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All pictures in this Annual Report are from Give the Gift of Sight and are portraits of
some of the over 600,000 people worldwide who received free eyecare from this
Luxottica Group Foundation in 2005. Further information on the Give the Gift of Sight Foundation
can be found in the section dedicated to it on page 55 and on www.givethegiftofsight.org.
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CHAIRMAN’S
LETTER

TO SHAREHOLDERS

|7<

To our shareholders,
2005 was another year of significant growth for our Group. The Group’s excellent performance
confirmed our position of global leadership in premium and luxury eyewear. For the first time,
consolidated sales exceeded Euro 4 billion, thanks to significant improvements in both our retail and
wholesale businesses. Profitability continued to be strong.
The key principles of our business model - full vertical integration of manufacturing and distribution
combined with the most comprehensive wholesale-retail coverage of key eyewear markets worldwide once again proved our strategy right. We are uniquely positioned to help maximize opportunities for growth
of some of the world’s leading fashion and luxury brands - and this helps us to attract new ones. In fact,
in 2005 we added another prestigious brand - Burberry - to our already strong and well-balanced portfolio.
In early 2006, we further strengthened it for the future by signing with Polo Ralph Lauren, the global brand.
On the retail front, we posted excellent results in all key markets, especially in North America, where
the performance of our LensCrafters and Sunglass Hut retail brands was well above averages for the
overall retail segment. Results like these are the best demonstration of the excellent work we are carrying
out on our store base, the product mix and the positioning of our retail brands. The operational portion
of the integration of Cole National, which was acquired in 2004, was successfully concluded after one
year of intense work. The first positive results will be confirmed in 2006 and beyond, especially from
Pearle Vision, for which we have high expectations.
In 2005, our entry into the retail market in China was a key step in our strategy for growth. Today we
manage the leading premium optical chain in China and Hong Kong. Our nearly 300 stores are only a
starting point. In coming years, we will see growing sales and increasing market shares in this key
market, where we expect to sell plenty of our premium and luxury eyewear Made in Italy.
For wholesale, 2005 was a particularly positive year. The significant increase in sales and profitability
reflected our ongoing improvement in distribution and stronger brand portfolio. Ray-Ban continues to
grow year after year, as do our main license brands Bvlgari, Chanel, Prada and Versace. The new Dolce
& Gabbana collections, launched in October, were an immediate success. As a result, today we enjoy
greater penetration in both existing and new markets, with already excellent results overall and
opportunities for additional growth.
Finally, 2005 was a year of positive developments also from an organizational perspective. We are now
stronger and more effective in the market, thanks to more impactful resources. As a result, today we are
more integrated, flexible, rapid and effective. Our wholesale-retail distribution model efficiently and uniquely
covers all key markets worldwide, China included. Thanks to that, our strong results for the year allow us
to look to a future with the expectation of more growth coming from the challenges that lay ahead.
May 2006

Chairman
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NET SALES
BY GEOGRAPHICAL
AREA
North America

70%

Rest of the world

20%

Asia-Pacific

10%

PROFILE
OF LUXOTTICA
GROUP
Luxottica Group is the world’s leading designer, manufacturer and distributor of prescription frames and
sunglasses in the premium and luxury segments. Its distribution network covers all of the world’s key
markets both wholesale and retail. In the retail business, the Group enjoys the largest and most efficient
network in the industry, with approximately 5,700 sun and optical stores worldwide. The Group is the
leading player in the retail market in North America with LensCrafters, Pearle Vision and Sunglass Hut
and in Australia and New Zealand with OPSM, Laubman & Pank and Sunglass Hut. Luxottica Group is
also the leader in premium and luxury optical retail in China and Hong Kong, with 276 stores. Luxottica
Group’s wholesale distribution network covers 130 countries, with direct operations in the world’s 38
most important eyewear markets. The Group’s brand portfolio currently includes a total of 26 brands
(eight house brands and 18 license brands). Luxottica Group’s house brands include Ray-Ban, the
world’s best known prescription and sun brand, as well as Vogue, Persol, Arnette and Revo. License
brands include Bvlgari, Chanel, Dolce & Gabbana, Donna Karan, Prada, Versace as well as Burberry
and Polo Ralph Lauren (the latter two from January 2006 and 2007, respectively). The Group’s products
are designed and manufactured in six production facilities in Italy and two wholly-owned plants in China
(the second started operating in early 2006).
Over the years, Luxottica Group has achieved global leadership in the eyewear industry thanks to its:
• vertically integrated design-production-distribution model, both wholesale and retail, which is unique
in the sector;
• wide-reaching wholesale and retail distribution network, which maximizes the Group’s capacity to
serve the market and keep distribution costs and times under tight control;
• brand portfolio, which is one of the strongest and most balanced in the industry;
• high, and continuously improving, product quality;
• production efficiency and flexibility, enabling it to rapidly address changes in the market;
• strong focus on pre- and post-sales services.

MILESTONES IN LUXOTTICA GROUP’S HISTORY
1961

Starts out as a manufacturer of optical frames.

1990

Listing on the New York Stock Exchange (NYSE).

1995

Acquisition of LensCrafters, the leading premium optical retail brand in North America.

1999

Acquisition of the eyewear division of Bausch & Lomb, comprising such brands as Ray-Ban,
Revo, Arnette and Killer Loop.

2000

Listing on the Italian Stock Exchange (MTA).

2001

Acquisition of Sunglass Hut, the world’s leading premium specialty sun retailer.

2003

Acquisition of OPSM Group, the leading optical store chain operator in Asia-Pacific.

2004

Acquisition of Cole National, the second largest optical store operator in North America, with
retail brands such as Pearle Vision, Sears Optical, Target Optical and BJ’s Optical.

2005

Entry into the Chinese optical retail market through the acquisition of two retail brands. The
Group becomes the leading player in the premium and luxury segment, with a total of 276
stores in Beijing, Guangdong and Hong Kong.

NET SALES
BY DISTRIBUTION
Retail

75%

Wholesale

25%
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QUARTERLY
RESULTS
2004-2005

(Subject to limited auditing review)

2005
In thousands of Euro (1)

Net sales

FIRST QUARTER

SECOND QUARTER

THIRD QUARTER

FOURTH QUARTER

1,037,001

100.0%

1,145,566

100.0%

1,069,381

100.0%

1,118,796

100.0%

Gross profit

702,943

67.8%

781,146

68.2%

747,635

69.9%

758,366

67.8%

Operating income

136,448

13.2%

165,724

14.5%

154,928

14.5%

145,454

13.0%

Income before taxes

129,077

12.4%

152,133

13.3%

138,580

13.0%

137,779

12.3%

76,338

7.4%

91,067

7.9%

89,309

8.4%

85,580

7.6%

Net income
Earnings per:

Ordinary share in Euro
ADS in US$

(2)

0.17

0.20

0.20

0.19

0.22

0.25

0.24

0.23

2004
In thousands of Euro (1)

FIRST QUARTER

SECOND QUARTER

THIRD QUARTER

FOURTH QUARTER

Net sales

769,118

100.0%

811,711

100.0%

726,159

100.0%

948,312

100.0%

Gross profit

525,073

68.3%

556,866

68.6%

506,840

69.8%

625,824

66.0%

Operating income

120,110

15.6%

139,127

17.1%

129,051

17.8%

104,526

11.0%

Income before taxes

113,759

14.8%

124,849

15.4%

119,159

16.4%

99,386

10.5%

71,175

9.3%

78,968

9.7%

76,975

10.6%

59,756

6.3%

Net income
Earnings per:

Ordinary share in Euro
ADS in US$

(2)

0.16

0.18

0.17

0.13

0.20

0.21

0.21

0.17

In accordance to U.S GAAP
(1) Except for per share (ADS) data, which is in Euro and US$.
(2) All amounts in US$ were translated at the average Euro/US$ exchange rate for the period in reference.
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FINANCIAL
HIGHLIGHTS
2001-2005
In thousands of Euro
In thousands of US$
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2001

2002

(3)

2003

(3)

2004

(3) (4)

2005

(3) (4) (5)

(3) (4) (5)

Net sales

3,105,498
2,781,594

100.0%

3,201,788
3,025,690

100.0%

2,852,194
3,224,976

100.0%

3,255,300
4,047,966

100.0%

4,370,744
5,438,875

100.0%

Gross profit

2,181,960
1,954,382

70.3%

2,255,654
2,131,593

70.4%

1,948,577
2,203,256

68.3%

2,214,603
2,753,859

68.0%

2,990,091
3,720,815

68.4%

Operating income

509,492
456,352

16.4%

601,508
568,425

18.8%

431,787
488,222

15.1%

492,814
612,814

15.1%

602,554
749,807

13.8%

Income before taxes

441,311
395,282

14.2%

539,442
509,772

16.8%

389,793
440,739

13.7%

457,153
568,470

14.0%

557,569
693,829

12.8%

Net income

316,373
283,375

10.2%

372,077
351,613

11.6%

267,343
302,285

9.4%

286,874
356,728

8.8%

342,294
425,945

7.8%

Per ordinary share (ADS) (1) (*)

Earnings

Dividend (2)
Average number of outstanding shares

0.70
0.63

0.82
0.78

0.60
0.67

0.64
0.80

0.76
0.95

0.170
0.165

0.210
0.242

0.210
0.256

0.230
0.277

0.290
n.a.

451,036,978

453,174,041

448,664,413

448,275,028

450,179,073

In accordance to U.S GAAP
(1) 1 ADS = 1 ordinary share.
(2) Proposed by the Board of Directors and to be submitted for approval at the Annual Shareholders’ Meeting on June 14, 2006.
(3) Figures include results of Sunglass Hut operations from the acquisition date (March 31, 2001).
(4) Figures include results of OPSM Group operations from the acquisition date (August 1, 2003).
(5) Figures include results of Cole National operations from the acquisition date (October 4, 2004).
(*) In Euro and US$.
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CORPORATE BODIES
BOARD OF DIRECTORS
Leonardo Del Vecchio (1)
Luigi Francavilla (1)
Andrea Guerra (1)
Tancredi Bianchi (2)
Mario Cattaneo (2)
Enrico Cavatorta (1)
Roberto Chemello (1)
Claudio Del Vecchio (1)
Sergio Erede
Sabina Grossi
Gianni Mion (2)
Lucio Rondelli (2)

Chairman
Deputy Chairman
Chief Executive Officer
Director
Director
Director
Director
Director
Director
Director
Director
Director

BOARD OF STATUTORY AUDITORS
Giancarlo Tomasin
Mario Medici
Walter Pison
Mario Bampo
Giuseppe Tacca

Chairman
Auditor
Auditor
Alternate Auditor
Alternate Auditor

INDEPENDENT AUDITOR
Deloitte & Touche S.p.A.

HUMAN RESOURCES COMMITTEE
Gianni Mion
Leonardo Del Vecchio
Sabina Grossi
Andrea Guerra
Lucio Rondelli

Chairman

INTERNAL CONTROL COMMITTEE
Lucio Rondelli
Tancredi Bianchi
Mario Cattaneo

(1) Executive Director.
(2) Independent Director.

Chairman
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KEY EVENTS
OF 2005
January
Divestiture of the investment in Pearle Europe, one of the leading optical retailers in Europe acquired by
the Group in the Cole National transaction.
Launch of the first Donna Karan and DKNY collections.
February
Tender offer for the remaining outstanding shares of OPSM Group, the leading optical retailer in Australia
and New Zealand.
July
The Group acquires Xueliang Optical, a leading Beijing-based premium optical chain with 79 stores.
Xueliang Optical boosts Luxottica Group’s presence in what is rapidly becoming one of the world’s most
important markets for premium and luxury eyewear.
October
Signing of a ten-year licensing agreement with Burberry for the design, manufacturing and worldwide
marketing of prescription frames and sunglasses.
October
The Group becomes the leading retailer in the premium and luxury segment in China, with a total of 276
stores in Beijing, the Guangdong province and Hong Kong, through the acquisition of Ming Long
Optical, a leading premium optical retailer.
Launch of the Dolce & Gabbana and D&G collections.
December
Ray-Ban surpasses the historic figure of over eleven millions units sold, making it the world’s best selling
prescription and sun brand.

| 15 <
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LUXOTTICA
GROUP IN 2005
2005 was another year of strong growth for Luxottica Group, in both the retail and wholesale businesses.
The particularly good overall performance resulted from the strategic decisions made over the years in
both divisions and the efficacy of the Group’s business model, which is unique in the industry. The
results of the retail business were above average for the sector overall, especially in terms of profitability.
At the same time, the wholesale division continued to strengthen its competitive position in the world’s
most important markets, thus confirming the strength of its portfolio of house and license brands. Within
house brands, Ray-Ban, the world’s leading sun and prescription brand, surpassed eleven million units
sold in 2005, for the first time in its history. This is an industry record and yet another testament to the
effectiveness of the work the Group has carried out from design to product quality and distribution, to
relaunch and further develop this iconic brand acquired in 1999.
The excellent results for the year were made possible by a combination of factors that explain Luxottica
Group’s success: the depth and strength of its distribution structure, which combines a wholesale
network with directly controlled operations in the most important markets; over 5,700 stores, mainly in
North America, Asia-Pacific and China; an increasingly strong and well balanced brand portfolio;
Luxottica Group’s tradition of high product quality; and the flexibility of its manufacturing structure.
Luxottica Group’s consolidated sales for 2005 reached Euro 4.4 billion, up 34.3% from the previous year.
This result reflected a 19.7% improvement in the wholesale business and a 40.5% increase by the retail
division, in part related to the integration of Cole National’s retail business. Operating performance for
2005 improved both as a whole and for each of the two divisions. From a profitability perspective,
margins of the wholesale division continued to improve. The year closed with consolidated net income
of Euro 342.3 million, up 19.3% from 2004. Significant cash flow generation was once again one of
Luxottica Group’s most significant results for the year, reaching Euro 440 million. The Group’s net debt
at the end of 2005 was Euro 1,435.2 million, reflecting a decrease of Euro 280.8 million from 2004, only
one year after the approximately Euro 600 million Cole National acquisition (October 2004) and after
investments of approximately Euro 176 million and dividend payments of Euro 103.5 million.

RETAIL
The retail division also enjoyed an important year, posting extremely positive results. Retail sales rose
40.5% from the previous year to Euro 3.3 billion, thanks to: the excellent performance of the Group’s
retail brands, especially LensCrafters and Sunglass Hut; the positive contribution of the retail brands in
Asia-Pacific formerly part of OPSM Group; and, the consolidation of results of the businesses acquired
in the Cole National transaction. Retail comparable store sales (1) rose year-over-year 5.5%. Operating
income rose to Euro 378.4 million, up 21.9% from 2004.
The retail division also continued to pursue the strategy first adopted in 1995 with the acquisition of
LensCrafters and that led, in October 2004, to the acquisition of Cole National. The extraordinary
benefits of those transactions enabled the Group to serve some of the more important eyewear markets
more efficiently and more closely thanks to direct control of a significant portion of the distribution.
Strong in this foundation and keenly aware of how crucial a presence in the retail sector is in the North
American market, Luxottica Group in 2004 closed its acquisition of Cole National, the second largest
optical retailer in that market, owner of retail brands such as Pearle Vision and its extensive network of
own and franchise stores, as well as the in-store optical departments Sears Optical, Target Optical and
BJ’s Optical (Licensed Brands). The acquisition of Cole National brought into the Group not only
(1) “Comparable store sales” reflects the change in sales from one period to another by considering only those stores open in the more recent period that were
also open in the comparable prior period and by applying to both periods the average exchange rate for the prior period in the same geographical region. The
calculation of comparable store sales for the twelve-month period ended December 31, 2005 includes relevant stores of the former Cole National business as
if the Cole National acquisition had been completed as of January 1, 2004.
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additional stores but also seven central labs, which, added to LensCrafters’ in-store labs, form one of
the largest lens finishing lab networks in North America. Lastly, with the integration of Cole National
Managed Vision Care into EyeMed Vision Care, Luxottica Group became the second most important
administrator of managed vision care programs for U.S. corporations, government agencies and health
insurance providers. In 2005, management at the Group level and from the retail division focused on the
integration of the Cole National businesses, which was successfully completed during the year as
reflected in the results of the final quarter of the year, especially for Pearle Vision. At the same time, in
North America the retail division continued to post results above average for the premium retail sector,
thanks to excellent performance by the other brands. This is proof of the ability of the Group’s retail
organization to manage a complex integration process vital to the future (such as the Cole National
acquisition) while remaining focused on growth and driving home results in North America, one of the
world’s most important eyewear market. LensCrafters, in fact, posted comparable store sales up for the
year 7.2%, as a result of the focus on ongoing improvement of the store base, customer service and
product mix. Sunglass Hut, in turn, saw comparable store sales up by nearly 14% thanks to an excellent
performance during what is only the initial phase of the brand’s repositioning as leader in fashion and
luxury in the sun market in North America.
In Asia-Pacific, the Group continued to consolidate its retail presence. 2005 saw the completion of the
tender offer for the remaining outstanding shares in OPSM Group, whose retail brands, now under a
single Luxottica Asia-Pacific retail division, hold leading market shares in Australia, New Zealand and
Hong Kong. This division posted solid results, especially in the optical segment, mainly in connection
with the relaunch of the OPSM retail brand. Regarding the future, the work done in the region in 2005,
from the positioning of the various retail brands the Group operates to investments in the store base,
has paved the way for good results in 2006 and beyond.
Another important event for the retail business in 2005, and for the Group as a whole, was the entry into
the Chinese eyewear market through the acquisition of the Xueliang Optical and Ming Long Optical
retail chains. With the addition of the two new chains and the stores the Group already controlled in
Hong Kong, Luxottica Group today manages the largest premium optical retail chain in China. In 2005,
the Asia-Pacific retail team implemented a major repositioning of the stores in Hong Kong towards the
premium and luxury segments, introducing a new format and focusing on improvements in the product
mix by drawing increasingly on Luxottica Group brands and expertise.
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RETAIL DIVISION
SALES: 1996-2005
In millions of US$ (1)

1ST QUARTER

2ND QUARTER

3RD QUARTER

4TH QUARTER

1996

233.1

233.3

241.1

209.2

916.7

1997 incl. 53rd week

250.7

256.7

271.0

261.6

1,040.0

238.4

1,016.8

1998

280.8

278.6

298.4

270.9

1,128.7

1999

324.6

323.6

329.9

299.3

1,277.4

2000

352.1

342.9

346.0

311.1

1,352.1

2001 (1)

362.9

553.3

530.2

477.3

1,923.7

2002 (1)

516.4

553.0

556.4

479.4

2,105.2

2003 incl. 53rd week (1) (2)

510.8

542.7

603.6

636.2

2,293.3

594.5

2,251.7

1997 excl. 53rd week

2003 excl. 53rd week (1) (2)

FULL YEAR

2004 (1) (2) (3)

641.5

662.7

668.3

945.5

2,918.1

2005 (1) (2) (3)

992.4

1,062.7

1,036.7

1,012.4

4,104.2

(1) 2001 figures include Sunglass Hut results since the date of acquisition (March 31, 2001).
(2) 2003 figures include OPSM Group results since the date acquisition (August 1, 2003).
(3) 2004 figures include Cole National result since the date of acquisition (October 4, 2004).

