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The artistic (or "niche") perfumery was born in the late '60s, behind the creative drive of
pioneers such as Gautrot, Knox-Leet and Coueslant (founders of Dyptique), Laporte (L'Artisan
Parfumeur), Annick Goutal.

This is made up of small brands, with an extremely selective distribution, characterized by an
artistic approach to the creation and to the communication to the non-commercial market;
moreover, it is a sector in great transformation and with interesting prospects for the years to
come and not much is yet known about it.

In this regard, “Pitti Immagine” has decided to promote an economic observatory conducted
by HermesLab (a consulting and economic analysis company) in collaboration with the
ModaCult Centre of the “Universita Cattolica del Sacro Cuore di Milano” (specialized in surveys
in the fashion lifestyle sector), presenting the first survey on the economic dimension of the
sector and the market in Italy and Europe, taking into account also the principal cultural
aspects.

To talk about artistic perfumery it is necessary to refer to the aesthetic vision that is the basis
of the construction of a perfume.

This aesthetic vision is also the basis of “L’esthetique en question”, a philosophical-chemical
book written by Edmond Roudnitska 1977 where a part dedicated to the aesthetics of the sense
of smell can be explored.

With the support of this author, it is possible to define some qualitative boundaries of the artistic
perfumery.

The first fundamental element is that the perfumer works in a radically multisensory context.
The sense of smell is not the only star in the perfume creation; on the contrary, every
connection deriving from inputs that have to do with tactile, sound, auditory experiences, etc.,
becomes fundamental.

The multisensory approach allows to have a privileged access with the imaginative affective
dimensions and therefore to arouse deep memories.

This sensual dimension, however, is immediately connected to a dimension of intelligence of
the perfumer who, through his skills and knowledge of raw materials, transforms multisensory
inputs into technical skills, creating the formula of the fragrance (that is therefore considered
as the intellectual component that gives shape to the sensual one).

The perfumer is able to express himself through his creations, but his creation is able to solicit
in the public the discovery of new possibilities that it had never thought about.

Compared to mass-market (and “masstige”) perfumes, this peculiarity gives the artistic
perfumery a more dynamic and inherently innovative nature.

More in detall, there are two dimensions to explore to differentiate the main stream and the
niche perfumery: namely, the creative dimension and the economic one.
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The former dimension regards niche perfumery from the point of view of “how it uses creativity”,
therefore:
- the way to get to the elaboration of the concept,
- the importance and the link of the perfumer with the formula that will create the perfume,
- the importance the overall project has a coherent harmony.

With regard to the economic dimension, there are some “self limits” to growth in order to remain
in this area, and the relevance in terms of resources and/or constraints of the possibility to
work with certain raw materials.

The artistic perfumery sector can be summarised by the following keywords:
* Coherence;
* Authenticity;
* Multisensory.

To conclude, compared to the mainstream perfumery where the creative project is bound by
the “tyranny of the identical”, thus continuing to produce what has been successful and that
works, tried-and-true, on the contrary, the artistic perfumery can move in a structurally
innovative field where the creative project becomes the guide.

Section 1 - The economic dimension of the sector

From the economic point of view, niche perfumery is a sector in great transformation and with
interesting prospects for the years to come, however many aspects are yet un-known about it
today.

Taking into consideration the wide world of perfumery and cosmetics, a very clear line that
divides two completely separate markets can be found: the mass market (perfumery and
cosmetics of fashion brands, celebrities, etc.), indicated with A in the following images, and
another one of much minor size that is defined as niche or artistic perfumery (B + C).

The analysis considers the set of independent brands plus some historical brands that were
independent until a few years ago and that today are no longer independent or that have
entered into a different context (B + C).

In fact since the 2000s on, and especially during the last 3 years, the market has become much
more complex due to many acquisitions of these brands operated by some historical brands
and large groups of cosmetics and fashion.

Tracing the boundaries and the size of this sector (B + C) and considering the brands that
belong to the European orbit, their turnover belong to a range that is between € 580 and 650
million, obtained considering wholesale prices. Applying the typical multipliers to these data,
weighing them by the different distribution types, the obtained turnover considering consumer
prices (year 2017) ranges between € 1.1 - 1.3 billion.

TURNOVER OF EUROPEAN ARTISTIC PERFUMERY COMPANIES
(Offer value)
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TURNOVER AT WHOLESALE TURNOVER AT
PRICES RETAIL PRICES
\
(C)
Artistic perfumery independent brands
>— €580 — 650 min €1.100-1.300 min
(B)
Historical brands acquired by multinational
cosmetics companies )

(A)

Top lines/ Prestige of fashion brands

Excluding the small part of acquired brands that develop large volumes of turnover
(considering therefore only C as shown in the following image), the volume at wholesale prices
is around € 300 million and between € 550 and 650 million at consumer prices.

