855)
December 31% (50,825) (59,306)

In contrast to the table above, the table below shows the movement in deferred taxes on a gross basis, i.e.
without netting deferred tax liabilities and deferred tax assets within the same jurisdiction.

Deferred tax assets

Deferred

Tax losses income
carried sale and Intangible Employee

(€ thousands) forward leaseback assets Borrowings benefits Inventory Other Total

January 1, 2015 10,041 - 3,823 - 2,143 76 1,185 17,268
Reclass to/from deferred tax liabilities (3,918) 5,334 - 1,903 - (67) 3,251
Purchase Price AllOCALION ............cccoovrviiiiicnicncc 4,231 - - - - 293 4,525
(Charged)/credited to the income statement (283) (474) (956) - (532) 607 (367) (2,005)
Exchange differences (654) - - - - - - (654)
December 31, 2015 9,416 4,859 2,867 1,903 1,612 683 1,044 22,384
January 1, 2016 9,416 4,859 2,867 1,903 1,612 683 1,044 22,384
(Charged)/credited to the income statement 9,451 (474) (956) (22) 325 (987) 7,338
Other comprehensive income. 285 285
Exchange differences 12 12
December 31, 2016 18,879 4,385 1,911 1,903 1,875 1,007 57 30,018

In assessing the realizability of deferred tax assets, management considers the extent to which it is probable
that the deferred tax asset will be realized. The ultimate realization of deferred tax assets is dependent upon
the generation of future taxable profits during the periods in which those temporary differences and tax loss
carryforwards become deductible. Management considers the expected reversal of deferred tax liabilities and
projected future taxable income in making this assessment. Based upon the level of historical taxable income
and projections for future taxable income over the periods in which the deferred tax assets are deductible,
management believes it is probable the Company will realize the benefits of these deductible differences. As
of December 31, 2016, the Company has certain tax losses subject to significant limitations. For those losses
deferred tax assets are not recognized, as it is not probable that gains will be generated to offset those losses.

As of December 31, 2016 total tax credits amounted to €453.6 million, resulting in a potential deferred tax
asset of €151 million of which the Company only recognized €18.9 million in 2016. As of December 31, 2015
total tax credits amounted to €498 million, resulting in a potential deferred tax asset of €157 million of which
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the Company only recognized €9.4 million. The majority of the tax credits in 2015 and 2016 are incurred at
the level of the Belgian legal entities where - with the exception of the tax credits in relation to the Notional
Interest Deduction - there is no expiry date regarding the tax credits.

Deferred tax liabilities

Property, plant Income tax Intangible

(€ thousands) and equipment Inventory liability assets Other Total

January 1, 2015 (41,256) (2,525) - (19) (1,325) (45,126)
Reclass from deferred tax assets (3,173) (78) - - (3,251)
Purchase Price Allocation...... (29,311) (8,627) (1,500) - (200) (39,638)
Charged/(credited) to the inco (2,489) 8,836 96 (402) 485 6,527
Exchange differenCes. ... ...vviiiiiiiiiiii s (201) - - - - (201)
December 31, 2015 (76,430) (2,394) (1,404) (420) (1,040) (81,689)
January 1, 2016 (76,430) (2,394) (1,404) (420) (1,040) (81,689)
Charged/(credited) to the income statement (1,636) (388) 1,404 (31) 1,041 390
Exchange differenCes........cooieiiiiiiiiii s 457 - - - - 457
December 31, 2016 (77,610) (2,782) - (451) 1 (80,843)

In 2015, an additional deferred tax liability of €39.6 million has been recorded in the context of purchase price
accounting.

Deferred income tax liabilities have not been recognized for the withholding tax and other taxes that would be
payable on the unremitted earnings of certain subsidiaries. Such amounts are permanently reinvested.
Aggregate unremitted earnings are equal to €150.1 million as of December 31, 2016 (as compared to €160.8
million as of December 31, 2015).

Note 16. Inventories

The table below provides a breakdown of total inventories as of December 31, 2016 and 2015:

Successor Successor
(€ thousands) December December

31, 2016 31, 2015
Total inventories 135,320 129,438
Raw materials and CONSUMADIES ...........coveviiiiiiiiictiieesee ettt st e se et et ne st e e sae s resrens 60,564 60,736
Work in progress 19,087 18,548
Finished goods........ 55,670 50,153

Inventories increased by €5.9 million as compared to December 31, 2015, mainly driven by an increase in the
finished goods (€5.5 million). The raw materials and the work in progress remained relatively stable at
respectively €60.6 and €19.1 million.

The sum of the raw material expenses and the changes in inventories recognized as expenses amount to
€253.4 million for the twelve months ended December 31, 2016 (as compared to €287.1 million for the twelve
months ended December 31, 2015).

Note 17. Derivative financial instruments

Successor Successor
(€ thousands) December December

31, 2016 31, 2015
Derivative financial instruments (assets) 46 786
FOreign eXChange FOMWAITS .........coiiiiiiiiiet bbbttt b et b et b bt b et b bt n b 46 273
Fixed price electricity purchase commitments as a result of the purchase price allocation.............c.ccccovviiiiinnnnnne, 512
Derivative financial instruments (liabilities) 162 -
FOreign eXChange FOMWANTS .........c.oiiiiiiiiici bbbt b e et b et b bbbt bbbt b et e 162 -

In 2016, derivative financial instruments mainly comprise foreign exchange forwards related to GBP hedging.
In 2015 it also comprised the fixed price electricity purchase commitments. The nominal principal amounts of
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the outstanding forward foreign exchange derivative financial instruments at December 31,2016 amounted to
€15.7 million for the inflows and €15.9 million to the outflows in comparison to December 31, 2015 where it
amounted to €14.0 million for the inflows and €13.8 million for the outflows. The fixed price electricity
purchase commitments relate to 12-month fixed-price forward contracts for the purchase of electricity with
delivery in 2016. The ability to click volumes at a fixed price is a feature that is embedded within our
long-term purchase agreements. Although they are not cash-settled, the fair value of the outstanding
contracts pending at the completion date have been recognized as part of the purchase price allocation.

Note 18. Trade and other receivables

Successor Successor
December December
(€ thousands) 31,2016 31, 2015
Total Trade and other receivables 55,068 46,634
Trade and other receivables (non-current) 138 91
Other amMOUNTS TECEIVANIE...........vcuiiiiicticieec ettt s et s e e seebe e e be b e s e s s e st etesseneabeseenessenensens 138 91
Trade and other receivables (current) 54,930 46,544
NEE TrAdE TECEIVANIES .......viieiiicectiee ettt et et se b e et et et e et e s s e ss et e seene et e e e se e eseseenente s 41,325 32,892
Trade receivables ...........cccceevenene 42,658 35,426
Less: Bad debt allowance............. (1,333) (2,535)
Prepayments and accrued income.... 1,945 1,124
Other aMOUNES FECEIVADIE..........eoiiieieictecte ettt et e s be e beess e b e besaeebeeaeessestesresbeanean 11,661 12,528

The fair value of the trade and other receivables approximates their carrying amount as the impact of
discounting is not significant.

As part of its normal course of business, the Group has entered into non-recourse factoring agreements with
financial parties. The Group has derecognized the accounts receivable for which substantially all risk and
rewards of ownership have been transferred.

As of December 31, 2016 trade receivables that were past due amounted to €8.7 million compared to €8.2
million at December 31, 2015.

The group has one external customer, representing 12% of the Group’s revenue.

The Group uses credit insurance as a means to transfer the credit risk related to trade receivables.
Furthermore, our trade receivables portfolio is very diversified, in terms of both segmentation and client base,
which mitigates the credit risk. The credit quality of the trade receivables that are neither past due nor
impaired is good.

The assessment to set up a bad debt allowance is performed on an individual basis in consideration of various
factors such as historical experience, credit quality, age of the accounts receivables and economic conditions
that may affect a customer’s ability to pay. For the years ended December 31, 2016 and 2015 there are no
significant receivables due more than 3 months for which no provision has been set up.

The carrying amounts of the Group’s trade and other receivables are denominated in the following currencies:

Successor Successor
December December
(€ thousands) 31, 2016 31, 2015

Total trade and other receivables 55,068 46,634
EUR ottt ettt b et h et e be b s et et ket eAeehe s ekebe Rt ete At ebe et eReebe s eke b e R e ehe b ete et eReebe e ebeeteseeteterenrens 32,650 28,073
9,723 6,097
2,352 3,105
10,344 9,359
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Movements in the Company’s bad debt allowance with respect to trade receivables are as follows:

Successor Combined

(€ thousands) 2016 2015

Beginning of period (As at January 1) (2,535) (2,483)
IMPAITMENE 10SS FECOGNIZEM. ... ettt ettt b e bbbttt se ettt e b e b e bt eb et e e ene et (39) (638)
Additional bad debt allowance recognized through PPA ..o - (718)
Receivables written off during the year as uncollectible ..o, 761 1,174
UNUSEA AMOUNES FEVEISEA.......viiiitetiiiiet ettt bbbt bbbttt bbb 479 120
X T O BIICES ...ttt - 10
End of period (As at December 31) (1,333) (2,535)

The creation and release of allowances for impaired receivables has been included in other income/expenses
in the income statement. Amounts charged to the allowance account are generally written off when there is no
expectation of recovering additional cash.

The other classes within trade and other receivables do not contain impaired assets.
The maximum exposure to credit risk at the reporting date is the carrying value of each class of receivable
mentioned above. As per December 31, 2016 the Group holds collateral (letters of credit and corporate or

bank guarantees) for an amount of €0.3 million (as compared to €0.4 million as of December 31, 2015).

Note 19. Cash and cash equivalents

Successor Successor

December December
(€ thousands) 31, 2016 31, 2015
Total cash and cash equivalents 45,988 45,462
Cash at bank and ON NANAS ...........coviiiiiiiice ettt st et a et et b e s be e beess et esresbesaeebeensessebesreeres 38,553 36,586
SHOMt-tErM DANK GEPOSIES. . ... .veveriiietetetietet ettt bbbttt b bbbttt ettt n s 2,035 2,933
Cash from 10CAI FINANCING .......oiviuiieieecece e ettt bttt e st et e b e e b e sseneebeseeneebe e eseneas 5,400 5,943

The cash from local financing relates to cash and cash equivalent balances held by subsidiaries that operate in
countries where legal restrictions apply and as such the cash and cash equivalents are not directly available for
general use by the parent or other subsidiaries.

The credit quality of the banks and financial institutions is disclosed in Note 23. The Group’s assets which are
pledged as security for the borrowings are described in Note 21.

Note 20. Share capital and share premium

The legal issued share capital of the Company is set at €171 thousand divided into 171,000 ordinary shares
with a nominal value of 1 EUR each. The Company is incorporated with an initial share capital of €31
thousand which was subsequently increased with €140 thousand to €171 thousand. The capital of the
Company may be increased or reduced by a resolution of shareholders adopted in the manner required for
amendment of the articles of association in addition to any approvals required by statutory law and requires
approval from LSF9 Balta Midco S.a r.l. (registered with the Luxembourg Trade and Companies Register
under number B 197722). All shares issued by the Company were fully paid, together with a share premium of
€1.3 million.

Note 21. Preferred Equity Certificates

In connection with the acquisition of Balta Finance, the Issuer has issued 1,108,800 preferred equity
certificates (“PECs”) having a nominal value of €125, for an aggregate amount of €138.6 million. The
aggregate amount has been paid in cash to the Company on August 10, 2015. The terms and conditions of the
preferred equity certificates are governed by and construed in accordance with the laws of Luxembourg. The
main characteristics of the PECs at the end 2015 are as follows:
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e Each PEC is entitled to receive a return which is mainly driven by any income derived by the
Company from its investment in LSF9 Balta Investments S.a r.l., it being understood that the
Company shall retain a margin on an annual basis on its financing activity as determined from time to
time by a transfer price study

e Mandatory redemption at maturity, December 31, 2045

e Optional redemption prior to the maturity date, subject to certain restrictions including that the
redemption payment will not violate any covenant contained in or result in a default under any
agreement or other financial obligation of the Company or any of its subsidiaries after making such
payment

¢ In the event that the Company would sell all or part of the shares of LSF9 Balta Investments S.ar.l. or
in the event that LSF9 Balta Investments S.a r.I. would sell the preferred equity certificates it has
issued and to which the Company has subscribed, the Company shall be entitled to convert any or all
of the PECs into shares of the Company. Any shares issued to the holder(s) of the PECs shall be
subject to a pledge or other security interest in favor of the Company’s creditor under the senior debt
documents if and to the extent such creditors are secured by a pledge on the then-issued and
outstanding shares of the Company

e The number of shares to be issued per converted PEC equals the quotient determined by dividing the
sum of the par value of the PEC plus the amount of any accrued yield that is unpaid by the nominal
value of the shares

Given that the Company does not have an unconditional right to avoid delivering cash to settle the PECs, the
contract has been classified as a financial liability under IFRS per December 2015. The presence of early
redemption and conversion options implies that the contract contains multiple embedded derivatives. Given
the inability to separate the embedded derivatives from the host contract, the entire contract was measured at
fair value through profit or loss. As of December 31, 2015, management believes that the cash consideration
received was a reliable measure of fair value. This measure is a Level 3 estimate, as described in Note 25.

Immediately following December 31, 2015, the Subscriber and the Issuer discussed and agreed on changes to
be made to the PEC agreement. The terms and conditions were formalized later in a separate agreement which
came into effect on January 1, 2016. In this agreement, the parties have confirmed to amend the PEC
agreement as follows:

e The Issuer has the option in its discretion to request the extension of the maturity date, each time for a
period of one year;

e Upon the occurrence of a mandatory redemption trigger event, which is an event at the full discretion
of the Issuer, the Issuer shall mandatorily redeem the then outstanding PECs for an amount equal to
the sum of their relevant par value and any accrued and unpaid yield.

The amended and restated terms and conditions will become effective on and as from the earlier of (i) the date
the Senior Secured Notes are repaid in full and (ii) the date any security interest over the PECs are irrevocable
and unconditionally released (the “Effective Date”). Until the occurrence of the Effective Date, the PECs will
remain subject to the original terms and conditions as outlined above.

Based on the separate agreement, the Company will have an unconditional right to avoid delivering cash to
settle the PECs. Consequently, the contract no longer meets the definition of a financial liability under IFRS,
but instead qualifies as an equity instrument. The financial liability has been extinguished on January 1, 2016
and the book value at this date has been recognized as an increase in the Company’s equity.

Note 22. Senior Secured Notes
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Successor Successor

December December
(€ thousands) 31, 2016 31, 2015
Total Senior Secured Notes 283,510 283,690
NON-CUITENT POFTION ...ttt et e b bbb st e st b e st e bt e b e Rt s b e b e b e sb e st et e st e be e b e st ab e b ebeneens 279,277 276,826
OF WHICH: GrOSS GEIL ... e et b et b et b bbbt se b et b e 290,000 290,000
Of which: capitalised financing fees (10,723) (13,174)
CUTTENT POTTION ...ttt b e bbb bbbt b b s R b bRt e e b b s bbbt ee b bttt b et e s 4,234 6,864
Of which: gross debt 6,618 9,177
Of which: capitalised fiNANCING FEES .........iviiiiiiee bbb (2,384) (2,314)

The Issuer issued €290 million aggregate principal amount of 7.75% Senior Secured Notes due 2022 as part of
the financing of the acquisition of Balta Finance. The Indenture is dated August 3, 2015 and the principal
amount was released from the escrow account at Completion Date. The maturity date of the Senior Secured
Notes is September 15, 2022.

Interest on the Senior Secured Notes accrue at the rate of 7.75% per annum and are payable semi-annually in
arrears on March 15 and September 15 of each year, commencing on March 15, 2016.

At the end of December 2015, accrued interest related to the period August 3, 2015 until December 31, 2015,
i.e. five months, given that the first interest payment had not yet occurred. As from 2016, accrued interest at
the end of December is lower given that interest accrues over a shorter period of time, namely from September
15 until December 31.

Costs related to the issuance of Senior Secured Notes have been included in the carrying amount and are
amortized into profit or loss over the term of the debt in accordance with the effective interest method. Total
costs capitalized amounted to €16.4 million, of which €13.1 million remain capitalized as of December 31,
2016 (as compared to €15.5 million on December 31, 2015).

The current portion of the debt associated with the Senior Secured Notes relates to accrued interest payable at
the next interest payment date and the portion of the capitalized financing fee that will be amortized into profit
or loss over the next 12 months.

The Senior Secured Notes are subject to certain incurrence covenants that restrict, among other things, our
ability to:

e incur or guarantee additional indebtedness and issue certain preferred stock

e create or permit to exist certain liens

e make certain restricted payments, including dividends or other distributions

e prepay or redeem subordinated debt or equity

e make certain investments or acquisitions, including participation in joint ventures

e engage in certain transactions with affiliates

o sell, lease or transfer certain assets, including stock of restricted subsidiaries

e guarantee debt of the Issuer or any Guarantor without also guaranteeing the Senior Secured Notes

e create certain restrictions on the ability of restricted subsidiaries to pay dividends or make other
payments to
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o the Issuer or a restricted subsidiary
e create unrestricted subsidiaries

e merge or consolidate with other entities or transfer all or substantially all of the Issuer and its
restricted

e subsidiaries’ assets or a Guarantor’s assets
e impair the security interest for the benefit of the holders of the Senior Secured Notes
The Senior Secured Notes are secured by first-ranking security interests over the following collateral:
e the issued shares of the Guarantors
o theissued preferred equity certificates of the Issuer and Balta Investments
e certain bank accounts of the Guarantors
e certain moveable assets of certain of the Guarantors
e certain intra-group loans and receivables of the Guarantors

e a business pledge with respect to the business of Balta Industries NV, Balta Oudenaarde NV and
Modulyss NV

The collateral also secures the Revolving Credit Facility (see Note 23) and certain hedging obligations on an
equal and ratable basis. Under the terms of the Intercreditor Agreement, in the event of enforcement of the
security over the collateral, holders of the Senior Secured Notes will receive proceeds from the enforcement of
the collateral only after indebtedness in respect of the Revolving Credit Facility and certain hedging
obligations have been repaid in full. Any such proceeds will, after all obligations under the Revolving Credit
Facility and such hedging obligations have been repaid from such recoveries, be applied pro rata in repayment
of all obligations under the Indenture and any other obligations that are permitted to be secured over the
Collateral under the Indenture on an equal and ratable basis.

Note 23. Bank and other borrowings

In 2015, a portion of the proceeds from the issuance of capital, preferred equity certificates and Senior
Secured Notes were used to repay €160.5 million of the existing debt, including the repayment in full on
August 11, 2015 of all outstanding borrowings under the Senior Facility Agreement, the Reverse Factoring
Agreement and the subordinated shareholder debt agreement, together with the repayment in full of the debt
outstanding under the Halkbank facility.

The table below provides an overview of the bank and other borrowings that continue to exist on December
31, 2015 and 2016.

Successor Successor

December December
(€ thousands) 31, 2016 31, 2015
Total Bank and other borrowings 18,002 20,277
NON-CUTENT POFTION ...ttt b e ekt b et b e b e e b e bt e bt b et e b e b ek e nb e st et et e bt b e s e ab b b e e s 15,388 17,787
FINANCE 188SE THADIIITIES ......cveiveivieicie ettt ettt sa e et et e s b e ebeesa e s esbesaeebesneessensessebesrens 15,388 17,787
CUTTENT POTTION ...tttk b bt b bt bbbt b bt s b b s ettt bbbttt b et 2,614 2,490
BaNK DOMTOWINGS ...ttt et s et se et e e s et e e s s e s e b e se e s e e bene e s e b e se e s es s e s e e ene et e e esesteneenenaereneens 120 40
FINANCE 188SE THADIIITIES ......viiiieiicieiee ettt et s b e teese et e b e sreebesbeassessesrebenne s 2,494 2,450
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Bank borrowings

On August 3, 2015, Balta Issuer and Balta Investments entered into a Revolving Credit Facility Agreement
providing for a €40 million Revolving Credit Facility; which was increased to €45 million in 2016. The
Revolving Credit Facility is secured by first-ranking security interests over the collateral, which also secure
the Senior Secured Notes and the Guarantees. Under the Revolving Credit Facility, a lender may make
available an ancillary facility, such as overdrafts, guarantees, short-term loan facilities, derivatives or foreign
exchange facilities subject to the satisfaction of certain conditions precedent, to a Borrower or an Affiliate of a
Borrower in place of all or part of its unutilized commitment under the Revolving Credit Facility. Amounts
drawn under the Revolving Credit Facility may be used for working capital and other general corporate
purposes of the Restricted Group, operational restructurings or permitted reorganizations of the Group.

The initial facility commitments of ING Belgium NV and KBC Bank NV were each converted into an
Ancillary Facility Agreement for an aggregate amount of €40.0 million.

The Revolving Credit Facility Agreement contains customary and certain deal specific affirmative loan style
covenants and restrictive covenants. Set out below is a brief description of such covenants, all of which are
subject to customary and certain deal specific exceptions.

¢ Incurrence covenants. These are substantially the same as those applicable to the Notes

o Affirmative covenants. These require, among other things, (i) the provision of certain financial
information, (ii) the obtaining, compliance with and maintenance of authorizations required by law or
regulation to enable each Obligor to (a) perform its obligations under the finance documents under the
Revolving Credit Facility and the Acquisition Documents (b) ensure the legality, validity,
enforceability or admissibility in evidence of any Finance Document and the Acquisition Documents
to which it is a party, and (c) to enable it to own its property and assets and to carry on its business;
(iii) compliance in all material respects with applicable laws and regulations; (iv) payment of taxes;
(v) preservation of assets; (vi) maintenance of pari passu ranking of any unsecured and
unsubordinated claims of a Finance Party against each Obligor under the Finance Documents with the
claims of other unsecured and unsubordinated creditors (except where such claims are mandatorily
preferred by law); (vii) commercially reasonable steps to preserve and enforce material rights under
the Acquisition Documents; (viii) maintenance of insurances; (ix) the preservation and maintenance of
intellectual property; (X) certain further assurances with respect to the Collateral; (xi) access to books,
accounts and records, viewing of assets and discussion with management following an Event of
Default; and (xiii) compliance with sanctions and anti-money laundering laws.

¢ Negative covenants: These include, among others, restriction with respect to changes of center of
main interests.

e Financial covenants: the Issuer is required to ensure compliance with a Total Net Leverage Ratio
financial covenant, requiring the Issuer to ensure that (to the extent tested) the Total Net Leverage
Ratio as at the end of each relevant quarter period does not exceed 6.50:1. The financial covenant
shall only apply to the extent that the aggregate principal amount of all outstanding loans under the
Revolving Credit Facility and all outstanding cash drawings under any ancillary facilities on the last
day of the applicable relevant quarter period is greater than 30% of the total commitments in respect
of the Revolving Credit Facility as at the end of the relevant quarter period. This financial covenant
will be (to the extent tested) tested quarterly on a rolling 12-month basis.

We confirm that as of December 31, 2016 and December 31, 2015, the aggregate Base Currency Amount of
the outstanding principal amount of all Loans and all cash drawings under the ancillary facilities is less than
30% of the Total Commitments and therefore the financial covenants does not apply.
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The Revolving Credit Facility is guaranteed by each Guarantor. The initial borrowers and guarantors of the
Revolving Credit Facility were the Company and Balta Investments. On October 10, 2015 the following
members of the Group acceded to the Revolving Credit Facility as borrower and guarantor: Balta Finance,
Balta NV, Balta Industries NV, Balta Oudenaarde NV and Modulyss NV. The collateral that secures the
Senior Secured Notes, as described in Note 20, also secures the Revolving Credit Facility. Under the terms of
the Intercreditor Agreement, in the event of enforcement of the security over the collateral, holders of the
Senior Secured Notes will receive proceeds from the enforcement of the collateral only after indebtedness in
respect of the Revolving Credit Facility and certain hedging obligations have been repaid in full.

The Revolving Credit Facility also provides that (i) the aggregate consolidated EBITDA (as defined in the
Revolving Credit Facility Agreement) of the Guarantors (provided that for this purpose where any Guarantor
has negative earnings before interest, tax, depreciation and amortization (calculated on the same basis as
Consolidated EBITDA) its earnings before interest, tax, depreciation and amortization shall be deemed zero)
is required to exceed 80% of the Restricted Group’s Consolidated EBITDA and (ii) the aggregate of the total
assets (excluding good will and intra-Group items) of the Guarantors is required to exceed 70% of the total
assets of the Restricted Group ((i) and (ii) together, the “Guarantor Coverage Test”). Subject to the Agreed
Security Principles, the Issuer shall procure that any other member of the Group required to become an
additional Guarantor in order to ensure compliance with the Guarantor Coverage Test accedes to the
Revolving Credit Facility as a Guarantor.

We confirm that the aggregate of the Adjusted EBITDA of the Guarantors (without double counting) exceeds
80% of the Adjusted EBITDA of the Group and the aggregate of the total assets of the Guarantors (without
double counting) exceeds 70% of the total assets of the Group.

Factoring

As part of its normal course of business, the Group has entered into two non-recourse receivables financing
agreements, whereby it may sell trade receivables arising from the normal course of business at face value less
certain reserves and fees. The insolvency risk related to the factored receivables has been transferred to the
factoring company, who in turn has transferred this risk to a credit insurance company. Under the non-
recourse agreements, the Group collects payments from its customers on behalf of the factoring company to
which it has factored its receivables. Given that substantially all of the risks and rewards of ownership has
been transferred, the trade receivables assigned to the factoring companies have been derecognized from the
statement of financial position.

Whilst the factoring program described above relates to the portfolio of credit insured trade receivables, the
Group has also entered into a forfaiting agreement where a financial institution agrees to purchase (forfait) on
a revolving basis the receivables from individually identified debtors. The credit risk related to these
receivables is fully transferred from the Group to the financial institution and as a result hereof, the financial
institution bears the risk of non-payment by the debtor. The Group has been mandated to collect the forfeited
receivables for the account of and on behalf of the financial institution. The eligible portion of the trade
receivables that have been transferred and financed under this agreement have been derecognized from the
Group’s statement of financial position. The Group continues to recognize a portion of the receivables to the
extent of its continuing involvement, in accordance with IAS 39 “Financial instruments: recognition and
measurement”.