WHOLESALE
BRAND PORTFOLIO
2005 was a very good year for the Group’s wholesale business, thanks to policies and strategies the
Group started to implement years ago, the most significant being the strengthening of the brand
portfolio, the development of a more robust and sharply focused sales organization and increasingly
efficient and specialized marketing support.
The wholesale division posted excellent results for both house and license brands. Of the former, RayBan saw a 20% increase in sales (its third consecutive year of such growth), thus reaffirming its market
leadership, also thanks to the results of the ophthalmic collections (originally launched in 2003), which
continued to sell particularly well, as did the more recognizable sunglasses. Other house brands, in
particular Vogue, Arnette, Persol and Revo, posted positive results and are promising further growth.
The Group’s license brands also did well in 2005, especially Bvlgari, Chanel, Prada and Versace, not to
mention the Dolce & Gabbana collections that Luxottica Group launched in October 2005 and that were
immediately a big success, as expected.
As a whole, in 2005 Luxottica Group’s wholesale division consolidated its leadership in the premium and
luxury segments thanks to what may be considered the strongest and most balanced brand portfolio in
the industry.
During the year, Luxottica Group also entered into a ten-year licensing agreement for worldwide
distribution of prescription frames and sunglasses for Burberry, one of the most dynamic and exclusive
luxury brands. This represents a significant strengthening of the Group’s brand portfolio, especially in
North America, Japan and Europe. The first Burberry eyewear collections will be launched in September
2006 (the agreement started on January 1, 2006).
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The agreement with Burberry was an important addition to the list of long-term partnerships the Group
has entered into or renewed in recent years, from the agreements with Versace and Prada to the
renewals with Bvlgari and Chanel in 2004, and the new partnerships with Dolce & Gabbana and Donna
Karan in the same year. The duration of these agreements, at least ten years on average, allows the
Group more time to develop collections and to position them more effectively in the market, thus
maximizing their potential, each in line with its particular brand values.
The increasingly strong and well balanced brand portfolio encompasses the most diverse of consumer
tastes and trends whilst continuing to attract prestigious luxury and fashion brands such as Polo Ralph
Lauren early in 2006, the latest of the long series of ten-year agreements signed by the Group.

DISTRIBUTION
The success enjoyed by the wholesale division in 2005 was reflected in the positive performance and
consistently strong demand for the new collections. Total wholesale sales were Euro 1,310.3 million, up
19.7% from 2004. Operating income for the wholesale business rose 30.5% from the previous year to
Euro 304.3 million (representing 23.2% of wholesale sales). For yet another year, the wholesale division
continued to grow at rates above the average of most of the markets in which the Group operates. In
Europe, which continues to be one of the most important markets for the wholesale business, Luxottica
Group continued to gain market share, even in markets that did not grow in absolute terms. The
wholesale division did similarly well in the United States, where the Group’s reorganization of its
distribution structure began to yield its first and very positive results.
In 2005, the wholesale division extended its coverage of markets in Eastern Europe and in particular
opened a representative office in Moscow to oversee the Russian market. This structure will work to
prepare the ground for commercial operations by, for example: supporting Russian distributors of
Luxottica Group products, gathering market information and monitoring marketing activities and
communication. Similarly, a representative office was opened in China to ensure more direct monitoring
of that market and the distribution activities in it. The Group also set up direct distribution in the important
South Korea market.
Over the course of the year, the Group continued to invest in optimizing services and logistics in order
to remain the preferred partner for clients looking to benefit from a range of products and services of the
highest possible quality. Even the acquisition of retail brands has benefited the level of service the Group
is able to offer its clients. In fact, Luxottica Group’s direct experience in retail in key markets has
translated into unique expertise and understanding of challenges facing its retail clients, from third-party
retail brands, large and small, to independent optical stores. Luxottica Group not only offers the best
eyewear brands, with an array of models tailored to the needs of each market, but also delivers them in
a timeframe and manner designed to maximize their value. It also provides all the necessary pre- and
post-sales services. This approach helps wholesale clients operate under ideal circumstances, thus
maximizing the market potential for premium optical products and services.

MANUFACTURING
In 2005, Luxottica Group took additional steps to further improve its manufacturing efficiency - a
cornerstone of its long-term strategy - by focusing on the forecasting of materials requirements and
planning, and on monitoring production progress to reduce production times as well as stock of semifinished product. Additionally, the Group launched a project to further integrate planning and control
procedures between the Italian manufacturing facilities and the plant in China, to ensure increasingly
more effective coordination and flexibility.
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Already equipped with production technologies geared to maximizing efficiency, the Group’s various
manufacturing facilities increased its focus on staff training, especially in the areas of task management
and production cost analysis.
In 2005, the Group continued to carry out the process started in 2004 of strengthening its organizational
structure at the manufacturing level, which has already contributed good results in terms of production
efficiency and flexibility as well as cost control. New staff roles were added at the production level to
more closely monitor the industrial process and to study potential improvements to production layout
and flows, enhanced coordination of production progress and analysis of new automation processes.
The entire system of forecasting requirements and planning and monitoring production progress was
then significantly overhauled, with the objective to reduce production times and the stock of semifinished product as well as accelerating the ability of the organization to address changes in demand.
This will improve inventory management without compromising the level of service provided to clients.
External consultants were brought in to help analyze organizational models at individual plants and
check that they are properly geared to business objectives. Still in progress in the Rovereto and
Pederobba facilities, this activity will be extended to all the Group’s manufacturing units.
Industrial investments were stepped up in 2005 to maintain the Group’s ability to rapidly adapt to the
changing needs of its production facilities and distribution network and to the market in general. For the
year, a total of approximately Euro 29.7 million was invested in plant, machinery, and equipment for
manufacturing plants in Italy. Most of this was for the Agordo facility.
Pederobba completed its new production programming project, which yielded a significant reduction in
average production times. In the last quarter of the year, this project was also initiated at the Sedico
facility. The new programming introduced at the Pederobba and Sedico manufacturing plans resulted
in changes to the process of launch of production programs in certain departments of the Agordo
facility, which supplies the two plants with semi-finished products. This process, now nearing
completion, is expected to achieve a significant reduction in production program times, which will in turn
cut programming times, drastically reduce forecasting errors and thus stock obsolescence as well.
Still regarding programming and procurement, the growing need for efficiency driven by ongoing
pressure on production times has made it necessary to strengthen the buyer function both within the
Italian and the Group’s wholly-owned manufacturing operations in China, Luxottica Tristar Optical. The
aims here are to:
• improve control of delivery times and quality by external suppliers of both raw materials and finished
products;
• search for new potential suppliers as alternatives to existing ones;
• create a database of the production capacity of each supplier by product type; this to be able to react
more promptly and more effectively to peaks in demand;
• organize systematic medium-term forecasting of requirements for every single supplier, so that their
production capacity can be geared to the Group’s needs.
There was a special focus on the implementation of industrial relationships with the Chinese subsidiary
Luxottica Tristar Optical, where programming and control procedures are being further integrated to
ensure more flexible and coordinated management of production between Italy- and China-based
plants. 2005 saw the introduction of new programs (general accounting, industrial accounting, parts
lists, warehouse management, suppliers management, first phase production progress control) in line
with the software applications used in the Italian facilities. The aim is to complete this process in 2006
so that the Chinese plant will be fully integrated and capable of improving its efficiency and flexibility.
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The drive to improve production flexibility and management efficiency continued in 2005 to offset
increases in working capital despite constant growth of production capacity and without compromising
the service excellence that has always been a Group hallmark. In particular, the engineering department
and its workshops were strengthened to stay abreast of an increasingly dynamic market and the
resulting shortening of the average life cycle of models, Measures were also taken to achieve closer
coordination between the engineering and product departments. The new sampling unit, which came
into service in June 2005, has a staff of 120 and is managed by engineering department. By the end of
2006 it will have to produce new samples as well as making and testing all the production equipment
for new models. These activities are continuously improving the Group’s capacity to plan new collection
launches. Precise knowledge of the engineering department’s capacity to make new models for each
season enables the product development department to more effectively organize its own study,
choosing and launching of new collections.
Research and development of processes and materials continued. A team of engineers was set up to
work on a series of new projects in collaboration with major Italian universities.
Regarding processes, research efforts focused on the automation of certain key production phases,
already in place by year end, and on new technology machinery delivering improved quality, process
consistency and reduction of waste.
On the materials front, research activities addressed the application of nanotechnology to metal and
polymer surface finishing processes. Other activities centered on processes to improve the mechanical
and aesthetic characteristics of products and research into new materials as alternatives to those
normally used.
.
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DISTRIBUTION
A cornerstone of its leadership, Luxottica Group’s distribution structure is one of the most extensive and
effective in the industry. It is a unique system embracing the Group’s own stores, a wholesale distribution
network and third-party retail brands and independently owned stores. The wholesale distribution network
covers over 130 countries, with direct operations in the 38 most important markets. The retail division operates
mainly in North America, Asia-Pacific and, since the second half of 2005, in China (thanks to the acquisition
of two retail brands in addition to the stores the Group already operated in Hong Kong), thus ensuring
improved distribution of products in the world’s key markets. Luxottica Group nearly 5,700 sun and optical
stores are mainly located in the United States, Canada, Australia, New Zealand, Singapore, Hong Kong and
China. In Europe, the Group’s retail presence is limited to approximately 100 Sunglass Hut stores, exclusively
focused in the sun segment and for the most part located in the United Kingdom. This robust distribution
structure is based on a fundamental strategic intuition that management had years ago, that increasing
control over distribution was key to future growth. Originally set up as a manufacturer of frames, Luxottica
Group has gradually integrated wholesale distribution into its structure and since 1995, retail distribution as
well. Thanks to this distribution network, the Group is now present in all of the world’s most important eyewear
markets for both wholesale and retail and, as a result, can closely monitor the development of the markets
with the greatest growth potential, ever ready to intervene and consolidate its presence.

RETAIL
Luxottica Group’s retail division operates the following retail brands:
• LensCrafters, Pearle Vision (own and franchise stores), Sears Optical, Target Optical and BJ’s Optical
in North America, where the Group is the leading retailer in both prescription and sun;
• OPSM, Laubman & Pank and Budget Eyewear in Australia and OPSM in New Zealand, which ensure
the Group’s leadership in this region;
• a network of 276 stores in China and Hong Kong, including Xueliang Optical and Ming Long Optical,
the two retail brands acquired in 2005;
• Sunglass Hut, the world’s leading specialty premium sun retail chain, with 1,849 stores mostly in North
America, Asia-Pacific and Europe.
2005 was a particularly good year for the Group’s retail business, both in terms of market share and
overall results.
In the United States, the Group’s main retail brands (LensCrafters, Sunglass Hut) continued to
consolidate their positions. The integration of Cole National’s retail distribution network successfully
continued and was completed at the operating level by year-end. Luxottica Group’s presence in the
North American market benefited from this operation not only in terms of additional stores but also in
overall reach and balance. The Group now controls the two leading retail brands in the optical segment
(LensCrafters and Pearle Vision) and is the leading operator of licensed brand optical departments
(Licensed Brands), a segment in which it hadn’t previously operated at all. Further, with EyeMed Vision
Care the Group is now the second largest administrator of managed vision care programs, a segment
of growing importance in the United States.
Regarding Asia-Pacific, following the completion in February 2005 of the tender offer for OPSM Group’s
remaining outstanding shares Luxottica Group now controls 100% of that company. Full integration of
these assets is particularly significant in that the Australian, New Zealand and South-East Asian markets,
where Luxottica Group can now enjoy a leadership position, are showing growth opportunities for the
short, medium and long term.
With the acquisition of two retail brands in China in 2005, Luxottica Group made a bold entry into a
market with an immense potential for growth and that it will require all of the Group’s capacity and
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experience. The Group now controls 276 retail outlets in Beijing and Guangdong provinces, two of the
most dynamic in terms of growth, and Hong Kong.
In North America, Luxottica Group also controls the Watch Station, Watch World and Things Remembered
retail brands. Watch Station and Watch World operate mainly inside Sunglass Hut stores, offering a
product, watches, which is highly complementary to sunglasses. Things Remembered, acquired with
Cole National, is one of the leading specialty gift retailers in the United States; it is controlled by Luxottica
Group’s retail structure but is managed independently as its business is non-core.

GROUP RETAIL CHAINS WORLDWIDE
Geographic area

North America

Retail
chain

Number
of stores

Primary
product

Complementary
product

LensCrafters

893

Prescription

Sun

Pearle Vision (*)

837

Prescription

Sun

Sunglass Hut

1,557

Sun

Watches

Licensed brands:

Asia-Pacific

China & Hong Kong

Europe

Sears Optical

960

Prescription

Sun

Target Optical

246

Prescription

Sun

BJ’s Optical

143

Prescription

Sun

Things remembered

664

Gifts

OPSM

314

Prescription

Laubman & Pank

123

Prescription

Sun
Sun

Budget Eyewear

75

Prescription

Sun

Sunglass Hut

182

Sun

Watches

Xueliang Optical

77

Prescription

Sun

Ming Long Optical

133

Prescription

Sun

The Optical Shop

66

Prescription

Sun

Sunglass Hut

110

Sun

Watches

(*) of which 462 in franchising
Data as of December 31, 2005.
Luxottica Group received authorization to complete the acquisition of Xueliang Optical in April 2006. Completion of Ming Long Optical transaction is still awaiting for
approval by the Chinese authorities, which is expected in 2006.