TURNOVER AT TURNOVER AT
WHOLESALE PRICES RETAIL PRICES
(€) )
€280-320 min € 550 — 650 min

Artistic perfumery independent brands

(A)

Top lines/ Prestige of fashion brands

These data show that the turnover of independent brands is worth less than half of the turnover
developed by the few companies (around 6/7) acquired by large brands: the evidence is that
this sector is extremely concentrated: very few companies generate the majority of the
turnover.
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This analysis is conducted considering 220 European brands and the result shows also that
there is only one company that exceeds a turnover of € 100 million, a few that are above € 15
million, only the 10% exceeds € 5 million, therefore the 60% of the sample companies turnover
counts less than € 500k.

ARTISTIC PERFUMERY ITALIAN MARKET

TURNOVER AT WHOLESALE TURNOVER AT
PRICES RETAIL PRICES
(C)
Artistic perfumery independent brands
> €130-150min €200 - 250 min
:)
Historical brands acquired by multinational
cosmetics companies £50—
60 MIn ~ 400 PoS x
€500k —
(A) Intermediated by 550k

distributors

Top lines/ Prestige of fashion brands

Perfumeries,
dep.stores and chains
with artistic perfumery

ass.

Focusing the analysis on the Italian market, the turnover at wholesale prices ranges between
€130 — 150 million of which € 50 — 60 million are considered as intermediated by distributors,
while at retail price the Italian artistic perfumery counts € 200 — 250 million made by around
400 points of sale.

Evaluating the increase in the Italian market of sales of independent brands of artistic
perfumery, in 2017 the market growth (2017/2016) was 4%, in the last 3 years (2017/2014)
there has been an overall growth of 20%, which means a CAGR of 6%.

Some surveys among the exhibitors of fragrances during the “Pitti Fragraze 16” event about
the 2018 turnover trend, show that there is a general climate and perception of good growth
also in 2018: almost all of the respondents (81%) expect sales to grow and the 43% expects
growth to exceed 5%.

PambiancoBeauty stated that the same trend is confirmed by the French luxury giant LVMH
whose Perfumes and Cosmetics division in the first nine months of 2018 exceeded €4.4 billion,
representing the 8% of revenue growth rate, driven by the performance of its main brands.

Moreover, during the third quarter, the Perfumes and Cosmetics division recorded revenues
of €1.53 billion (+10% ).

Section 2 - The impact of counterfeits
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In this climate of growth and expansion, the importance to protect this sector from fake goods
becomes more and more crucial.

In fact, according to the OECD data, 2.5% of the world trade is now made up of fake products
with a turnover of about $461 billion. Up to 5% of imports in Europe are counterfeit goods and
Italy plays a leading role. It is considered the second economy most affected by counterfeiting:
a recent survey by Censis shows that in 2015 the turnover of the “Made in Italy” fake goods
was close to € 7 billion, an equivalent to 2.7% of total sales in the Italian wholesale and retail
sector.

Some esteems operated by IPERICO (Intellectual Property Elaborated Report of the
Investigation on Counterfeiting) show that the most counterfeit sectors are clothing and
clothing accessories followed by electronic devices, shoes, food and beverages and perfume
and cosmetics.

In particular, it has been calculated that every year in Europe the counterfeiting of perfumes
and cosmetics causes an annual turnover loss of about € 4.7 billion, or 7.8% of sales in these
sectors. In terms of pieces, UNODC states that approximately 200 million fake products are
discovered in Europe every year and that the cosmetics portion is worth 4% of the total: it
means 8 million pieces.

In Italy the cosmetic sector is very affected by the counterfeiting phenomenon and it has been
estimated to suffer a loss of more than € 624 million per year.

According to the latest data available on “Cosmetica Italia” Report, only in Italy the niche
perfumery accounts for about 12.5% of the overall perfumery market or about 2% of the € 10
billion of the total turnover of Italian Beauty, values in constant and rapid growth that show that
the market to be conquered is still large and all to be explored.

Assuming a linear rate of counterfeits, the esteemed value of counterfeits could be quantified
as the 2% of the counterfeiting value of the overall cosmetic sector that is about € 12 million.

Section 3- Envisaged activities

Based on the figures depicted in the previous chapters, Fincons is willing to add the IS-
COSMEU-Tag solution to its offering for the retail and manufacturing markets.

To do so, an initial investment is expected to bring the current solution from the PoC status to
a more mature, market-ready status by the middle of 2019. This includes improvements on the
following areas:

- Increase the performance of the AR functionalities of the Consumer app, for better user
experience and broader coverage of the devices available in the market

- Porting of the android app to Apple IOS to address the iphone market share

- Improvements in the manufacturer cockpit to improve the usability during the
management of multimedia assets for brand new products and marketing campaigns

- Integration with manufacturer infrastructure to automate the data entry of single items
after a new product is registered in the IS-COSMEU-Tag platform and new stocks are
being produced.

While providing a clear added value to the niche perfumery sector, the experiment highlighted
that some of the IS-COSMEU-Tag features, namely traceability and engaging user experience
through augmented reality, perfectly fit with other luxury sectors such as the clothing one.

Fincons strategy is therefore to reach its existing clients in the luxury clothing and textiles
market such as Fratelli Piacenza and Loro Piana.
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