The Group is also party to an Accounts Receivables Purchase Agreement with a financial institution, in the
framework of a supply chain financing program offered by a large customer. Under the agreement, the Group
offers to sell some or all of its accounts receivable due from this customer to the financial institution. Given
the non-recourse nature of the agreement, the accounts receivables are derecognized on the moment the cash
is received.
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Note 24. Leases
Finance lease liabilities

The table below shows the net book amount of the “land and buildings” and “plant and machinery” which are
subject to a finance lease agreement:

Successor Successor

December December
(€ thousands) 31,2016 31, 2015
Net book value - Land and Buildings 14,193 15,726
COst-CapitaliSed FINANCE IBASES ........c.euiuiiieeieiriieie et bbbttt 18,412 18,412
ACCUMUIALEA AEPIECIALION ...ttt bbbt b et e h e btk b st b et e sb e Rt e b e b e bt b et b et et enb e (4,219) (2,685)
Net book value — Plant and machinery 5,558 5,888
COSt-CapitaliSEd FINANCE 1EASES .......eveviiuerieieiieieie ettt et b et b e bbbt st e st be st e bt e s e b e s et e st ene et e ens 6,608 6,608
ACCUMUIALE HEPIECTALION ...ttt b bbbt b bbb (1,050) (720)
Net book value — Total leased Property, Plant & Equipment 19,751 21,614
COSt-CapitaliSEd FINANCE 1EASES .......eveiiiieieieiieiie ettt ettt bbbttt e Rt be st e bt e s e b et e st eneebe e enas 25,020 25,020
ACCUMUIALE HEPIECIALION ...tttk b bt ettt bbbttt s bt (5,270) (3,405)

The finance lease liabilities have decreased from €20.1 million as of December 31, 2015 to €17.8 million as of
December 31, 2016. No material new financial lease contracts have been signed during the period.

The gross investment in leases and the present value of minimum future lease payments are due as follows:

Successor Successor
December December
(€ thousands) 31, 2016 31, 2015
Gross finance lease liabilities — minimum lease payments 20,293 23,142
INO TAEET TNAN L YBAT ...ttt bbbk et bbb bbbt b bRt b ke h etk b bbbt b et bbbt n bt 2,824 2,850
Later than 1 year and no later than 5 years. 6,479 7,990
LAEEE ThAN B YBAIS ...ttt bbb bbb et bbb b e b bR b bR £ ek b R bbb R et b et 10,990 12,302
Successor Successor
December December
(€ thousands) 31, 2016 31, 2015
Total present value of finance lease liabilities 17,787 20,136
INO TAEET TNAN L YBAT ...ttt bbbt bbb e b bRt b ek h e bbb Rt b et b et b bt n bt 2,399 2,349
Later than 1 year and no later than 5 years. 5,263 6,612
LALEI ThAN 5 YBAIS ...ttt s etk b et b e e b e s e e Rtk e e R e b e Rt R e Rt b et R et e Re et e n et it reneens 10,125 11,175

Operating leases

The Group leases various equipment, machinery and vehicles under operating lease agreements. The lease
terms are between 3 and 12 years.

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

December December
(€ thousands) 31, 2016 31, 2015
Total present value of operating lease commitments 10,460 7,145
o T LT g (T T - T RSSO 3,358 2,360
Later than 1 year and no later than 5 years. 5,595 4,785
LALEI ThAN 5 YBAIS ...ttt bbb e bt b st b b e h b e bbb bt R b e bbb n e ne s 1,507 -
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Note 25. Additional disclosures on financial instruments

The following table presents the carrying amounts and fair values of each category of financial assets and
financial liabilities:

Successor Successor Successor Successor
Fair value December December December December
(€ thousands) hierarchy 31, 2016 31, 2016 31,2015 31,2015
Carrying Fair value Carrying Fair value
amount amount
Assets as per statement of financial positions 101,102 101,102 92,883 92,883
Loans and receivables............ccooiiiiiiiiii 101,056 101,056 92,097 92,097
Trade and other receivables.. 55,068 55,068 46,635 46,635
Cash and cash equivalents..........ccc.ccoeevrennnne. ... Levell 45,988 45,988 45,462 45,462
Assets at fair value through profit or 10Ss...........ccoceoiiiniinnnn. - - 786 786
Foreign exchange derivative financial instruments ..............ccccco.... Level 2 - - 273 273
Fixed price electricity purchase commitments ...... . Level 2 - - 512 512
Assets at fair value through OCl..............cccee.. . 46 46 - -
Foreign exchange derivative financial instruments Level 2 46 46 - -
Liabilities as per statement of financial positions 433,237 468,726 560,105 584,879
Financial liabilities measured at amortised coSt ..............ccccoune. 433,075 468,564 421,505 446,279
Senior SECUred NOTES ..o Level 1 283,511 319,000 276,826 301,600
Bank and other borrowings .. ... Level 2 120 120 40 40
Finance lease liabilities ........ ... Level 2 17,881 17,881 20,237 20,237
Trade and other payables...........ccccoioireennnciiee s 131,562 131,562 124,402 124,402
:Zinancial liabilities measured at fair value through profit or - - 138,600 138,600
055 e teeeeeee et _—
Preferred equity Certificates..........coouvevrrneieinncennseene - 138,600 138,600
Financial liabilities measured at fair value through OCl........... 162 162 - -
Foreign exchange derivative financial instruments ..............ccccco.... Level 2 162 162 - -

The different levels of valuation method have been defined as follows:

e Level 1: are valuations derived from quoted prices (unadjusted) in active markets for identical assets
or liabilities;

e Level 2: are valuations derived from inputs other than quoted prices included within level 1 that are
observable for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived
from prices);

o Level 3: are valuations derived from inputs for the asset or liability that are not based on observable
market data (that is, unobservable inputs).

The fair value of the Senior Secured Notes is based on a Level 1 estimate, with a price of approximately 110%
as of December 31, 2016 (compared to a price of approximately 104% as of December 31, 2015).

The fair value of the PECs per December 31, 2015 has been determined using Level 3 estimates, see Note 2
and Note 21.

The fair value of all other financial instruments, with the exception of cash- and cash equivalents, has been
determined using Level 2 estimates. The fair value of the forward foreign exchange contracts have been
determined using forward exchange rates that are quoted in an active market. A similar valuation approach has
been applied to determine the fair value of the fixed price electricity purchase commitments at the Completion
Date. The effects of discounting are generally insignificant for Level 2 derivatives. For trade and other
receivables, as well as trade and other payables, the carrying amount is considered to be a good estimate of the
fair value, given the short term nature of these items.
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Note 26. Financial risk management

The Group’s activities expose it to a variety of financial risks: market risk (including foreign exchange risk,
fair value interest rate risk, cash flow interest rate risk and commaodity price risk), credit risk and liquidity risk.
The Group’s overall risk management program focuses on the unpredictability of financial markets and seeks
to minimize potential adverse effects on the Group’s financial performance. The objective is to identify,
guantify, manage and then monitor events or actions that could lead to financial losses. Derivative financial
instruments are used to hedge certain risk exposures at Group level. The Group did not apply hedge
accounting to these transactions during the period covered by these combined financial statements.

Qualitative and quantitative disclosures about market risk

Foreign Exchange Risk

We have significant exposure to the value of the British Pound, the U.S. Dollar and the Turkish Lira.
Consequently, our financial results have been, and in the future will likely continue to be, subject to currency
transaction and translation effects resulting from fluctuations in exchange rates, primarily the EUR/USD,
EUR/GBP and EUR/TRY exchange rates. The proportion of our revenue recognized in each currency does not
exactly correspond with the revenue derived from each geography, as we sometimes invoice customers in
currencies other than their local currency. For instance, a portion of our sales in the United Kingdom are
invoiced in euro.

Our Combined Financial Statements are prepared in euro. We are therefore exposed to translation risk of our
Combined Financial Statements when we translate the financial statements of our subsidiaries which have a
functional currency other than euro. A portion of our assets, liabilities, revenue and costs are denominated in
various currencies other than euro, principally GBP, USD and TRY. As a result, our consolidated results of
operations, which are reported in euro, are affected by currency exchange rate fluctuations.

Transaction risk arises when our subsidiaries execute transactions in a currency other than their functional
currency. We mitigate this risk through four primary methods. First, for USD, we historically have been able
to match cash inflows and cash outflows, resulting in a natural hedge between assets and liabilities. The
natural hedge position is assessed on a semi-annual basis, whereby the amount of our remaining exposure is
closely monitored. Secondly, we have also entered into commercial arrangements with two of our key
customers to review the impact of EUR/GBP and EUR/TRY fluctuations and with the potential to adjust
prices accordingly. Thirdly, we also use forward exchange contracts to hedge our residual exposure to GBP.
Finally, even with respect to commercial arrangements that do not provide for exchange rate-based price-
adjustment mechanisms, our established relationships with our customers imply that both positive and
negative currency fluctuations are generally passed on through price revisions over the medium term. In
addition, our industry is competitive and elastic, as demonstrated by price rebalancing across the industry in
response to foreign currency and raw material price fluctuations. Changes in foreign exchange rates also have
a long-term impact on our sales volumes. For example, if there is long-term depreciation of the euro, our sales
volumes may increase as we become more competitive in non-Eurozone markets. In contrast, a long-term
strengthening of the euro may decrease our volumes and price competitiveness as in non-Eurozone markets.

The following table presents the main statement of financial position items affected by foreign exchange risk.

(€ thousands) EUR GBP uUsbD TRY Total

December 31, 2016 Net Exposure (42,328) (795) 5,028 7,589 (30,506)
Trade and other receivables...........cocooeeiiriinciciiciceene 32,650 2,352 9,723 10,344 55,068
Cash and cash equIValents..........cccovverieereiene e 38,436 3,237 2,227 2,088 45,988
Trade and other payables...........ccoccoeeiiiineineiee e (113,414) (6,384) (6,922) (4,843) (131,562)
December 31, 2015 Net Exposure (40,032) (2,201) 1,993 7,844 (32,396)
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Trade and other receivables.............ccccooveiinniiiiiiicic, 27,983 3,105 6,097 9,359 46,544
Cash and cash equivalents.... 36,791 4,199 1,707 2,766 45,462
Trade and other payables...........ccccoevirieinnniiieea (104,806) (9,505) (5,811) (4,281) (124,402)

The following table presents the sensitivity analysis of the year-end statement of financial position positions
in GBP, USD and TRY in case the euro would weaken by 10%.

(€ thousands) 2016 2015

GBP denominated (1,710) (1,713)
Changes in fair value of derivative financial INSTTUMENLS............ccoiiiiiiiii e (1,622) (1,468)
Changes in carrying amount of monetary assets and liabilities ..o (88) (245)
USD denominated 712 221
Changes in fair value of derivative financial INStrUMENTS............ccoiiiiiiiii e 153 -
Changes in carrying amount of monetary assets and Habilities ..o 559 221
TRY denominated 843 872
Changes in fair value of derivative financial INStrUMENTS............ccoiiiiiiriiii e - -
Changes in carrying amount of monetary assets and liabilities ...........cccoveiiiiiiiini 843 872

The following table presents the sensitivity analysis of the year-end statement of financial position positions in
GBP, USD and TRY in case the euro would strengthen by 10%:

(€ thousands) 2016 2015

GBP denominated 1,399 1,402
Changes in fair value of derivative financial INStIUMENTS ..o 1,327 1,201
Changes in carrying amount of monetary assets and liabilities 72 200
USD denominated (582) (181)
Changes in fair value of derivative financial INStrUMENTS............cccoviiiiiiiic e (125) -
Changes in carrying amount of monetary assets and liabilities .............cocoeiiiiiinn e (457) (181)
TRY denominated (690) (713)
Changes in fair value of derivative financial INStrUMENTS............ccoiiiiiiei e - -
Changes in carrying amount of monetary assets and liabilities ..o (690) (713)

Commaodity Price Risk

We are exposed to fluctuations in the price of major raw material commodities used in the manufacturing
process. Our key raw materials are polypropylene granulates, yarn, latex and polyamide granulates.

In 2016, raw material expenses represented 46.5% of the Company’s revenue. The Company is generally able
to pass on increases in the cost of its raw materials to its customers, and its customers, in turn, typically also
request price decreases when the raw material costs decrease. As there is typically a time delay in the
Company’s ability to pass through raw materials price increase, changes in the cost of raw materials typically
have a short-term impact on the Company’s gross margin. However, the impact on its long term performance
has been limited.

If the commaodity prices of polypropylene and polyamide had been 10% higher (lower), profit after tax and
equity would have been €4.0 million (prior year €4.1 million) lower (higher) in the absence of any mitigating
actions taken by management. This impact has been determined by multiplying the volumes of both granulates
and yarns purchased on an annual basis with a 10% variance on the average purchase price of polypropylene
and polyamide for the year. The sensitivity calculation takes into account the time lag between purchasing
polypropylene and polyamide and recognizing the raw material expenses against sales.

When we hedge, we typically do so by entering into fixed price contracts with our suppliers. In October 2015,
we entered into a fixed price agreement to hedge approximately 8% of our annual consumption of
polypropylene granulates. We typically use 65,000 tons of polypropylene granulates per year, with 50,000
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tons purchased under contracts and 15,000 tons purchased on the spot market. In 2016 all the hedging
contracts have come to an end. The Company did not enter into any new hedging contracts in 2017.

Interest Rate Risk

Our interest rate risk principally relates to external indebtedness that bear interest at variable rates. Following
the acquisition of Balta Finance and the repayment of the senior credit facility, only the amounts that we
borrow under the Revolving Credit Facility, our capital leases and our factoring and forfaiting arrangements
are subject to variable interest rates, as the Senior Secured Notes carry interest at a fixed rate. We therefore do
not expect to use interest rate swaps in respect of our financing going forward.

Qualitative and quantitative disclosures about credit risk

Our credit risk is managed on a group-wide basis. We assess the credit quality of the customer, taking into
account its financial position, past experience and other factors. Individual credit limits are set based on
historical experience, in-depth knowledge of the customer and in close cooperation with the business unit
manager. These credit limits are regularly reviewed by the business unit managers. If a credit limit needs to be
increased, the approval of the CFO is required. In addition, we have obtained credit insurance to cover a large
portion of the credit default risk. Finally, credit risk is also mitigated through non-recourse factoring and
forfaiting of the trade receivables whereby the insolvency risk has been transferred to the counterparty.
Historical default rates did not exceed 0.1% for 2015 and 2016. Trade receivables are spread over a number of
countries and counterparties. There is no large concentration of trade receivables. For derivative financial
assets, credit quality has been assessed based on the Fitch rating of the counterparty. All our forward exchange
contract are over the counter with a financial institution as counterparty. Our fixed price purchase
commitments are entered into with the counterparty of our long term procurement contracts.

Excess liquidities are invested for very short periods and are spread over a limited number of banks, all
enjoying a satisfactory credit rating. For cash at bank and short-term bank deposits, the table below gives an
overview of credit ratings for banks used by the Group.

Successor Successor

December December
(€ thousands) 31, 2016 31, 2015
Total cash at bank and short-term bank deposits 45,988 45,462
A TAEING 1ottt b ettt b R e Rt bRk et et R R e b bR e sk h R e Rt bbb et s bRt bt et e et s b ne s 42,493 41,623
BBB FALING ...ttt ettt s ettt s bbb s et b bRt b R R etk R R b bR et s bRttt s et ser e s bt 3,495 3,839

Qualitative and quantitative disclosures about liquidity risk

We monitor cash flow forecasts and liquidity requirements centrally, ensuring that we have sufficient cash to
meet operational needs while maintaining sufficient headroom on our undrawn committed borrowing facilities
at all times so that we do not breach borrowing limits or covenants on any of our borrowing facilities.

The operating activities of our subsidiaries and the resultant cash inflows are our main source of liquidity. Our
cash pooling system enables us to benefit from surplus fund of certain subsidiaries to cover the financial
requirements of other subsidiaries. We invest surplus cash in interest-bearing current accounts and short-term
cash deposits, selecting instruments with appropriate maturities or sufficient liquidity to provide sufficient
headroom as determined by the above-mentioned forecasts.

In order to meet our cash outflow obligations, we use cash flows generated from operating activities and credit
facilities with financial institutions if necessary. In addition, we have entered into factoring agreements with
financial institutions whereby cash is made available to us in consideration for certain trade receivables
generated by us.
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Our primary sources of liquidity have historically been our cash flows from operations and our non-recourse
factoring agreements. The principal financing arrangements that are in place at December 31, 2016 and per
December 31, 2015 are the Senior Secured Notes, the Revolving Credit Facility and capital lease agreements.

The following table reflects all contractually fixed pay-offs for settlement, repayments and interest resulting
from recognized financial liabilities. The amounts disclosed are undiscounted net cash outflows, based on the
market conditions existing at December 31, 2016.

Between 6 Between 1
Less than 6 months and year and 2 Between 2
(€ thousands) months 1 year years and 5 years Over 5 years
Total as of December 31, 2016 (144,357) (12,647) (24,905) (71,474) (323,465)
Senior SecUred NOTES .......ccovvvivciririccee e (11,238) (11,238) (22,475) (67,425) (312,475)
Finance lease liabilities ...... (1,414) (1,409) (2,430) (4,049) (10,990)
Trade and other payables (131,562) - - - -
Gross settled derivative financial instruments — outflows ... (15,925) - - - -
Gross settled derivative financial instruments —inflows ....... 15,782 - - - -

The following table reflects all contractually fixed pay-offs for settlement, repayments and interest resulting
from recognized financial liabilities. The amounts disclosed are undiscounted net cash outflows, based on the
market conditions existing at December 31, 2015.

The cash flows related to the preferred equity certificates have been determined based on the contractual
mandatory redemption date of December 31, 2045 and reflect a fixed return of 1% per year.

Between 6 Between 1
Less than 6 months and year and 2 Between 2
(€ thousands) months 1 year years and 5 years Over 5 years
Total as of December 31, 2015 (139,438) (12,659) (25,299) (72,591) (532,252)
Finance lease [1abilities ...........ccoovieveiinnciiniiccen (1,428) (1,422) (2,824) (5,166) (12,302)
Preferred equity certificates.... - - - - (185,000)
Senior Secured Notes............. (13,860) (11,238) (22,475) (67,425) (334,950)
Trade and other payables............cccccvviicinniiiiiicce (124,402) - - - -
Gross settled derivative financial instruments — outflows ... (13,761) - - - -
Gross settled derivative financial instruments —inflows ....... 14,013 - - - -

A key factor in maintaining a strong financial profile is our credit rating which is affected by, among other
factors, our capital structure, profitability, ability to generate cash flows, geographic and customer
diversification and our competitive market position. Our current corporate credit ratings from Moody’s
Investor Service (Moody’s) and Standard & Poor’s Ratings Services (S&P) are noted as follows:

Successor Successor Successor Successor

December December December December
(€ thousands) 31, 2016 31, 2016 31, 2015 31, 2015

Moody’s S&P Moody’s S&P
Long-term issue rating Senior Secured Notes B2 B B2 B
COFPOFALE TALING ...vcveeeeieiieiieiei ettt B2 B B2 B

On August 10, 2015, Moody's Investors Service (Moody's) assigned a definitive B2 rating to the €290 million
Senior Secured Notes issued by LSF9 Balta Issuer S.A., the parent holding company of the Balta group,
following a review of the final bond documentation. The corporate family rating (CFR) of B2 and the
probability of default rating (PDR) of B2-PD remain unchanged. The outlook on all the ratings is stable.
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On September 14, 2015, Standard & Poor's Ratings Services assigned its 'B' long-term corporate credit rating
to LSF9 Balta Investments S.a r.l.. The outlook is stable. At the same time, S&P assigned its '‘B' long-term
issue rating to LSF9 Balta Issuer S.A.'s €290 million Senior Secured Notes and its 'BB-' long-term issue rating
to the €40 million super senior revolving credit facility (RCF).

Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholders and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to
shareholders, issue new shares or sell assets to reduce debt. The Group is closely monitoring its financial
performance to comply with financial covenants. Refer to Note 22 and Note 23 for further details.

Note 27. Employee benefit obligations

The Group foresees termination benefits (including early retirement) for its working and retired personnel.
The liability was measured using a discount rate of 0.62% in 2016 and 0.92% in 2015.

The Group also operates a pension plan and provided for pension liabilities. These benefits have been
measured in compliance with 1AS 19 revised and in accordance with the Group accounting policies described
in Note 1.17. The liability was measured using a discount rate of 1.31% and 2.05% in 2016 and 2015,
respectively. The annual pension cost, relating to the pension plan is disclosed in Note 7.

The employee benefit obligations recognized in the financial statements are detailed below:

Successor Successor
December December
(€ thousands) 31, 2016 31, 2015
Total employee benefit obligations 36,325 35,745
HOBIOAY PAY ...ttt b b s et bbb b £ b bRt b kbt e bbbt b b et bt et b bt n bt 14,136 13,842
SOCKAL SECUNTLY TXES .. .vevtveseteseeteete et ste et ettt eteete st et et e seebe s esese e s e e beseeseebe e es e st e s e se e s e ebesees e bes e e b en s ebeneeseebeneeneebeneeseneas 7,365 8,033
Salaries and WageS PAYADIE .......c.ooiiiiiiiiiiie bbbttt bt 5,137 5,000
PENSION PIANS ...ttt bbbt b bbb e b bRt £ b bR e e b bRt bbb R et b et n bt 3,008 2,026
Early retireMENT PrOVISION. .. ..o uiieiiieiieie ettt ettt st e st seebe b e e e s e s et e neeseebe st eseebenesnenereneans 2,699 2,807
GIOUP INSUTANCE ...ttt st ettt st etk sttt bbb bbb st e b b e s e b e b oA e £ b e R R £ E b b e Rt e e e b e b e R e b b e b e st b et e b en et et eb et e e et 557 550
WVIENNOIAING TAXES ...ttt bbbttt bbbt e bbbttt b ettt et 886
L 11T OSSPSR 2,538 3,486
OF WHICH CUFTENT POFTION ... ettt st e s e be e s e e s e sseseeteneenesteneeneneas 31,246 31,554
OF WHiICh NON-CUFTENT POFTION ...t bbbttt et b e 5,079 4,191
PENSTON PIANS. ...ttt ettt b et b bbb e st b e e bbbt b et e ne b 2,815 1,932
Early retiremMeNt PENSION .......c.iiiiiiteieteiees ettt bbbt b e e bbbt sa et ne st b 2,071 2,164
PENSION ...ttt bbbt b bbb bbbt bbb 193 94

Pension plans: overview

A pension plan has been put in place for management and is financed through employer contributions which
increase depending on seniority (basis contribution of 3.75% of pensionable salary, increasing by 0.5% for
every 5 years of service rendered within the group up to a maximum contribution rate of 5.75%). This plan
also includes a death in service benefit amounting to twice pensionable salary.

Several pension plans are in place for white collars and are financed through fixed employer contributions. In
addition, as part of the bonus policy for members of management, a portion of the bonus is awarded via
employer contributions to a pension plan scheme.




LSF9 Balta Issuer S.A. — 2016 Annual Report to Noteholders

The liability recognized in the balance sheet in respect of defined benefit pension plans is the present value of
the defined benefit obligation at the end of the reporting period less the fair value of plan assets.

Pension plans: valuation methodology

The pension and bonus plans as described above has been classified as defined benefits. The valuation of the
pension and bonus plans has been performed in accordance with IAS 19,

We refer to Note 1.17 concerning the valuation methodology which has been used. The liability is based on
the difference between the present value of the “defined benefit obligation”, taking into account the minimum
return and a discount factor, less the fair value of any plan assets at date of closing.

Pension plans: main valuation assumptions

The main assumptions used to perform the valuation are described below:

Successor Successor
December December
31, 2016 31,2015
DISCOUNT TALE ... vttt ettt ettt ettt e et e s eseebe e e b et e s e e s e s s e b e s e R e e be e ese b ese et es s et e e ene et e e enesbeseene e erenrens 1.31% 2.05%
RELITEMENT QR ...ttt bbbt bbb bbb bbbt bbb et b bbb bbbt renes 65 years 65 years
IVIOTEAITEY ..ttt bbbkt h ke e b bRt b et b e e e e R e e b e e R e b e Rt b e R E et Rt ket R b e b e b e e e MR/FR-5 MR/FR-5

Pension plans: reported figures

For the year ended December 31, 2016, the defined benefit obligation taking into account the tax effect
amounts to €8.9 million (December 31, 2015: €8.9 million), offset by plan assets of €6.5 million
(December 31, 2015: €6.4 million) as per December 31, 2016.

Note 28. Trade and other payables

Trade payables as of December 31, 2016 includes the amounts for outstanding invoices (€81 million as

compared to €69 million as of December 31, 2015) and invoices to be received in relation to goods and

services received during the current period (€16 million, as compared to €17 million as of

December 31, 2015).

Accrued charges and deferred income mainly relate to:

o Deferred revenue relating to the sale and lease back of one of the facilities which is recognized in

profit over the leasing period of the facilities (€13 million as compared to €14 million as of
December 31, 2015);

o Deferred revenue relating to advance payments on rental agreements (€4 million remained stable in
2016);

e Accrued charges for customer discounts (€16 million and €19 million as of December 31, 2015).

Successor Successor

December December
(€ thousands) 31, 2016 31, 2015
Trade and other payables 131,562 124,404
TTAAE PAYADIES ...ttt bbb et b e e bbb bbb R b e b bt b b bt et e n b 96,620 86,134
Accrued charges and deferred INCOME...........eiviiieirieiie ettt seese st e et e esessessetesaenennenns 33,369 38,220
OLNEE PAYADIES ...ttt bbbt b bR et bbbt b et 1,573 49
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The increase in the outstanding trade and other payables from €124.4 million as of December 31, 2015 to
€131.6 million as of December 31, 2016 is driven by the increased amounts outstanding for trade payables,
reflecting the increased inventory at the end of the year. This increase is partly offset by a decrease in accrued
charges (€4.9 million or 12.8%), mainly due to decreased outstanding customer rebate accruals.