LUXOTTICA RETAIL NORTH AMERICA
PRESCRIPTION
Lenscrafters
Luxottica Group entered the North American retail market for the first time through the acquisition of
LensCrafters in 1995. This was a major undertaking which in the space of a few years proved to be a
highly successful strategy, given the high growth rates and efficient market penetration the Group’s retail
presence in that market has achieved. LensCrafters was the first U.S. optical chain to offer both a vast
array of premium eyewear and an in-store optometrist and lab for fast assembly of prescription glasses
(in most cases in one hour). Today, with 893 stores in the United States and Canada, LensCrafters is
focusing on premium products and service, offering fashion frames, state-of-the-art lens technology,
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and top quality service. Within this context, in 2005 LensCrafters launched a sales leadership model,
involving staff training in consulting and selling skills. Results from this program were extremely positive,
with 82.5% of customers rating service received from very good to excellent.
Regarding products sold, house, license and private label brands accounted for approximately 70% of
total sales. Ray-Ban, Adrienne Vittadini, Brooks Brothers and Vogue were among the best selling
prescription and sun brands.
As for lenses, which are at the core of LensCrafters’ experience and expertise, sales of anti-glare
products reached 30% of total sales, up 55% from 2004. The year also saw the exclusive launching of
FeatherWates® Complete Lenses, with ScotchgardTM Protector, an innovative product resistant to water,
dirt and dust and that doesn’t require frequent cleaning.
LensCrafters in-store labs are a great strength, allowing to offer state-of-the-art services and lens types
and fast service. This strength has been enhanced by the additional services available from the central
labs acquired with Cole National. This why Luxottica Group intends to maintain its involvement in
research and employ the best technologies available, so that LensCrafters will continue to be perceived
as a store with a reputation for state-of-the-art technology as well as high quality products and services.
At the same time, the Group’s own strength in lab services allows it to form increasingly stronger, cost
competitive ties when it decides to work with third-party laboratories in the U.S. market.
On the marketing front, LensCrafters launched a new logo, for the first time in 20 years. It is highly
stylized as part of an overall strategy to further raise the profile of the brand, whose identity is based more
and more on the alliance between style and high level customer service. This theme was highlighted in
the new TV and magazine advertising campaign “Happiness.”
Pearle Vision
With the acquisition in October 2004 of Cole National, of which Pearle Vision was a part, the Group took
a decisive step in consolidating its ability to serve the premium optical market in the United States, now
covered by the Pearle Vision and LensCrafters brands in a complementary fashion. Pearle Vision has
operated in the U.S. market for over 40 years: its stores represent the brand of preference for consumers
who take care of their vision with high quality eyewear. Pearle Vision stores were the first, in 1961, to marry
eyecare with a vast selection of elegant and refined frames. Today, Pearle Vision is the most recognized
optical brand in the United States and synonymous with a trustworthy optometrist and personalized
service. The brand operates 837 stores, of which 375 company-owned in the United States, Canada
and Puerto Rico and 462 in franchising, in the United States and the Caribbean.
Pearle Vision returned to profit in 2005. The decision to drastically reduce promotional discounts to raise
its positioning with consumers and boost profitability proved successful and initiated a positive trend in
sales and operating results. Pearle Vision’s prospects for future growth are now supported by a new and
more efficient costs structure, in which the centralization of lab services enables it to concentrate on
customer service. Sales of Luxottica Group products, in particular, enjoyed strong growth, having
reached approximately 45% at year-end. Ray-Ban, Prada, Adrienne Vittadini, Brooks Brothers and
Versace are some of the best selling brands.
In 2005, marketing, merchandising and staff training were all focused on the “Trusted Eyecare” program
to sharpen the perception of Pearle Vision as a brand that fosters strong relationships of trust between
consumers and optometrists. This was the thrust of Pearle Vision’s first national TV campaign in years,
which focused on the relationship between the skilled and trustworthy optometrist found on site at Pearle
Vision locations and the client-patient.
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Regarding Pearle Vision franchising, Luxottica Group has now become the preferred supplier to these
stores not only thanks to the strength of its brands and the quality of its products but also, indeed above
all, because of the new and much improved services (Franchise Advantage Program) that it makes
available to franchisees. The program features marketing solutions, preferential pricing and savings on
certain other categories of products (lenses, lab services, contact lenses, accessories), all of which with
a significantly higher level of service and merchandising support.
Licensed Brands
Luxottica Group is today the leading operator of licensed brand stores in North America, with a network,
at the end of 2005, of 1,349 locations in Sears, Target and BJ’s Wholesale Club department stores. In
the United States, in particular, Sears Optical has 880 locations, Target Optical 246 stores and BJ’s
Optical 143. In Canada, Sears Optical Canada operates 80 locations.
Each of these brands, which offer consumers the convenience of taking care of their optical needs where
they already regularly shop, has a precise positioning within the market. Sears, the department store par
excellence with a vast and heterogeneous customer base, in 2005 launched a nationwide TV campaign
in the United States - “Life Enhancing” - to reinforce the positioning of the Sears Optical brand.
Target Optical, which appeals to fashion-oriented customers who enjoy novelty, continued to focus its offering
on fashion eyewear that’s also moderately priced. Target Optical worked hard to give store visuals a more
integrated look and concentrated advertising on Sunday paper inserts and a number of in-store initiatives.
BJ’s Optical continued to offer BJ Wholesale Club members high quality at very competitive prices.
In general, 2005 was another year in which partnership with these leading department store retail brands
enabled Luxottica Group to boost sales and distribution to the significant department store customer
base. Luxottica Group products accounted for 45% of total sales through this channel.
Lens finishing laboratories
Luxottica Group manages one of the largest networks of optical manufacturing labs in the United States,
with eight central labs nationwide and close to 900 lens finishing labs, mainly within LensCrafters stores.
To support the growth in sales of anti-glare lenses, in 2005 a dedicated unit was added to the Dallas
central lab, while anti-glare lens production at the Memphis facility reached 50% of total output. The
Memphis facility was also reconfigured with advanced production technology to meet growing demand
and maintain a constant focus on quality and customer service.
In-store LensCrafters labs allow customers to receive the eyewear they purchased with fast turnaround,
even in one hour. In 2005, Luxottica successfully increased utilization of LensCrafters’ lab capacity by
having them process increasing volumes of glasses for Pearle Vision stores as well. This strategy will be
pursued further in 2006.
SUN
Sunglass Hut
Sunglass Hut is the largest and most important specialty sun retailer in North America and the world, with
a total of 1,849 stores (1,557 in North America, 182 in Australia, New Zealand and Singapore, and 110 in
Europe). In the eyes of consumers Sunglass Hut increasingly represents fashion and the latest trends.
First established in 1971, initially only inside department stores, Sunglass Hut has always cultivated a
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young, active and fashion-conscious image. Following its acquisition by Luxottica Group in 2001, the
brand invested strongly in these characteristics and increased its focus on fashion eyewear by keeping
its product offering more closely aligned with trends in the sun segment. Capitalizing on the work already
done over the year, from 2004 onward Sunglass Hut started to reposition its brand to capture more and
more fashion minded consumers seeking to satisfy their personal sense of style. At the same time it
continued to improve its store base in North America, especially in the Sunbelt and coastal States. The
program, which by the end of 2005 had touched 45% of Sunglass Hut stores in North America, also
involved remodeling and repositioning stores and marketing activities. During the year, 112 new
locations were opened, 93 closed and 145 moved to more favorable locations. At the year end, 10% of
Sunglass Hut stores in North America posted sales of US$ 750,000, 60% more than in 2004.
Regarding the product mix, Sunglass Hut continued to benefit from the strength of the Group’s brand
portfolio. Over 60% of units sold through its stores in 2005 were Luxottica Group products. Fashion
products were in particular demand thanks to the new Dolce & Gabbana and D&G collections and the
ongoing success of Ray-Ban, Prada, Versace, Chanel and Bvlgari.

MANAGED VISION CARE - EYEMED VISION CARE
With the 2004 integration of Cole National Managed Vision in EyeMed Vision Care, active in the industry
since 1988, Luxottica Group became the second biggest managed vision care operator in the U.S. With
417 new clients acquired in 2005, including Lockheed Martin, JPMorgan Chase and the States of Illinois
and Indiana, EyeMed Vision Care offers services to over 3,000 large and medium corporations,
government entities and health insurance providers, through a network of over 17,000 locations
including optician, ophthalmologist, optometrist stores as well as Luxottica Group retail stores. Today,
EyeMed Vision Care is a recognized leader in the vision care industry, known for providing choice,
quality, value and service excellence. Members have the opportunity to shop at Luxottica Group retail
stores and thousands of independent providers.

LUXOTTICA RETAIL ASIA-PACIFIC
In March 2005 Luxottica Group completed the acquisition of the remaining outstanding shares it did not
already own in OPSM Group, industry leader in optical retail in Australia, New Zealand and Hong Kong.
Full control of the company enabled Luxottica Group to increase the level of integration of its direct
distribution in Australia, which now includes stores from retail brands Sunglass Hut, OPSM (for fashion
and trend oriented consumers), Laubman & Pank (for premium services and eye care) and Budget
Eyewear (for price-conscious consumers).
Luxottica Group improved the structure and positioning of each of these retail brands, renovated a
number of stores and maximized the production, service and distribution synergies that come with
being part of the Group. OPSM and Laubman & Pank were repositioned by means of a new store
concept, more fashion and luxury products, new merchandising visuals and innovative advertising. A TV
campaign was launched to identify Laubman & Pank as Australia’s second optical brand, after OPSM.
By the end of 2005, 30% of OPSM and Laubman & Pank stores had been turned into the new format,
thus improving performance. The successful segmentation of Luxottica Group retail brands and brandspecific initiatives are reflected in the significant increase in sales and brand awareness.
The program positioning Sunglass Hut as the premium fashion brand in sun retailing started out with a
new management, restyling of stores and an increase in the presence of Luxottica fashion products.
Separately, service functions shared by both the retail and wholesale divisions were created.
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Having sold the optical stores it previously owned in Malaysia and Singapore, Luxottica Group remains
the market leader in Hong Kong, which is a key market for consolidating its presence in China. In Hong
Kong, the Group operates through two retail brands - The Optical Center and The Optical Shop - which
are being merged into a single premium brand with an identity and image leaning more towards
premium and fashion.
In 2005, Luxottica Group completed the acquisition of Chinese retail brands Xueliang Optical in Beijing
(77 stores) and Ming Long Optical in Guangzhou (133 stores), both leaders in their markets. This
represents an important foothold in what the Group considers a key area of future development. The
stores of these two retail brands are managed as part of the Asia-Pacific retail structure, which controls
969 optical and sun retail locations in all, of which 615 in Australia, 74 in New Zealand, 4 in Singapore,
66 in Hong Kong and 210 in China.

WHOLESALE
BRAND PORTFOLIO
The Group’s leadership does not depend on the reach and depth of distribution alone. Luxottica
Group’s brand portfolio, with 18 license brands and eight house brands, is one of the strongest and
most balanced in the industry and it allows the Group to offer a broad range of models capable of
satisfying the most diverse taste and responding to the changing demands and characteristics of each
market. Luxottica Group successfully reconciles necessities of style with complex and highly structured
manufacturing systems, and without compromising product quality. With its outstanding distribution
capacity, a direct presence in many markets, marketing support and a keen understanding of the
international marketplace, the Group is the ideal partner for brands seeking to translate their style and
values into successful, high quality eyewear collections. The Group’s 18 license brands, including some
of the best known fashion houses and international designers, are under exclusive licensing
agreements with an average duration, in most cases, of nearly ten years. One objective for the future is
to extend average duration of any agreement as much as possible, to more thoroughly help realize the
value of each eyewear brand through improved investment planning. The agreements entered in 2003
with Versace and Prada, the renewals in 2004 with Chanel and Bvlgari, the agreements signed in 2004
with Donna Karan and Dolce & Gabbana and in 2005 with Burberry, are all steps in this direction.
Great attention is continuously dedicated to improving product assortment in order to guarantee
coverage and segmentation of the mid- to premium-price market while at the same time always working
to minimize potential for cannibalization among brands. Unique in the industry, Luxottica Group has a
portfolio of eight house brands balancing the license brands, including Vogue, Persol and Ray-Ban, the
world’s best selling sun and prescription brand. Thanks to excellent development of this brand, sales of
house brands have been extremely good and provide an important balancing element in what is a very
diversified portfolio. With its own distribution and retail sales structures and major investments in
advertising, Luxottica Group is able to develop and support collections for each brand very effectively.
As for license brand communication, the Group also benefits from eyewear campaigns that are run
directly by its license partners.
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The Ray-Ban brand debuted
in 1937 with the Aviator
model, created for American
Airforce pilots, and joined
Luxottica Group portfolio
of brands in 1999. Worn
by countless movie stars
and show business
celebrities since day one,
Ray-Ban’s are sunglasses
par excellence, by far the
top-selling, most famous
sunglasses in the world. The
Ray-Ban collection sets itself
apart for the superior quality
of its lenses and materials
and an irreplicable design
that transcends every trend,
making it legendary the
world over. In 2003 Ray-Ban
expanded its sun collection
to include Ray-Ban
Ophthalmic and Ray-Ban
Junior.
www.ray-ban.com
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Launched in California in 1992, Arnette was acquired by Luxottica Group in 1999. Quickly becoming the eyewear of choice for the
board sport generation, today it is a symbol of the dynamic, active lifestyle it represents. Arnette’s design captivates, bringing
together the supreme comfort and maximum functionality sought after by those drawn to extreme sports.
www.arnette.com

Making its debut in 1917, Persol was acquired by Luxottica Group in 1995. The brand has a heritage of design and elegance, high
quality and everlasting Made in Italy style. Persol is a luxury eyewear brand: an icon of style, high quality and design, harkening back
to prestigious Turinese origins in the 20’s and constantly up dates with continuous research of new solution in technology and style
to warranty maximum comfort and protection in a exclusive design. Persol frames stand out for their exclusively patented Meflecto
system of flexible, acetate temples, bear the easily recognizable, highly-distinctive metallic arrow on the hinge, top crystal lenses. All
these key values make Persol the in the know choice and more over the choice of many internationals celebrities and movie stars
who complete their look with a coordinated selection, adding to their strong emotional appeal as a “star symbol”.
www.persol.com

LUX_bilancio 1°parte ing

9-06-2006

17:29

Pagina 37

The REVO brand was created in 1985 and acquired by Luxottica Group in 1999. REVO revolutionized the world of sunglasses
introducing for the first time in 1985 the best sunglass lens technology, along with a cultivated design and strong personality, able to
transcend seasonal styles. It is not by chance that REVO is short for “revolution”. Models in the REVO collection feature multi-layer
coated lenses equipped with the exclusive Light Management System (LMS), a technology developed by NASA for satellite
portholes, guaranteeing perfect vision and maximum protection from the harmful rays of the sun. The LMS system is exclusive to
REVO sunglasses, also available with a polarized filter.
www.revo.com

Created in 1973 bearing the same name as the famous fashion magazine, the Vogue brand was acquired by Luxottica Group in
1990. Vogue models distinguish themselves thanks to their innovative design and broad selection of color frames, resulting in great
appeal for women who follow the latest trends in fashion.
www.vogue-eyewear.com
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The Sferoflex brand was acquired by Luxottica Group in 1981. Sferoflex takes its name from its distinctive flexible temples which
conform to the size and shape of any face, ensuring the perfect fit. The Sferoflex line includes only prescription frames and is
perfect for those who seek a comfortable, classic frame of the highest quality.

On the scene since 1967, Luxottica Group’s first line still best communicates the experience and tradition which are its essence.
Luxottica is the ideal eyewear for those who seek classic style with clean lines and a premium quality frame. The brand has
expanded its spectrum to include a new line (including titanium models) for those who prefer super light-weight frames of the
highest quality and an elegant design.

Created in 1989, Killer Loop became part of Luxottica Group portfolio in 1999. The Killer Loop brand evolved from a general sports
image to a one that is more “urban style”, perfect for any time of the day. Killer Loop is young, metropolitan eyewear, for a dynamic
cosmopolitan lifestyle.
www.killerloopeyewear.com
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The Anne Klein brand has been licensed to Luxottica Group since 1996. Anne Klein eyewear collections are designed for an
exclusively female clientele. The woman who chooses Anne Klein eyewear is the classic modern woman, successful in her career,
refined and attuned to quality and image, who desires not only elegance, but comfort and practicality.

The Byblos brand has been licensed to Luxottica Group since 1989. Byblos models reflect a fresh, modern, nonconformist style, with a
cutting-edge design and a brilliant spectrum of colors for both the frames and lenses. Byblos customers prefer a lightweight product, not
overly sophisticated or intellectual, perfect for dress-down comfort, yet sporty and sleek.

The partnership between Brooks Brothers and Luxottica Group began in 1993. Characterized by light materials and sleek lines,
Brooks Brothers collections are the essence of American style. It is a classically styled product, accessible to everyone, functional,
light-weight and top quality.

The original licensing agreement for the production and distribution of Bvlgari eyewear was signed by Luxottica Group in 1997.
Bvlgari eyewear appeals to an elegant, selective clientele in search of eyewear that will set them apart. The highest quality materials,
painstaking attention to detail, and a contemporary, unmistakable design: all of these make Bvlgari eyewear precious, exclusive
objects; veritable jewels.
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The original licensing agreement with Maison Chanel was signed in 1999 making Luxottica Group the first licensing company of this
important luxury brand. Chanel collections reflect the brand’s essential values, which translate into a unique style of creative
shapes, materials and colors. Chanel eyewear appeals to a sophisticated, elegant, refined clientele, attuned to the smallest details.

Luxury and professionalism. Glamour and style. Creativity and cutting-edge design. Dolce & Gabbana and Luxottica, two market-leading
companies, signed a new licensing agreement in October 2005. The Dolce & Gabbana brand was formed in 1985 by the famous designer
duo, Domenico Dolce and Stefano Gabbana, who blended sensuality with their Mediterranean roots to create the distinguishing mark of a
brand which has since become a symbol of Italian fashion throughout the world. The first Dolce & Gabbana eyewear collection
manufactured by Luxottica drew its inspiration from the fascinating 60s and 70s. This collection brings the period's shapes up to date and
highlights its materials, characterized by precious details such as logos in Swarovski crystals or elegant metal circles.

D&G: Two simple initials that, over the years, have become a symbol, a lifestyle, a logo and so much more than a logo - a contemporary
expression of the way we dress today. Originating in ‘94, “by the street for the street”, D&G fashion has always stood out for its
expressive anti-conformity, for the sensitivity displayed in embracing the fashions, tendencies, and colors of the younger generation. This
dedication was repaid in full the moment D&G became a universal language - not just a decorative symbol, but a real and actual
collective phenomenon always in perfect harmony with the music world. Aided by Luxottica’s impeccable professionalism, D&G
presents a new eyewear collection that is perfectly in tune with its youthful, innovative, and anti-conventional spirit. The new D&G models
manufactured by Luxottica are characterized by vintage forms that take their inspiration from the 70s and 80s, as well as loud and
colorful sporty frames reminiscent of the racing world.

A license agreement with Donna Karan Studio LLC was signed in 2004 for the first release of Donna Karan Eyewear in January 2005.
Donna Karan International is one of the world’s leading fashion design houses. It designs, markets and distributes collections of
women’s and men's apparel, sportswear, accessories and shoes under the Donna Karan Collection and DKNY brand names. A modern
system of dressing, Donna Karan’s concept is based on seven easy pieces, where a handful of interchangeable items work together to
create an entire wardrobe that goes from day to evening, weekday to weekend, season to season. Reflecting the design sensibility and
spirit of Donna Karan Collection, the eyewear line offers men and women styles that are sophisticated, using modern and lightweight
materials. As stated by Donna Karan, “Eyewear is an integral part of my head-to-toe philosophy and a personal passion”.
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A license agreement with Donna Karan Studio LLC was signed in 2004 for the first release of DKNY Eyewear in January 2005 along
with the agreement relating to the Donna Karan brand. Started in 1989 as the result of Donna Karan’s quest for the perfect jeans, as
well as her desire to dress her daughter Gabby, DKNY is fast fashion with an urban mind-set, the New York City street-smart look.
DKNY Eyewear, as well as the clothing, addresses modern, urban, fashion-conscious women and men with multifaceted lifestyles:
international, eclectic, fun and real.

Thanks to a licensing agreement with Luxottica Group, the first Genny collection of women eyewear was launched in 1989. Genny
eyewear is designed for a high-end clientele of women who are classic, sophisticated, extremely feminine, selfassured, and seeking
a distinctive, yet not excessive style.

The Miu Miu label was created in 1993 following Miuccia Prada’s decision to cater specifically to fashion lovers attracted by the
latest self-assured, sophisticated trends. This collection embodies Miuccia Prada’s vision of an alternative style with a strong
personality. Provocative innovation combines with Miuccia’s reinterpretation of tradition to create a new classic. The Miu Miu
collection includes clothing, accessories, footwear and eyewear for both women and men. The Miu Miu label is urban, young,
sophisticated and sensual, a new classic.

Moschino, licensed brand of Luxottica Group since 1995, is, of all of the Group’s product lines, the one most distinguished for the
creativity and originality of its models, in keeping with the brand’s image. Moschino eyewear appeals to a young public, ironic and
non-conformist, seeking an original and audacious style, decidedly nonconventional, that dares to combine shapes and colors that
shock and surprise, without compromising on quality.

The Prada label denotes high-quality products that combine an innovative approach with a strong craft tradition. Prada is
synonymous with a style that has always anticipated, and often dictated, new trends in every field. Prada’s influence is universally
acknowledged by the market and its most astute observers. For Prada, the point of departure is absolute quality applied to every
stage of the production process, from design and materials selection to manufacturing, retail sales concepts, advertising
campaigns and communication strategies, creating a chain of value that generates total quality. This meticulousness is never
flaunted. Instead, it emerges in the attention to detail that make all Prada products so unique and desirable. Sophisticated and
elegant, Prada products all have a distinctive personality and unmistakable style. Those features are all present in Prada’s optical
collection eyewear, now joined by new models in the sun range.
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At the end of 1998, the year in which the licensing agreement with Luxottica Group was signed, the first collection of Salvatore
Ferragamo eyewear was launched. The Salvatore Ferragamo eyewear is characterized by excellent attention to details and finishings,
from original choices of materials to exciting colors. Those who wear Salvatore Ferragamo eyewear have the sensation of possessing
a unique, tailor-made item; a tiny work of art inspired by the tradition of craftsmanship of the fashion house whose name it bears,
reinterpreted in a contemporary key.

Sergio Tacchini, ever synonymous with sport and leisure, has been a licensed brand of Luxottica Group since 1993. Designed not
only for those who love sports, but also for those who are looking for an eyewear for their free time. The collections are perfectly
suited to the new trends which bring the athletic into the day-to-day. Sergio Tacchini eyewear is ideal for those who prefer a style that
is at once classic and casual.

The licensing agreement for the production and distribution of Versace eyewear was signed by Luxottica Group early in 2003. Versace
eyewear, with its flamboyantly innovative style, is characterized by distinctive symbols (starting from the Greek fret symbol, Medusa) and
appeals to a clientele keenly attuned to fashion. Those who wear Versace desire an absolutely unconventional luxury product in vivid colors
and cutting-edge designs, in step with latest trends. They stand out as sensual, dynamic and self-assured.

The licensing agreement for the production and distribution of Versus eyewear was signed by Luxottica Group early in 2003,
simultaneously with the Versace brand. Versus is the “young” brand in the Versace “family”. Targeted at a younger clientele, Versus
wearers want to follow fashion trends without paying a fortune or compromising their pursuit of an innovative and original style.
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DISTRIBUTION
Today, Luxottica Group’s wholesale division distributes in 130 countries. In the 38 most important
markets it operates through a directly controlled subsidiary. In most of the countries where the Group
operates distribution subsidiaries, its main clients are retailers of mid- to premium-price eyewear:
independent opticians, optical retail brands, specialty sun retailers and duty-free shops. In other
countries, and particularly in North America, main clients also include independent optometrists and
ophthalmologists and high-end and other major department stores. Direct distribution operations in the
most important markets bring a considerable competitive edge by allowing close contact with retailers,
maximizing the image and visibility of Luxottica Group products, and improved, more closely monitored
distribution. The Group provides its wholesale division with thorough marketing and PR support,
reinforcing brand image and coordinating the presentation of its brand portfolio at the international level.
Luxottica Group plans to expand its distribution network over time by opening new subsidiaries. In
countries in which the market is not big enough to justify the costs of a traditional subsidiary, the
prospects of opening a representative office capable of directly and efficiently overseeing the business
will be evaluated.
Another of Luxottica Group’s main strengths is its ability to offer top pre- and post-sales service through
a system which has been continuously developed and perfected over decades to provide customers
with the best product and in a timeframe and manner that best enhances its value. The distribution
system is connected at the international level to a central production planning function through a network
linking logistics and sales functions/outlets to the manufacturing plants in Italy and China. This network
provides daily monitoring of global sales and inventory for the purpose of adjusting production
resources and inventory levels on the basis of specific information from the market. This integrated
logistics system is one of the most efficient and among the fastest in the industry. In Asia, Europe and
the United States centralized distribution centers have over the years significantly improved distribution
speed and efficiency.
Luxottica Group is thus able to provide its clients with a highly automated system for order management
that reduces delivery times and minimizes inventory. The Group is committed to continuously helping its
clients grow their business, also by focusing on products of the highest quality and design, the
common aim being to maximize growth opportunities and expand the overall size of the eyewear market
for mid- and premium-price products.
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MANUFACTURING
Having its origins in what has become the global center of eyewear manufacturing, Luxottica Group
has produced prescription frames and sunglasses since 1961, controlling every phase of the
production process, from raw materials procurement to manufacturing of the finished frame. Its
manufacturing process is the product of decades of careful honing, along a path of constant
research and development. This ensures that products are consistently of the highest possible quality
and made as efficiently as possible using cutting-edge technology and materials. Research therefore
covers all aspects of production, from materials to machinery, from product design to production
planning. Decades of experience, passion and never being content with its achievements have made
Luxottica Group’s manufacturing system probably the most efficient, flexible and creative in the
industry, able to consistently maintain the highest standards. The Group’s results over the years,
including in 2005, are the best endorsement of the investments and initiatives undertaken in this
absolutely key area of the business.

MANUFACTURING PLANTS AND PRODUCTION
Production is concentrated almost entirely in six plants in Italy, mostly in the north-east, a region that has
the highest concentration of eyewear manufacturing companies in the country. The other two (the second
of which started operations in 2006) are in China and are wholly owned by the Group. The decision to
manufacture approximately 80% of production in Italy springs from the commitment to creating a product
of the highest quality and with all the right Made in Italy connotations. This is only possible with the
experience and know-how built up over the years in Italy’s eyewear manufacturing centers. Each plant
has its own manufacturing technology to boost profitability and improve quality and the overall efficiency
of the Group. The opening in 2006 of a second plant in China, alongside the first one, was in fact to be
able to concentrate more of the Made in Italy production, which has very high value added for the world
optical market, in the Italian plants. That consumer demand for such products is strong is also due to the
work the Group carries out on premium and luxury products, both directly through its stores and indirectly
through its wholesale clients.

VERTICAL INTEGRATION
Over the decades Luxottica Group has vertically integrated every phase of the production process, as
it saw that was the only way to achieve the efficiency required by the type of products and services it
wanted to offer. Control of the various phases of production allows the Group to closely monitor the
quality of products and processes, maximize synergies and introduce new operating methods and
other innovations. It also makes it possible to control and minimize production time and costs, in order
to create the best possible product without compromising quality. Achieving vertical integration
involved the perfecting of every single process, rigorous quality inspections and, above all, ensuring
that each and every department understands and fulfills its role in attaining the final results. Ongoing
research and development ensures the manufacturing plants have the latest equipment and the best
manufacturing methods.
In addition to having efficient manufacturing plants, the Group utilizes a centralized system for monitoring
inventory and orders. Daily analysis of this information provides projections of demand, making it
possible to plan production and other necessary tasks in advance. Perfect coordination of supply and
demand reduces potential problems in inventory and in the supply of raw materials, which is a major
competitive advantage. Bringing together the speed and efficiency of the manufacturing plants with
precise monitoring of the market, places Luxottica Group in the best possible position to efficiently meet
customer requests and adapt to changing trends in the market and fashion in terms of both type and
quantity of products. Such flexibility gives vital competitive edge in such a multifaceted market, where
the ability to address the latest fashion trends is fundamental. Over the years, Luxottica Group has
brought both retail and wholesale distribution into its vertically integrated system. This enabled the Group
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to become the global leader in eyewear and one of the manufacturers of premium prescription and sun
frames with the most efficient cost control and highest profitability.

QUALITY: A KEY ASSET
Product quality has always been Luxottica Group’s main focus and has led to the integration of every
phase of production. Quality is, in fact, the critical factor in the premium segment for both wholesale
customers and end consumers. Quality and process control teams regularly inspect semi-finished
products during the various phases of production: verifying the feasibility of a prototype in the project
design phase, controlling standards across the spectrum of products during the production phase, and
subsequently checking for resistance to wear and tear, and optical properties in relation to type of use.
The manufacturing processes and materials used by primary suppliers are also controlled and certified.
Thanks to ongoing verification of precision and expertise in all phases of production, the quality of
Luxottica Group’s final product is always of the highest level. This fundamental strength of the Group’s
products is confirmed both by the relationship of trust it enjoys with independent optical store operators,
both large and small, and the low levels of returns.
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STRATEGY
Over the years, Luxottica Group has consolidated its global leadership in the premium and luxury
eyewear industry mainly thanks to the following factors:
• An extensive wholesale and retail distribution network, which increases its ability to best understand
and serve the market, from the viewpoint of both operators and consumers, while controlling
distribution times and costs;
• A brand portfolio among the strongest and most balanced in the industry;
• The impressive and ever-increasing quality of the final product, with a special focus on pre- and postsale services;
• The efficiency and flexibility of the manufacturing structure, able to quickly respond to changes in
market demand.
The vertical integration of design, manufacturing and distribution makes Luxottica Group’s business
model unique in the industry, as reflected in the Company’s results and long-term partnerships with key
fashion and luxury brands.
Today, following its retail acquisitions, with ongoing consolidation of its brand portfolio and wholesale
distribution and after two years of strong growth in 2004 and 2005, Luxottica Group finds itself well
positioned to continue growing. Successful integration of the businesses acquired with Cole National
and the progress made in Asia-Pacific after attaining full control of OPSM Group will allow Luxottica
Group to focus all its resources on the opportunities ahead. Outlined below are Luxottica Group’s key
strategic objectives for the medium term.

RETAIL
NORTH AMERICA
Luxottica Group operates three of the top four optical and sun retail brands in the North American
market: LensCrafters, Pearle Vision and Sunglass Hut. In order to more fully realize the potential of these
brands, it intends to perfect their positioning in the respective segments, emphasizing the
characteristics that differentiate one from another in the eyes of the consumer, thus improving its ability
to more efficiently serve the market.
LensCrafters
Further emphasis will be placed on style and a fashion-oriented shopping environment, where
consumers can find premium products, fashion advice and the highest levels of service and speed. A
new store concept was launched in April 2006 for this purpose.
Pearle Vision
The most recognized brand in optical retail in the U.S., perceived by consumers as the brand of “trusted
eyecare”, providing eye exams of the highest standards as well as top quality eyewear. Luxottica Group
will further reinforce this exceptional level in optical care and the relationship of trust with the consumer.
Through franchising, Luxottica Group will be able to count on a network of franchise stores and work
together with franchisees to perfect a franchising model that combines the experience and expertise of
this historic U.S. optical retail brand with Luxottica Group’s unique retail know-how and quality products
and services. The Group firmly believes that the Pearle Vision brand has significant growth opportunities
in both the United States and Canada.
Sunglass Hut
Luxottica Group will continue down the same path followed in recent years, increasing the percentage
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of fashion frames sold in stores, which carry higher margins and appeal to the female consumer with
higher frequency purchase cycles. The brand’s positioning will also be supported through careful
location of stores and remodeling of approximately 85% of the store base by the end of 2008.
Licensed brands (Sears Optical, Target Optical, BJ’s Optical)
Luxottica Group recently entered this segment and immediately became its most important operator.
This segment shows significant growth potential in terms of both quality and, above all, volumes, which
Luxottica Group’s distribution and manufacturing structures are perfectly positioned to serve.
Lens finishing labs
Combining its broader presence in the market with additional capacity for handling lens finishing work,
Luxottica Group can increase the amount of higher margin lens treatments made available to
consumers at its stores; it is also expected to reduce the time and cost of finishing work provided by
third parties.
Managed Vision Care - EyeMed Vision Care
With the integration of Cole National Managed Vision Care, EyeMed Vision Care is now the second
largest managed vision care operator in the U.S. Its ability to serve the market has increased both from
a geographical standpoint as well as in terms of product offerings, making EyeMed Vision Care services
even more appealing for corporations and their employees. One result of this has been the increase in
the number of consumers using vision benefits both at independent and Luxottica Group stores.

ASIA-PACIFIC
Today, the goal is to bring the efficiency and profitability of Luxottica Group’s retail operations in this
region more in line with that of its North American retail operations prior to the Cole National acquisition,
by 2006. To do this, the Group plans to:
• optimize the positioning of the retail brands through which the Group operates in Australia and New
Zealand to further improve overall profitability;
• complete the restructuring of Sunglass Hut’s business in the region;
• integrate the retail brands acquired in China in 2005, build the most appropriate infrastructure and
optimize the positioning of the entire retail structure in China, including Hong Kong;
• monitor markets in the region to identify further opportunities.
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WHOLESALE
BRAND PORTFOLIO
With the signing of the agreement with Polo Ralph Lauren and the scheduled expiry of other agreements
at the end of 2006, Luxottica Group sees its work on optimizing its brand portfolio as nearing
completion. By combining excellent, constantly available pre- and post-sale services, the Group is able
to satisfy customer expectations and market demands in the best possible way.
House Brands
With the launch of the Ray-Ban Ophthalmic and Ray-Ban Junior lines, the Group proved that it is
possible to strengthen even an extremely well-known brand, in fact the best-selling sunglass brand in
the world, and to create new opportunities immediately attractive to the market. Luxottica Group intends
to similarly develop other key house brands which show potential for further growth, such as Vogue (on
which much work was done in 2005), Arnette, Persol and Revo.
License Brands
Luxottica Group will continue to look for brands that are strong in markets strategically important for the Group,
or brands that cover segments of the market where the present portfolio shows margin for improvement.