Note 29. Commitments
Energy

Our fixed price purchase commitments for electricity and gas, for deliveries in 2017, are equal to €11.5
million as of December 31, 2016 compared to an amount of €15.7 million as of December 31, 2015.

Raw material

Our fixed price purchase commitments for raw materials, for deliveries in 2017, are equal to €66 million as of
December 31, 2016 compared to an amount of €94 million for deliveries in 2016 as of December 31, 2015.

Capital expenditures

As of December 31, 2016 €2.4 million capital commitments are outstanding compared to no material capital
commitments as of December 31, 2015.

Note 30. Seasonality of operations

The Group has very limited seasonability impact on operations. Both revenue and Adjusted EBITDA are
generally very similar across the quarters of each financial year.

Note 31. Events after the reporting date

On March 17, 2017, the Company has entered into an agreement to acquire Bentley Mills, Inc. (“Bentley”).
Bentley is a leading provider of premium specified carpet tile and broadloom carpets for commercial interiors,
subject to financing. Bentley is a leading player in the US premium commercial tiles and broadloom market
serving diverse end markets with a balanced geographic mix across the US. Bentley has witnessed strong
revenue growth over the last three years, complemented by EBITDA margin improvements driven by cost
improvements and efficiencies, operational leverage and strategic repositioning.

Finally the Balta Group is strengthening its market position organically and is considering various
opportunities in the M&A markets and the capital markets to finance its growth, which may include public or
private equity or debt capital markets. However, other than with respect to the Bentley Mills acquisition, no
definitive decision has been taken as to whether to proceed with any transaction.
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I11.1. Audit report

To the Shareholders of
LSF9 Balta Issuer S.A.

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of LSF9 Balta Issuer S.A. (the
“Company”) and its subsidiaries (together the “Group”), which comprise the consolidated statement of
financial position as at 31 December 2016, and the related consolidated statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended and a summary of
significant accounting policies and other explanatory information.

Board of Directors’ responsibility for the consolidated financial statements

The Board of Directors is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards as adopted by the European
Union, and for such internal control as the Board of Directors determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

Responsibility of the “Réviseur d’entreprises agréé”

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing as adopted for Luxembourg by
the “Commission de Surveillance du Secteur Financier”. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the judgment of the “Réviseur
d’entreprises agréé” including the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those risk assessments, the “Réviseur
d’entreprises agréé” considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates
made by the Board of Directors, as well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

PricewaterhouseCoopers, Société coopérative, 2 rue Gerhard Mercator, B.P. 1443, L-1014 Luxembourg
T : +352 494848 1, F : +352 494848 2900, www.pwe.lu

Cabinet de révision agréé. Expert-comptable (autorisation gouvernementale n°10028256)
R.C.S. Luxembourg B 65 477 - TVA LU25482518
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Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the
Group as of 31 December 2016, and of its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the European Union.

Other information

The Board of Directors is responsible for the other information. The other information comprises the
information included in the management report but does not include the consolidated financial statements
and our audit report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report this fact. We have nothing to report in this regard.

Report on other legal and regulatory requirements

The management report is consistent with the consolidated financial statements and has been prepared in
accordance with the applicable legal requirements.

PricewaterhouseCoopers, Société coopérative Luxembourg, 27 April 2017
Represented by

Vincent Ball



111.2. Management report

Pursuant to Article 339 of the Commercial Law, we are pleased to report to you on the consolidated
operations of LSF9 Balta Issuer S.A. (“the Company” or “Balta Issuer”) and its subsidiaries (the “Group”)
with respect to the period ended on December 31, 2016.

History of the Company

LSF9 Balta Investments S.a r.l. (“Balta Investments™) is a private limited liability company (société a
responsabilité limitée) incorporated on June 10, 2015 under the laws of Luxembourg and is a wholly-owned
subsidiary of the Company. On June 14, 2015, Balta Investments, entered into a sale and purchase agreement
(the “Acquisition Agreement”) to purchase from Balta Luxembourg S.a r.1. (the “Seller”) all of the issued and
outstanding share capital of Balta Finance S.a r.l.,, the parent entity of the Balta Group, and certain
intercompany loans between Balta Finance (as borrower) and the Seller (as lender) (the “Acquisition”). The
acquisition of Balta Finance was consummated on August 11, 2015.

The Balta Group was founded in 1964 in Belgium. In the 50 years since its foundation, it has grown into one
the largest European soft-flooring companies, producing rugs, residential broadloom, commercial broadloom
and carpet tiles and non-woven fabrics for the European and international markets. In 2016, it was the largest
manufacturer in Europe of mechanically woven rugs and residential broadloom by sales and volume, and the
second largest manufacturer worldwide of mechanically woven rugs by sales and volume. It is also the third
largest manufacturer in Europe of commercial carpet tiles by volume.

The Company is a public limited liability company (société anonyme) incorporated on June 22, 2015 under
the laws of Luxembourg and is a wholly-owned subsidiary of LSF9 Balta Midco S.a r.I, which is in turn
controlled indirectly by Lone Star Fund IX. The Company was established for the principal purpose of
financing the acquisition of Balta Finance, including the repayment of existing indebtedness and payment of
fees and expenses for the purpose of facilitating the Transaction.

In connection with the acquisition of Balta Finance, Lone Star Fund IX, through intermediate holding
companies, has made an indirect equity investment of €140 million through a combination of ordinary equity
and preferred equity certificates. In addition, the Company has issued €290 million of Senior Secured Notes
due 2022. The acquisition of Balta Finance was accompanied by a full repayment of the existing financing by
new financing, which is further detailed in the accompanying notes to the consolidated financial statements.

The purchase price paid by LSF9 Balta Investments for the acquisition of Balta Finance was equal to €272.8
million. Total identifiable net assets are equal to €148.1 million. The difference of €124.7 million has been
allocated to goodwill and represents, amongst other things, the value of the longstanding customer
relationships, the Group’s market position, brand and reputation, as well the value of the Group’s workforce.
The Company has incurred €10.4 million of fees and expenses in relation to the Transaction.

Financial highlights

Given that the Transaction has been accounted for under the purchase method of accounting, the historical
operating results for the year ended 31 December 2015 presented in these consolidated financial statements
are of limited use in evaluating the historical financial performance or predicting our future operating results.
Consequently, in order to understand and evaluate the operating results and trends in our ongoing business,
management and the Board evaluate pro-forma information as though the acquisition of Balta Finance had
been performed at the beginning of the accounting year and excluding the impact of the purchase price
allocation.




LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

On the basis of the pro-forma figures shown below, we are pleased to report that for the twelve months ended
December 31, 2016, our revenue and Adjusted EBITDA reached €557.7 million and €81.4 million, a 0.2%
and 7.8% increase, respectively, compared to the year ended December 31, 2015.

The increase in Adjusted EBITDA is mainly due to the continued growth of our rugs (in particular in North
America), our commercial tiles division, and the successful introduction of higher margin products in our
Residential division, which have partially offset the adverse impact of foreign exchange movements.
Similarly, we have successfully defended our pricing levels to retain the benefits from benign raw material
prices.

Condensed pro-forma income statement:

Successor Successor Successor Predecessor Combined Successor
(@) (b) © (d) (® ®
Period from Period from Period from Period from Twelve Twelve
August 11, August 11, August 11, January 1, months months
2015 to 2015 to 2015 to 2015 to ended ended

December December December August 10, December December
(€ thousands) 31, 2015 31, 2015 31, 2015 2015 31, 2015 31, 2016

Incl. impact Excl. impact ~ Excl. impact Excl.

PPA Impact PPA PPA PPA impact PPA

REVENUE ... 194,777 - 194,777 362,045 556,822 557,685
Employee benefit expenses ................... (45,391) - (45,391) (83,124) (128,515) (130,054)
Other income / (EXPENSES).........cccerenne. (29,123) - (29,123) (62,332) (91,455) (92,846)
Adjusted EBITDA.......cccoovvvvvnniene 1,305 25,695 27,000 48,467 75,467 81,367
Depreciation / amortization................... (8,014) - (8,014) (16,084) (24,098) (28,666)
Adjusted Operating profit.................. (6,709) 25,695 18,986 32,383 51,369 52,701
NON-recurring eXpenses............c.ceeeneee. (10,396) - (10,396) (23,291) (33,687) (3,518)
Impairment and write-off ..................... - - - - -
Operating profit/(10Ss) ........c..ccc.cevuen.. (17,105) 25,695 8,590 9,092 17,682 49,183
Net finance expenses ...........cccccoe.... (9,495) - (9,495) (28,967) (38,462) (28,552)
Profit / (loss) before income taxes ...... (26,600) 25,695 (905) (19,875) (20,780) 20,632
Income tax benefit / (expense) ............. 4,606 (9,637) (5,031) (1,657) (6,688) 4,713
Profit / (loss) for the period ................ (21,995) 16,058 (5,936) (21,532) (27,468) 25,345

(a) stand-alone results of LSF9 Balta Issuer S.A. and LSF9 Balta Investments S.a r.l. from incorporation
until the end of the period and consolidated results of Balta Finance S.a r.l. as from August 11, 2015.
This column reflects the impact of the purchase price allocation and corresponds to the profit/loss for
the period as reported in the consolidated financial statements.

(b) This column reflects the impact of the purchase price allocation on the consolidated financial
statements.

(c) Stand-alone results of LSF9 Balta Issuer S.A. and LSF9 Balta Investments S.a r.l. from incorporation
until the end of the period and consolidated results of Balta Finance S.a r.l. as from August 11, 2015.
This column excludes the impact of the purchase price allocation.

(d) Consolidated profit/(loss) of Balta Finance S.a r.l. and its subsidiaries for the period prior to the
acquisition of Balta Finance, i.e. from January 1 to August 10, 2015.

(e) Combined profit/loss for the period from January 1 to December 31, 2015. This is the sum of columns
(c) and (d) and hence excludes the impact of the purchase price accounting.

(f) Consolidated profit/loss as reported by Balta Issuer S.ar.l. at the end of 2016.

The net debt as of December 31, 2016 is equal to €268.5 million representing 3.3x Adjusted EBITDA
compared to respectively €274.0 million and 3.6x per December 31, 2015. This definition of net debt includes
the capital and accrued interest outstanding under the Senior Secured Notes (€290 million capital and €6.6
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million accrued interest) and financial leasing debt (€17.9 million), less cash and cash equivalents (€46.0
million). For the year ended December 31, 2015 the net debt included the capital and accrued interest
outstanding under the Senior Secured Notes (€290 million and €9.2 million) and financial leasing debt (€20.2
million), less cash and cash equivalents (€45.5 million).

Company’s likely future development

We are seeking to establish ourselves as the leading supplier of cost-effective soft-flooring products for the
mass market in our core geographies. We benefit from industry know-how built over more than 50 years,
strong customer relationships and product design and technical expertise, which we intend to use to further
strengthen our market positions.

We intend to capitalize on growth opportunities generated by the more positive current economic outlook in
our core markets, as well as building additional distribution channels for the wider sale of our products. Our
strategy is premised on further developing a flexible distribution network that adapts to fluctuations in market
dynamics while concurrently developing relationships with a broader and more diverse customer base. The
Group may actively evaluate and consume potential acquisitions to accelerate the growth strategy in certain
geographical and/or product segments.

Financial risk management

The Group is exposed to a variety of financial risks, including market risk (mainly foreign exchange rate risk
and commodity price risk), credit risk and liquidity risk. The Group’s overall risk management program
focuses on the unpredictability of financial and commodity markets and seeks to minimize potential adverse
effects on the Group’s financial performance. The Group’s financial risk management is described in Note 25
of the consolidated financial statements.

Environmental and personnel matters

In 2016, the Group employed an average of 3,238 employees (expressed in full-time equivalents) compared to
3,233 per 2015. All efforts are undertaken to ensure that all health and safety measures are in compliance with
legal requirements, that appropriate training and career development opportunities are identified and that
consultation with employees or their representatives continues at all levels when decisions are taken that are
likely to affect employee’s interests.

Research and development

One of the competitive advantages of our business is our long history of creativity and innovation. We aim to
leverage our research and development to continually optimize our production capacity and provide designs
that appeal to our customers. We closely monitor trends in product design and innovation through continuous
testing and analysis, with a focus on anticipating our customers’ preferences and market developments. The
Group incurred €5.5 million of research and development expenses during the 12 months ended in December
31, 2016 compared to the €1.7 million of research and development expenses during the 4 months ended in
December 31, 2015 which are included in the income statement as other expenses.

Important events which occurred after the end of the year

On March 17, 2017, the Company has entered into an agreement to acquire Bentley Mills, Inc. (“Bentley”).
Bentley is a leading provider of premium specified carpet tile and broadloom carpets for commercial interiors.
Bentley is a leading player in the US premium commercial tiles and broadloom market serving diverse end
markets with a balanced geographic mix across the US. Bentley has witnessed strong revenue growth over the
last three years, complemented by EBITDA margin improvements driven by cost improvements and
efficiencies, operational leverage and strategic repositioning. The acquisition was completed on March 22,
2017, via the closing of a €75 million senior term loan facility. Thanks to this acquisition, pro forma revenue
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and Adjusted EBITDA in 2016 would have been €668.3 million and €97.4 million, respectively. On a pro
forma basis for the incurrence of the senior term loan and the acquisition of Bentley, the Company’s net debt
as of 31 December 2016 would be approximately €385 million.

Finally the Balta Group is strengthening its market position organically and is considering various
opportunities in the M&A markets and the capital markets to finance its growth, which may include public or
private equity or debt capital markets. However, other than with respect to the Bentley Mills acquisition, no
definitive decision has been taken as to whether to proceed with any transaction.

Prospects and information regarding circumstances that could material affect the development of the
Group

Our potential for future business success and operating profitability must be considered in light of the risks,
uncertainties, expenses and difficulties typically encountered by recently organized or combined companies. If
we fail to address these risks, uncertainties and difficulties or to manage these expenses adequately, our
business, financial condition and operating results may be materially adversely affected and may differ
materially from your expectations based on the historical and pro forma financial information provided in this
Annual Report.

Acquisition of own shares

The Group or a direct subsidiary or a person, acting in its own name but on behalf of the Company, has not
acquired shares of the Company.

Discharge

The Board of Directors requests the shareholders of the Group to approve the consolidated financial
statements as attached hereto and to grant discharge to the Board of Directors and to the statutory auditors for
the exercise of their mandate during the last financial year.

The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards as adopted by the European Union (IFRS). These Group consolidated financial
statements were authorized for issue by the Board of Directors on April 27, 2017. The amounts in this
document are presented in thousands of euro, unless otherwise stated. Rounding adjustments have been made
in calculating some of the financial information included in this Financial statements.

Board of Directors

The Board of Directors of LSF9 Balta Issuer S.A. is as follows:

Philippe Jusseau

Director

Start of mandate: June 22, 2015
End of Mandate: June 4, 2021

Patrick Steinhauser

Director

Start of mandate: June 22, 2015
End of mandate: June 4, 2021

Luca Destito

Director

Start of mandate: April 26, 2016
End of mandate: June 4, 2021
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Michael Kolbeck

Director

Start of mandate: April 26, 2016
End of mandate: June 4, 2021

Joéao Carlos Fernandes da Silva Loureiro
Director

Start of mandate: February 10, 2017

End of mandate: June 3, 2022

Kairos Management BVBA,
represented by Tom Debusschere
Director

Start of mandate: March 14, 2016
End of mandate: June 4, 2021

Philippe Detournay

Director

Start of mandate: June 22, 2015
End of mandate: July 13, 2016

Hendrik Deruyck

Director

Start of mandate: August 11, 2015
End of mandate: March 14, 2016

Statutory auditors

The statutory auditors are PricewaterhouseCoopers Société Coopérative, 2, Rue Gerhard Mercator, B.P. 1443,
L-1014 Luxembourg.




LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

I11.3. Consolidated statement of comprehensive income for the period ended
December 31

Period ended  Period ended

(€ thousands) December December
Note 31, 2016 31, 2015

I. CONSOLIDATED INCOME STATEMENT
REVEINUE ...ttt et b bt h s eb b e bt b e b et e bt na ekt bt b etk nr e Note 3 557,685 194,777
RAW MALEITAL EXPENSES ...ttt ettt sttt bbb e st b e e e bbbt b e b e sb e st et s e e b e b e e b et et ene s e (259,472) (102,817)
Changes in inventories......... 6,055 (16,140)
Employee benefit expenses? .. Note5 (130,054) (45,391)
Other income.........c..ccvvevene ... Note6 8,171 4,005
Other expenses............... .. Note6 (101,017) (33,128)
DEpreciation / AMOIHIZALION .............cc.cvveveveeeeeeeeeeeeeeeeeeee s e sesseeseen s es s seeseessen s s ses s enaenser s Note 7 (28,666) (8,014)
Adjusted OPErating Profitl............cococovvoiurieieieeeeceeeeeeeees et seeeees e sae s 52,701 (6,709)
Gains on asset disposals 1,610 -
INtegration and reStrUCTUIING EXPENSES ...........vveeiveireerresesssessiesssesssssessessssessssssssessssssssesssessssnssessssesssanees Note 8 (5,128) (10,396)
OPErating PrOfI/(I0SS) L ......ovvuvvirveeeiesseessesssssseiess s sssss s ss s s s 49,183 (17,105)
FINANCE INCOME ...ttt bbbttt bkt b et b bbbttt s bbbt ne e 57 -
Finance expenses...... . Note9 (28,608) (9,495)
Net finance expenses .. (28,552) (9,495)
Profit / (1055) DEfOre INCOME TAXES .......v..vvveeeireeresesseessessstessesessesssss s es s enssnnsens 20,632 (26,600)
INCOME taX DENEFIL / (BXPENSE) ....vuiveieirciiseiseieise ettt Note 10 4,713 4,606
Profit / (loss) for the period from continUiNg OPEFatioNS............ccc.evuiveereeeriesierisres e 25,345 (21,995)
Profit / (loss) for the period from discontinued OPErations .............cccouevireirirnieieieeee e - -
Profit / (105S) fOr the PEIiOd ..o 25,345 (21,995)
I1. CONSOLIDATED OTHER COMPREHENSIVE INCOME
Items in other comprehensive income that may be subsequently reclassified to P&L

Exchange differences on translating foreign operations .............cccccovciiiiiicinnnccecc s (8,013) 720

Changes in fair value of hedging instruments qualifying for cash flow hedge accounting ............. (116)
Items in other comprehensive income that will not be reclassified to P&L

Changes iN DEfEITEA TAXES. .......cviviueiiiiiieieiee ettt bbbt 285 (432)

Changes in employee defined benefit obligations ... (882) 1,375
Other comprehensive income for the Period, NEt O TAX ............cco..ceeveeeeeeeesreeeseseeesses e, (8,727) 1,664
Total comprehensive income for the PEFiOd ... e 16,618 (20,331)
Basic and diluted earnings per share from continuing operations attributable to the ordinary Note 32 15 (1.3)

equity holders of the company

(1) Adjusted Operating Profit / Operating profit/(loss) are non-GAAP measures as defined in Note 1.23.

(2) In order to provide more relevant information, payroll tax incentives for the twelve months ended December 31, 2015 amounting to €1.6
million have been restated from other income to employee benefit expenses. The same approach has been applied for the twelve months ended
December 31, 2016 (the equivalent amount is equal to €5.4 million) and will be presented as such consistent over time going forward.

The accompanying notes form an integral part of these consolidated financial statements.
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I11.4. Consolidated statement of financial position as at December 31

As of As of
(€ thousands) December 31 December 31
Note 2016 2015

Property, plant and equipment

Land @nd BUITAINGS ........veiiiiice ettt Note 12 169,203 175,734

PIant and MACKHINEIY ....c.ouiiiieie bbbttt b bbbttt enas Note 12 115,016 108,584

Other fixtures and fittings, tools and eQUIPMENT..........ccovriiiiiii e Note 12 15,019 15,012
GOOAWITT ... .. Noted 124,673 124,673
Intangible assets.............. Note 11 2,376 1,667
Deferred income tax assets.. Note 13 18,950 8,573
Trade and other receivables. Note 15 138 91
TOtAl NON-CUNTENT ASSELS .....viiviiviee ettt ettt ettt ettt et e st e et esbeereetae e e besbeebeebeeseesbesaeebesbeerseneesrebesrearis 445,375 434,334
INVENTOTIES ...ttt et bbbttt s b bbb e b e e b e b e R £ e ke s e e b e e b et e b e b e bt e b e s s et e st e neebe e eneban Note 14 135,320 129,438
Derivative financial instruments. Note 24 46 786
Trade and other receivables. Note 15 54,930 46,544
Current income tax assets.... . 34 28
Cash and Cash EQUIVAIBNTS...........coiiiicccc e Note 16 45,988 45,462
TOLAD CUTTENT ASSEES ...uvivviviiviieectiee et ettt e e ettt e et e st e st e ebe et esb e st e et e sbeeseetse e e besbeebeesse st esbeseeebesbeerseseeseebesrearis 236,318 222,257
B0 e= IS Tl £SO 681,693 656,590
SRAE CAPILALL ......veceii bbb Note 17 171 171
SRAIE PIEMIUM ...ttt bbb bbb s et b b s bbbt e b bt bbb ne bt re e Note 17 1,260 1,260
Preferred equity certificates.... .. Note 20 138,600 -
Other comprehensive income........... .. Note18 (7,063) 1,664
Retained earnings and other reserves ... .. Note19 3,351 (21,995)
TORAI BOUITY ...cvucviitiei s 136,319 (18,900)
Preferred EQUITY CortifiCAIES .........ieiiriieietiisi ettt e Note 20 - 138,600
Senior Secured Notes .. Note21 279,277 276,826
Bank and Other BOMTOWINGS .........ovieiieieirieiete sttt sttt st se et st s e be e se s esenseneete s Note 22 15,388 17,787
Deferred inCome tax laDilITIES ........ccoiiiiiriiiiiicc e et Note 13 69,775 67,879
Employee benefit obligations Note 26 5,079 4,191
Total non-current liabilities 369,519 505,283
SENIOT SECUIEA NOTES ..ottt ettt ettt ettt et sbeebeete e s et e st e ebesbeeseenb et ebesseebaessensenbeseentesnean Note 21 4,234 6,864
Bank and Other Borrowings... .. Note22 2,614 2,490
Employee benefit OBHGatioNS..........ccooiiiiiiiic e b e Note 26 31,246 31,554
Provisions for other liabilities and Charges. ..o e Note 27 64 64
Derivative financial instruments.................. .. Note 24 162 -
Trade and other payables........ .. Note28 131,562 124,404
Income tax liabilities..... . 5,974 4,831
Total CUrTENt HADIIITIES .......oeiviieiece ettt besre v 175,856 170,207
TOtAl HADITTIES .....veiveceiee ettt ettt e et esbeebeete et e e sr et e s beeaeenaesresbesnearis 545,374 675,490
Total equity @nd HADIITIES .........ceiiiiiieiie bbb 681,693 656,590

The accompanying notes form an integral part of these consolidated financial statements
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I11.5. Consolidated statement of cash flows for the period ended December 31

Period Period
ended ended
December December
Note 31, 2016 31, 2015

CASH FLOW FROM OPERATING ACTIVITIES
Net profit / (10SS) fOr the PEIIOM.........coiuiiiiic e et 25,345 (21,995)
Adjustments for:

INCOME taX EXPENSE / (INCOIME) ....vuveviiiniiietee sttt ettt b ettt bbbttt eb et Note 10 (4,713) (4,606)

Finance income . (57)

FINANCE BXPENSE ...ttt bbbt bbbttt bbbttt b bt e et Note 9 28,608 9,495

Depreciation, aMOTLISALION ...........couiiiviiiririieiet sttt ettt bbb Note 7 28,666 8,014

(Gain)/loss on disposal of non-current assets .. (1,610) -

Movement in provisions and deferred revenue 4,338

Fair value of derivatives.............ccccceevvernnnnnn. Note 24 786 87

Non-cash impact of Purchase Price Allocation... . Note4 - 25,695
Cash generated before changes in Working Capital.............cccoouoiiiiiiiiiic s 77,025 21,028
Changes in working capital:

IMVEIEOTIES . ...ttt b bbb st b bRt bbbttt b b et eb bt et (5,883) 8,803

Trade receivables .. . (8,433) (2,241)

TrAOE PAYADIES ..ot 10,485 (3,413)

Other WOrKing CAPITAL.........c.eueiiiiiiiee bbbttt (5,459) 16,928
Cash generated after changes in WOrking capital .............coccvioiiiiiininiiic s 67,735 41,106
NEt INCOME tBX (PAIA) ... vvvvevrrerrrererer ettt (1,478) (532)
Net cash generated / (used) by OPErating ACtIVIIES ..........cccovcveviieveiieeteriee e 66,257 40,575
CASH FLOW FROM INVESTING ACTIVITIES
Acquisition & disposal of property, plant and eqUIPMENT ...........ccciiirirriiiiee e (36,483) (14,571)
Acquisition of intangibles .......... (1,494) -
Proceeds from non-current assets.. 2,408
Acquisition of subsidiary ................. Note 4 (272,838)
Net cash from business combinations....... . 40,656
Net cash used DY INVESING ACHIVITIES ..........o...rvvucieeeieecseeesees e essssssseee s e (35,569) (246,754)
CASH FLOW FROM FINANCING ACTIVITIES
Interest and other finance charges Paid, NEL...........oeiiriiriiiiie e (27,814) (1,442)
Proceeds from issuance of ordinary shares and share premium... . - 1,431
Proceeds from issuance of preferred equity CertifiCates..........coovviiiiiiiiiciinc Note 20 - 138,600
Proceeds from issuance of Senior SECUTEd NOTES............c.ccucuerirereriririr e Note 21 - 290,000
Repayments of borrowings with third parties Note 22 (2,349) (160,505)
Payment of debt fiNANCING COSES.............oveueverveecieeeeiesessesie e sees s sss st e an s sennsenees Note 21 = (16,442)
Net cash generated / (used) by fiNANCING ACTIVITIES ...........c..ovvevveceececiee et (30,163) 251,641
NET INCREASE / (DECREASE) IN CASH AND BANK OVERDRAFTS 526 45,462
Cash, cash equivalents and bank overdrafts at the beginning of the period .............ccccooeoiiiiiniiiniiiee 45,462 -
Cash, cash equivalents and bank overdrafts at the end of the period ..o, Note 16 45,988 45,462

The accompanying notes form an integral part of these consolidated financial statements
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I11.6. Consolidated statement of changes in equity for the year ended
December 31, 2016

Other
comprehensive

Share income Retained Non-controlling Total
(€ thousands) Share capital premium PECs (Note 18) earnings Total interest equity
Balance at June 22, 2015 31 _ _ _ 81 _ 31
Capital increase 140 1,260 - - 1,400 - 1,400
Total Contribution by owners of
the parent, recognised directly in 171 1,260 - - 1,431 - 1,431
equity
Profit / (loss) for the period ) ) ) (21,995) (21,995) - (21.999)
Other comprehensive income
Exchange differences on translating 720 720 R 720
foreign operations
Cumulative changes in employee 944 944 R 944
defined benefit obligations
;%tzle(;?:jprehenswe income for B B 1,664 (21,995) (20,331) - (20,331)
Balance at December 31. 2015 171 1,260 1,664 (21,995) (18,900) - (18,900)

Other
comprehensive

Share income Retained Non-controlling Total
(€ thousands) Share capital premium PECs (Note 18) earnings Total interest equity
Balance at January 1, 2016 171 1,260 - 1,664 (21,995) (18,900) - (18,900)
ff]esfﬁjgm”gr']‘t’“ of PECs as equity 138,600 138,600 138,600
Profit / (loss) for the period ) ) ) 25,345 25,345 © 253
Other comprehensive income ) ) ) ) ) ) )
Exchange differences on translating (8,013) (8,013) (8,013)

foreign operations

Changes in fair value of hedging
instruments qualifying for cash flow (116) (116) (116)
hedge accounting

Cumulative changes in deferred taxes 285 285 285

Cumulative changes in employee : : 082 i 082 ) 082
defined benefit obligations (882) (882) (882)
Total comprehensive income for
the period

- - (8,727) 25,345 16,618 - 16,618

Balance at December 31, 2016 171 1,260 138,600 (7,063) 3,351 136,319 - 136,319

The accompanying notes form an integral part of these consolidated financial statements

78



LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

I11.7. Notes to the consolidated financial statements
Note 1. Accounting policies

The principal accounting policies applied in the preparation of these consolidated financial statements are set
out below. These policies have been consistently applied to the year presented, unless otherwise stated.