DISTRIBUTION
Notwithstanding its presence in 130 countries, in 38 of which through a direct presence, Luxottica Group
sees further potential both in markets where it already has a presence and in new markets. In 2005, the
Group took initial steps to expand its wholesale distribution in Eastern Europe, Russia and China. Major
resources will be allocated to leveraging opportunities for further growth in emerging markets for eyewear.

MANUFACTURING
Luxottica Group will continue to stand for Made in Italy in eyewear, thanks to the quality and style of its
product, so recognizable and sought after in the premium segment in which it is leader. It will therefore
continue to invest in new technology, production systems and research and development to maintain
the high value added levels of its products and service.
Luxottica Group’s growth in the retail segment in North America, especially in terms of volumes in the
licensed brand segment, and in Asia-Pacific and the new licensing agreements entered in recent years
are increasing the demand that the Group must be able to meet. To this end, the Group intends to
maximize the manufacturing and logistical advantage of being the only premium eyewear manufacturer in
the world with a wholly-owned manufacturing capability in China, where it can make products not requiring
the degree of value added achieved by Made in Italy manufacturing. This, in turn, will provide greater
manufacturing flexibility at the Group’s Italian plants for producing the more sophisticated, complex
designs increasingly in demand in the wholesale and retail segments served by Luxottica Group.
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GIVE THE GIFT OF SIGHT,
A LUXOTTICA GROUP
FOUNDATION
Give the Gift of Sight is a Luxottica Group foundation aimed at improving the vision of people who
cannot afford eyecare. Through the volunteer efforts of Luxottica Group employees, optometrists,
vendors and charitable partners, free eye exams and eyeglasses are provided to people in need in
North America and throughout the world.
Care is provided in a variety of ways. In North America, eye exams are performed at clinics, schools and
community centers, or on-site through mobile vision vans specially equipped for eyeglasses
manufacturing. The vans continuously travel across North America to help people in need.
The Gift of Sight Foundation also provides vision care around the world. Teams of volunteers join forces
with local charitable partners around the world to provide free eye exams and eyeglasses to
communities in need. Since 1991, 101 international missions took place in over 27 countries. During this
time, approximately 1,200 associates volunteered their services in these missions. Give the Gift of Sight
also collects, through Luxottica Group’s retail locations and other sources, used prescription eyeglasses
and sunglasses. These are cleaned, recycled and classified by prescription to match them as closely
as possible with the prescriptions of recipients.

HISTORY
Give the Gift of Sight started operating in 1988 according to the belief that, “vision is not a luxury, but the
right of every human being”. Originally operating only in North American cities as part of the retail optical
chain LensCrafters, the foundation gradually expanded its reach to non-urban areas and internationally.
The acquisition of LensCrafters by Luxottica Group in 1995 helped the program expand more rapidly,
including to various other entities of the Group. In 2004, in particular, the participation of Sunglass Hut
helped collecting sunglasses which were used in international missions in areas where more direct
exposure to sun rays is particularly harmful to the eyes. The Foundation's original goal, to help one million
people in need by 2003, was met in 1999 when the mobile facility in Oregon gave its first pair of
eyeglasses to a six-year old girl named Jessica. In 2001, in Bolivia, Julia became the two millionth person
to receive eyecare from Give the Gift of Sight. The three millionth person to receive help was Gabriel, a
boy in Guayaquil, Ecuador, who received a new pair of eyeglasses in 2003. In 2005, Give the Gift of Sight
helped its four millionth recipient, a 14 year-old girl at the Fresh Air Fund camp in Fishkill, New York.

VALUES
The Give the Gift of Sight program has touched the lives of millions of people while providing a unique
opportunity for its volunteers to express their values by helping others in a life-altering way. Participation
in the Foundation's missions and programs also strengthens the Group internally, drawing people
together around core values of respect for diversity, teamwork and serving those around you. For the
first time, in 2004, Italy-based employees of Luxottica Group were able to participate as volunteers on
international missions, while Sunglass Hut joined in the effort by helping to collect thousands of
sunglasses. These experiences, created through the Give the Gift of Sight programs, have also helped
colleagues build tremendous bridges between cultures. All Give the Gift of Sight activities, particularly
international missions, require intense teamwork to maximize the use of resources and time to help as
many people in need as possible. This experience boosts people’s capacity for creative problemsolving and also provides plenty of leadership opportunities. Through the Give the Gift of Sight
programs, volunteers learn how valuable it is to provide people with eyecare. This awareness can add
great satisfaction to their daily work and enrich the rapport with customers.

2005
In 2005, Give the Gift of Sight provided free eyecare to 667,141 people worldwide. 345,531 people
received eye exams and recycled eyeglasses through 12 international missions in Mexico, Costa Rica,
Panama, Romania, Honduras, Paraguay, Cambodia, Chile and Thailand. In North America, the program
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helped perform Vision Screenings in schools and stores of the Group and provided eyeglasses in
hospitals and retirement centers, helping a total of 199,412 people. Thanks to the strong dedication of
the program to children, during the year its two vision vans provided new eyeglasses for 24,748 children
living in isolated and remote areas of North America. In the cities, through Hometown Day, 20,100
children received eye exams and screenings.
The dramatic increase of people helped via Vision Van clinics was primarily due to the Hurricane relief
efforts in September 2005. Give the Gift of Sight Vision Vans helped 5,324 people living in temporary
shelters in San Antonio and Houston, Texas, and Monroe, Louisiana. Additionally, Luxottica Retail store
employees across North America gave new eyeglasses to 9,352 people in need, most of whom were
displaced hurricane victims. In 2005, at least 400 employees and opticians participated in international and
domestic missions. Give the Gift of Sight in North America delivered new eyeglasses to 121,561 people.

LOOKING AHEAD
The exciting results of the program to-date are the fruit of the passion and commitment of Group
volunteers, optometrists, vendors and charitable partners as well as of Luxottica Group. The joy and
enthusiasm that comes from reaching these goals are such that Give the Gift of Sight has set even more
ambitious goals for the future. In 2006, the program plans to help 766,000 people in North America and
internationally through missions, and to recycle 988,000 prescription eyeglasses and sunglasses. Also
in 2006, the Foundation will be increasing the number of its international missions to 16 (from 12 in
2005). The Foundation will also benefit from the additional support and help of the new members of the
Luxottica Group team from the acquisition of Cole National.

COMMUNITY I-CARE
In addition to Give the Gift of Sight, Luxottica Group is engaged in the Community I-Care program,
through its Asia-Pacific retail structure. At present, Community I-Care is focusing its activities in Australia.
Community I-Care, a program set up in 1978 by the OPSM Foundation of the former OPSM Group with
the primary aim of supporting research into eye related health issues, reflects the Group’s values and
commitment to stakeholders in supporting vision related causes and in assisting communities in remote
locations in Australia by providing free eye testing and prescription spectacles and sunglasses.
Since its inaugural participation in 2003, the program has resulted in the pre-testing of over 55,000 students
and 2,168 full eye examinations with over 900 pairs of glasses being supplied for young people in need.
In partnership with the local Rose Bay Rotary Club in Sydney, since 2003 Community I-Care has also carried
out five missions in underprivileged areas of Fiji Island, where 4,660 Fijians have received eye examinations,
with 3,600 pairs of glasses and 850 sunglasses being supplied and 291 operations carried out.
A partnership with The Salvation Army began in mid 2005 launched a pilot program designed to reach
out to people unable to afford eye care. This trial was extremely successful and also managed to help
people affected by the natural disasters that have hit Australia in 2006.
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STATEMENTS OF
CONSOLIDATED INCOME
(for years ended December 31)
In thousands of Euro

2002

2003

2004

(1)

Net sales

3,201,788

100.0%

2,852,194

2005

(1) (2)
100.0%

(1) (2)

3,255,300 100.0%

4,370,744

100.0%

Cost of sales

(946,134)

29.6%

(903,617)

31.7%

(1,040,697)

32.0%

(1,380,653)

31.6%

Purchases and inventory variance

(509,725)

15.9%

(506,335)

17.8%

(571,038)

17.5%

(815,893)

18.7%

Manufacturing cost

(147,977)

4.6%

(134,037)

4.7%

(190,041)

5.8%

(234,581)

5.4%

(27,224)

0.9%

(22,320)

0.8%

(22,742)

0.7%

(28,788)

0.7%

(261,208)

8.2%

(240,925)

8.4%

(256,876)

7.9%

(301,391)

6.9%

Manufacturing depreciation
Manufacturing personnel cost
Gross profit

2,255,654

70.4%

1,948,577

68.3%

2,214,603

68.0%

2,990,091

68.4%

Operating expenses

(1,654,146)

51.7%

(1,516,790)

53.2%

(1,721,789)

52.9%

(2,387,537)

54.6%

Selling expenses

(1,087,321)

34.0%

(1,015,918)

35.6%

(1,133,114)

34.8%

(1,564,006)

35.8%

(62,274)

1.9%

(41,537)

1.5%

(51,002)

1.6%

(67,050)

1.5%

Advertising expenses

(210,744)

6.6%

(178,303)

6.3%

(192,430)

5.9%

(278,691)

6.4%

General and administrative expenses

(257,742)

8.0%

(243,717)

8.5%

(300,095)

9.2%

(423,619)

9.7%

Goodwill and trademark amortization

(36,065)

1.1%

(37,316)

1.3%

(45,148)

1.4%

(54,170)

1.2%

Royalties

Operating income

601,508

Other income/(expenses)

(62,066)

18.8%

1.9%

431,787
(41,994)

1.5%

492,814
(35,661)

1.1%

602,554
(44,985)

1.0%

Financial charges

(65,935)

2.1%

(47,117)

1.7%

(56,115)

1.7%

(66,332)

1.5%

(1,167)

0.0%

(799)

0.0%

13,792

0.4%

15,697

0.4%

13.7%

457,153

14.0%

557,569

12.8%

Other income and charges

0.1%

Income before taxes

539,442

Provision for income taxes

(162,696)

5.1%

(117,328)

4.1%

(161,665)

5.0%

(206,022)

4.7%

(4,669)

0.1%

(5,122)

0.2%

(8,614)

0.3%

(9,253)

0.2%

Minority interests
Net income

372,077

16.8%

11.6%

In accordance with U.S. GAAP
(1) 2003-2005 figures include results of OPSM Group operations from the acquisition date (August 1, 2003).
(2) 2004 and 2005 figures include results of Cole National operations from the acquisition date (October 4, 2004).

389,793

0.2%

5,650

13.8%

5,036

0.2%

6,662

15.1%

Financial income

0.2%

5,922

15.1%

267,343

9.4%

286,874

8.8%

342,294

7.8%
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STATEMENTS
OF CONSOLIDATED
CASH FLOWS
2003

2004

2005

(1)

(1) (2)

(1) (2)

151,418

299,973

257,349

-

-

-

Bank overdraft

(371,729)

(516,905)

(290,531)

Current portion of long-term debt

(178,335)

(390,935)

(405,369)

Long-term debt

(855,654)

(862,492)

(1,277,495)

(1,254,300)

(1,470,395)

(1,716,046)

Net income before minority interests

267,343

286,874

342,294

Depreciation and amortization

134,840

152,751

194,205

Change in net working capital

(94,910)

34,061

134,846

In thousands of Euro

Cash
Restricted cash

Net financial position, beginning of the year

Provision and other

20,266

54,992

(47,885)

327,539

528,678

623,460

Capital expenditure

(81,288)

(117,420)

(229,416)

(Investments)/Disposal in intangible assets

(48,177)

(301)

(4,479)

Purchase of business net of cash acquired

(342,432)

(362,978)

(86,966)
144,000

Operating cash flow

Sale of Pearle Europe

-

-

3,839

198

1,082

(141,020)

48,177

447,681

Dividends

(95,405)

(94,113)

(103,484)

(Purchases)/Sale of treasury shares

(45,440)

-

-

1,476

5,994

28,229

Other
Free cash flow

Exercise of stock options
Debt acquired through acquisitions

-

(275,952)

-

64,294

70,243

(91,618)

(216,095)

(245,651)

280,808

299,973

257,349

372,256

-

-

-

Bank overdraft and notes payable

(516,905)

(290,531)

(276,122)

Current portion of long-term debt

(390,935)

(405,369)

(111,323)

Long-term debt

(862,492)

(1,277,495)

(1,420,049)

(1,470,395)

(1,716,046)

(1,435,238)

Effect of exchange adjustments to net financial position
Decrease/(Increase) in net financial position
Cash
Restricted cash

Net financial position, end of the year

In accordance with U.S.GAAP
(1) 2003-2005 figures include results of OPSM Group operations from the acquisition date (August 1, 2003).
(2) 2004-2005 figures include results of Cole National operations from the acquisition date (October 4, 2004).
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The following table briefly summarizes the statements of consolidated income for the twelve-month periods
ended December 31, 2004 and 2005, including the incidence of the individual entries on net sales:
In thousands of Euro - Year ended December 31

2004

2005

Net sales

3,255,300

100.0%

4,370,744

Cost of sales

1,040,697

32.0%

1,380,653

31.6%

Operating expenses

2,214,603

68.0%

2,990,091

68.4%

Selling and advertising expenses

43.7%

100.0%

1,376,546

42.3%

1,909,747

General and administrative expenses

345,243

10.6%

477,790

10.9%

Income from operations

492,814

15.1%

602,554

13.8%

Other income/(net expenses)

(35,661)

1.1%

(44,985)