Note 1.1. Basis of preparation
Basis of preparation

These consolidated financial statements of LSF9 Balta Issuer S.A.(“the Company” or “Balta Issuer”),
registered at Rue du Puits Romain, 33, L-8070 Bertrange (R.C.S. Luxembourg: B198084), and its subsidiaries
(“the Group”) have been prepared in accordance with International Financial Reporting Standards as adopted
by the European Union (“IFRS”). These include all IFRS standards and IFRIC interpretations issued and
effective at December 31, 2016.

These consolidated financial statements are presented in Euro, which is the Group’s presentation currency and
the functional currency of the Company. All amounts in these consolidated financial statements are presented
in thousands of Euro, unless otherwise stated.

These financial statements are prepared on a going concern basis, i.e. assuming that operations will continue
in the foreseeable future.

These financial statements cover a 12 months period starting from January 1, 2016 and ending
December 31, 2016. The comparative year covers the stand-alone results of LSF9 Balta Issuer S.A. and LSF9
Balta Investments from their date of incorporation, June 22, 2015 and June 10, 2015, respectively, until the
end of December 31, 2015 and the consolidated results of Balta Finance S.a r.l. as from August 11, 2015 until
the end of December 31, 2015.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the Group’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where
assumptions and estimates are significant to the consolidated financial statements are disclosed in Note 2.

New standards and amendments to standards

The following interpretation and amendments to standards are mandatory for the first time for the financial
year beginning 1 January 2016. These have not had an impact on the 2016 financial statements of the
Company.

e Amendments to IAS 1 ‘Presentation of financial statements’, effective for annual periods beginning
on or after 1 January 2016. The amendments to IAS 1 are part of the initiative of the IASB to
improve presentation and disclosure in financial reports and are designed to further encourage
companies to apply professional judgment in determining what information to disclose in their
financial statements. The amendments make clear that materiality applies to the whole of financial
statements and that the inclusion of immaterial information can inhibit the usefulness of financial
disclosures. Furthermore, the amendments clarify that companies should use professional judgment in
determining where and in what order information is presented in the financial disclosures.

e Amendment to IAS 19, 'Employee benefits', on defined benefit plans (effective 1 July 2014 and
endorsed for 1 February 2015). These narrow scope amendments apply to contributions from
employees or third parties to defined benefit plans. The objective of the amendments is to simplify the
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accounting for contributions that are independent of the number of years of employee service, for
example, employee contributions that are calculated according to a fixed percentage of salary.

Annual improvements 2010-2012 (effective 1 July 2014 and endorsed for 1 February 2015). These
amendments include changes from the 2010-12 cycle of the annual improvements project, that affect
7 standards: IFRS 2, ‘Share-based payment’, IFRS 3, ‘Business Combinations’, IFRS 8, ‘Operating
segments’, IFRS 13, ‘Fair value measurement’, IAS 16, ‘Property, plant and equipment’, and IAS 38,
‘Intangible assets’, Consequential amendments to IFRS9, ‘Financial instruments’, IAS 37,
‘Provisions, contingent liabilities and contingent assets’, and IAS 39, Financial instruments —
Recognition and measurement’.

Annual improvements 2012-2014 (effective and endorsed for 1 January 2016). These set of
amendments impacts 4 standards: IFRS 5, ‘Non-current assets held for sale and discontinued
operations’ regarding methods of disposal; IFRS 7, ‘Financial instruments: Disclosures’, (with
consequential amendments to IFRS 1) regarding servicing contracts; IAS 19, ‘Employee benefits’
regarding discount rates; IAS 34, ‘Interim financial reporting’ regarding disclosure of information.

Amendments to IFRS 10 ‘Consolidated financial statements’, IFRS 12 ‘Disclosure of interests in
other entities” and TAS 28, ‘Investments in associates and joint ventures’, effective for annual periods
beginning on or after 1 January 2016. These amendments clarify the application of the consolidation
exception for investment entities and their subsidiaries.

The following new standards and amendments to standards have been issued, but are not mandatory for the
first time for the financial year beginning 1 January 2016 and have been endorsed by the European Union:

IFRS 9 ‘Financial instruments’, effective for annual periods beginning on or after 1 January 2018. The
standard addresses the classification, measurement, de-recognition of financial assets and financial
liabilities and general hedge accounting. On the classification and measurement the Company’s
current assessment did not indicate any material impact. IFRS 9 requires the Company to record
expected credit losses on all of its debt securities, loans and trade receivables either on a 12-month or
lifetime basis. While the Group has not yet undertaken a detailed assessment of how its provisions
would be affected by the new model, it may result in an earlier recognition of credit losses.
Nevertheless the Group does not expect any material impact since it uses credit insurances as a means
to transfer credit risk related to trade receivables and the historic default rates for 2015 and 2016 are
not exceeding 0,1 % for 2015 and 2016 (Note 15). Moreover there are no significant receivables due
more than 3 months for which no provision has been set up (Note 15). Finally currently the Group is
only applying limited cash flow hedging for expected cash flows (Note 18). No significant changes
are expected under IFRS 9 for the current cash flow hedge documentation and accounting treatment.

IFRS 15 ‘Revenue from contracts with customers’. Companies using IFRS will be required to apply
the revenue standard for annual periods beginning on or after 1 January 2018. IFRS 15 specifies how
and when revenue is recognized and is prescribing relevant disclosures. The standard supersedes 1AS
18 Revenue, IAS 11 Construction Contracts and a number of revenue related interpretations. The new
standard provides a single, principles-based five-step model to be applied to all contracts with
customers. Furthermore, it provides new guidance on whether revenue should be recognized at a point
in time or over time.

The revenue is currently recognized when the goods are delivered which is the point in time at which
the customer accepts the goods and the related legal title, i.e. when risks and rewards of the ownership
are transferred. Revenue is only recognized at this moment after other requirements are also met, such
as, no continuing management involvement with goods, revenue and costs can be reliably measured
and probable recovery of the considerations. Under IFRS 15, revenue will be recognized when a
customer obtains control of the goods. Based on the initial assessment, the Company did not identify
material differences between the transfer of control and the current transfer of risk and rewards. As
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such, at this stage the Company does not anticipate material difference in the timing of revenue
recognition for the sale of products.

Volume discounts and rebates are currently accrued over the year based on the sales realized per
customer and taking into account the expected yearly volumes per customer. There are no any other
significant incremental contract costs. Consequently the Company does not expect any material
impact under IFRS 15. In general the Group has not any material contracts that include separate
performance obligations nor any special transactions such as consignment, bill and hold arrangements,
warranty programs, upfront payments or any third party involvement

The following new standards, amendments and interpretation to standards have been issued, but are not
mandatory for the first time for the financial year beginning 1 January 2016 and have not been endorsed by
the European Union:

IFRS 16 ’Leases’. This standard replaces the current guidance in IAS 17 and is a far reaching change
in accounting by lessees in particular. Under IAS 17, lessees were required to make a distinction
between a finance lease (on balance sheet) and an operating lease (off balance sheet). IFRS 16
requires lessees to recognize a lease liability reflecting future lease payments and a ‘right-of-use asset’
for virtually all lease contracts. For lessors, the accounting stays almost the same. However, as the
IASB has updated the guidance on the definition of a lease (as well as the guidance on the
combination and separation of contracts), lessors will also be affected by the new standard. Under
IFRS 16, a contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration. We refer to Note 23 in which we
provide a summary of the lease commitments of the Company. The total present value of operating
lease commitments as of December 31, 2016 is equal to €10.5 million and hence represents the
maximum liability that could be recognized upon the implementation of IFRS 16.

Amendments to IAS 12,'Income taxes' on Recognition of deferred tax assets for unrealized losses
(effective 1 January 2017). These amendments on the recognition of deferred tax assets for unrealized
losses clarify how to account for deferred tax assets related to debt instruments measured at fair value.

Amendments to IAS 7, 'Statement of cash flows' (effective 1 January 2017). These amendments to
IAS 7 introduce an additional disclosure that will enable users of financial statements to evaluate
changes in liabilities arising from financing activities. The amendment is part of the IASB’s
Disclosure Initiative, which continues to explore how financial statement disclosure can be improved.

Amendments to IFRS 15, 'Revenue from contracts with customers' - Clarifications (effective 1
January 2018). These amendments compromise clarification guidance on identifying performance
obligations, accounting for licenses of intellectual property and the principle versus agent assessment.
The amendment also includes more illustrative examples.

Amendments to IFRS 2, 'Share-based payments' (effective 1 January 2018): The amendment clarifies
the measurement basis for cash-settled payments and the accounting for modifications that change an
award from cash settled to equity settled. It also introduces an exception to the principles in IFRS 2
that will require an award to be treated as if it was wholly equity-settled, where an employer is
obliged to withhold an amount for the employee’s tax obligation associated with a share-based
payment and pay the amount to the tax authorities.

Annual improvements 2014-2016 applicable to three standards of which changes on IFRS 1 et IAS 28
are applicable as of 1 January 2018 and changes on IFRS 12 are applicable as of 1 January 2017.
These set of amendments impacts 3 standards: IFRS 1,” First-time adoption of [FRS’, regarding the
deletion of short-term exemptions for first-time adopters regarding IFRS 7, 1AS 19, and IFRS 10;
IFRS 12, Disclosure of interests in other entities’ regarding clarification of the scope of the standard
(these amendments should be applied retrospectively for annual periods beginning on or after 1
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January 2017) and IAS 28, ‘Investments in associates and joint ventures’ regarding measuring an
associate or joint venture at fair value.

e IFRIC 22, 'Foreign currency transactions and advance consideration’ (effective 1 January 2018). *This
IFRIC addresses foreign currency transactions or parts of transactions where there is consideration
that is denominated or priced in a foreign currency. The interpretation provides guidance for when a
single payment/receipt is made as well as for situations where multiple payments/receipts are made.
The guidance aims to reduce diversity in practice.

Note 1.2. Consolidation
Subsidiaries

Subsidiaries are all entities for which the Group is exposed, or has rights, to variable returns from its
involvement with an entity and has the ability to affect those returns through its power over the entity. The
existence and effect of potential voting rights that are currently exercisable or convertible are considered when
assessing whether the Group controls another entity. Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are de-consolidated from the date on which control ceases.

The Group applies the acquisition method to account for business combinations. The consideration paid
reflects the fair value of the assets transferred, the liabilities incurred to the former owners of the acquiree and
the equity interests issued by the Group. The consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration agreement (for example, variable consideration contingent
on future events such as achievement of post-acquisition earnings targets or success of a significant project).

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are
measured initially at their fair values at the acquisition date. On an acquisition-by-acquisition basis, the Group
recognizes any non-controlling interest in the acquiree either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s net assets.

Acquisition related costs are expensed as incurred.

The cost of an acquisition is measured as the aggregate of the consideration transferred, measured at
acquisition date fair value and the amount of any non-controlling interest and previously held interest in the
entity acquired. For each business combination, the Group measures the non-controlling interest in the
acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net assets. The excess of
the aggregate of the consideration transferred and the amount recognized for non-controlling interest over the
net recognized amount (generally at fair value) of the identifiable assets acquired and liabilities assumed is
recognized as goodwill. Negative goodwill is recognized immediately in the income statement.

Inter-company transactions, balances and unrealized gains on transactions between group companies are
eliminated on consolidation. Unrealized losses are also eliminated unless the transaction provides evidence of
an impairment of the asset transferred in which case the asset is impaired through the income statement.
Accounting policies of subsidiaries are changed where necessary to ensure consistency with the policies
adopted by the Group.

Segment reporting

Note 3 provides the Company’s segment information, in line with IFRS 8. The Company operates its business
through four segments, which are organized by product and sales channel. The Rugs segment designs,
manufactures and distributes a broad range of machine-made rugs to major retailers (such as home
improvement, furniture, specialist, discount and DIY stores) and wholesalers. The Residential segment
designs, manufactures and distributes branded broadloom carpets (Balta Broadloom and ITC brands) and tiles
to major retailers and wholesalers. The Commercial segment designs, manufactures and distributes modular
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carpet tiles mainly for offices and public projects through the Company’s modulyss brand and broadloom
carpets mainly for the hospitality sector through its arc edition brand to architects, designers, contractors and
distributors. Finally, the Non-Woven segment designs, manufactures and distributes soft flooring for events
such as fairs and expositions and specialized fabrics for insulation, lining, cars, carpet backing and banners
through its Captigs brand.

Operating segments are reported in a manner consistent with the internal reporting provided to the Board and
the Management Committee. Items that are provided on a monthly basis to the Management Committee are
revenues, Adjusted EBITDA, net inventory, accounts receivable and inventory. The segment information
provided in Note 3 has been selected on this basis. It follows that other items such as total assets and liabilities
per segment are not reviewed internally and hence not disclosed. Interest income, interest expense and taxes
are managed centrally and accordingly such items are not presented by segment as they are excluded from the
measure of segment profitability.

Note 1.3. Foreign currency translation
Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of
the primary economic environment in which the entity operates (“the functional currency”). The consolidated
financial statements are presented in euro, which is the Company’s functional and the Group’s presentational
currency. All amounts are stated in thousands of euro unless otherwise stated.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at
the dates of the transactions or valuation where items are re-measured. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognized in the income statement.

Foreign exchange gains and losses that relate to cash and cash equivalents and borrowings, including
borrowings, payables and receivables between group companies that do not qualify as a net investment in a
foreign operation are presented in income statement within “Finance income and expense”. All other foreign
exchange gains and losses are presented in the income statement within “Other income” or “Other expenses”
which is part of the operating profit.

The principal exchange rates that have been used to prepare these financial statements are as follows:

December 31, 2016 December 31, 2015
Closing Average Closing Average
usbD 1.0541 1.1069 1.0887 1.1094
TRY 3.7099 3.3375 3.1776 3.0187
GBP 0.8562 0.8195 0.7340 0.7259

Group companies

The results and financial position of all the Group’s entities (none of which has the currency of a hyper-
inflationary economy) that have a functional currency different from the presentation currency are translated
into the presentation currency as follows:

e Assets and liabilities for each statement of financial position presented are translated at the closing or
year-end rate;

e Income and expenses for each income statement are translated at average exchange rates (unless this
average is not a reasonable approximation of the cumulative effect of the rates prevailing on the
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transaction dates, in which case income and expenses are translated at the rate on the dates of the
transactions); and

e All resulting exchange differences are recognized in other comprehensive income.

On consolidation, exchange differences arising from the translation of the net investment in foreign
operations, and of borrowings and other currency instruments designated as hedges of such investments (if
any), are taken to other comprehensive income. When a foreign operation is partially disposed of or sold,
exchange differences that were recorded in equity are recognized in the income statement as part of the gain or
loss on sale.

Foreign exchange gains and losses that relate to borrowings and transactions between group companies in a
different currency compared to the functional currency, are presented in the income statement within “Finance
income and expense”, if these borrowings do not qualify as a net investment in a foreign operation.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translated at the closing rate.

Note 1.4. Property, plant and equipment

Property, plant and equipment are carried at acquisition cost less any accumulated depreciation and less any
accumulated impairment loss. Cost of property, plant and equipment also includes the estimated cost of
dismantling and removing the asset and restoring the site, to the extent that the provision is recognized under
IAS 37 “Provisions, Contingent Liabilities and Contingent Assets”.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the Group and the
cost of the item can be measured reliably. The carrying amount of the replaced part is derecognized. All other
repairs and maintenance are charged to the income statement during the financial period in which they are
incurred.

Freehold land is not depreciated. Depreciation on other assets is calculated using the straight-line method, to
allocate the costs over the estimated remaining useful lives, as follows:

Industrial and administrative Buildings

- SEPUCEUIAT WOTK ...tttk b bkt bbb b b 80 bbb b b £ e bbb bbb bbbt 40-50 years
- Other elements..................... 10-25 years
Machinery ........ccovvevinnncciinnns 10-33 years
VENICIES, traNSPOIt EQUIPIMENT ........c.iiititeiiiit ettt b kst b et bbb et e bbb e bk e bbbt bbb s bbbttt b bkt ettt b bt 5 years
Furniture, fittingS QN0 EQUIPIMENT ......c..oviiiiiii ettt bbbttt b et b b b e bbbttt b bbbt et b et b bkt st b et b bt 5-15 years

Cars are depreciated to a residual value of 20% of the initial cost.

Spare parts purchased for particular items of plant are capitalized and depreciated over the useful life not
exceeding 4 years. Samples of products are capitalized and depreciated over 2-3 years.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of each
reporting period. An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount.

Fair value adjustments as a result of the Business Combination are depreciated over the average remaining
lifetime of the applicable assets taking into.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are
recognized within “Other income” or “Other expenses” in the income statement.
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Note 1.5. Intangible assets
Goodwill

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is made to
those cash-generating units or groups of cash-generating units that are expected to benefit from the business
combination in which the goodwill arose. Goodwill is tested annually for impairment and carried at cost less
accumulated impairment losses. Impairment losses on goodwill are not reversed. Gains and losses on the
disposal of a cash generating unit include the carrying amount of goodwill relating to the cash generating unit
sold.

Internally generated software and other development cost

Costs associated with maintaining computer software programs are recognized as an expense as incurred.
Development costs that are directly attributable to the design and testing of identifiable and unique software
products controlled by the Group are recognized as intangible assets when the following criteria are met:

e Itistechnically feasible to complete the software product so that it will be available for use;

e Management intends to complete the software product and use or sell it;

e There is an ability to use or sell the software product;

e It can be demonstrated how the software product will generate probable future economic benefits;

e Adequate technical, financial and other resources to complete the development and to use or sell the
software product are available; and

e The expenditure attributable to the software product during its development can be reliably measured.

Directly attributable costs that are capitalized as part of the software product include the software
development employee costs and an appropriate portion of directly attributable overheads.

Other development expenditures that do not meet these criteria are recognized as an expense as incurred.
Development costs previously recognized as an expense are not recognized as an asset in a subsequent period.

Computer software development costs recognized as assets are amortized over their estimated useful lives,
mainly 4 years.

Note 1.6. Impairment of non-financial assets

Assets that have an indefinite useful life, for example goodwill, are not subject to amortization and are tested
annually for impairment. Assets that are subject to depreciation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognized for the amount by which the asset’s carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash-generating units). Non-financial assets other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each reporting date.

If the carrying amount of the cash-generating unit to which the goodwill has been allocated exceeds its

recoverable amount, an impairment loss on goodwill allocated to the cash-generating unit is recognized. The
recoverable amount is the higher of the cash-generating unit’s fair value less costs to sell and its value in use.
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If either of these amounts exceeds the carrying amount, it is not always necessary to determine both amounts.
These values are generally determined based on discounted cash flow calculations.

Note 1.7. Derivative financial instruments

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and are
subsequently re-measured at their fair value. The Group records all gains or losses resulting from changes in
fair value of derivatives in the income statement within “Other income” or “Other expenses” to the extent that
they relate to operating activities and within “Finance income” or “Finance costs” to the extent that they relate
to the financing activities of the Group.

Cash flow hedge accounting has been initiated on June 1, 2016. Derivative financial instruments used to hedge
the exposure to variability in future cash flows are designated as hedges under cash-flow hedge accounting.
Changes in fair value of the forward contracts before this date have been recorded directly in P&L before June
1, 2016. The effective portion of changes in fair value as from the designation date of the cash flow hedge are
recorded in the cash flow hedge reserve, part of other comprehensive income. Amounts recorded in the cash
flow hedge reserve will be recognized in the income statement in the same period or periods during which the
hedged forecast transaction affects the income statement. This coincides with the settlement date of the
forward contracts

When the underlying hedged transactions do no longer meets the criteria for hedge accounting, the cumulative
gain or loss on the hedging instrument that has been recognized in other comprehensive income from the
period when the hedge was effective shall remain separately in equity until the forecast transaction occurs.

When the underlying hedged transaction is no longer expected to occur, the cumulative gains or loss on the
hedging instrument that has been recognized in other comprehensive income from the period when the hedge
was effective shall be reclassified from equity to profit or loss as a reclassification adjustment.

Note 1.8. Inventories

Inventories are stated at the lower of cost and net realizable value. These net realizable value adjustments are
reviewed on a regular basis and updated to reflect the estimated selling price less selling expenses, based on
historical data and expectations. Cost is determined using the first-in, first-out (FIFO) method. The cost of
finished goods and work in progress comprises design costs, raw materials, direct labor, other direct costs and
related production overheads (based on normal operating capacity). Net realizable value is the estimated
selling price in the ordinary course of business, less applicable variable selling expenses.

Provisions against the carrying value of inventory are calculated on the basis set out below.

Wall to wall carpets and non-woven

v' “Second choice” products: write-down of 70%

v Collections which are no longer produced: write-down of 35%

v/ Additional write downs, based on aging of the individual products:
o Age of production batch between 7-9 months: write-down of 20%
o Age of production batch between 10-12 months: write-down of 50%
O Age of production batch older than 12 months: write-down of 70%

Rugs

v" “Second choice” products: write-down of 60%
v Collections which are no longer produced: write-down of 30%-50%
v Additional write-downs, based on aging of the individual products:
o Age of production batch between 7-9 months: write-down of 10%
o Age of production batch between 10-12 months: write-down of 30%
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o Age of production batch older than 12 months: write-down of 50%

Contract tiles

v" “Second choice” products: write-down of 90%

v" Small lot sizes 90%

v Additional write-downs, based on aging of the individual products:
o Age of production batch between 7-12 months: write-down of 25%-50%
o Age of production batch between 12-18 months: write-down of 75%-90%
o Age of production batch older than 18 months: write-down of 90%

Yarns

For slow moving yarns to produce rugs and wall-to-wall carpets, the write-downs vary between 20% (6
months not moving) and 75% (12 months not moving).

For slow moving yarns to produce contract tiles, the write-downs vary between 50% (12 months not moving)
and 90% (16 months not moving).

Materials and other supplies (such as wool) held for use in the production of finished goods are not written
down if these finished goods are expected to be sold at or above cost.

An individual assessment of the recoverability of the items of inventories is also made on a regular basis, in
addition to the application of general accounting policies described above. When the circumstances that
previously caused inventories to be written down below cost no longer exist, the amount of the write-down is
reversed so that the new carrying amount is the lower of the cost and the revised net realizable value.

Note 1.9. Trade receivables

Trade receivables are amounts due from customers for goods sold or services performed in the ordinary course
of business. If collection is expected in one year or less, they are classified as current assets. If not, they are
presented as non-current assets.

Trade receivables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method, less bad debt allowance.

Trade receivables are reviewed on a continuing basis. A bad debt allowance is recorded when collectability of
the receivable is questionable. The bad debt allowance covers the net estimated risk for the company and is
taking into account the coverage expected to be received from the credit insurance.

Note 1.10. Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-term highly
liquid investments and bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities on
the statement of financial position.

Note 1.11. Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or
options are shown in equity as a deduction, net of tax, from the proceeds.

Where any Group company purchases the Company’s shares (treasury shares), the consideration paid,

including any directly attributable incremental costs (net of income taxes) is deducted from equity attributable
to the Company’s equity holders until the shares are cancelled or reissued. Where such shares are
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subsequently reissued, any consideration received, net of any directly attributable incremental transaction
costs and the related income tax effects is included in equity attributable to the Company’s equity holders.

Note 1.12. Government grants

Grants from the government are recognized at their fair value when there is a reasonable assurance that the
grant will be received and the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognized in the income statement within other income
over the period necessary to match them with the costs that they are intended to compensate.

Government grants relating to property, plant and equipment are included in non-current liabilities as deferred
government grants and are credited to the income statement on a straight-line basis over the expected useful
lives of the related assets.

Note 1.13. Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified as current liabilities if payment is due within one
year or less (or in the normal operating cycle of the business if longer). If not, they are presented as non-
current liabilities.

Trade payables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method.

Supplier finance arrangements are recognized as a financial liability unless the original trade payable is
extinguished or its terms are significantly modified to the extent that it qualifies for de-recognition under IAS
39 (we refer to the accounting policy on debt extinguishment and debt modification).

Note 1.14. Financial liabilities measured at fair value through profit or loss

Some instruments that have the legal form of a liability are, in substance, equity. A financial instrument is
classified as a financial liability or an equity instrument depending on the substance of the arrangement rather
than the legal form. Liabilities arise when the issuer is contractually obligated to deliver cash or another
financial asset to the holder. An instrument is an equity instrument only if the issuer has no such obligation,
i.e. it has an unconditional right to avoid settlement in cash or another financial asset. The ability to defer
payment is not enough to achieve equity classification, unless payment can be deferred indefinitely. Generally
an obligation for the entity to deliver its own shares is not a financial liability because an entity’s own shares
are not considered its financial assets. An exception to this is where an entity is obliged to deliver a variable
number of its own equity instruments.

Note 1.15. Senior Secured Notes and Bank and other borrowings

Senior Secured Notes, Bank and other Borrowings are recognized initially at fair value, net of transaction
costs incurred. They are subsequently carried at amortized cost; any difference between the proceeds (net of
transaction costs) and the redemption value is recognized in the income statement over the period of the
borrowings using the effective interest method.

Note 1.16. Derecognition of financial assets and liabilities

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets)
is derecognized when:

e The rights to receive cash flows from the asset have expired,;
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e The Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay
them in full without material delay to a third party under a “pass through” arrangement; or

e The Group has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred control of the asset.

Where IAS 39 de-recognition criteria are not met, the receivables continue to be recognized in the statement
of financial position, while the proceeds received by the Group under any financing/factoring arrangements
are recognized as a financial liability.

A financial liability is de-recognized when the obligation under the liability is discharged or cancelled or
expires. Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or when the existing liability is transferred to a different lender and the Group obtains a legal
release from the initial lender, or the terms of an existing liability are substantially modified, such an exchange
or modification is treated as a de-recognition of the original liability and the recognition of a new liability, and
the difference in the respective amounts is recognized in the income statement.

The terms are substantially different if the discounted present value of the cash flows under the new terms,
including any fees paid net of any fees received and discounted using the original effective interest rate, is at
least ten per cent different from the discounted present value of the remaining cash flows of the original
financial liability.

Note 1.17. Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the income statement,
except to the extent that it relates to items recognized in other comprehensive income or directly in equity. In
this case the tax is also recognized in other comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
statement of financial position date in the countries where the company’s subsidiaries operate and generate
taxable income. In line with paragraph 46 of IAS 12 ‘income taxes’, management periodically evaluates
positions taken in tax returns with respect to situations in which applicable tax regulation is subject to
interpretation. It establishes provisions where appropriate on the basis of amounts expected to be paid to the
tax authorities. This evaluation is made for tax periods open for audit by the competent authorities.

Deferred income tax is recognized, using the liability method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying amounts in the consolidated financial statements.
However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit nor loss. Deferred income tax is determined using tax rates (and laws) that have
been enacted or substantially enacted by the statement of financial position date and are expected to apply
when the related deferred income tax asset is realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilized.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and
associates, except where the timing of the reversal of the temporary difference is controlled by the Group and
it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when the deferred income taxes assets and liabilities relate to
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income taxes levied by the same taxation authority on either the taxable entity or different taxable entities
where there is an intention to settle the balances on a net basis. Deferred tax is not discounted.

Note 1.18. Employee benefits
Pension obligations
IAS 19 distinguishes two types of post-employment benefit plans:

e Defined contribution plans (DC plans) are post-employment benefit plans under which an enterprise
pays fixed contributions into a separate entity (a fund or group insurance contract) and will have no
legal or constructive obligation to pay further contributions if the fund does not hold sufficient assets
to pay all employee benefits relating to employee service in the current or prior periods;

o Defined benefit plans (DB plans) are post-employment benefit plans other than defined contribution
plans.

Group companies operate one defined benefit plan for a group of managers and various pension schemes
funded through payments to insurance companies. Because of the Belgian legislation applicable to 2™ pillar
pension plans (so-called “Law Vandenbroucke”), all Belgian Defined Contribution plans have to be
considered under IFRS as Defined Benefit plans. Law Vandenbroucke states that in the context of defined
contribution plans, the employers must guarantee a minimum return of 3.75 % on employee contributions and
3.25 % on employer contributions. However, shortly before year-end 2015, a change in the Belgian Law was
enacted resulting in a decrease of the guaranteed return from 3.25 % to a minimum interest rate defined based
upon the Belgian 10-year interest rate but within the range 1.75% - 3.25%. The new rate (1.75% per
December 31, 2016 and per December 31, 2015) applies for the years after 2015 on future contributions and
also on the accumulated past contributions as of 31 December 2015 if the financing organism does not
guarantee a certain result on contributions until retirement age. If the organism does guarantee such a result,
the rates 3.25%/2.75% still apply.

Because of this minimum guaranteed return, the employer is exposed to a financial risk: further contributions
could be required if the return on the assets would not be sufficient to reach the minimum benefits to be paid.
The group has plans that are financed through insurance contracts. A simplified Projected Unit Credit (PUC)
method has been used as the actuarial technique to measure the defined benefit obligation whereby the fair
value of the plan assets are considered to be equal to the mathematical reserves of the insurance contract. The
method is simplified because we only take into account existing contributions made by the employer and
employee. The related assumptions, the defined benefit obligations and related plan assets are further
disclosed in the related notes.

Other post-employment obligations
The Group does not have other post-employment obligations.
Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal retirement
date, or whenever an employee accepts voluntary redundancy in exchange for these benefits. The Group
recognizes a liability and expense for termination benefits at the earlier of the following dates: (a) when the
Group can no longer withdraw the offer of those benefits; and (b) when the Group recognizes costs for a
restructuring that is within the scope of IAS 37 and involves the payment of termination benefits. Benefits
falling due more than 12 months after the end of the reporting period are discounted to their present value.

In Belgium, the system of early retirement pension ensures that elderly people who are dismissed by their
employer or who are encouraged to terminate their employment and in case they fulfill certain conditions, are
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eligible for payment of supplementary unemployment allowance to be paid by their former employer on top of
the unemployment allowances paid by social security. This benefit is generally paid until normal retirement
age, which is 65 years.

Within Balta, several former employees benefit from the system of “early retirement fee or pension”, based on
several Belgian Collective Labor Agreements (CLA’s) in place for the sector (textielnijverheid en breiwerk/
industrie textile et de la bonneterie) or specifically for Balta. These CLA’s describe the different possibilities
for employees of the sector to benefit from “early retirement fee or pension”, the creation of a sector fund
(fonds voor bestaanszekerheid/ fonds de sécurité d’existence), part-time work, education and training etc.
Certain CLA’s exist for blue collar workers and others for white collar workers.

For those early retirement fees or pensions which are directly paid out by the employer, a provision should be
made under 1AS 19. It has been determined as the present value of the best estimate of future cash flows. The
discount rate used is based on the return on high quality corporate bonds (AA rated) of a maturity equivalent
to the duration of the liabilities. The changes in pension liabilities are accounted for through other
comprehensive income when the changes relate to a change in actuarial assumptions from one year to another.

Bonus plans

Bonuses received by company employees and management are based on pre-defined company and individual
target achievement. The estimated amount of the bonus is recognized as an expense in the period the bonus is
earned.

Note 1.19. Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services
in the ordinary course of the Group’s activities. Revenue is shown net of value-added tax, returns, rebates and
discounts and after eliminating sales within the Group.

The Group recognizes revenue when the amount of revenue can be reliably measured, it is probable that future
economic benefits will flow to the entity and when specific criteria have been met for each of the Group’s
activities as described below. The Group bases its estimates for rebates and discounts on historical results,
taking into consideration the type of customer, the type of transaction and the specifics of each arrangement.

Sales of goods

Sales of goods are recognized when the risks and rewards are transferred to the customers, in most cases when
the goods are made available for collection at the Group’s premises (factory, warechouse) on the date agreed
upon with the customer (International Commercial Terms - EXW) and the customer accepted the goods in
accordance with the sales contract.

Amounts billed to the customer in respect of transportation of product to the customer’s premises are included
in revenue. Associated transportation costs incurred by the group are included in other expenses.

Interest income

Interest income is recognized using the effective interest method. When a receivable is impaired, the Group
reduces the carrying amount to its recoverable amount, being the estimated future cash flow discounted at the
original effective interest rate, and continues unwinding the discount as interest income. Interest income on
impaired loans and receivables are recognized using the original effective interest rate.

Dividend income

Dividend income is recognised when the right to receive payment is established.
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Note 1.20. Leases
The Group leases certain property, plant and equipment.

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives received from the
lessor) are charged to the income statement on a straight-line basis over the period of the lease.

Leases of property, plant and equipment where the Group has substantially all the risks and rewards of
ownership are classified as finance leases. Finance leases are capitalized at the lease’s commencement at the
lower of the fair value of the leased asset and the present value of the minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on
the finance balance outstanding. The corresponding rental obligations, net of finance charges, purchase option
(when there is reasonable certainty that the lessee will obtain ownership by the end of the lease term), are
included in “Borrowings”. The interest element of the finance cost is charged to the income statement over the
lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for
each period. The property, plant and equipment acquired under finance leases are depreciated over the useful
life of the asset or if there is no reasonable certainty that the lessee will obtain ownership by the end of the
lease term, the asset shall be fully depreciated over the shorter of the lease term and its useful life.

Note 1.21. Dividend distribution

Dividend distribution to the Company’s shareholders is recognized as a liability in the Group’s financial
statements in the period in which the dividends are approved by the Company’s shareholders.

Note 1.22. Cash flow statement

The cash flows of the Group are presented using the indirect method. This method reconciles the movement in
cash for the reporting period by adjusting net profit for the year for any non-cash items and changes in
working capital, and identifying investing and financing cash flows for the reporting period.

Note 1.23. Non-GAAP measures

Operating Profit (Loss), Adjusted Operating Profit (Loss), Adjusted EBITDA and Adjusted EBITDA Margin
are measures utilized by the Group to demonstrate the Group’s underlying performance.

Operating Profit (Loss) is calculated as profit (loss) for the period from continuing operations, adjusted for
income tax benefits (expenses), finance income and finance expenses.

Adjusted Operating Profit (Loss) is calculated as Operating Profit (Loss) adjusted for gains from disposal of
assets and integration and restructuring expenses.

Adjusted EBITDA is calculated as Adjusted Operating Profit (Loss) adjusted for depreciation and
amortization charges.

Adjusted EBITDA margin calculated as Adjusted EBITDA divided by revenue.

The non-GAAP measures are included in these consolidated financial statements because management
believes they are useful to many investors, securities analysts and other interested parties as additional
measures of performance.

The Group presents non-IFRS measures in addition to financial measures determined in accordance with
IFRS. Non-IFRS measures as reported by the Group may differ from similar measures presented by other
companies.
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Note 2. Critical accounting estimates and judgements

The amounts presented in the combined financial statements involve the use of estimates and assumptions
about the future. Estimates and judgements are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the
circumstances. The estimates and assumptions will seldom equal the related actual results. The estimates and
assumptions that could have an impact on the combined financial statements are discussed below.

Determination of fair values in business combinations

The Company has applied estimates and judgements in order to determine the fair value of assets acquired and
liabilities assumed by way of a business combination. The value of assets, liabilities and contingent liabilities
recognized at the acquisition date are recognized at fair value. In determining the fair value, the Company has
utilized valuation methodologies including discounted cash flow analysis. The Company’s estimates are based
upon assumptions believed to be reasonable, but which are inherently uncertain and unpredictable. These
valuations require the use of management’s assumptions, which would not reflect unanticipated events and
circumstances that may occur. Any significant change in key assumptions may cause the acquisition
accounting to be revised including the recognition of additional goodwill or a discount on acquisition.

Goodwill

The amount of goodwill initially recognized as a result of a business combination is dependent on the
allocation of the purchase price to the fair value of the identifiable assets acquired and the liabilities assumed.
The determination of the fair value of the assets and liabilities is based, to a considerable extent, on
management’s judgment. Allocation of the purchase price affects the results of the Group as finite lived
intangible assets are amortized, whereas indefinite lived intangible assets, including goodwill, are not
amortized and could result in differing amortization charges based on the allocation to indefinite lived and
finite lived intangible assets.

Impairment testing

IFRS requires management to undertake an annual test for impairment of indefinite lived assets and, for finite
lived assets, to test for impairment if events or changes in circumstances indicate that the carrying amount of
an asset may not be recoverable. Impairment testing is an area involving management judgment, requiring
assessment as to whether the carrying value of assets can be supported by the net present value of future cash
flows derived from such assets using cash flow projections which have been discounted at an appropriate rate.
In calculating the net present value of the future cash flows, certain assumptions are required to be made in
respect of highly uncertain matters including management’s expectations of:

e growth in EBITDA, calculated as adjusted operating profit before depreciation and amortization;

e timing and quantum of future capital expenditure;

e long-term growth rates; and

e the selection of discount rates to reflect the risks involved.
Changing the assumptions selected by management, in particular the discount rate and growth rate
assumptions used in the cash flow projections, could significantly affect the Company’s impairment
evaluation and hence results. The Company’s review includes the key assumptions related to sensitivity in the

cash flow projections. Further details are provided in Note 4.

Fair value estimate of preferred equity certificates
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In 2015 the acquisition of Balta Finance has been partially funded through Preferred Equity Certificates
(PECs). The PECs have been subscribed to by LSF9 Balta Midco S.a r.l.. Depending on the circumstances in
which the PECs are settled, the Company may have the right to redeem the PECs in shares. Given that the
Company does not have an unconditional right to avoid delivering cash to settle the PECs, the contract has
been classified as a financial liability under IFRS per December 31, 2015. The presence of early redemption
and conversion options implies that the contract contains multiple embedded derivatives. Given the inability
to separate the embedded derivatives from the host contract, the entire contract is measured at fair value
through profit or loss.

A range of valuation techniques can be used when measuring the fair value of unquoted liability instruments.
In reaching estimates of fair value of the PECs, management judgment is involved. In order to select the most
appropriate valuation, management will employ several valuation methodologies and select the amount within
the ranges of values which it believes is most representative of the fair value of the PECs. Because of the
nature of the inputs used in the valuation techniques (for example, unobservable inputs such as budgets and
forecasts), the resulting measurement is categorized within Level 3 of the fair value hierarchy.

Immediately following December 31, 2015, the Subscriber and the Issuer discussed and agreed on changes to
be made to the PEC agreement. These changes are describe in Note 20.

Based on the separate agreement, the Company will have an unconditional right to avoid delivering cash to
settle the PECs. Consequently, the contract no longer meets the definition of a financial liability under IFRS,
but instead qualifies as an equity instrument. The financial liability has been extinguished on January 1, 2016
and the book value at this date has been recognized as an increase in the Company’s equity.

Income taxes

The Group operates in various tax jurisdictions and therefore has to determine tax positions under respective
local tax laws and tax authorities’ views which can be complex and subject to different interpretations of tax
payers and local tax authorities.

The Group has tax credits in respect of losses carried forward, Dividend Received Deduction (relief for
dividend payments by qualifying EU subsidiaries to qualifying EU parent companies, to avoid double taxation
of dividend income), and Notional Interest Deduction (“NID”). These tax credits can be used to offset against
future taxable profits. The valuation of this asset depends on a number of judgmental assumptions regarding
the future taxable profits of different Group subsidiaries in different jurisdictions and on the outcome of tax
planning strategies. These estimates are made prudently based on current knowledge and reasonable long-term
projections. Where circumstances should change and the final tax outcome would be different from the
amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions
in the period in which such determination is made.

Trade receivables

The Company makes significant judgements in determining the bad debt allowance with respect to trade
receivables when there is objective evidence that the Company will not be able to collect all amounts due
according to the original terms of receivables. The assessment is performed on an individual basis in
consideration of various factors such as historical experience, credit quality, age of the accounts receivables
and economic conditions that may affect a customer’s ability to pay.

The amount of the bad debt allowance is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The estimated future
cash flow is determined based upon the significant financial difficulties of the debtor, probability that the
debtor will enter bankruptcy or financial reorganization, and default or delinquency in payments are
considered indicators that the trade receivable is impaired.
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Brexit

The United Kingdom held a referendum on June 23, 2016, to determine whether the United Kingdom should
leave the European Union (the “EU”) or remain as a member state, and the outcome of that referendum was in
favor of leaving the EU (commonly referred to as “Brexit”). The effects of Brexit will depend on any
agreements the United Kingdom makes to retain access to EU markets, and, while such impacts are difficult to
predict, Belgian exports may be negatively affected. In the year ended December 31, 2016, our sales in the
United Kingdom represented €148.6 million, or 26.6% of our revenue, mainly comprised of sales in our
Residential segment. Any reduction in consumers’ willingness or ability to spend due to Brexit-related
changes in the economic environments of the United Kingdom and Europe could materially affect our
revenue. In addition, lack of clarity about future UK laws and regulations as the United Kingdom determines
which EU laws to replace or replicate in the event of a withdrawal may increase costs associated with
operating in either or both of the United Kingdom and Europe

Note 3. Segment Reporting
Segment information is presented in respect of the Company’s business segments as defined earlier. The

performances of the segments is reviewed by the chief operating decision maker, which is the Management
Committee.

(€ thousands) 2016 2015

Revenue by segment 557,685 194,778
RUGS -ttt bbb bbb e £ b bR b bR £ £ bR R h R R £ A bR R b bR £ R bR R E bk R et b Rt b et 214,545 73,664
RESIABNTIAL .....e.viiviiee ettt ettt st e e b e e beeas et e b e beebeehees s et et e sbeebeeas e st esbesaeebesaeensenbe e ebenre s 236,758 84,797
COMMEICIAL.... ettt ettt ettt st b et e e e et s e e e b e e beeseesb et et e s be e b e essess e s bess e beeaeeseesbestebesaeebsensensenbesneeres 80,050 27,101
INON WWOVEIN ...ttt b e bbb R bbb e s e b e e Rt bRt b e bbb et e bt e bt b e b e b e e 26,332 9,216
Revenue by geography 557,685 194,778
0] (o] oL TSSOSO TP ST TSP TSRO OPTPRPO 429,580 158,248
INOTEN AMEIICA ...ttt ettt et ettt e ettt e st e ebeeas e st e st e s b e beebeessess et e st e eaeebeeasensenbesseebeaseensensessenbenneas 73,843 20,900
RESE OF WOTTA ...t bbbt b bbb bttt b bbb s et b et n bt 54,262 15,630
Adjusted EBITDA by segment 81,367 n.a.
RUGS .ttt bbb b E R R e R bR E AR £ R R e R bR R bbbt h bbb 37,969 n.a.
RESIABNTIAL ...ttt bbb bbbk h £ b bRt b kbt e e b bRt b b et st e bt n bt 28,411 n.a.
COMMEICIAL.... vttt ettt sttt et e e et e a e et e e beese e st e s et e sbe e b e eas e st e s bess e beeaeeneesbeseebesaeebsensessenbesneeres 12,067 n.a.
INON WWOVEIN ...kt h bbb bbb e £ e bt bbbt bt bbb e st e bt e bt b e bt et ne s 2,920 n.a.
Capital expenditure by segment 35,569 14,572
RUGS .ttt bbb b E R R e R bR E AR £ R R e R bR R bbbt h bbb 16,119 6,554
RESIABNTIAL ...ttt bbbt bbb b e b bRt b bRt e b e b st b b et s et b et n bt 12,460 5,687
COMMEICIAL.... vttt ettt sttt et e e et e a e et e e beese e st e s et e sbe e b e eas e st e s bess e beeaeeneesbeseebesaeebsensessenbesneeres 6,259 2,085
INON WWOVEIN ...kt h bbb s b b e £ e b e e b b e st b e bbb e bbb e bt b e b et e 732 246
Net inventory by segment 135,320 129,439
RUGS etttk b bbbk E R SR £ R bR e SRR R £ R £ SR £ e R bR e h b b e R Rt b e bt b e b e b e 63,642 56,794
RESIABNTIAL .......vecveieeciececete ettt ettt et et s b e e beeae et e st e sb e besbeeseess et et e sbeebeersessesbesaeebeaneensente s ebenre s 52,718 53,577
COMMEICIAL... .ttt ettt ettt e et et e s e et e e aeeseest et e besbe e b e eas e st esbesaeebesaeereesbeseebesaeebsensensenbesneres 15,346 15,608
INON WWOVEIN ...tk h bt h b £ b bR £ H e b Eeh £ ek e e e bt b e R e e bR b e bt eb e bt eb e e e bt b e sb e et e e e 3,614 3,460
Trade receivables by segment 41,326 32,892
RUGS etttk h bbb s bk E R SR £ k£ bR £ R R R Ao R £ SRR e R bR e Rt R b eE Rt b e e bt bt b n b e 17,263 11,846
RESIABNTIAL .......vecveieeciececete ettt ettt et et s b e e beeae et e st e sb e besbeeseess et et e sbeebeersessesbesaeebeaneensente s ebenre s 16,502 14,443
COMMEICIAL.... vttt ettt ettt ettt et e st et e e beeseesbe st ebesbeebeeas e st esbeseeebesasersesbe st ebesreebeensessenbesneres 6,149 5,623
INON WWOVEIN ...ttt bbbt b £ bt bR £ H e e b A Eeh £ e b e £ e bt b e R e e b e R b e b e nb e b e eb e b e bt b et sb et e e e 1,411 980

Given the international sales footprint of the Company, 98% of revenue is realized outside Belgium, with sales
in Belgium being equal to €12.5 million in 2016. The group has one customer representing 12% of the
Group’s revenue in 2016.

As of December 31, 2016, non-current assets amount to €445 million, of which €275 million is located in
Belgium (mainly factories) and €170 million outside Belgium (mainly Turkey, and to a lesser extent the US).
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Note 4. Goodwill

The net purchase price for the acquisition of Balta Finance amounts to €272.8 million. In accordance with
IFRS 3 “Business Combinations”, the purchase price needs to be allocated to identifiable assets and liabilities
acquired based on estimated fair values at the date of acquisition, with the excess of the purchase price amount
allocated to goodwill.

Our purchase price allocation has been substantially finalized and the total identifiable net assets acquired
amount to €148.1 million, resulting in a remaining amount of goodwill of €124.7 million. As part of the of
purchase price allocation, Adjusted EBITDA was adversely affected by €25.7 million due to the fair value
measurement (so-called fair value step-up) of the inventory. This non-cash impact has therefore been reversed
in the 2015 cash flow statement.

The goodwill represents, amongst other things, the value of the longstanding customer relationships, the
Company’s market position, brand and reputation, as well as the value of the Company’s workforce.

The goodwill impairment test is performed at the level of a cash-generating unit or a group of cash-generating
units, which is the lowest level at which goodwill is monitored for internal management purposes. Our CGUs
are generally in line with our segments, with our Residential segment broken down into two CGUs, Balta
Broadloom (polypropylene broadloom) and ITC (polyamide broadloom).

For the purpose of impairment testing, goodwill acquired in a business combination is allocated to the cash-
generating units that are expected to benefit most from the business combination. Consequently, the goodwill
resulting from the acquisition of Balta Finance (€124.7 million) has been solely allocated to Rugs (€94.3
million) and Commercial (€30.4 million).

The impairment testing has been performed on September 30, 2016. The assets and liabilities comprising the
CGU have not changed significantly since the most recent calculation. In addition, there are no indications
that recoverable amounts have decreased.

Based on the comparison of the value in use (derived using discounted cash flow analysis) and the carrying
amount (book value of capital employed) per cash-generating unit at September 30, 2016, the company has
been able to demonstrate that the recoverable amount exceeds the carrying amount and hence the goodwill is
not impaired. Key assumptions on which management has based its determinations of the value in use include
terminal value growth rates of 2% (2015: 2%) and an after-tax discount rate of 7.9% (2015: 7.9%). Cash flows
were projected for the next three years and is based on the updated business plan prepared in 2016.

The value in use is mainly driven by the terminal value which is particularly sensitive to changes in the
assumptions on the terminal value growth rate and discount rate. Discount rates are based on the weighted
average cost of capital. Terminal value growth rates take into consideration external macroeconomic sources
of data and industry specific trends. The table below presents the extent in which these two assumptions
would need to change in order to reduce the value in use to the carrying amount.