1.0%

Pre-tax income

457,153

14.0%

557,569

12.8%

Income taxes

161,665

5.0%

206,022

4.7%

8,614

0.3%

9,253

0.2%

286,874

8.8%

342,294

7.8%

Minority interests
Net income

STATEMENT OF INCOME
Net sales. Net sales increased 34.3% to Euro 4,370.7 million during 2005 as compared to Euro
3,255.3 million for 2004.
Net sales in the retail segment through LensCrafters, Sunglass Hut, OPSM Group and Cole National
increased by 40.5% to Euro 3,298.2 million in 2005 from Euro 2,346.7 million for 2004. This increase
was primarily due to the inclusion of Cole National’s sales in the Group results of operations for the full
year 2005 as compared to three months only for 2004, as well as the positive performance of the North
American retail division.
Net sales to third parties in the manufacturing and wholesale segment increased by 18.3% to Euro 1,075.0
million for 2005 as compared to Euro 908.6 million for 2004. This increase was mainly attributable to
increased sales of our Ray-Ban brand, Prada, Versace, Bvlgari and Dolce & Gabbana (which distribution
began in October 2005) branded products, primarily in the European and North American markets.
On a geographic basis, operations in the United States and Canada resulted in net sales of Euro
3,048.3 million during 2005, comprising 69.7% of total net sales, an increase of Euro 964.8 million from
2004. This increase was primarily due to the inclusion of Cole National’s sales in our results of
operations for the full year 2005 as compared to three months only for 2004, a difference which
amounted to Euro 758.1 million. Net sales for operations in Asia-Pacific were Euro 461.2 million during
2005 comprising 10.6% of total net sales compared to Euro 435.0 million for 2004; net sales for
operations in Asia-Pacific during 2005. Net sales for the rest of the world accounted for the remaining
Euro 861.2 million of net sales during 2005, which represented a 16.9% increase as compared to 2004.
During 2005, net sales in the retail segment accounted for approximately 75.4% of total net sales, as
compared to approximately 72.1% of net sales for 2004.
Cost of sales. Cost of sales increased by 32.7% to Euro 1,380.7 million in 2005, from Euro 1,040.7
million for 2004, and decreased as a percentage of net sales to 31.6% from 32.0%. Cost of sales in the
retail segment increased by Euro 315.4 million, primarily due to the inclusion of Cole National results.
Cost of sales in the manufacturing and wholesale segment increased by Euro 68.6 million due to the
increase in net sales. Manufacturing labor costs increased by 17.3% to Euro 301.4 million in 2005 from
Euro 256.9 million for 2004. As a percentage of net sales, cost of labor decreased to 6.9% for 2005
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from 7.9% for 2004. Both for 2004 and 2005, the average number of frames produced daily in Luxottica
Group’s facilities was approximately 125,000.
Gross profit. For the reasons outlined above, gross profit increased by 35.0% to Euro 2,990.1 million
in 2005 from Euro 2,214.6 million for 2004. As a percentage of net sales, gross profit increased to
68.4% in 2005 from 68.0% for 2004 due to improved gross margin in our wholesale division.
Operating expenses. Total operating expenses increased by 38.7% to Euro 2,387.5 million in 2005
from Euro 1,721.8 million for 2004. As a percentage of net sales, operating expenses increased to
54.6% in 2005 from 52.9% for 2004, due to the inclusion of Cole National results.
Selling and advertising expenses (including royalty expenses) increased by 38.7% to Euro 1,909.7 million
during 2005, from Euro 1,376.5 million for 2004. Euro 399.3 million of this increase is attributable to the
inclusion of Cole National in the Group results of operations. As a percentage of net sales, selling and
advertising expenses increased to 43.7% in 2005 from 42.3% for 2004. This increase as a percentage of
sales is primarily attributable to the consolidation of Cole National’s results in the Group results of operations.
General and administrative expenses, including intangible asset amortization, increased by 38.4% to
Euro 477.8 million in 2005 from Euro 345.2 million for 2004. Euro 90.1 million of this increase is
attributable to the inclusion of Cole National in the Group results of operations. As a percentage of net
sales, general and administrative expenses increased to 10.9% in 2005 from 10.6% for 2004. The
restructuring of Cole National operations is complete and it is expected that the general and
administrative costs of the Group will decrease as a percentage of sales during 2006.
Income from operations. Income from operations for 2005 increased by 22.3% to Euro 602.6 million,
from Euro 492.8 million for 2004. As a percentage of net sales, income from operations decreased to
13.8% in 2005 from 15.1% for 2004.
Operating margin in the manufacturing and wholesale distribution segment increased to 23.2% in 2005
from 21.3% for 2004. This increase in operating margin is attributable to lower sales commissions and
higher gross profit due to a more favorable product mix, partially offset by higher advertising expenses
(including royalty expenses).
Operating margin in the retail segment decreased to 11.5% in 2005 from 13.2% for 2004 due to the inclusion
of Cole National’s results in the Group results of operations. Management expects that the North American
retail operating margin levels will return to 2004 pre-acquisition operating margin levels by the end of 2006.
Other income (expense) - net. Other income (expense) - net was Euro (45.0) million in 2005 as
compared to Euro (35.7) million for 2004. This increase in other income (expense) - net is mainly
attributable to higher interest expenses incurred to finance a higher net debt following Cole National’s
acquisition in October 2004.
Net income. Income before taxes increased by 22.0% to Euro 557.6 million in 2005 from Euro 457.2
million for 2004. As a percentage of net sales, income before taxes decreased to 12.8% in 2005, from
14.0% for 2004. Minority interest increased to Euro (9.3) million in 2005 from Euro (8.6) million for 2004.
The Company’s effective tax rate was 37.0% in 2005, while it was 35.4% for 2004. Net income
increased by 19.3% to Euro 342.3 million in 2005 from Euro 286.9 million for 2004. Net income as a
percentage of net sales decreased to 7.8% in 2005 from 8.8% for 2004.
Basic and diluted earnings per share for 2005 were Euro 0.76, as compared to Euro 0.64 (both basic
and diluted) for 2004.
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NON-GAAP FINANCIAL MEASURES
The Company uses certain measures of financial performance that exclude the impact of fluctuations
in currency exchange rates in the translation of operating results into Euro, and include the results of
operations of Cole National for the full year 2004. The Company believes that these adjusted financial
measures provide useful information to both management and investors by allowing a comparison of
operating performance on a consistent basis. In addition, since the Company has historically reported
such adjusted financial measures to the investment community, the Company believes that their
inclusion provides consistency in its financial reporting. Further, these adjusted financial measures are
one of the primary indicators management uses for planning and forecasting in future periods.
Operating measures that assume constant exchange rates between the full year 2005 and the full year
2004 are calculated using for each currency the average exchange rate for the full year 2004.
Operating measures that exclude the impact of fluctuation in currency exchange rates are not
measures of performance under U.S. GAAP. These non-GAAP measures are not meant to be
considered in isolation or as a substitute for results prepared in accordance with U.S. GAAP. In
addition, the Company’s method of calculating operating performance excluding the impact of
changes in exchange rates may differ from methods used by other companies. See the table below
for a reconciliation of the operating measures excluding the impact of fluctuations in currency
exchange rates to their most directly comparable U.S. GAAP financial measures. The adjusted financial
measures should be used as a supplement to results reported under U.S. GAAP to assist the reader in
better understanding the operational performance of the Company.
FY 2004

FY 2005

U.S. GAAP results

U.S. GAAP results

Adjustment for constant
exchange rates

adjusted results

3,255.3

4,370.7

(16.9)

4,353.8

net sales

1,094.8

1,310.3

(7.5)

1,302.8

Retail net sales

2,346.7

3,298.2

(10.3)

3,287.9

In millions of Euro

Consolidated net sales

FY 2005

Manufacturing/Wholesale

The Company has included the following table of consolidated adjusted sales and operating income for
2004. The Company believes that the adjusted amounts may be of assistance in comparing the
Company’s operating performance between the 2004 and 2005. However, adjusted financial information
should not be viewed as a substitute for measures of performance calculated in accordance with generally
accepted accounting principles. The consolidated adjusted amounts reflect the following adjustments:
1. the inclusion in the adjusted amounts of the consolidated results of Cole National for the full year
2004; and
2. the elimination of wholesale sales to Cole National from Luxottica Group entities for the full year 2004.
This information is being provided for comparison purposes only and does not purport to be
indicative of the actual results that would have been achieved had the Cole National acquisition
been completed as of January 1, 2004.
The following table reflects the Company’s consolidated net sales and income from operations for 2004
as reported and as adjusted:
In millions of Euro

Consolidated sales
Consolidated income from operations

FY 2004

FY 2004 results

U.S. GAAP results

Adjustment
for Cole National

including Cole National

3,255.3

747.7

4,003.0

492.8

(10.6)

482.2
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The following table summarizes the combined effect on consolidated net sales of exchange rates and
the Cole National acquisition, to allow a comparison of operating performance on a consistent basis:

CONSOLIDATED SALES
In millions of Euro

FY 2004

FY 2005

% change

3,255.3

4,307.7

34.3%

U.S. GAAP results
i) Exchange rate effect

(16.9)

Constant exchange rate

3,255.3

ii) Cole National results in 2004

747.7

Consistent basis comparison

4,003.0

4,353.8

33.7%

4,353.8

8.8%

The 8.8% increase in net sales on a consistent basis in 2005 as compared to 2004, as adjusted, is mainly
attributable to the additional sales of Ray-Ban product lines, as well as to the additional sales of the Prada,
(2)
Versace and Bvlgari product lines and increased comparable store sales of the retail division.
The following table summarizes the effect on consolidated income from operations of the Cole
National acquisition to allow a comparison of operating performance on a consistent basis:

CONSOLIDATED INCOME FROM OPERATIONS
In millions of Euro

FY 2004

FY 2005

% change
22.3%

U.S. GAAP results

492.8

602.6

% of sales

15.1%

13.8%

i) Cole National results in 2004

(10.6)

Consistent basis comparison

482.2

602.6

% of sales

12.0%

13.8%

25.0%

On a consolidated adjusted basis, including Cole National’s results for 2004, income from operations
in 2005 would have increased by 25.0% and operating margin would have increased to 13.8% from
12.0% as compared to 2004.

LIQUIDITY AND FINANCIAL RESOURCES
The Company has relied primarily upon internally generated funds, trade credit and bank borrowings to
finance its operations and expansion.
Bank overdrafts represent negative cash balances held in banks and amounts borrowed under various
unsecured short-term lines of credit obtained by the Company and certain of its subsidiaries through
local financial institutions. These facilities are usually short-term in nature or contain evergreen clauses
with a cancellation notice period. Certain of these subsidiaries’ agreements require a guarantee from
(1) Comparable store sales reflects the change in sales from one period to another that, for comparison purposes, includes in the calculation only stores open in the more
recent period that also were open during the comparable prior period, and applies to both periods the average exchange rate for the prior period and the same
geographic area. The calculation of comparable store sales for the 2005 includes relevant stores of the former Cole National business as if the Cole National acquisition
had been completed as of January 1, 2004. Cole National results are actually consolidated with Luxottica Group results only as of the October 4, 2004 acquisition date.
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Luxottica Group S.p.A. Interest rates on these lines vary based on the country of borrowing, among
other factors. The Company uses these short-term lines of credit to satisfy its short-term cash needs.
In June 2002, Luxottica U.S. Holdings Corp. (“U.S. Holdings”), a U.S. subsidiary, entered into a US$
350 million credit facility with a group of four Italian banks led by UniCredito Italiano S.p.A. The credit
facility was guaranteed by Luxottica Group S.p.A. and matured in June 2005. The term loan portion of
the credit facility provided US$ 200 million of borrowing and required equal quarterly principal
installments beginning in March 2003. The revolving loan portion of the credit facility allowed for
maximum borrowings of US$ 150 million. Interest accrued under the credit facility at LIBOR (as defined
in the agreement) plus 0.5%. The credit facility allowed U.S. Holdings to select interest periods of one,
two or three months. The credit facility contained certain financial and operating covenants. In June
2005, the Company repaid in full all of the outstanding amounts under this credit facility.
In July 2002, U.S. Holdings entered into a Convertible Swap Step-Up (the “2002 Swap”), under which
the beginning and maximum notional amount was US$ 275 million, which decreased by US$ 20 million
quarterly starting with the quarter beginning March 17, 2003. The 2002 Swap was entered into to
convert the floating rate credit agreement referred to in the preceding paragraph to a mixed position
rate agreement, by allowing U.S. Holdings to pay a fixed rate of interest if LIBOR remains under certain
defined thresholds and to receive an interest payment at the three-month LIBOR rate as defined in the
agreement. These amounts were settled net every three months until the final expiration of the 2002
Swap on June 17, 2005. The 2002 Swap did not qualify for hedge accounting under Statement of
Financial Accounting Standards No. 133, and as such was marked to market with the gains or losses
from the change in value reflected in current operations. In June 2005, the 2002 Swap expired.
In December 2002, the Company entered into an unsecured credit facility with Banca Intesa S.p.A. The
new unsecured credit facility provided borrowing availability of up to Euro 650 million. The facility
included a Euro 500 million term loan, which required a balloon payment of Euro 200 million in June
2004 and repayment of equal quarterly installments of principal of Euro 50 million subsequent to that
date. Interest accrued on the term loan at Euribor (as defined in the agreement) plus 0.45%. The
revolving loan provided borrowing availability of up to Euro 150 million; amounts borrowed under the
revolving loan could be borrowed and repaid until final maturity. The final maturity of all outstanding
principal amounts and interest was December 27, 2005. The Company had the option to choose
interest periods of one, two or three months. The credit facility contained certain financial and operating
covenants. In December 2005, the Company repaid in full all of the outstanding amounts under this
credit facility.
In December 2002, the Company entered into two interest rate swap transactions (“Intesa Swaps”)
beginning with an aggregate maximum notional amount of Euro 250 million which decreased by Euro
100 million on June 27, 2004 and by Euro 25 million in each subsequent three-month period. These
Intesa Swaps expired on December 27, 2005. The Intesa Swaps were entered into as a cash flow
hedge on a portion of the Banca Intesa Euro 650 million unsecured credit facility discussed above. The
Intesa Swaps exchanged the floating rate of Euribor for a fixed rate of 2.99% per annum. The Intesa
Swaps expired in December 2005.
On September 3, 2003, U.S. Holdings closed a private placement of US$ 300 million of senior
unsecured guaranteed notes (the “Notes”), issued in three series (Series A, Series B and Series C).
Interest on the Series A Notes accrues at 3.94% per annum and interest on each of the Series B and
Series C Notes accrues at 4.45% per annum. The Series A and Series B Notes mature on September
3, 2008 and the Series C Notes mature on September 3, 2010. The Series A and Series C Notes
require annual prepayments beginning on September 3, 2006 through the applicable dates of maturity.
The Notes are guaranteed on a senior unsecured basis by the Company and Luxottica S.r.l., the
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Company’s wholly owned subsidiary. The Notes can be prepaid at U.S. Holdings’ option under certain
circumstances. The proceeds from the Notes were used for the repayment of outstanding debt and for
other working capital needs. The notes contain certain financial and operating covenants. As of
December 31, 2005, the Company was in compliance with all of its applicable covenants including
calculations of financial covenants when applicable.
In connection with the issuance of the Notes, U.S. Holdings entered into three interest rate swap
agreements with Deutsche Bank AG (collectively, the “DB Swap”). The three separate agreements’
notional amounts and interest payment dates coincide with those of the Notes. The DB Swap
exchanged the fixed rate of the Notes for a floating rate of the six-month LIBOR rate plus 0.66% for the
Series A Notes and the six-month LIBOR rate plus 0.73% for the Series B and Series C Notes. In
December 2005, the DB Swap was terminated.
In September 2003, the Company acquired 82.57% of the ordinary shares of OPSM Group and more
than 90% of OPSM Group’s performance rights and options, which entitled the Company to require the
cancellation of all the performance rights and options still outstanding. The aggregate purchase price
was A$ 442.7 million (Euro 253.7 million), including acquisition expenses, and was paid for with the
proceeds of a new credit facility with Banca Intesa S.p.A. of Euro 200 million, in addition to other shortterm lines available. The credit facility includes a Euro 150 million term loan, which will require
repayment of equal semiannual installments of principal of Euro 30 million starting September 30, 2006
until the final maturity date. Interest accrues on the term loan at Euribor (as defined in the agreement)
plus 0.55% (3.04% on December 31, 2005). The revolving loan provides borrowing availability of up to
Euro 50 million; amounts borrowed under the revolving portion can be borrowed and repaid until final
maturity. At December 31, 2005, Euro 25 million had been drawn from the revolving portion. Interest
accrues on the revolving loan at Euribor (as defined in the agreement) plus 0.55% (2.76% on
December 31, 2005). The final maturity of the credit facility is September 30, 2008. The Company can
select interest periods of one, two or three months. The credit facility contains certain financial and
operating covenants. As of December 31, 2005, the Company was in compliance with all of its
applicable covenants including calculations of financial covenants when applicable. Under this credit
facility, Euro 175 million was outstanding as of December 31, 2005.
In June 2005, the Company entered into four interest rate swap transactions with various banks with an
aggregate initial notional amount of Euro 120 million which will decrease by Euro 30 million every six
months starting on March 30, 2007 (“Intesa OPSM Swaps”). These swaps will expire on September 30,
2008. The Intesa OPSM Swaps were entered into as a cash flow hedge on a portion of the Banca
Intesa Euro 200 million unsecured credit facility discussed above. The Intesa OPSM Swaps exchange
the floating rate of Euribor for an average fixed rate of 2.38% per annum.
In December 2005, the Company entered into a new unsecured credit facility with Banca Popolare di
Verona e Novara S.c.ar.l. The 18-month credit facility consists of a revolving loan that provides
borrowing availability of up to Euro 100 million. Amounts borrowed under the revolving portion can be
borrowed and repaid until final maturity. At December 31, 2005, Euro 100 million had been drawn and
was outstanding from the revolving loan. Interest accrues on the revolving loan at Euribor (as defined in
the agreement) plus 0.25% (2.73% on December 31, 2005). The final maturity of the credit facility is
June 1, 2007. The Company can select interest periods of one, three or six months.
On June 3, 2004, the Company and U.S. Holdings entered into a new credit facility with a group of
banks providing for loans in the aggregate principal amount of Euro 740 million and US$ 325 million.
The five-year facility consists of three Tranches (Tranche A, Tranche B and Tranche C). Tranche A is a
Euro 405 million amortizing term loan requiring repayment of nine equal quarterly installments of
principal of Euro 45 million beginning in June 2007, which is to be used for general corporate
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purposes, including the refinancing of existing Luxottica Group S.p.A. debt as it matures. Tranche B is
a term loan of US$ 325 million which was drawn upon on October 1, 2004 by U.S. Holdings to finance
the purchase price of the acquisition of Cole National. Amounts borrowed under Tranche B will mature
in June 2009. Tranche C is a Revolving Credit Facility of Euro 335 million-equivalent multi-currency
(Euro/US$). Amounts borrowed under Tranche C may be repaid and reborrowed with all outstanding
balances maturing in June 2009. At December 31, 2005, US$ 290.0 million (Euro 244.8 million) had
been drawn from Tranche C by U.S. Holdings and Euro 50 million by Luxottica Group S.p.A. The
Company can select interest periods of one, two, three or six months with interest accruing on Eurodenominated loans based on the corresponding Euribor rate and US$ denominated loans based on
the corresponding LIBOR rate, both plus a margin between 0.40% and 0.60% based on the “Net
Debt/EBITDA” ratio, as defined in the agreement. The interest rate on December 31, 2005 was 2.94%
for Tranche A, 4.56% for Tranche B, 4.83% on Tranche C amounts borrowed in US$ and 2.87% on
Tranche C amounts borrowed in Euro. This credit facility contains certain financial and operating
covenants. The Company was in compliance with those covenants as of December 31, 2005. The
Mandated Lead Arrangers and Bookrunners are ABN AMRO, Banca Intesa S.p.A., Bank of America,
Citigroup Global Markets Limited, HSBC Bank plc, Mediobanca - Banca di Credito Finanziario S.p.A.,
The Royal Bank of Scotland plc and UniCredit Banca Mobiliare S.p.A. UniCredito Italiano S.p.A. - New
York Branch and UniCredit Banca d’Impresa S.p.A. act as Facility Agents. Under this credit facility, Euro
974.3 million was outstanding as of December 31, 2005. This agreement was amended in March 2006
(see “Subsequent events”).
In June 2005, the Company entered into nine interest rate swap transactions with an aggregate initial
notional amount of Euro 405 million with various banks which will decrease by Euro 45 million every
three months starting on June 3, 2007 (“Club Deal Swaps”). These swaps will expire on June 3, 2009.
The Club Deal Swaps were entered into as a cash flow hedge on Tranche A of the credit facility
discussed above. The Club Deal Swaps exchange the floating rate of Euribor for an average fixed rate
of 2.40% per annum.
In August 2004, OPSM re-negotiated the multicurrency (A$/HK$) loan facility with Westpac Banking
Corporation. The credit facility had a maximum available line of A$ 100 million, which was reduced to A$
50 million in September 2005. For borrowings denominated in Australian Dollars, the interest accrues on
the basis of BBR (Bank Bill Rate), and for borrowings denominated in Hong Kong Dollars the rate is
based on HIBOR (HK Inter Bank Rate) plus an overall 0.40% margin. At December 31, 2005, the interest
rate was 6.03% on the borrowings denominated in Australian Dollars and 4.46% on the borrowings
denominated in Hong Kong Dollars. The facility was utilized for an amount of HK$ 125.0 million (A$ 21.9
million). The final maturity of all outstanding principal amounts and interest is August 31, 2006. OPSM
has the option to choose weekly or monthly interest periods. The credit facility contains certain financial
and operating covenants. As of December 31, 2005, the Company was in compliance with all of its
applicable covenants including calculations of financial covenants when applicable.
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Luxottica Group prepared the consolidated financial statements contained in this report in accordance with
generally accepted U.S. accounting principles known as U.S. GAAP. Luxottica Group, through the approval
of CONSOB (Report No. 27021 of April 7, 2000), decided that preparing its financial and economic
statements in accordance with U.S. GAAP, rather than the corresponding International Accounting
Standards / International Financial Reporting Standards, IAS / IFRS, was opportune for the following reasons:
• it maintains continuity and consistency with the financial information reported in previous years, which
were prepared under U.S. GAAP, facilitating their comparison;
• it maintains continuity and consistency in the Group’s consolidated financial statements and those of its
U.S. subsidiaries (prepared under U.S. GAAP), which account for over 50% of the Group’s results.
Luxottica Group makes available the consolidated financial statements prepared in accordance with
International Accounting Standards / International Financial Reporting Standards (IAS/IFRS), in
compliance with EEC regulations (EEC Regulation No. 1606/2002). Beginning with the financial
statements for fiscal year 2005, European companies listed on the Stock Exchange must prepare their
consolidated financial statements in accordance with IAS/IFRS. In the table on the following page, the
differences between the two consolidated financial statements are expanded upon, with reference to
the statements of consolidated income for fiscal year 2005.
For year ended december 31, 2005
In thousands of Euro (1)