Decrease in Increase in
Sensitivity analysis per CGU growth rate  discount rate
RUGS -ttt b bbbt b e b bR h e R E AR £ R £ R RS h e R R £ R e R £ R e R e R £ b e £ b e b e R e bt e b e h e e b e b nas 2.4% 2.6%
Balta BrOAGIOOM ......oviivieiiiecee ettt ettt ettt ettt st e be et st st e b e e aeeatea b et et e beeheeab et et e sreereeae et enbesreere e 2.8% 3.1%
I 1R 5.2% 5.8%
(0] 11T (o1 - L PSSP PSPROPRSTORN 17.0% 21.5%
INONEWVOVEN ...ttt e et e e et e et e e st e e as e e seeeaseeseesaeesaeeeReesaseesaeesbeesbeesbeenbeenteeteenteensseenseenseenneenns 23.7% 32.7%

The relative small headroom for the Rugs division is a direct result of the acquisition of Balta Finance and is
not driven by changes in the underlying business performance. As explained above, €94.3 million of goodwill
has been allocated to the Rugs division.
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Note 5. Employee benefit expenses

(€ thousands) 2016 2015
Total employee benefit expenses 130,054 45,391
WWAGES QNG SAIATIES ...ttt ettt et bbbt e st b e s e e b £ b e e b e e bt e b e R e e b s e e b e b et e b et e bt eb et ebeneene et nes 92,289 34,257

SOCIAI SECUNIEY COSES ...ttt ettt bbb bbbttt bbbttt b et bbbt 29,974 8,705
PENSTION COSES ...ttt R Rttt 1,603 396
Other employee DENETIt EXPENSES .......cuiiuiiitiieii ettt ettt bbbt b e bt b ettt sa et et e e st b e b, 6,188 2,033

The Company can benefit from partial exemption of payment of withholding tax due on wages paid to
workers in team or nights shifts. The salary withholding tax is retained on the remunerations paid but the
amount of tax so retained must not be fully paid to the tax authorities. In 2015, €1.6 million of such incentives
were presented as part of the “other income”. For 2016, the equivalent amount is equal to €5.4 million and has
been deducted from employee benefit expenses. As the reclassification from other income to employee benefit
expenses provides more reliable and relevant information for the Group, the change has been adjusted
retrospectively for 2015 (in deduction of the employee benefit expenses instead as other income).

The average number of employees in 2016 and 2015 was equal to 3,238 (in full time equivalents) and 3,233
respectively. Part-time employees are included on a proportionate basis.

2016 2015
Average number of total employees 3,238 3,233
Average number of employees — BIUE COIIAN ...........ccciiiiiiiii s 2,694 2,698
Average number of employees — WHiIte COIAT ..........cccoiririiiiee s 544 535
Note 6. Other income and expenses
(€ thousands) 2016 2015
Other income 8,171 4,005
FOrEigN EXCANGE JAINS ... ...cviiiiit ittt bbbttt bbbk b et b bbbkttt n et 3,800 1,543
Rental income from solar rooftop INSEAlIAtIONS..............ccoiiiiiiiic e 1,410 626
GFANTS. ...t b bbb 602 -
RECNAIGE OF COSES ...ttt bbbttt b b bt b bbbttt enes 755 598
[ 1T OSSPSR 1,603 1,238
Other expenses 101,017 33,128
SEIVICES AN OtNET GOOUS. ... vttt b et b et s bbb st b et b bbb bt bbb ne e 67,772 21,238
SEIING EXPENSES ...ttt ettt bbbt b bttt b bR bbbt b bR £ b bR e e bR R bbb Rt bt b Rttt et 28,824 11,261
FOrEIgN EXCANGE TOSSES.........c.euiiiiiteiiiiet ettt bbbttt bbbttt 2,253 153
REAI ESLALE TAX ...tttk h e E bbbkt 2,156 -
ORI R Rttt 12 477

The note with respect to other income of 2015 has been restated due to change in accounting policy of the
payroll tax incentive (see note 5).

Other income comprises rental payments received from renting certain rooftops to a solar development
company. Other income also comprises grants for an amount of €0.6 million where for the last four months of
2015 no grants were received.

Some costs can be recharged to external parties for which the income was presented under other income. The
residual component of other income mainly relates to the de-recognition of old credit notes in relation to
commercial settlements.

The main component of other expenses is services and other goods. This mainly comprises electricity and
gas, maintenance and repair and interim blue collars. Selling expenses mainly comprise freight and
commissions.

For real estate tax IFRIC 21 was applied, which requires representation of real estate tax at the beginning of
the period. This explains the presence of a real estate tax in 2016 and not in 2015. Only the latest four months
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are presented in 2015 through the income statement. The real estate tax was already included in the acquisition
balance without affecting the income statement.

Note 7. Depreciation / amortization

The components of depreciations and amortizations can be summarized as follows:

(€ thousands) 2016 2015

Depreciation / amortization 28,666 8,014
AmOrtization of INTANGIDIE @SSELS ........iuiviiiriiie bbb 785 147
Depreciation property, plant and equipment 29,276 8,332
Release deferred revenue sale & 18aSEDACK ...........ciiiiiiiiiii s (1,395) (465)

The release of deferred revenue sale and lease back relates to the gradual recognition of the capital gain
realized on the sale and lease back of one of the Group’s manufacturing facilities in 2014. This deferred
revenue is recognized on a straight line basis over a 12 year period as partial offset to depreciation charges
over the period of the lease. The annual amount recognized in the income statement is €1.4 million, with the
balance of deferred income equal to €12.9 million as at December 31, 2016.

Note 8. Integration and restructuring expenses
The total integration and restructuring expenses incurred in 2016 amount to €5.1 million (2015: €10.4

million). This comprises various items which are considered by management as non-recurring or unusual by
nature.

(€ thousands) 2016 2015

Integration and restructuring expenses 5,128 10,396
COIPOFALE TESEIUCTUIINY ...vvtevrtetiiri ettt bbbt bbbt bbbt b bbbttt b et 1,920 196
Business restructuring..........ccoo..... 670 -
Acquisition related expenses - 8,908
Idle 1T COSES...c.vrvreiiiiicirirscie 703 -
Strategic advisory services............... 1,324 1,060
ORI R Rttt 496 231

Corporate restructuring: In 2016, the Company incurred costs in relation to changes in the senior management
team. A minor amount of these costs were already incurred in 2015 at the time the executive search was
initiated.

Business restructuring: In 2016, the Company paid a fee to terminate and agency agreement in the UK, as part
of the strategy to further develop our modulyss brand in Europe through a direct sales approach. In addition,
given the minor share of wool in our raw material mix, the decision was taken to close the wool spinning
department and, going forward, to buy wool yarns from third party suppliers.

Acquisition related expenses: In 2015, the Company incurred €8.9 million non-recurring expenses in relation
to the acquisition of Balta Finance.

Idle IT costs: in 2016, the Company incurred €0.7 million incremental IT costs in relation to a legacy IT
system used for a limited number of activities within the Group. The legacy system triggers incremental costs
for extended licenses and premium vendor support assistance given that the original support timeline has been
surpassed. These incremental costs are temporary only given that the Company has started a project to migrate
the legacy system to the new platform already used by the majority of business activities elsewhere in the
Group.

Strategic advisory services: in 2015, following the acquisition of Balta Finance, €1.1 million of expenses were
incurred in relation to a strategic review performed to determine the strategy of the Company going forward.

o8
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Note 9. Finance expenses

(€ thousands) 2016 2015

Total finance expenses 28,608 9,495
Interest expense on Senior secured notes 24,897 10,132
Interest expense on Bank borrowings (including 18aSiNG) ..........cccooriiiiriniieiiree e 504 376

OLNEE FINANCE COSES ...ttt bbb bbbt bbbkttt 2,244 879
Foreign exchange result on intercompany transaction 962 (1,891)

The Group’s finance expenses are driven by interest charges on the Senior Secured Notes, the Revolving
Credit Facility and on the finance leasing obligations. We refer to Note 21 and Note 22 for a description of
these facilities. Other finance costs mainly relate to factoring and forfaiting fees and other bank related
charges. The effective interest expense of the Senior Secured Notes comprises a cash interest of €22.5 million
(€9.2 million in 2015) and the amortization of capitalized financing fees of €2.4 million (€1.0 million in
2015).

Note 10. Income tax benefit / expense

(€ thousands) 2016 2015
Income tax benefit / (expense) 4,713 4,606
Current tax ..... (3,014) (803)

Deferred tax 7,727 5,409
Income taxes represent a ‘benefit’ in both 2016 and 2015, driven by the net positive deferred tax income. In
2015, the latter was driven by the net loss of the period whilst in 2016 this is driven by the recognition of a
deferred tax asset of €10.8 million in relation to tax credits for which the recognition criteria were previously
not met.

(€ thousands) 2016 2015

Income tax benefit / expense 4,713 4,606
Income tax calculated at Luxembourg tax rate (3L.4790) ......coviueueririririeieriiiieiere sttt e (6,495) 8,371
Rate differential due to transactions with Belgium, Turkey and US...........ccccovrriiniiieninnnceeeee e, 1,000 487
TaX-EXEMPLEA FEVENUES. ... vevevereeteeeteeteseetesteeetes e st seeseeteseesesbe st aseseesesseseebeseeseebe e ebes b eseasessebeseeseebeseasesbeseasensebeneeneetenes 323 1,994
Deferred tax aSSELS FECOGNISEA ........c.iiiiiieieriiieiet ettt ettt b ettt b et b bbbttt b et b et s e ne st b et e bt 10,789 1,907
Utilization of previously N0t recOgNIZEd taX @SSELS ........ccucvrueieririririiiiiiiieiee st 3,153 397
Tax losses for which no deferred tax asset iS reCOGNIZEA .........ocviveeriiiiiiiiiicc s (2,878) (8,074)
DiSAIOWED EXPENSES ...ttt ettt ettt ettt bbbttt b st bbb st £tk e bRt bbb e bt b b e b e n e b b et st e b e bt n bt (730) (197)

(013 SOOI (449) (280)

In assessing whether deferred tax assets should be recognized, management considers the extent to which it is
probable that the deferred tax asset will be realized. The ultimate realization of deferred tax assets is
dependent upon the generation of future taxable profits during the periods in which those temporary
differences and tax losses carried forward become deductible. Management considers the expected reversal of
deferred tax liabilities and projected future taxable income in making this assessment.

In 2015 and 2016, the Company has incurred certain tax losses subject to significant limitations (tax losses for
which no deferred tax asset is recognized). For those losses, deferred tax assets have not been recognized, as it
is not probable that taxable profit will be generated to offset those losses.
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Note 11. Intangible assets

Internally
Software generated
and intangible
(€ thousands) licences assets Total
Opening net book value
BUSINESS COMBINALION. ...ttt bbbttt b et 330 1,110 1,440
AGAITIONS. ... 223 146 369
DESPOSAIS ...ttt bbb h b b e R b £ bt bR bR b e e Rt b e b bt b b bt - 1) 1)
Transfers .............. 10 (11) 1)
Amortisation charge.... (35) (112) (147)
EXCRANGE GITFEIENCES ......uiiiiieiiet bttt ettt b et b bt ee e 6 - 6
Closing net book value 534 1,132 1,667
At December 31, 2015
COSE OF VAIUBTION ...ttt bbbttt b bbb 3,701 8,091 11,792
Accumulated amortisation, impairment and other adjUSEMENTS ...........coiviiiiieiiiiiieiiee e (3,167) (6,959) (10,126)
Closing net book value 534 1,132 1,667
Opening net book value 534 1,132 1,667
Ao 0110 OO STPRR TSP 829 665 1,494
Transfers (1) 15 (15) -
AMOTTISATION CNAIGE ...tttk r ekttt (257) (528) (785)
Closing net book value 1,121 1,255 2,376
At December 31, 2016
COSE OF VAIUBLION ...ttt ettt ettt st et et et s b et e eaaessesbesreebesbeensenbe s e besaeereenaenren 5,206 8,080 13,286
Accumulated amortisation, impairment and other adjUSEMENTS ...........cccoiiiiiiieiiiiiiieiiee e (4,085) (6,825) (10,910)
Closing net book value 1,121 1,255 2,376
(1)  The transfer of € 15 thousands consists of €676 thousands costs or valuation and €661 thousands accumulated
deprecations

The internal and external software development costs are capitalized under the internally generated intangible
assets. These projects are mainly related to SAP implementation, SAP upgrades and the automation of
production processes.

The total amortization expense of €0.8 million (€0.2 million for the 4 months period ended in 2015) is
included in the line “Depreciation, amortization and impairment” in the income statement.

Note 12. Property, plant and equipment

(€ thousands) Land and Plant and Other

buildings machinery  equipment Total
Opening net book value
BUSINESS COMDINALIONS .......coeviiiiiiiiiieiesr s 176,895 99,485 16,795 293,175
AUITIONS. ... 395 11,135 1,980 13,510
DISPOSAIS ...t - (35) (44) (79)
Depreciation Charge ..........cociierieiiee s (1,857) (2,701) (3,774) (8,332)
EXChaNge dIffErENCES ..ot 301 700 55 1,056
Closing net book value 175,734 108,584 15,012 299,332
At December 31, 2015
COSt OF VAIUBLION ... 234,421 522,710 46,443 803,574
Accumulated depreciation, impairment and other adjustments .............cc.ccoceeveernnnnns (58,687) (414,125) (31,429) (504,242)
Closing net book value 175,734 108,584 15,012 299,332
Opening net book value 175,734 108,584 15,012 299,332
AGAITIONS. ...t 1,446 23,787 11,249 36,483
DISPOSAIS ...ttt bbb - (1,543) (234) 1,777)
Depreciation Charge ..........cociierieeieie e e (5,854) (12,706) (10,923) (29,483)
EXChange diffrBNCES ..ottt (2,124) (3,107) (86) (5,316)
Closing net book value 169,203 115,016 15,019 299,237
At December 31, 2016
COSE OF VAIUBLION ... 232,628 528,504 46,983 808,115
Accumulated depreciation, impairment and other adjustments .............cc.ccoceeveerrenns (63,426) (413,488) (31,964) (508,877)
Closing net book value 169,203 115,016 15,019 299,237
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A total of €36.5 million (€13.5 million for 4 months period in 2015) has been invested, in particular in plant
and machinery.

The total depreciation expense of €29.5 million (€8.3 million for 4 months period ended in 2015) has been
charged in the line “Depreciation, amortization and impairment” in the income statement.

The Group’s assets which are pledged as security for the borrowings are described in Note 21

Exchange differences (2016: €5.3 million and 2015: €1.1 million) mainly relate to fluctuations in the closing
exchange rate of our Turkish entities which have a significant amount of land & buildings and plant &
machinery recorded on the statement of financial position.

Note 13. Deferred income tax assets and liabilities

IFRS requires the deferred taxes for each jurisdiction to be presented as a net asset or liability. Offsetting of

deferred tax liabilities from one jurisdiction against deferred tax assets of another jurisdiction is not allowed.
The table below presents the net deferred tax position in accordance with these presentation principles.

(€ thousands) 2016 2015
Deferred tax assets 18,950 8,573
Deferred tax assets to be reversed after more than 12 MONthS ...........covciviiiiiiiiicece e e 18,111 8,177
Deferred tax assets to be reversed Within 12 MONtNS..........ccccciiiiiiiiiic s 839 396
Deferred tax liabilities (69,775) (67,879)
Deferred tax liabilities to be reversed after more than 12 MONthS ..o s (64,491) (62,503)
Deferred tax liabilities to be reversed 12 MONTNS .........coooiiiiiiii b (5,283) (5,376)
Net deferred tax liabilities (50,825) (59,306)
The movement in the net deferred tax liabilities can be summarized as follows:

(€ thousands) 2016 2015
Beginning of period (59,306)

BUSINESS COMDINALIONS ...ttt bbbttt b ekttt renes (64,197)
Income statement charge......... 7,727 5,094
Other comprehensive income. 285 (432)
EXCNANGE GITFBIEINCES ...ttt bbbttt r ettt n e re 469 229
December 31% (50,825) (59,306)

In contrast to the table above, the table below shows the movement in deferred taxes on a gross basis, i.e.
without netting deferred tax liabilities and deferred tax assess within the same jurisdiction.

Deferred tax assets

Deferred
Tax losses income
carried sale and Intangible Employee

(€ thousands) forward leaseback assets Borrowings benefits Inventory Other Total
Beginning of period

Business combinations 10,125 5,017 3,186 1,903 2,079 202 2,741 25,253
(Charged)/credited to the income statement (272) (158) (319) (35) 480 (1,697) (2,001)
Exchange differences (437) (437)
Other comprehensive income - (432) (432)
December 31, 2015 9,416 4,859 2,867 1,903 1,612 683 1,044 22,384
January 1, 2016 9,416 4,859 2,867 1,903 1,612 683 1,044 22,384
(Charged)/credited to the income statement 9,451 (474) (956) (22) 325 (987) 7,338
Other comprehensive income................ 285 285
Exchange differences 12 12
December 31, 2016 18,879 4,385 1,911 1,903 1,875 1,007 57 30,018

In assessing the realizability of deferred tax assets, management considers the extent to which it is probable
that the deferred tax asset will be realized. The ultimate realization of deferred tax assets is dependent upon
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the generation of future taxable profits during the periods in which those temporary differences and tax loss
carryforwards become deductible. Management considers the expected reversal of deferred tax liabilities and
projected future taxable income in making this assessment. Based upon the level of historical taxable income
and projections for future taxable income over the periods in which the deferred tax assets are deductible,
management believes it is probable the Company will realize the benefits of these deductible differences. As
of December 31, 2016, the Company has certain tax losses subject to significant limitations. For those losses
deferred tax assets are not recognized, as it is not probable that gains will be generated to offset those losses.

As of December 31, 2016 total tax credits amounted to €453.6 million, resulting in a potential deferred tax
asset of €151 million of which the Company only recognized €18.9 million in 2016. As of December 31, 2015
total tax credits amounted to €498 million, resulting in a potential deferred tax asset of €157 million of which
the Company only recognized €9.4 million. The majority of the tax credits in 2015 and 2016 are incurred at
the level of the Belgian legal entities where - with the exception of the tax credits in relation to the Notional
Interest Deduction - there is no expiry date regarding the tax credits.

Deferred tax liabilities

Property, plant Income tax Intangible

(€ thousands) and equipment Inventory liability assets Other Total
Beginning of period

Business combinations (75,003) (12,043) (1,500) (407) (497) (89,450)
Charged/(credited) to the income statement . (2,093) 9,649 96 (13) (544) 7,095
Exchange differences 666 666
December 31, 2015 (76,430) (2,394) (1,404) (420) (1,040) (81,689)
January 1, 2016 (76,430) (2,394) (1,404) (420) (1,040) (81,689)
Charged/(credited) to the income statement (1,636) (388) 1,404 (31) 1,041 390
Exchange differenCes........coooeeiiiiiiiiiece s 457 - - - - 457
December 31, 2016 (77,610) (2,782) - (451) 1 (80,843)

Deferred income tax liabilities have not been recognized for the withholding tax and other taxes that would be
payable on the unremitted earnings of certain subsidiaries. Such amounts are permanently reinvested.
Aggregate unremitted earnings are equal to €150.1 million as of December 31, 2016 (as compared to €160.8
million as of December 31, 2015).

Note 14. Inventories

The table below provides a breakdown of total inventories as of December 31, 2016 and 2015:

(€ thousands) December December
31, 2016 31, 2015
Total inventories 135,320 129,438
Raw materials and CONSUMADIES ...........ccociiiiiiiiiiecie ettt ettt re s besr et e saeens e s e s ebenne s 60,564 60,736
Work in progress 19,087 18,548
FINISNEA GOOTS ...ttt b e bt b st b e bt e s bt h e bRt bbb e bt bt e bt b e bbb e e 55,670 50,153
The movement in ‘Work in progress’ and ‘Finished goods’ can be detailed as follows:
December December
(€ thousands) 31, 2016 31, 2015
Beginning of period 68,701 -
BUSINESS COMDINALION. .......iviitiitiii ettt ettt sttt ettt e et e e e e teesb et et e sbeebeebe e st eabesaeebeeaeessense s esbesseebesnsensestessentesneas 84,841
INCOME SEALEIMENT .....eieeeeeectee sttt et e et e st e e e e e teesaeesaeesaaessaessaeesbeesbeesbeesbeenseesseesseeseeenseesneeseesneesneesnnesnees 6,055 (16,140)
Of which: impact purchase price allOCALION. ..........cooiiiiiiiiiie e (14,879)
Of which: actual MOVEMENTS IN INVENTOTY ...tttk 6,055 (1,261)
End of period 74,757 68,701

The Company decreased the provision for obsolete inventory in 2016 with €0.3 million which is included in
“Raw materials used” and “Changes in inventories of finished goods and work in progress” respectively
related to raw materials and finished goods (including work in progress).
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The sum of the raw material expenses and the changes in inventories recognized as expenses in 2016 amounts
to €253.4 million as compared to €119.0 million in 2015.

The Group’s assets which are pledged as security for the borrowings and senior secured notes are described in
Note 21.

Note 15. Trade and other receivables

December December

(€ thousands) 31, 2016 31,2015
Total Trade and other receivables 55,068 46,634
Trade and other receivables (non-current) 138 91
Other aMOUNLS FTECEIVADIE...........oiiieieiciecte et e et e s be e te e st et e besaeeteeaeessenbesrasbeaneas 138 91
Trade and other receivables (current) 54,930 46,544
NEL rAAE TECEIVADIES ... .ottt sttt s b e e beebeese et e s b e e beebeeseesbess e besaeebeensesebesaenteans 41,325 32,892

TrAAE FECEIVADIES ... .eviiviieceiee ettt ettt e st et e e beess et e st et e s beebeess e s esbesaeebeereensenbesrenteanean 42,658 35,426

Less: Bad debt @lIOWANCE .........cuiiiiiieiiiiee ettt bbb ettt (1,333) (2,535)
Prepayments and CCTUBH INCOMIE. .......ccueiiuirieiiiieiieie ettt sttt ettt st b et bbb s et st e s e b e e be b b et ene et s 1,945 1,124
Other aMOUNES FTECEIVADIE..........eoiiiiieiciecte ettt et et s beeteesa e s e besbeebeereessesbesreabesnean 11,661 12,528

The fair value of the trade and other receivables approximates their carrying amount as the impact of
discounting is not significant.

As part of its normal course of business, the Group has entered into non-recourse factoring agreements with
financial parties. The Group has derecognized the accounts receivable for which substantially all risk and
rewards of ownership have been transferred.

As of December 31, 2016 trade receivables that were past due amounted to €8.7 million compared to €8.2
million at December 31, 2015.

The group has one external customer, representing 12% of the Group’s revenue.

The Group uses credit insurance as a means to transfer the credit risk related to trade receivables.
Furthermore, our trade receivables portfolio is very diversified, in terms of both segmentation and client base,
which mitigates the credit risk. The credit quality of the trade receivables that are neither past due nor
impaired is good.

The assessment to set up a bad debt allowance is performed on an individual basis in consideration of various
factors such as historical experience, credit quality, age of the accounts receivables and economic conditions
that may affect a customer’s ability to pay. For the years ended December 31, 2016 and 2015 there are no
significant receivables past due more than 3 months for which no provision has been set up.

The carrying amounts of the Group’s trade and other receivables are denominated in the following currencies:

December December
(€ thousands) 31, 2016 31, 2015
Total trade and other receivables 55,068 46,634
LU PSSR PS OSSP 32,650 28,073
9,723 6,097
2,352 3,105
10,344 9,359

Movements in the Company’s bad debt allowance with respect to trade receivables are as follows:

(€ thousands) 2016 2015
Beginning of period (As at January 1) (2,535) -
BUSINESS COMDINALIONS ...ttt sttt te e se b e e s s et esess e s e ebeseese b e seesessebenseneebenaeseaeneasenaereneens (2,142)
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IMPAITMENE 10SS FECOGNIZEM. ... ittt ettt ettt et b et b bbb et eb et e b e b e bt et e e et e e e ne st (39) (513)
Receivables written off during the year as uncollectible 761 115
UNUSEA BMOUNES TBVEISE. ...ttt 479 5
End of period (As at December 31) (1,333) (2,535)

The creation and release of allowances for impaired receivables has been included in other income/expenses
in the income statement. Amounts charged to the allowance account are generally written off when there is no
expectation of recovering additional cash.

The other classes within trade and other receivables do not contain impaired assets.
The maximum exposure to credit risk at the reporting date is the carrying value of each class of receivable
mentioned above. As per December 31, 2016 the Group holds collateral (letters of credit and corporate or

bank guarantees) for an amount of €0.3 million (as compared to €0.4 million as of December 31, 2015).

Note 16. Cash and cash equivalents

December December
€ thousands) 31, 2016 31, 2015
Total cash and cash equivalents 45,988 45,462
Cash at bank and ON NANAS ...........ocviiiiiii ettt sttt sr e be s aeers e s e st e sbesreebsessesebesreeres 38,553 36,586
Short-term bank deposits................. 2,035 2,933
Cash from local financing 5,400 5,943

The cash from local financing relates to cash and cash equivalent balances held by subsidiaries that operate in
countries where legal restrictions apply and as such the cash and cash equivalents are not directly available for
general use by the parent or other subsidiaries.

The credit quality of the banks and financial institutions is disclosed in Note 24. The Group’s assets which are
pledged as security for the borrowings are described in Note 21.

Note 17. Share capital and share premium

The legal issued share capital of the Company is set at €171 thousand divided into 171,000 ordinary shares
with a nominal value of 1 EUR each. The Company is incorporated with an initial share capital of €31
thousand which was subsequently increased with €140 thousand to €171 thousand. The capital of the
Company may be increased or reduced by a resolution of shareholders adopted in the manner required for
amendment of the articles of association in addition to any approvals required by statutory law and requires
approval from LSF9 Balta Midco S.a r.l. (registered with the Luxembourg Trade and Companies Register
under number B 197722). All shares issued by the Company were fully paid, together with a share premium of
€1.3 million.

Note 18. Other comprehensive income

Components of other comprehensive income (OCI) are items of income and expenses (including
reclassification adjustments) that are not recognized in the profit or loss as required or permitted by other
IFRSs. The Group has other comprehensive income which mainly relate to the remeasurements of post-
employee defined benefit obligations, the gains and losses arising from translating the financial statements of
foreign entities and the changes in the fair value of hedging instruments.