U.S. GAAP
December 31,
2005

IAS 19
Employee
benefit

IAS 38
Intangible
depreciation

IAS 39
Derivatives

IFRS 2
IFRS 3
Other
Total
Stock
Business
minor & adjustments
Option combination reclassifications
IAS / IFRS

IAS / IFRS
December 31,
2005

Net sales

4,370,744

Cost of sales

(1,380,653)

2,016

(5,361)

(3,345)

(1,383,999)

4,370,744

Gross profits

2,990,091

2,016

(5,361)

(3,345)

2,986,745

(1,564,006)

(630)

(630)

(1,564,636)

(67,050)

(145)

(145)

(67,195)

(816)

(3,933)

(282,624)

Operating expenses
Selling expenses
Royalties
Advertising expenses

(278,691)

General and administrative expenses

(423,619)

Trademark amortization
Total
Operating income

(3,117)
2,063

(2,195)

5,929

(4,996)

801

(422,819)

(54,170)

(54,170)

(2,387,537)

2,063

(3,117)

(2,195)

5,929

(6,587)

(3,907)

(2,391,445)

602,554

4,078

(3,117)

(2,195)

5,929

(11,948)

(7,253)

595,301

4

(2,467)

(68,799)

4,176

4,176

19,873

Other income (expenses)
Interest expenses

(66,332)

Interest income

(2,471)

5,650

Other - net

5,650

15,697

Other income (expenses), net

(44,985)

(2,471)

Income before provision for income taxes 557,569

4,078

Provision for income taxes

(206,022)

(1,392)

351,547

2,686

2,686

4,180

1,709

(43,276)

(2,471)

(2,195)

5,929

(7,768)

(5,544)

552,025

930

1,104

(2,067)

2,676

1,250

(204,771)

(3,117)

(1,541)

(1,092)

3,863

(5,092)

(4,293)

347,254

(4)

(4)

(9,257)

(3,117)

(1,541)

(1,092)

3,863

(5,096)

(4,297)

337,997

(3,117)

Income before minority interest
in income of consolidated subsidiaries
Minority interest in income
of consolidated subsidiaries
Net income

(9,253)
342,294

Earnings per share (ADS) (1)

0.76

0.75

Fully diluted earnings per share (ADS)

0.76

0.75

of outstanding shares

450,179

450,179

Fully diluted average number of shares

453,303

453,303

Weighted average number

(1) Except earnings per share (ADS), which are expressed in Euro.
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To our shareholders
At the Annual Ordinary Shareholders’ Meeting of Luxottica Group S.p.A. to be held in Milan on June 14,
2006 on first call, the Board of Directors of the Company, taking into consideration the foreseeable
growth and profit prospects of the Group, will submit to shareholders a proposal to adopt a resolution
for the distribution of a cash dividend in the amount of Euro 0.29 per ordinary share, and therefore per
American Depositary Share (each American Depositary Share represents one ordinary share). This
proposal compares with a cash dividend, distributed in 2005, of Euro 0.23 per ordinary share.
If approved, Luxottica Group will pay the dividend to all holders of ordinary shares of record on June
16, 2006, and to all holders of ADSs of record on June 21, 2006. In order to be a ADS holder of record
on June 21, 2006 and thus be entitled to such dividend, you must purchase the ADSs on or before
June 16, 2006. The ordinary shares listed on the Milan Stock Exchange, and the ADSs listed on the
New York Stock Exchange, will be traded ex-dividend on June 19, 2006.
The dividend will be paid on June 22, 2006, in Euro, by Monte Titoli S.p.A., authorized intermediary, to
all ordinary shares’ depository banks. For the holders of ADSs, the dividend will be paid to Deutsche
Bank Trust Company Americas, as depositary of the ordinary shares and the issuer of the ADSs,
through Deutsche Bank S.p.A., as custodian under the Deposit Agreement. Deutsche Bank Trust
Company Americas anticipates that dividends will be payable to all the ADSs holders commencing
from and after June 29, 2006, upon satisfaction of the documentation requirements referred to below,
at the Euro/US$ exchange rate in effect on June 22, 2006.

GROSS DIVIDEND PER ORDINARY SHARE (OR AMERICAN DEPOSITARY SHARE) (1) (4)
Euro

(5)

US$

(2)

2005

0.290

(6)

2004

0.230

0.277

n.a.

(3)

2003

0.210

0.256

2002

0.210

0.242

2001

0.170

0.165

2000

0.140

0.120

1999

0.085

0.081

1998

0.074

0.075

1997

0.063

0.068

1996

0.052

0.059

1995

0.045

0.057

1994

0.041

0.049

(1) 1 ADS = 1 ordinary share.
(2) Converted by The Bank of New York at the Lira/US$ exchange rate on, respectively, July 8, 1994, July 6, 1995, July 5, 1996, July 7, 1997, July 6, 1998 and at the
Euro/US$ exchange rate on July 9, 1999, July 6, 2000, July 12, 2001, July 5, 2002, July 3, 2003, June 24, 2004, and June 23, 2005.
(3) If approved, the dividend per share will be converted into U.S. Dollars by The Bank of New York on June 22, 2006.
(4) Figures from 1994 to 1999 have been retroactively adjusted to reflect the five-for-one stock split which was effective April 16, 1998, and the two-for-one stock split which
was effective June 26, 2000.
(5) Figures through 1999 have been calculated converting the dividend in Italian Lira by the fixed rate of Lire 1,936.27 = Euro 1.00. Beginning with the 2000 financial
statements the dividend is declared in Euro.
(6) Proposed by the Board of Directors and to be submitted for approval to the Annual Shareholders’ Meeting on June 14, 2006.

TAX REGIME - HOLDERS OF ORDINARY SHARES
The gross amount of dividend paid to shareholders of Italian listed companies whose shares are
registered in a centralized deposit system managed by Monte Titoli S.p.A, who are individuals and are
Italian resident for tax purposes, will be subject to a 12.5% final substitute tax, provided the shareholding
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is not related to the conduct of a business, and if these persons do not hold a “qualified” shareholding.
The 12.5% final substitute tax will not be applied only if they timely declare that they satisfy the relevant
requirements (eg. qualified shareholding or related to the conduct of a business).
This substitute tax will be levied by the Italian authorized intermediary that participates in the Monte Titoli
system and with which the securities are deposited, as well as by non-Italian centralized deposit
system participating in the Monte Titoli system (directly or through a non-Italian deposit system
participating in the Monte Titoli system), through a fiscal representative to be appointed in Italy.
Italian resident individuals who timely declare that they hold a qualified shareholding or related to the
conduct of a business, will receive the gross amounts of dividends paid and include dividends in their
world wide taxable income, subject to the ordinary income tax rules. The dividend paid to other
subjects different from the above mentioned individuals, who are resident in Italy for tax purposes,
including those companies subject to IRES/IRPEF and foreign companies with permanent
establishment in Italy to which the shares are effectively connected, investment funds, pension funds,
real estate investment funds and subjects excluded from income tax pursuant to Art. 74 of Presidential
Decree No. 917/86, are not subject to substitute tax. Dividends paid to entities subject to IRES/IRPEF
different from individuals holding a non qualified shareholding or not related to the conduct of a
business, will be subject to the ordinary income tax rules.
Italian law provides for a 27% final substitute tax rate on dividends paid to Italian residents who are
exempt from corporate income tax.
Dividend paid to beneficial owners who are not Italian resident and do not have a permanent
establishment in Italy to which the shares are effectively connected, are subject to 27% substitute tax
rate. However reduced rates (normally 15%) of substitute tax on dividends apply to non-residential
beneficial owners, who are entitled to and comply with procedures for claiming benefits under an
applicable income tax treaty entered into by Italy. Under the currently applicable Italy-U.S. Treaty, an
Italian substitute tax at a reduced rate of 15% will generally apply to dividends paid by Luxottica Group
to a U.S. resident entitled to treaty benefits who complies with the procedures for claiming such
benefits, provided the dividends are not effectively connected with a permanent establishment in Italy
through which the U.S. resident carries on a business or with a fixed base in Italy through which the
U.S. resident performs independent personal services.
The substitute tax regime does not apply if ordinary shares representing a “non-qualified” interest in
Luxottica Group are held by a shareholder in a discretionary investment portfolio managed by an
authorized professional intermediary, and the shareholder elects to be taxed at a flat rate of 12.5% on
the appreciation of the investment portfolio accrued at year-end (which appreciation includes any
dividends), pursuant to the so-called discretionary investment portfolio regime - regime del risparmio
gestito.

TAX REGIME - HOLDERS OF ADS
Dividends paid to beneficial owners who are not Italian residents and do not have a permanent
establishment in Italy to which the shares or ADSs are effectively connected, are generally subject to a
27.0% substitute tax rate. Accordingly, the amount of the dividends paid to Deutsche Bank Trust
Company Americas, as depositary of the Ordinary Shares and the issuer of the ADSs, through
Deutsche Bank S.p.A, as custodian under the Deposit Agreement, will be subject to such Italian
substitute tax. Therefore, the amount of the dividends that the holders of ADS will initially receive will be
net of such substitute tax.
All owners of ADSs will be given the opportunity to submit to Deutsche Bank Trust Company Americas,
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in accordance with the procedure set forth by it, the documentation attesting their residence for tax
purposes in countries which have entered into tax treaties with Italy, pursuant to which reduced tax
rates might become directly applicable. Concurrently with the delivery of the Proxy Statement, the
Depositary has mailed to all ADS holders a document and necessary forms setting forth the detailed
procedure to be used by ADS holders for the purpose of obtaining the direct application of the
reduced tax rate. You can download those documents also here:
Deutche Bank Trust Company Americas Reclaim Notice and Forms (Link to DTC document)
As soon as the required documentation is delivered by Deutsche Bank Trust Company Americas to
Deutsche Bank S.p.A., such bank shall endeavor to effect, repayment of the entire 27.0% withheld or
the balance between the 27.0% withheld at the time of payment and the rate actually applicable to the
ADS holder, as the case maybe. By way of example, Italy and United States (as well as many other
countries) are parties to a tax treaty pursuant to which the rate of the tax applicable to dividends paid
by an Italian resident company to a U.S. resident entitled to the benefits under the treaty may be
reduced to 15.0%. Therefore, U.S. resident ADS holders have the opportunity of being repaid a further
12.0% of the gross dividend, that is the difference between the 27.0% withheld at the time of payment
of the dividend and the 15.0% substitute tax provided for by the Italy - U.S. tax treaty.
Please note that in order for ADS holder to take advantage of the accelerated tax refund (Quick
Refund), the certification by the respective Tax Authority must be dated before June 22, 2006
(the dividend payable date in Euro) and Deutsche Bank Trust Company Americas or Deutsche
Bank S.p.A should receive the certification on or before October 26, 2006.
The Company recommends to all ADS holders who are interested in taking advantage of such an
opportunity, to request more detailed information as to the exact procedure to be followed from
Deutsche Bank Trust Company Americas (ADR Department, telephone +1 800 876-0959; fax +1 866
888-1120, attn. Gregory Lewis) or directly from the Company’s headquarters in Italy (telephone +39
0437 644527; fax +39 0437 63840).
ADS holders are further advised that, once the amounts withheld are paid to the Italian Tax Authorities,
the ADS holders who are entitled to a reduced tax rate may only apply to the Italian Tax Authorities to
receive the reimbursement of the excess tax applied to the dividends received from the Company.
Such procedure customarily takes years before the reimbursement is actually made. Therefore the
above-mentioned procedure, for direct application of the reduced withholding rate was established by
Luxottica Group in the best interest of its shareholders.
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ANNUAL REPORT

ON CORPORATE GOVERNANCE 2005
AND SARBANES-OXLEY PROJECT
Set out below is a description of the Corporate Governance framework adopted by the group of jointstock companies reporting to Luxottica Group S.p.A. and designed to ensure that all companies in the
Group are appropriately managed and controlled. This report has been prepared in compliance with the
relevant directions and recommendations of Borsa Italiana S.p.A. (hereinafter, “Borsa Italiana”) and also
takes into account the provisions of the guidance note issued by Assonime and Emittente Titoli S.p.A.
in February 2004 (“Guida alla compilazione della relazione sulla Corporate Governance”).