The movements in other comprehensive income are summarized in the table below:

(€ thousands) 2016 2015

Items in OCI that may be subsequently reclassified to P&L (7,409) 720
Cumulative translation reserves as of December 31 (7,293) 720
Cumulative translation reserves at beginning of the PEriod............ccoiieiiiiniic e, 720 -
Exchange differences on translating foreign OPerations ..........c.ocvvveiiriiieciiree e (8,013) 720
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Cumulative changes in fair value of hedging instruments as of December 31 (116) -
Cumulative changes in fair value of hedging instruments at beginning of the period - -
Changes in fair value of hedging instruments during the period (116) -
Items in OCI that will not be reclassified to P&L 346 943
Changes in deferred taxes at December 31 (147) (432)
Changes in deferred taxes at beginning of the period (432) -
Changes in deferred taxes during the period... 285 (432)
Changes in employee defined benefit obligations at December 31 493 1,375
Changes in employee defined benefit obligations at beginning of the period...........ccccoviiiiiiiiiiniii e, 1,375

Changes in employee defined benefit obligations during the Period ... (882) 1,375

Total other comprehensive income at December 31 (7,063) 1,664
Cumulative translation reserves

The cumulative translation reserves arise from translating the non-monetary financial assets such as equity of
the foreign entities Balta USA (USD), Balta Oriént and Balta Floorcovering (TRY), into the currency of the
group (EUR). The exchange rates used to translate the foreign operations are disclosed in Note 1.3.

Cash flow hedge accounting

Cash flow hedge accounting has been initiated on June 1, 2016. Therefore, changes in fair value of the
forward contracts before this date have been recorded directly in P&L. The movement schedule below
summarizes the amounts recorded into the cash flow hedge reserve and the portion that was recognized in the
income statement in relation to contracts that were settled in December 2016:

December 31,
€ thousands 2016

(@] oL T qTo o 1= g Tol OO TS P RR -
Amounts recorded in the Cash FIOW NEAGE FESEIVE ........c.euiuiuiviiiiiieicieicii e 2,190
Amounts recognized in the INCOME SEALEIMENT.................ccoviviuereeseteeeesetereesesteseesstestessseniesessesteneesesseseesessesessssssnsesessntenessseseneeses (2,307)
Cash flow hedge reserve, BNding DAIANCE. ..........c.c.ciiiiiiieiiceiet ettt bttt b et b bbbt en st n e (116)

Employee defined benefit obligations

The Group operates defined benefit pension plans. The changes in pension liabilities are accounted for
through other comprehensive income when the changes relate to a change in actuarial assumptions from one
year to another.

In the recent past, several insurance companies have decided to reduce the technical interest rate on group
insurance contracts to a level below the minimum return guaranteed by law for Belgian defined contribution
pension plans. Because the employer has to guarantee the statutory minimum return on these plans, not all
actuarial and investment risks relating to these plans are transferred to the insurance company or pension fund
managing the plans. Therefore these plans do not meet the definition of defined contribution plans under IFRS
and should by default be classified as defined benefit plans. Refer to Note 26 for further details.

The liability has been measured using a discount rate of 1.31% for 2016 and 2.05% for 2015.
Deferred Taxes
The changes in pension liabilities also affect deferred taxes. When the change in pension liabilities are

recorded through other comprehensive income, the related deferred tax charge also is recorded in other
comprehensive income.
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Note 19. Retained earnings

(€ thousands) 2016 2015

Beginning of period (21,995) -
Profit / (LOSS) FOr the PEIIOU.........c.iiuiuiiiiiit ittt b et b bbbt e e bt b et b b et e b eneebe s 25,345 (21,995)
December 31 3,351 (21,995)

Five percent of the net profit of the year of the Company is allocated to an undistributable legal reserve. This
deduction ceases to be compulsory when such reserves amount to ten percent of the issued share capital of the
Company.

The balance may be distributed to shareholders upon decision of a general meeting of shareholders, taking
into account the restrictions as defined in the senior facilities agreement.

Note 20. Preferred Equity Certificates

In connection with the acquisition of Balta Finance, the Issuer has issued 1,108,800 preferred equity
certificates (“PECs”) having a nominal value of €125, for an aggregate amount of €138.6 million. The
aggregate amount has been paid in cash to the Company on August 10, 2015. The terms and conditions of the
preferred equity certificates are governed by and construed in accordance with the laws of Luxembourg. The
main characteristics of the PECs at the end 2015 are as follows:

e Each PEC is entitled to receive a return which is mainly driven by any income derived by the
Company from its investment in LSF9 Balta Investments S.a r.l., it being understood that the
Company shall retain a margin on an annual basis on its financing activity as determined from time to
time by a transfer price study

e Mandatory redemption at maturity, December 31, 2045

e Optional redemption prior to the maturity date, subject to certain restrictions including that the
redemption payment will not violate any covenant contained in or result in a default under any
agreement or other financial obligation of the Company or any of its subsidiaries after making such
payment

e In the event that the Company would sell all or part of the shares of LSF9 Balta Investments S.ar.l. or
in the event that LSF9 Balta Investments S.a r.l. would sell the preferred equity certificates it has
issued and to which the Company has subscribed, the Company shall be entitled to convert any or all
of the PECs into shares of the Company. Any shares issued to the holder(s) of the PECs shall be
subject to a pledge or other security interest in favor of the Company’s creditor under the senior debt
documents if and to the extent such creditors are secured by a pledge on the then-issued and
outstanding shares of the Company

e The number of shares to be issued per converted PEC equals the quotient determined by dividing the
sum of the par value of the PEC plus the amount of any accrued yield that is unpaid by the nominal
value of the shares

Given that the Company does not have an unconditional right to avoid delivering cash to settle the PECs, the
contract has been classified as a financial liability under IFRS per December 2015. The presence of early
redemption and conversion options implies that the contract contains multiple embedded derivatives. Given
the inability to separate the embedded derivatives from the host contract, the entire contract was measured at
fair value through profit or loss. As of December 31, 2015, management believes that the cash consideration
received was a reliable measure of fair value. This measure is a Level 3 estimate, as described in Note 24.

106




LSFg Balta Issuer S.A. — 2016 Annual Report to Noteholders

Immediately following December 31, 2015, the Subscriber and the Issuer discussed and agreed on changes to
be made to the PEC agreement. The terms and conditions were formalized later in a separate agreement which
came into effect on January 1, 2016. In this agreement, the parties have confirmed to amend the PEC
agreement as follows:

e The Issuer has the option in its discretion to request the extension of the maturity date, each time for a
period of one year;

e Upon the occurrence of a mandatory redemption trigger event, which is an event at the full discretion
of the Issuer, the Issuer shall mandatorily redeem the then outstanding PECs for an amount equal to
the sum of their relevant par value and any accrued and unpaid yield.

The amended and restated terms and conditions will become effective on and as from the earlier of (i) the date
the Senior Secured Notes are repaid in full and (ii) the date any security interest over the PECs are irrevocable
and unconditionally released (the “Effective Date”). Until the occurrence of the Effective Date, the PECs will
remain subject to the original terms and conditions as outlined above.

Based on the separate agreement, the Company will have an unconditional right to avoid delivering cash to
settle the PECs. Consequently, the contract no longer meets the definition of a financial liability under IFRS,
but instead qualifies as an equity instrument. The financial liability has been extinguished on January 1, 2016
and the book value at this date has been recognized as an increase in the Company’s equity.

Note 21. Senior Secured Notes

December December

(€ thousands) 31, 2016 31,2015

Total Senior Secured Notes 283,510 283,690
NON=CUITENT POFTION. ...ttt bbbt b et b bbbttt b bRt bbb Rt b e b st b b et sttt eb e bt n bt 279,277 276,826
OF WHICH: GrOSS GEIL ... .o ettt ettt b e e b es e ebe st en e ebe e ne e, 290,000 290,000
Of which: capitalised financing fees (10,723) (13,174)
(@10 =T o o o Yo 1 To] o OSSR SRROPTSRRI 4,234 6,864
OF WHICH: GrOSS GEIL ... ettt ettt et b e es et st e s et e e ne e, 6,618 9,177
Of which: capitalised fiNANCING FEES ........iuiuiiiiice et (2,384) (2,314)

The Issuer issued €290 million aggregate principal amount of 7.75% Senior Secured Notes due 2022 as part of
the financing of the acquisition of Balta Finance. The Indenture is dated August 3, 2015 and the principal
amount was released from the escrow account at Completion Date. The maturity date is of the Senior Secured
Notes is September 15, 2022.

Interest on the Senior Secured Notes accrue at the rate of 7.75% per annum and are payable semi-annually in
arrears on March 15 and September 15 of each year, commencing on March 15, 2016.

At the end of December 2015, accrued interest related to the period August 3, 2015 until December 31, 2015,
i.e. five months, given that the first interest payment had not yet occurred. As from 2016, accrued interest at
the end of December is lower given that interest accrues over a shorter period of time, namely from September
15 until December 31.

Costs related to the issuance of Senior Secured Notes have been included in the carrying amount and are
amortized into profit or loss over the term of the debt in accordance with the effective interest method. Total
costs capitalized amounted to €16.4 million, of which €13.1 million remain capitalized as of December 31,
2016 (as compared to €15.5 million on December 31, 2015).

The current portion of the debt associated with the Senior Secured Notes relates to accrued interest payable at

the next interest payment date and the portion of the capitalized financing fee that will be amortized into profit
or loss over the next 12 months.
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The Senior Secured Notes are subject to certain incurrence covenants that restrict, among other things, our
ability to:

e incur or guarantee additional indebtedness and issue certain preferred stock

e create or permit to exist certain liens

e make certain restricted payments, including dividends or other distributions

e prepay or redeem subordinated debt or equity

e make certain investments or acquisitions, including participation in joint ventures

e engage in certain transactions with affiliates

o sell, lease or transfer certain assets, including stock of restricted subsidiaries

e guarantee debt of the Issuer or any Guarantor without also guaranteeing the Senior Secured Notes

e create certain restrictions on the ability of restricted subsidiaries to pay dividends or make other
payments to

e the Issuer or a restricted subsidiary
e create unrestricted subsidiaries

e merge or consolidate with other entities or transfer all or substantially all of the Issuer and its
restricted

e subsidiaries’ assets or a Guarantor’s assets
e impair the security interest for the benefit of the holders of the Senior Secured Notes
The Senior Secured Notes are secured by first-ranking security interests over the following collateral:
e the issued shares of the Guarantors
o the issued preferred equity certificates of the Issuer and Balta Investments
e certain bank accounts of the Guarantors
e certain moveable assets of certain of the Guarantors
e certain intra-group loans and receivables of the Guarantors

e a business pledge with respect to the business of Balta Industries NV, Balta Oudenaarde NV and
Modulyss NV

The collateral also secures the Revolving Credit Facility (see Note 22) and certain hedging obligations on an
equal and ratable basis. Under the terms of the Intercreditor Agreement, in the event of enforcement of the
security over the collateral, holders of the Senior Secured Notes will receive proceeds from the enforcement of
the collateral only after indebtedness in respect of the Revolving Credit Facility and certain hedging
obligations have been repaid in full. Any such proceeds will, after all obligations under the Revolving Credit
Facility and such hedging obligations have been repaid from such recoveries, be applied pro rata in repayment
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of all obligations under the Indenture and any other obligations that are permitted to be secured over the
Collateral under the Indenture on an equal and ratable basis.

Note 22. Bank and other borrowings

In 2015, a portion of the proceeds from the issuance of capital, preferred equity certificates and Senior
Secured Notes were used to repay €160.5 million of existing debt, including the repayment in full on August
11, 2015 of all outstanding borrowings under the Senior Facility Agreement, the Reverse Factoring
Agreement and the subordinated shareholder debt agreement, together with the repayment in full of the debt
outstanding under the Halkbank facility.

The table below provides an overview of the bank and other borrowings that continue to exist on December
31, 2015 and 2016:

December December

(€ thousands) 31, 2016 31,2015

Total Bank and other borrowings 18,002 20,277
NON=CUITENT POTTION. ...ttt bbb et bbbk b etk b Rt bbb st e b b s b b et e s ettt n bt 15,388 17,787
FINANCE 188SE THADIIITIES ......veiviciicieic ettt b e s b e e beeae et et e saeebesreensensesr e besre s 15,388 17,787
(10 g g=T o o o To] o o OO OSSOSO 2,614 2,490
BaNK DOMTOWINGS ...ttt bbbttt bbbttt bbbt en e 120 40
FINANCe 18858 lADIIITIES .......vcviiviiciiieecc ettt st et e b et e seese et et e s et e seane e erenrens 2,494 2,450

Bank borrowings

On August 3, 2015, Balta Issuer and Balta Investments entered into a Revolving Credit Facility Agreement
providing for a €40.0 million Revolving Credit Facility; which was increased to €45.0 million in 2016. The
Revolving Credit Facility is secured by first-ranking security interests over the collateral, which also secure
the Senior Secured Notes and the Guarantees. Under the Revolving Credit Facility, a lender may make
available an ancillary facility, such as overdrafts, guarantees, short-term loan facilities, derivatives or foreign
exchange facilities subject to the satisfaction of certain conditions precedent, to a Borrower or an Affiliate of a
Borrower in place of all or part of its unutilized commitment under the Revolving Credit Facility. Amounts
drawn under the Revolving Credit Facility may be used for working capital and other general corporate
purposes of the Restricted Group, operational restructurings or permitted reorganizations of the Group.

The initial facility commitments of ING Belgium NV and KBC Bank NV were each converted into an
Ancillary Facility Agreement for an aggregate amount of €40.0 million.

The Revolving Credit Facility Agreement contains customary and certain deal specific affirmative loan style
covenants and restrictive covenants. Set out below is a brief description of such covenants, all of which are
subject to customary and certain deal specific exceptions.

e Incurrence covenants. These are substantially the same as those applicable to the Notes

e Affirmative covenants. These require, among other things, (i) the provision of certain financial
information, (ii) the provision of certain financial information, (ii) the obtaining, compliance with and
maintenance of authorizations required by law or regulation to enable each Obligor to (a) perform its
obligations under the finance documents under the Revolving Credit Facility and the Acquisition
Documents (b) ensure the legality, validity, enforceability or admissibility in evidence of any Finance
Document and the Acquisition Documents to which it is a party, and (c) to enable it to own its
property and assets and to carry on its business; (iii) compliance in all material respects with
applicable laws and regulations; (iv) payment of taxes; (v) preservation of assets; (vi) maintenance of
pari passu ranking of any unsecured and unsubordinated claims of a Finance Party against each
Obligor under the Finance Documents with the claims of other unsecured and unsubordinated
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creditors (except where such claims are mandatorily preferred by law); (vii) commercially reasonable
steps to preserve and enforce material rights under the Acquisition Documents; (viii) maintenance of
insurances; (ix) the preservation and maintenance of intellectual property; (x) certain further
assurances with respect to the Collateral; (xi) access to books, accounts and records, viewing of assets
and discussion with management following an Event of Default; and (xiii) compliance with sanctions
and anti-money laundering laws.

¢ Negative covenants: These include, among others, restriction with respect to changes of center of
main interests.

¢ Financial covenants: the Issuer is required to ensure compliance with a Total Net Leverage Ratio
financial covenant, requiring the Issuer to ensure that (to the extent tested) the Total Net Leverage
Ratio as at the end of each relevant quarter period does not exceed 6.50:1. The financial covenant
shall only apply to the extent that the aggregate principal amount of all outstanding loans under the
Revolving Credit Facility and all outstanding cash drawings under any ancillary facilities on the last
day of the applicable relevant quarter period is greater than 30% of the total commitments in respect
of the Revolving Credit Facility as at the end of the relevant quarter period. This financial covenant
will be (to the extent tested) tested quarterly on a rolling 12-month basis.

We confirm that as of December 31, 2016, the aggregate Base Currency Amount of the outstanding principal
amount of all Loans and all cash drawings under the ancillary facilities is less than 30% of the Total
Commitments and therefore the financial covenants do not apply.

The Revolving Credit Facility is guaranteed by each Guarantor. The initial borrowers and guarantors of the
Revolving Credit Facility were the Company and Balta Investments. On October 10, 2015 the following
members of the Group acceded to the Revolving Credit Facility as borrower and guarantor: Balta Finance,
Balta NV, Balta Industries NV, Balta Oudenaarde NV and Modulyss NV. The collateral that secures the
Senior Secured Notes, as described in Note 21, also secures the Revolving Credit Facility. Under the terms of
the Intercreditor Agreement, in the event of enforcement of the security over the collateral, holders of the
Senior Secured Notes will receive proceeds from the enforcement of the collateral only after indebtedness in
respect of the Revolving Credit Facility and certain hedging obligations have been repaid in full.

The Revolving Credit Facility also provides that (i) the aggregate consolidated EBITDA (as defined in the
Revolving Credit Facility Agreement) of the Guarantors (provided that for this purpose where any Guarantor
has negative earnings before interest, tax, depreciation and amortization (calculated on the same basis as
Consolidated EBITDA) its earnings before interest, tax, depreciation and amortization shall be deemed zero)
is required to exceed 80% of the Restricted Group’s Consolidated EBITDA and (ii) the aggregate of the total
assets (excluding good will and intra-Group items) of the Guarantors is required to exceed 70% of the total
assets of the Restricted Group ((i) and (ii) together, the “Guarantor Coverage Test”). Subject to the Agreed
Security Principles, the Issuer shall procure that any other member of the Group required to become an
additional Guarantor in order to ensure compliance with the Guarantor Coverage Test accedes to the
Revolving Credit Facility as a Guarantor.

We confirm that the aggregate of the Adjusted EBITDA of the Guarantors (without double counting) exceeds
80% of the Adjusted EBITDA of the Group and the aggregate of the total assets of the Guarantors (without
double counting) exceeds 70% of the total assets of the Group.

Factoring

As part of its normal course of business, the Group has entered into two non-recourse receivables financing
agreements, whereby it may sell trade receivables arising from the normal course of business at face value less
certain reserves and fees. The insolvency risk related to the factored receivables has been transferred to the
factoring company, who in turn has transferred this risk to a credit insurance company. Under the non-
recourse agreements, the Group collects payments from its customers on behalf of the factoring company to
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which it has factored its receivables. Given that substantially all of the risks and rewards of ownership has
been transferred, the trade receivables assigned to the factoring companies have been derecognized from the
statement of financial position.

Whilst the factoring program described above relates the portfolio of credit insured trade receivables, the
Group has also entered into a forfaiting agreement where a financial institution agrees to purchase (forfait) on
a revolving basis the receivables from individually identified debtors. The credit risk related to these
receivables is fully transferred from the Group to the financial institution and as a result hereof, the financial
institution bears the risk of non-payment by the debtor. The Group has been mandated to collect the forfeited
receivables for the account of and on behalf of the financial institution. The eligible portion of the trade
receivables that have been transferred and financed under this agreement have been derecognized from the
Group’s statement of financial position. The Group continues to recognize a portion of the receivables to the
extent of its continuing involvement, in accordance with IAS 39 “Financial instruments: recognition and
measurement”’.

The Group is also party to an Accounts Receivables Purchase Agreement with a financial institution, in the
framework of a supply chain financing program offered by a large customer. Under the agreement, the Group
offers to sell some or all of its accounts receivable due from this customer to the financial institution. Given
the non-recourse nature of the agreement, the accounts receivables are derecognized on the moment the cash
is received.

Note 23. Leases
Finance lease liabilities

The table below shows the net book amount of the “land and buildings” and “plant and machinery” which are
subject to a finance lease agreement:

December December

(€ thousands) 31, 2016 31, 2015

Net book value - Land and Buildings 14,193 15,726
COSt-CapitaliSed fINANCE IBASES ........c.euiuiiitetiiieieiei ettt b bttt b ettt 18,412 18,412
ACCUMUIALE TEPIECTALION ...ttt bbbttt n et (4,219) (2,685)
Net book value — Plant and machinery 5,558 5,888
COSt-CapitaliSEd FINANCE 1EASES ... ..eveiiieeieieiteee ettt etttk e b e s e st e se e st be st e b et e s e e s eneeteseeneeteneenis 6,608 6,608
ACCUMUIALE HEPIECIALION ...ttt bbbkttt bbbttt b et b ke b ettt bt (1,050) (720)
Net book value — Total leased Property, Plant & Equipment 19,751 21,614
Cost-Capitalised finance leases 25,020 25,020
ACCUMUIALE HEPIECIALION ...ttt bbbkttt bbbttt b et b ke b ettt bt (5,270) (3,405)

The finance lease liabilities have decreased from €20.1 million as of December 31, 2015 to €17.8 million as of
December 31, 2016. No material new financial lease contracts have been signed during the period.

The gross investment in leases and the present value of minimum future lease payments are due as follows:

December December
(€ thousands) 31, 2016 31, 2015
Gross finance lease liabilities — minimum lease payments 20,293 23,142
N o T LT g (T T - T SRRSO 2,824 2,850
Later than 1 year and N0 [ater than 5 YIS ..ot 6,479 7,990
[ =T g T L TSSO 10,990 12,302

December December
(€ thousands) 31, 2016 31, 2015
Total present value of finance lease liabilities 17,787 20,136
INO TAEEE TNAN L YBAT ...ttt bbbt b b et b e e b e s e e b £ b ne e b e ke Rt s b e s b e b e eb e b e eb et e bt et e e b e et e e 2,399 2,349
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Later than 1 year and N0 [ater than 5 YEAIS ..........coiiiiiiiiiereee ettt 5,263 6,612
LB thAN B YBAIS ...ttt bbb bbb £ bbb bR bR bbbt 10,125 11,175

Operating leases

The Group leases various equipment, machinery and vehicles under operating lease agreements. The lease
terms are between 3 and 12 years.

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

December December
(€ thousands) 31, 2016 31, 2015
Total present value of operating lease commitments 10,460 7,145
INO TAEET TNAN L YBAT ...ttt et b e e bbb bt E e b £ b e b e b e Rt s b e s b e b e nb e bt b et e b e b et ebenebe e 3,358 2,360
Later than 1 year and no later than 5 years. 5,595 4,785
LAEEE thAN B YBAIS ...ttt bbb et bbb b £ b Rt b bR e bR bbb Rt b et b e 1,507 -

Note 24. Additional disclosures on financial instruments

The following table presents the carrying amounts and fair values of each category of financial assets and
financial liabilities:

Fair value December December December December
(€ thousands) hierarchy 31, 2016 31, 2016 31,2015 31,2015
Carrying Fair value Carrying Fair value
amount amount

Assets as per statement of financial positions 101,102 101,102 92,883 92,883
Loans and receivables............cccecvvinicnnciccc 101,056 101,056 92,097 92,097
Trade and other receivables............ccooveiinnniiiiiicne, 55,068 55,068 46,635 46,635
Cash and cash equiValents...........cccooeeerinnceninseeeien Level 1 45,988 45,988 45,462 45,462
Assets at fair value through profit or loss.......... - - 786 786
Foreign exchange derivative financial instruments Level 2 - - 273 273
Fixed price electricity purchase commitments ...................... Level 2 - - 512 512
Assets at fair value through OCl.........cccccoviiiiiiiicnne. 46 46 - -
Foreign exchange derivative financial instruments ............... Level 2 46 46 - -
Liabilities as per statement of financial positions 433,237 468,726 560,105 584,879
Financial liabilities measured at amortised cost ............... 433,075 468,564 421,505 446,279
Senior Secured Notes Level 1 283,511 319,000 276,826 301,600
Bank and other bOrrowings ............ccccoevveecoiinccnnineienns Level 2 120 120 40 40
Finance lease liabilities ..o Level 2 17,881 17,881 20,237 20,237
Trade and other payables...........ccccoeviviieiennneieieeee s 131,562 131,562 124,402 124,402
Financial liabilities measured at fair value through - - 138,600 138.600
Profit OF 10SS....c.ciiiiiiciiiccc _
Preferred equity Certificates..........cocuvevirrreieiineenrreeene - 138,600 138,600
Financial liabilities measured at fair value through 162 162 - R
OC e _

Foreign exchange derivative financial instruments ............... Level 2 162 162 - -

The different levels of valuation method have been defined as follows:

e Level 1: are valuations derived from quoted prices (unadjusted) in active markets for identical assets
or liabilities;

e Level 2: are valuations derived from inputs other than quoted prices included within level 1 that are
observable for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived
from prices);

o Level 3: are valuations derived from inputs for the asset or liability that are not based on observable
market data (that is, unobservable inputs).
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The fair value of the Senior Secured Notes is based on a Level 1 estimate, with a price of approximately 110%
as of December 31, 2016 (compared to a price of approximately 104% as of December 31, 2015).

The fair value of the PECs per December 31, 2015 has been determined using Level 3 estimates, see Note 2
and Note 20.

The fair value of all other financial instruments, with the exception of cash- and cash equivalents, has been
determined using Level 2 estimates. The fair value of the forward foreign exchange contracts have been
determined using forward exchange rates that are quoted in an active market. A similar valuation approach has
been applied to determine the fair value of the fixed price electricity purchase commitments at the Completion
Date. The effects of discounting are generally insignificant for Level 2 derivatives. For trade and other
receivables, as well as trade and other payables, the carrying amount is considered to be a good estimate of the
fair value, given the short term nature of these items.

Note 25. Financial risk management

The Group’s activities expose it to a variety of financial risks: market risk (including foreign exchange risk,
fair value interest rate risk, cash flow interest rate risk and commodity price risk), credit risk and liquidity risk.
The Group’s overall risk management program focuses on the unpredictability of financial markets and seeks
to minimize potential adverse effects on the Group’s financial performance. The objective is to identify,
quantify, manage and then monitor events or actions that could lead to financial losses. Derivative financial
instruments are used to hedge certain risk exposures at Group level. The Group did not apply hedge
accounting to these transactions during the period covered by these consolidated financial statements.

Qualitative and quantitative disclosures about market risk

Foreign Exchange Risk

We have significant exposure to the value of the British Pound, the U.S. dollar and the Turkish lira.
Consequently, our financial results have been, and in the future will likely continue to be, subject to currency
transaction and translation effects resulting from fluctuations in exchange rates, primarily the EUR/USD,
EUR/GBP and EUR/TRY exchange rates. The proportion of our revenue recognized in each currency does not
exactly correspond with the revenue derived from each geography, as we sometimes invoice customers in
currencies other than their local currency. For instance, many of our sales in the United Kingdom are invoiced
in euro.

Our Consolidated Financial Statements are prepared in euro. We are therefore exposed to translation risk on
the preparation of our Consolidated Financial Statements when we translate the financial statements of our
subsidiaries which have a functional currency other than euro. A portion of our assets, liabilities, revenue and
costs are denominated in various currencies other than euro, principally GBP, USD and TRY. As a result, our
consolidated results of operations, which are reported in euro, are affected by currency exchange rate
fluctuations.

Transaction risk arises when our subsidiaries execute transactions in a currency other than their functional
currency. We mitigate this risk through four primary methods. First, for USD, we historically have been able
to match cash inflows and cash outflows, resulting in a natural hedge between assets and liabilities. The
natural hedge position is assessed on a semi-annual basis, whereby the amount of our remaining exposure is
closely monitored. Secondly, we have also entered into commercial arrangements with two of our key
customers to review the impact of EUR/GBP and EUR/TRY fluctuations and with the potential to adjust
prices accordingly. Thirdly, we also use forward exchange contracts to hedge our residual exposure to GBP.
Finally, even with respect to commercial arrangements that do not provide for exchange rate-based price-
adjustment mechanisms, our established relationships with our customers imply that both positive and
negative currency fluctuations are generally passed on through price revisions over the medium term.
Fluctuations in the value of the USD and TRY relative to the euro typically have a short-term impact on our
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gross margin as on the revenue side both we and our customers seek to adjust prices in response to foreign
currency fluctuations. On the expense side, both we and our suppliers also seek to adjust prices. As a
significant percentage of certain of our suppliers’ costs are fixed in U.S. dollars, foreign exchange rates
relative to the U.S. dollar influence the prices we pay for some of our raw materials. In addition, our industry
is competitive and elastic, as demonstrated by price rebalancing across the industry in response to foreign
currency and raw material price fluctuations. Changes in foreign exchange rates also have a long-term impact
on our sales volumes. For example, if there is long-term depreciation of the euro, our sales volumes may
increase as we become more competitive in non-Eurozone markets. In contrast, a long-term strengthening of
the euro may decrease our volumes and price competitiveness as in non-European markets.

The following table presents the main statement of financial position items affected by foreign exchange risk.

(€ thousands) EUR GBP USD TRY Total

December 31, 2016 Net Exposure (42,328) (795) 5,028 7,589 (30,506)
Trade and other receivables...........cccoveiniiiiiiiieicinns 32,650 2,352 9,723 10,344 55,068
Cash and cash equivalents.... 38,436 3,237 2,227 2,088 45,988
Trade and other payables...........ccccouiiiieininneiiiisee s (113,414) (6,384) (6,922) (4,843) (131,562)
December 31, 2015 Net Exposure (39,942) (2,201) 1,993 7,844 (32,305)
Trade and other receivables............cccovvcinniiiiiiicicnns 28,073 3,105 6,097 9,359 46,635
Cash and cash equivalents.... 36,791 4,199 1,707 2,766 45,462
Trade and other payables...........ccccoeivrieinnneieeeea (104,806) (9,505) (5,811) (4,281) (124,402)

The following table presents the sensitivity analysis of the year-end statement of financial position positions
in GBP, USD and TRY in case the euro would weaken by 10%.

(€ thousands) 2016 2015

GBP denominated (1,710) (1,713)
Changes in fair value of derivative financial INStrUMENTS...........ccoiiiiiiiiii e (1,622) (1,468)
Changes in carrying amount of monetary assets and liabilities .............cocoviiiiiiiiennc e (88) (245)
USD denominated 712 221
Changes in fair value of derivative financial INStrUMENTS............ccoiiiiiiiie e 153 -
Changes in carrying amount of monetary assets and liabilities ..o 559 221
TRY denominated 843 872
Changes in fair value of derivative financial INStrUMENTS............cccoiiiiiiiiii e - -
Changes in carrying amount of monetary assets and liabilities ... 843 872

The following table presents the sensitivity analysis of the year-end statement of financial position positions in
GBP, USD and TRY in case the euro would strengthen by 10%:

(€ thousands) 2016 2015

GBP denominated 1,399 1,402
Changes in fair value of derivative financial INSTIUMENTS...........cviiiiiieiiesce e 1,327 1,201
Changes in carrying amount of monetary assets and liabilities .... 72 200
USD denominated (582) (181)
Changes in fair value of derivative financial INStIUMENTS.............coiiiiiiiiiie e (125) -
Changes in carrying amount of monetary assets and labilities .............cccooeiriiiicii e (457) (181)
TRY denominated (690) (713)
Changes in fair value of derivative financial INStIUMENTS............ccoiiiiiiiiie e - -
Changes in carrying amount of monetary assets and liabilities ... (690) (713)

Commaodity Price Risk
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We are exposed to fluctuations in the price of major raw material commodities used in the manufacturing
process. Our key raw materials are polypropylene granulates, yarn, latex and polyamide granulates.

In 2016, raw materials expenses represented 46.5% of the Company’s revenue. The Company is generally
able to pass on increases in the costs of its raw materials to its customers, and its customers, in turn, typically
also request price decreases when the raw material costs decrease. As there is typically a time delay in the
Company’s ability to pass through raw materials price increase, changes in the cost of raw materials typically
have a short-term impact on the Company’s gross margin. However, the impact on its long term performance
has been limited.

If the commodity prices of polypropylene and polyamide had been 10% higher (lower), profit after tax would
have been €4 million lower (higher) in the absence of any mitigating actions taken by management. This
impact has been determined by multiplying the volumes of both granulates and yarns purchased on an annual
basis with a 10% variance on the average purchase price of polypropylene and polyamide for the year. The
sensitivity calculation takes into account the time lag between purchasing polypropylene and polyamide and
recognizing the raw material expenses against sales. Given both the time lag between the recognition of
inventory in the income statement and the cost of more recent inventory purchases (FIFO method), in
combination with the fair value step-up of the inventory in August 2015 following the acquisition of Balta
Finance, an increase in the commodity prices of polypropylene and polyamide in the period August to
December 2015 would not have had an impact on the 2015 income statement.

When we hedge, we typically do so by entering into fixed price contracts with our suppliers. In October 2015,
we entered into a fixed price agreement to hedge approximately 8% of our annual consumption of
polypropylene granulates. We typically use 65,000 tons of polypropylene granulates per year, with 50,000
tons purchased under contracts and 15,000 tons purchased on the spot market. In 2016 all the hedging
contracts have come to an end. The Company did not enter into any new hedging contracts in 2017.

Interest Rate Risk

Our interest rate risk principally relates to external indebtedness that bear interest at variable rates. Following
the acquisition of Balta Finance and the repayment of the senior credit facility, only the amounts that we
borrow under the Revolving Credit Facility, our capital leases and our factoring and forfaiting arrangements
are subject to variable interest rates, as the Senior Secured Notes carry interest at a fixed rate. We therefore do
not expect to use interest rate swaps in respect of our financing going forward.

Qualitative and quantitative disclosures about credit risk

Our credit risk is managed on a Group-wide basis. We assess the credit quality of the customer, taking into
account its financial position, past experience and other factors. Individual credit limits are set based on
historical experience, in-depth knowledge of the customer and in close cooperation with the business unit
manager. These credit limits are regularly reviewed by the business unit managers. If a credit limit needs to be
increased, the approval of the CFO is required. In addition, we have obtained credit insurance to cover a large
portion of the credit default risk. Finally, credit risk is also mitigated through non-recourse factoring and
forfaiting of the trade receivables whereby the insolvency risk has been transferred to the counterparty. Trade
receivables are spread over a number of countries and counterparties. There is no large concentration of trade
receivables. For derivative financial assets, credit quality has been assessed based on the Fitch rating of the
counterparty. All our forward exchange contract are over the counter with a financial institution as
counterparty. Our fixed price purchase commitments are entered into with the counterparty of our long term
procurement contracts.

Historic default rates did not exceed 0.1% for 2015 and 2016.
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Excess liquidities are invested for very short periods and are spread over a limited number of banks, all
enjoying a satisfactory credit rating. For cash at bank and short-term bank deposits, the table below gives an
overview of credit ratings for banks used by the Group.

December December
(€ thousands) 31, 2016 31,2015
Total cash at bank and short-term bank deposits 45,988 45,462
ANTAEING 1ot 42,493 41,623
BBB FALNG .. 3,495 3,839

Qualitative and quantitative disclosures about liquidity risk

We monitor cash flow forecasts and liquidity requirements centrally, ensuring that we have sufficient cash to
meet operational needs while maintaining sufficient headroom on our undrawn committed borrowing facilities
at all times so that we do not breach borrowing limits or covenants on any of our borrowing facilities.

The operating activities of our subsidiaries and the resultant cash inflows are our main source of liquidity. Our
cash pooling system enables us to benefit from surplus fund of certain subsidiaries to cover the financial
requirements of other subsidiaries. We invest surplus cash in interest-bearing current accounts and short-term
cash deposits, selecting instruments with appropriate maturities or sufficient liquidity to provide sufficient
headroom as determined by the above-mentioned forecasts.

In order to meet our cash outflow obligations, we use cash flows generated from operating activities and credit
facilities with financial institutions if necessary. In addition, we have entered into factoring agreements with
financial institutions whereby cash is made available to us in consideration for certain trade receivables
generated by us.

Our primary sources of liquidity have historically been our cash flows from operations and our non-recourse
factoring agreements. The principal financing arrangements that are in place at December 31, 2016 and per
December 31, 2015 are the Senior Secured Notes, the Revolving Credit Facility and capital lease agreements.

The following table reflects all contractually fixed pay-offs for settlement, repayments and interest resulting
from recognized financial liabilities. The amounts disclosed are undiscounted net cash outflows, based on the
market conditions existing at December 31, 2016.

Between 6 Between 1
Less than 6 months and year and 2 Between 2
(€ thousands) months 1 year years and 5 years Over 5 years
Total as of December 31, 2016 (144,357) (12,647) (24,905) (71,474) (323,465)
Senior SECUred NOLES .........cceiriiiiriere e (11,238) (11,238) (22,475) (67,425) (312,475)
Finance lease liabilities ...... (1,414) (1,409) (2,430) (4,049) (10,990)
Trade and other payables (131,562) - - - -
Gross settled derivative financial instruments — outflows ... (15,925) - - - -
Gross settled derivative financial instruments —inflows ....... 15,782 - - - -

The following table reflects all contractually fixed pay-offs for settlement, repayments and interest resulting
from recognized financial liabilities. The amounts disclosed are undiscounted net cash outflows, based on the
market conditions existing at December 31, 2015.

The cash flows related to the preferred equity certificates have been determined based on the contractual
mandatory redemption date of December 31, 2045 and reflect a fixed return of 1% per year.
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Between 6 Between 1
Less than 6 months and year and 2 Between 2

(€ thousands) months 1 year years and 5 years Over 5 years
Total as of December 31, 2015 (139,438) (12,659) (25,299) (72,591) (532,252)
Finance lease liabilities ............ccoeiiniiniincc (1,428) (1,422) (2,824) (5,166) (12,302)
Preferred equity certificates..........cooevevvreeeinncennseenns - - - - (185,000)
Senior SecUred NOTES .......c.oovvieiririreee e (13,860) (11,238) (22,475) (67,425) (334,950)
Trade and other payables...........ccoccoeiriiineininee e (124,402) - - - -
Gross settled derivative financial instruments — outflows ... (13,761)

Gross settled derivative financial instruments —inflows ....... 14,013

A key factor in maintaining a strong financial profile is our credit rating which is affected by, among other
factors, our capital structure, profitability, ability to generate cash flows, geographic and customer
diversification and our competitive market position. Our current corporate credit ratings from Moody’s
Investor Service (Moody’s) and Standard & Poor’s Ratings Services (S&P) are noted as follows:

December December December December
(€ thousands) 31, 2016 31, 2016 31, 2015 31, 2015

Moody’s S&P Moody’s S&P
Long-term issue rating Senior Secured NOES ..........ccoceevvirecrinneiiiiieeen B2 B B2 B
COTPOFALE TALING ...veveveieteieeiieiete ettt bbb B2 B B2 B

On August 10, 2015, Moody's Investors Service (Moody's) assigned a definitive B2 rating to the €290 million
Senior Secured Notes issued by LSF9 Balta Issuer S.A., the parent holding company of the Balta group,
following a review of the final bond documentation. The corporate family rating (CFR) of B2 and the
probability of default rating (PDR) of B2-PD remain unchanged. The outlook on all the ratings is stable.

On September 14, 2015, Standard & Poor's Ratings Services assigned its 'B' long-term corporate credit rating
to LSF9 Balta Investments S.a r.l.. The outlook is stable. At the same time, S&P assigned its '‘B' long-term
issue rating to LSF9 Balta Issuer S.A.'s €290 million Senior Secured Notes and its 'BB-' long-term issue rating
to the €40 million super senior revolving credit facility (RCF).

Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholders and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to
shareholders, issue new shares or sell assets to reduce debt. The Group is closely monitoring its financial
performance to comply with financial covenants. Refer to Note 22 for further details.

Note 26. Employee benefit obligations

The Group foresees termination benefits (including early retirement) for its working and retired personnel.
The liability was measured using a discount rate of 0.62% in 2016 and 0.92% in 2015.

The Group also operates a pension plan and provided for pension liabilities. These benefits have been
measured in compliance with 1AS 19 revised and in accordance with the Group accounting policies described
in Note 1.18. The liability was measured using a discount rate of 1.31% and 2.05% in 2016 and 2015,
respectively. The annual pension cost, relating to the pension plan is disclosed in Note 5.

The employee benefit obligations recognized in the financial statements are detailed below:

December December
(€ thousands) 31, 2016 31,2015
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Total employee benefit obligations 36,325 35,745
HOBIOAY PAY ...ttt bbb bbb £t b b s bbbt bbb bbbt e bbbt 14,136 13,842
Social security taxes........c.ccoeevervenns 7,365 8,033
Salaries and wages payable.............. 5,137 5,000
Pension plans ...........ccccovveecininines 3,008 2,026
Early retirement provision............... 2,699 2,807
Group iNSUFANCE ......covvveveerrereereneenes 557 550
Withholding taxes ..........cccoceceerenne. 886
(@111 SO TSRO URPROPRPRRTIO 2,538 3,486
OF WHICH CUFTENT POFTION ...ttt ettt b e et b et b bbbt se et ettt 31,246 31,554
Of which non-current portion...... 5,079 4,191
Pension plans...........c.c....... 2,815 1,932
Early retirement pension ... 2,071 2,164
PENSION ...t bbbt 193 94

Pension plans: overview

A pension plan has been put in place for management and is financed through employer contributions which
increase depending on seniority (basis contribution of 3.75% of pensionable salary, increasing by 0.5% for
every 5 years of service rendered within the group up to a maximum contribution rate of 5.75%). This plan
also includes a death in service benefit amounting to twice pensionable salary. Several pension plans are in
place for white collars and are financed through fixed employer contributions. In addition, as part of the bonus
policy for members of management, a portion of the bonus is awarded via employer contributions to a pension
plan scheme.

The liability recognized in the balance sheet in respect of defined benefit pension plans is the present value of
the defined benefit obligation at the end of the reporting period less the fair value of plan assets.

Pension plans: valuation methodology

The pension and bonus plans as described above has been classified as defined benefits. The valuation of the
pension and bonus plans has been performed in accordance with IAS 19,

We refer to Note 1.18 concerning the valuation methodology which has been used. The liability is based on
the difference between the present value of the “defined benefit obligation”, taking into account the minimum
return and a discount factor, less the fair value of any plan assets at date of closing.

Pension plans: main valuation assumptions

The main assumptions used to perform the valuation are described below:

December December
31, 2016 31, 2015
[ 1o o LU - (SO STPSUSRPSRPRTTP 1.31% 2.05%
Retirement age 65 years 65 years
IMIOTEAIITY ..tttk b et bk et b R b e bt £ e b b e R £ b ke Rt E b bRt b b ek R etk R et n bt MR/FR-5 MR/FR-5

Pension plans: reported figures

For the year ended December 31, 2016, the defined benefit obligation taking into account the tax effect
amounts to €8.9 million (December 31, 2015: €8.9 million), offset by plan assets of €6.5 million
(December 31, 2015: €6.4 million) as per December 31, 2016.

Note 27. Provisions for other liabilities and charges

As of December 31, 2016, the Group has recorded a provision of €64 thousand for the dismantling of racks in
a warehouse.
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Note 28. Trade and other payables

Trade payables as of December 31, 2016 includes the amounts for outstanding invoices (€81 million as
compared to €69 million as of December 31, 2015) and invoices to be received in relation to goods and
services received during the current period (€16 million, as compared to €17 million as of
December 31, 2015).

Accrued charges and deferred income mainly relate to:
e Deferred revenue relating to the sale and lease back of one of the facilities which is recognized in
profit over the leasing period of the facilities (€13 million as compared to €14 million as of

December 31, 2015);

o Deferred revenue relating to advance payments on rental agreements (€4 million remained stable in
2016);

e Accrued charges for customer discounts (€16 million as of December 31, 2016 and €19 million as of
December 31, 2015).

December December
(€ thousands) 31, 2016 31, 2015
Trade and other payables 131,562 124,404
THAAE PAYADIES .....eeeieieteee ettt bbb bt b e bbb bRt E Rk e Rt b et b e bRttt be e n et 96,620 86,134
Accrued charges and deferred INCOME............oueiiiiiiiie bbbttt 33,369 38,220
OLhEE PAYADIES ...ttt bbbttt bbbkt b bR bbb Rt et b AR b bRt e e bbbt 1,573 49

The increase in the outstanding trade and other payables from €124.4 million as of December 31, 2015 to
€131.6 million as of December 31, 2016 is driven by the increased amounts outstanding for trade payables,
reflecting the increased inventory at the end of the year. This increase is partly offset by a decrease in accrued
charges (€4.9 million or 12.8%), mainly due to decreased outstanding customer rebate accruals.

Note 29. Share based payments

As of December 31, 2016, the Company has not used any equity settled share plans to grant options, shares
nor cash settled plans to its directors and employees.

Note 30. Government grants

The Group’s government grants relate to incentives given by Belgian authorities based on the Group’s
investment, environmental and employment policies.

The main incentives received comprise:

e Environmental grants: The Company receives governmental allowances on a yearly basis in the
framework of legislative measures put into place in order to ascertain the competitiveness of
industries covered by the EU Emission Trading System (the allowances for “carbon leakage”). At
December 31, 2016, €0.6 million has been received in this framework. For the four months ended
December 31, 2015 the amount was equal to €0.2 million.

e Investment grants: The Company has concluded a cooperation agreement with external parties for the
development of hybrid structures made with blended (preferential airlaid) technology containing
waste streams of polypropylene and of polyurethane. At December 31, 2016, €0.02 million has been
received in this framework. Compared to the four months ended December 31, 2015, where no
allowances had been received by the Company in this framework.
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Note 31. Dividends per share

The Group did not declare any dividends to shareholders for the period ended December 31, 2016 and
December 31, 2015.

Note 32. Earnings per share

December December
31, 2016 31, 2015

Basic earnings per share

Net result from CONTINUING OPEIALIONS ........c.coviviieiiiiietcit ettt 25,345 (21,995)
Percentage of net result from continuing operations attributable to holders of ordinary shares LSF9 Balta Issuer

1S T T TSP TSP TP PRSP TP PRPRORPUTPRUOOR 1% 1%
Net result from continuing operations attributable to holders of ordinary shares LSF9 Balta Issuer SA ................... 253 (220)
Net result from discontinued operations attributable to holders of ordinary shares LSF9 Balta Issuer SA - -
Weighted average number of ordinary shares outstanding (in thousands) ...........c.cocveeeieiriicinnicinene, 171 171
Net result per share attributable to holders of ordinary shares LSF9 Balta Issuer SA (in €) .....cccovovrurerinrincieninnnnnnn, 15 1.3)

As disclosed in Note 20, the acquisition of Balta Finance has been partially funded by the issuance of PECs.
Each PEC is entitled to receive a return which is mainly driven by any income derived by the Company from
its investment in LSF9 Balta Investments S.a r.l., it being understood that the Company shall retain a 1%
margin on annual basis on its financing activities. It follows that the vast majority of the net result are
attributable to the holders of the PECs and not to the holders of the ordinary shares.

Note 33. Commitments

Energy

Our fixed price purchase commitments for electricity and gas, for deliveries in 2017, are equal to €11.5
million as of December 31, 2016 compared to an amount of €15.7 million as of December 31, 2015.

Raw material

Our fixed price purchase commitments for raw materials, for deliveries in 2017, are equal to €66 million as of
December 31, 2016 compared to an amount of €94 million for deliveries in 2016 as of December 31,2015.

Capital expenditures

As of December 31, 2016 €2.4 million capital commitments are outstanding compared to no material capital
commitments as of December 31, 2015.

Note 34. List of consolidated companies

The subsidiaries and jointly controlled entities of LSF9 Balta Issuer S.A. , the Group’s percentage of interest
and the Group’s percentage of control are presented below.

December 31, 2016 December 31, 2015
% of interest % of control % of interest % of control

Belgium

BaIta NV .ottt anens 100% 100% 100% 100%
Balta INAUSEIIIES NV .....ooiiieiercse e 100% 100% 100% 100%
Balta Trading COMMLV ..o 100% 100% 100% 100%
MOAUIYSS NV ..ot nnen 100% 100% 100% 100%
Balta Oudenaarde NV ..........cccocvveiiirieineseeieseeseeee s neens 95% 100% 95% 100%
Balta M BVBA ..ottt sttt 100% 100% 100% 100%
Balfid BVBA ......coo ettt 100% 100% 100% 100%
Luxembourg

Balfin SErvices S .l ..o 100% 100% 100% 100%
Balta Finance S.a r.l. (merged with LSF9 Balta Investments S.ar.l. on 100% 100%
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LSF9 Balta Luxembourg S.ar.l. (created in December 1, 2016) 100% 100% - -
LSF9 Balta INVEStMENt S.&T.L....covviiieiirrvrrr e 100% 100% 100% 100%
Turkey

Balta Orient Tekstil Sanayi Ve Ticaret A.S.......cccovveiivinneieninneceeeeen 100% 100% 100% 100%
Balta Floorcovering Yer Dds,emeleri San.ve TiC AS, . ..o 100% 100% 100% 100%
USA

Balta USA INC. ..ot 100% 100% 100% 100%

Note 35. Related party transactions
100 % of shares of LSF9 Balta issuer S.A. are owned by LSF9 Balta Midco S.ar.l..

Lone Star Fund IX, through intermediate holding companies, indirectly controls 100% of the issued share
capital of LSF9 Balta Issuer S.A.

The following transactions were carried out with related parties:
Key management compensation

Key management means the Group’s Executive Committee, which consists of the persons having authority
and responsibility for planning, directing and controlling the activities of the Group. Key management
compensation includes all fixed and variable remuneration and other benefits which are presented in other
expenses (see Note 6). The compensation paid or payable to key management for employee services,
including for the services provided on the basis of management or consultancy agreements with the Group,
excluding termination benefits, is shown below:

December December
(€ thousands) 31, 2016 31, 2015
Total key management compensation 4,098 1,104
Short-term employee DENETILS...........ouiiiieie et bbb 2,785 1,104
TermMiNAtioN DENETILS .....c.viitiieiieece ettt et ettt et et e e b e e ss et e st e besaeebeess e s et e saeebeaneeneensennes 1,313 -

Key members of management are entitled to a management participation plan for the services rendered for the
Group. The return of their investment will be paid by LSF9 Midco upon realization of some market conditions

Borrowings from related parties

The borrowings from shareholders in 2015 relate to the Preferred Equity Certificates as described elsewhere in
this report. These PECS have been reclassified to equity in 2016. We refer to note 20.

December

(€ thousands) 31, 2015
At opening -
L.0ANS FECEIVEA AUINY T8 YA ......etieiitiiet ittt etttk ekttt stttk et eh b et e bt eh e ehee b eb £ et es £ eb e e eh e b eb e ebenb et e nbestab et ebebeneabean 138,600
As of December 31, 2015 138,600
Transactions with related parties
Year-end balances arising from daily operations:

December December
(€ thousands) 31, 2016 31, 2015
Other receivables from Felated PAIES ... ..ottt - 31
Other payables t0 rElAtBU PAITIES ........c.eiieiieieie ittt b et b ettt ne e bt b et b et ne et b s 54 54

121
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The year-end balances mainly arise from current accounts positions at yearend as a result of payments which
have been performed on behalf of the Group entities. These current accounts are respectively reflected in the
trade and other receivables (Note 15) and in trade and other payables (Note 28).

Note 36. Fees paid to the Group’s auditors

(€ thousands) 2016 2015

Audit services 354 775
Audit of the Group pursuant t0 I8gISIAtION ............c.iiiiiiiiiii e 300 493
Other QUAIT-TEIATEA SEIVICES ... .ecuiiiieiiiti ittt ettt ettt sttt r e s et et e s beebeebeess et e saeebeeaeessesbessesbesaeebeense s ebesaeeteans 54 282
Non-audit services 798 398
Tax services ....... 798 369
Other services 29
Total fees paid to the Group’s auditor 1,152 1,173

Note 37. Subsequent events

On March 17, 2017, the Company has entered into an agreement to acquire Bentley Mills, Inc. (“Bentley”).
Bentley is a leading provider of premium specified carpet tile and broadloom carpets for commercial interiors.
Bentley is a leading player in the US premium commercial tiles and broadloom market serving diverse end
markets with a balanced geographic mix across the US. Bentley has witnessed strong revenue growth over the
last three years, complemented by EBITDA margin improvements driven by cost improvements and
efficiencies, operational leverage and strategic repositioning. The acquisition was completed on March 22,
2017, via the closing of a €75 million senior term loan facility. Thanks to this acquisition, pro forma revenue
and Adjusted EBITDA in 2016 would have been €668.3 million and €97.4 million, respectively. On a pro
forma basis for the incurrence of the senior term loan and the acquisition of Bentley, the Company’s net debt
as of 31 December 2016 would be approximately €385 million.

Finally the Balta Group is strengthening its market position organically and is considering various
opportunities in the M&A markets and the capital markets to finance its growth, which may include public or
private equity or debt capital markets. However, other than with respect to the Bentley Mills acquisition, no
definitive decision has been taken as to whether to proceed with any transaction.