I. INTRODUCTION
1. The Luxottica Group, a world leader in ophthalmic eyewear, implements its business strategy via
subsidiaries based in the many different countries in which it operates. The business strategy is the
same throughout the Group.
2. The Luxottica Group comprises 144 companies operating in Europe, America, Australia and New
Zealand, Asia-Pacific, China, South Africa and the Middle East. Its business operations, in terms of
sales and personnel, are particularly significant in Europe, North America, Australia and Asia.
3. Luxottica Group, the Parent Company, is listed on both the NYSE and the telematic stock market
organized and managed by Borsa Italiana, and must therefore comply with the U.S. and Italian
requirements applicable to companies listed on these exchanges and, in particular, with the
provisions issued by both the SEC and CONSOB.
4. With the objective of delivering overall profits and sustainable results for the Luxottica Group, the
Parent Company manages and co-ordinates the activities of all companies in the Group, whether
directly or indirectly controlled.
5. The following business tools are used to ensure that the Group is subject to the direction of a single
managing entity:
• preparation of business plans and sales forecasts;
• preparation of budgets and identification of specific targets to be achieved and projects to be
implemented;
• establishment of rules providing for the communication of certain information necessary for the
effective management and control of the Group;
• examination and approval of certain extraordinary or particularly significant transactions;
• implementation of certain financial policies across the Group (e.g., indebtedness tests and cash
investment criteria);
• establishment of central Group services which provide professional support and advice for all
companies in the Group;
• adoption of codes of conduct and procedures which apply to the entire Group;
• specification and adoption of common organizational models; and
• adoption of guidelines on the composition, operation and roles of the Boards of Directors,
including authority levels, for subsidiaries. These guidelines are consistent with those adopted by
the Parent Company.
Luxottica Group’s Corporate Governance framework is designed to apply to the entire Group and has
been devised on the basis of the mutually compatible recommendations made by Borsa Italiana,
CONSOB, the SEC and the NYSE and in compliance with the highest Corporate Governance standards.
The Corporate Governance framework of the Luxottica Group is based on five key principles:
1. a set of clearly defined, acknowledged and shared values;
2. the central role played by Luxottica Group’s Board of Directors;
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3. the efficacy and transparency of management decisions;
4. the adoption of an adequate internal control system;
5. the adoption of proper and transparent rules governing transactions made by related parties and
relevant persons, intercompany relations, and handling of privileged information.
As far as the first principle is concerned, the values laid down in the Luxottica Group’s Code of Ethics
commit all those working for Luxottica Group to ensuring that all of the Group’s activities are carried out:
in compliance with all relevant laws; within a framework of fair competition; with honesty, integrity and
propriety; and, respecting the legitimate interests of shareholders, employees, customers, suppliers,
sales and financial partners as well as of the communities in which Luxottica Group operates.

II. BOARD OF DIRECTORS
Role and duties. The Board of Directors plays a central role in Luxottica Group’s Corporate
Governance framework.
It is duly authorized and responsible for guiding and managing the entire business, maximizing
shareholder value and ensuring that the expectations of other stakeholders are met.
To this end, the Board approves all matters intended to achieve the Group’s business purpose, except
for those matters which, pursuant to the law or by-laws, are expressly required to be dealt with at a
Shareholders’ Meeting.
By virtue of a resolution dated July 27, 2004, the Board of Luxottica Group S.p.A. resolved that certain
significant matters may only be priorly approved by it; these include:
(i) the definition of Corporate Governance rules and the guidelines for the internal control system of
the Company and the entire Group;
(ii) the approval of the Company’s and the entire Group’s organizational structure, including whether
their organizational, administrative and accounting structures are appropriate;
(iii) the definition of the business, investment and development strategy for the Company and the
entire Group, based on the proposals submitted by the Chief Executive Officer;
(iv) the approval of financial commitments and loans having a duration in excess of twelve months;
(v) the approval of the draft statutory Financial Statements and Consolidated Financial Statements;
(vi) the approval of periodical reports;
(vii) the approval of stock incentive schemes proposed at Shareholders’ Meetings as well as the
definition of the remuneration criteria for senior management;
(viii) the approval of transactions pertaining to the Company or other companies of the Group having
significant economic, P&L or financial impact, including: agreements of a strategic nature with an
economic value in excess of Euro 30 million or which involve a liability lasting for more than three years;
acquisitions or disposals of interests, companies or real estate with a value in excess of Euro 2 million;
and the issue of collateral securities to third parties with a value in excess of Euro 15 million.
Appointment. The current Board of Luxottica Group was appointed by resolutions passed at the
Shareholders’ Meetings held on June 25, and September 14, 2004, respectively. The resolutions were
based on the Company by-laws currently in force, which do not contain a mechanism for list voting.
The proposing shareholder made the CVs of the individual candidates available to the meeting, in order
to enable shareholders to make an informed decision in respect of their voting rights.
All Directors appointed to the Board have the appropriate professional qualifications and experience
required to perform their duties efficiently and effectively.
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Composition. On September 14, 2004, the Shareholders’ Meeting established that there would be
twelve members of the Board. The current Board will remain in office until the financial statements for
fiscal year 2005 are adopted, and comprises the following Directors:
Mr. Leonardo Del Vecchio

Chairman and Member of the Human Resources Committee

Mr. Luigi Francavilla

Deputy Chairman

Mr. Andrea Guerra

Chief Executive Officer and Member of the Human Resources Committee

Mr. Tancredi Bianchi

Member of the Internal Control Committee

Mr. Mario Cattaneo

Member of the Internal Control Committee

Mr. Roberto Chemello
Mr. Enrico Cavatorta
Mr. Claudio Del Vecchio
Mr. Sergio Erede
Ms. Sabina Grossi

Member of the Human Resources Committee

Mr. Gianni Mion

Chairman of the Human Resources Committee

Mr. Lucio Rondelli

Chairman of the Internal Control Committee
and Member of the Human Resources Committee

The Chief Executive Officer is also a member of Luxottica Group’s staff.
Set out below is a list of the positions held by each of the Directors in other listed companies as well as
in finance, banking, insurance and/or significant unlisted companies:
Mr. Leonardo Del Vecchio
Chairman of Beni Stabili S.p.A. and Luxottica S.r.l., sole Director of Delfin S.r.l. and Leo Invest S.r.l.
Mr. Luigi Francavilla
Deputy Chairman of Luxottica S.r.l.
Mr. Andrea Guerra
Member of the Board of Directors of the new Parmalat S.p.A., Luxottica U.S. Holdings, LensCrafters Inc.,
Sunglass Hut Inc. and Chairman of OPSM Group Pty Ltd.
Mr. Tancredi Bianchi
Chairman of Fondo Immobiliare Polis S.g.r.
Mr. Mario Cattaneo
Member of the Board of Directors of Banca Lombarda S.p.A., Bracco S.p.A., and Fin. Bansel S.p.A.;
Chairman of the Board of Directors of CBI Factor S.p.A, Chairman of the Board of Statutory Auditors of
Intesa Mediofactoring S.p.A. and Sara Assicurazioni S.p.A.
Mr. Enrico Cavatorta
Member of the Board of Directors of Luxottica S.r.l., Luxottica U.S. Holdings, LensCrafters Inc., Sunglass
Hut Inc. and OPSM Group Pty Ltd.
Mr. Roberto Chemello
Chief Executive Officer of Luxottica S.r.l.
Mr. Claudio Del Vecchio
Chairman and Chief Executive Officer of Retail Brand Alliance Inc. and Director of Luxottica U.S.
Holdings.
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Mr. Sergio Erede
Member of the Board of Directors of Autogrill S.p.A., Carraro S.p.A., Interpump Group S.p.A., Marzotto
S.p.A., Valentino Fashion Group S.p.A. and Galbani S.p.A.
Mr. Gianni Mion
Chief Executive Officer of Edizione Holding S.p.A., member of the Board of Directors of Benetton Group
S.p.A., Autogrill S.p.A., Autostrade S.p.A., Olimpia S.p.A. and Telecom Italia S.p.A.
Mr. Lucio Rondelli
Chairman of Assiparos GPA and Banca Italease, member of the Board of Directors of Spafid.
Independent Directors. Based on the criteria specified by Borsa Italiana and the SEC, in the light of the
representations made by the members of the Board of Directors, four out of twelve members of the Board are
considered to be independent: Messrs. Tancredi Bianchi, Mario Cattaneo, Gianni Mion and Lucio Rondelli.
Executive Directors. On July 27, 2004, the Board accepted the wish of both the Chairman and the
Deputy Chairman to relinquish their operational responsibilities and authority. The Chairman now retains
only those functions reserved to him pursuant to the law and to Luxottica Group’s by-laws, and
supervises the activity of the Internal Auditing function.
On September 14, 2004, the Board reappointed Mr. Leonardo del Vecchio as Chairman of the
Company, Mr. Luigi Francavilla as Deputy Chairman, and Mr. Andrea Guerra as Chief Executive Officer.
The Chairman, despite his lack of operating authority, continues to be considered as an Executive Director
because of his commitment to Luxottica Group and his involvement in all principal strategic decisions.
The Chief Executive Officer, Mr. Andrea Guerra, has full day to day authority in respect of Luxottica
Group. His authority is set out in the resolutions made and the guidelines issued by the Board of
Directors, although it does not extend to those powers reserved to the Board either at law, by the
Company by-laws or by Board resolutions. His authority is also subject to an overriding limit in respect
of decisions or activities which would exceed a certain value threshold.
The Chief Executive Officer has granted powers of attorney to three Directors, Mr. Enrico Cavatorta, Mr.
Roberto Chemello and Mr. Luigi Francavilla, enabling them to execute transactions below a certain
value threshold.
Mr. Luigi Francavilla, Deputy Chairman, and Messrs. Roberto Chemello and Claudio Del Vecchio,
Directors, hold positions which involve extensive operational authority in industrially and commercially
significant companies within the Group.
The Board therefore includes six Executive Directors: Messrs. Leonardo Del Vecchio, Andrea Guerra,
Enrico Cavatorta, Luigi Francavilla, Roberto Chemello and Claudio Del Vecchio.
Non-Executive and Non-Independent Directors. In the light of the representations made, two of the
Directors, Mr. Sergio Erede and Ms. Sabina Grossi, are considered to be non-Executive and nonIndependent Directors.
Appointment of Directors and Directors’ Remuneration. So far, the Board of Directors has not
considered it necessary to set up a Committee for Proposals for Appointment to the Board of Directors
because there have never been any difficulties on the part of the shareholders in preparing these
proposals for appointment.
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The Directors’ fees are approved by the Shareholders’ Meeting.
To the extent that the fees payable to Directors performing special roles and the apportionment of the
aggregate fees to be paid to each of the individual members of the Board are not determined by the
Shareholders’ Meeting, such matters are decided by the Board after having heard the opinions of both
the Human Resources Committee and the Board of Statutory Auditors.
Human Resources Committee. On October 27, 2004, the Board of Directors set up a Human Resources
Committee comprising five of its members, the majority of whom are non-Executive Directors (Messrs.
Leonardo Del Vecchio, Sabina Grossi, Andrea Guerra, Gianni Mion and Lucio Rondelli). The Human
Resources Committee has an investigative, advisory and proposal-making function which includes:
• recommending the aggregate remuneration payable to the Directors of the Company as well as the
remuneration criteria for the top management of the Company and the entire Group,
• reviewing employee incentive schemes for the Luxottica Group and recommending the
management structure and authority levels for the more significant subsidiaries.

III. THE INTERNAL CONTROL SYSTEM
The internal control system is embodied in a set of procedures which apply to each activity. The relevant
procedures are set out in formal manuals that are updated and circulated within the Group.
The Board of Directors determines the guidelines for the internal control system and assesses its
adequacy by taking account of the views and reports made by those individuals, departments and
committees tasked with ensuring that the organizational, administrative and accounting structure is
appropriate to the Group’s nature and size. This process is in compliance with the provisions of Art.
2381 of the Italian civil code.
To this end, the Board consults the Internal Control Committee as well as the person in charge of Internal
Control, the Internal Auditing Department and the Supervisory Body set up in accordance with the
organizational model set out in Legislative Decree No. 231/2001.
Supervisory and control duties reserved to the Board of Statutory Auditors at law remain unprejudiced,
as does the requirement of Italian law that an external auditing company must be appointed to audit the
Group’s accounts.
Internal Control Committee. The Board of Directors, in its meeting held on July 27, 2005,
appointed prof. Mario Cattaneo as the third member of the Internal Control Committee (the
“Committee”).
The Committee thus comprises three Independent Directors (Messrs. Tancredi Bianchi, Lucio Rondelli
and Mario Cattaneo) appointed by the Board of Directors.
Moreover, still in its meeting held on July 27, 2005, the Board of Directors approved the Rules of the
Committee, which - in their first and second part, respectively - set out the duties performed by the
Committee permanently as the Internal Control Committee and provisionally as the Audit Committee.
As a matter of fact, in compliance with the resolutions passed by the Board of Directors, from July 31,
2005 till when the Shareholders’ Meeting of Luxottica Group S.p.A. will appoint the new Board of
Statutory Auditors in fiscal year 2006, the Committee will also be acting as the Audit Committee - as
provided for by the Sarbanes-Oxley Act and the provisions issued by the Securities and Exchange
Commission and the New York Stock Exchange; these duties will subsequently be performed by the
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Board of Statutory Auditors which will be appointed by the 2006 Shareholders’ Meeting.
In accordance with the provisions of these Rules, the Internal Control Committee has an investigative,
advisory and proposal-making function, concentrating on:
• assessing (i) the adequacy of the internal control system; (ii) the work program of the Person in Charge
of Internal Control; (iii) the proper use of accounting principles in conjunction with the Company’s
administration managers and auditors; and (iv) the findings of the Internal Auditing Department’s activity;
• the performance of any additional tasks assigned to it by the Board, such as checking whether the
Code of Ethics has been duly circulated and enforced and the prior evaluation of any non-audit
assignments to the Auditing Company, in agreement with the Board of Statutory Auditors.
The Internal Control Committee reports to the Board at least twice a year.
The person in charge of Internal Control. He is responsible for ensuring that the Group’s internal
control system is both appropriate and efficient as well as suggesting any corrective measures.
He was identified as the Director of Internal Audit of the Luxottica Group, reports to the Chairman and
accounts to the Chief Executive Officer, the Internal Control Committee and the Board of Statutory Auditors.
Organizational, management and control model pursuant to Legislative Decree No. 231/2001.
On October 27, 2005, the Board of Directors adopted the Organizational, Management and control
model set out by Legislative Decree No. 231/2001, which is aimed at preventing the risk of potential
misconduct by employees and consultants of the Company, with resulting administrative liability as
provided for by Legislative Decree No. 231/2001. This Model was devised by taking into account not
only the requirements of the Decree, but also the Guidelines drawn up by Confindustria (the Italian
Manufacturers’ Association) over time, as well as the best practices that were gained while the
regulations were in effect and that became established in the U.S. experience following the issuance of
the Federal Sentencing Guidelines in 1991.
The purpose of the Model is to devise a structured and organized set of procedures and control
activities to be performed even and mainly preventatively, that cannot be violated but by fraudulently
evading its provisions. To this end, the Model serves the following purposes:
• to make all those operating in the name and on behalf of Luxottica Group aware of the need to
accurately comply with the Model, whose violation will result in severe disciplinary measures;
• to enforce the Company’s stigmatization of any behavior inspired by a misunderstood corporate
interest which is in contrast with laws, regulations, or, more in general, the principles of fairness and
transparency by which its activity is inspired;
• to inform about the heavy consequences that the Company (and therefore all its employees,
managers and top management) may suffer from enforcement of the money penalties and
disqualifying sanctions as provided for by the Decree, and the possibility that these may also be
ordered as a precautionary measure;
• to enable the Company to exercise constant monitoring and close supervision of activities, so as to
be able to take prompt action if potential risks arise, and, in case, to enforce the disciplinary
measures set out by the Model itself.
In conjunction with the adoption of the Model, the Board of Directors appointed the Model’s Supervisory
Body, composed of the Director of Internal Audit, of the Director of Human Resources and the Director
of Legal and Corporate Affairs, which will report to the Board of Directors, the Internal Control Committee
and the Board of Statutory Auditors.
To perform its tasks, the Supervisory Body is endowed with a budget which enables it to make all
expenditure decisions required to fulfill its duties.
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The Sarbanes-Oxley Act - Section 404. The implementation of an efficient internal controls system and
the continuous improvement and adjustment of a company’s activities within the applicable regulatory
framework are the basic elements that help to ensure complete, true and correct financial reporting.
The adoption by U.S. regulators of the Sarbanes-Oxley Act (“SOA”) in July 2002, which aimed to
reform the Corporate Governance system of companies listed in the United States and to protect
investors through more accurate and reliable company reporting, has provided added motivation to
ensure the quality of internal controls.
Luxottica Group, as a New York Stock Exchange-listed company, is obligated to comply with the
requirements of SOA, which if not observed could result in significant civil and criminal penalties. In
complying with the requirements of SOA, the Group has sought to improve its own administrative and
financial governance and the quality of its internal controls system by making it more systematic and
constantly monitored as well detailed and duly documented.
Beginning with Luxottica Group’s Annual Report on Form 20-F for the year ended December 31,
2006, the Group’s Chief Executive Officer and Chief Financial Officer will be required to express their
assessment of the effectiveness of the internal controls systems that govern financial reporting. This
evaluation will be subject to an assessment by the Group’s independent auditors, who will release a
formal report on their findings.
To-date the project of evaluation of Luxottica Group’s internal controls, which began at the end of 2004,
has already achieved important results and is expected to continue to improve the Group’s financial
reporting process. In particular, the analysis of the Group’s processes and sub-processes has enabled
a complete mapping of the critical junctions that require careful monitoring in order to guarantee the
reliability of the internal controls system, and as a result, the Group’s financial reporting.
The Group also utilizes management policies and information technology tools to develop and
maintain information that allows for the “dynamic” representation of its processes. This approach
enables the Group to efficiently use this information across its entire structure, also in compliance with
the relevant Italian law, ensuring consistency at the Group level in those activities that are continuously
adapting to internal and/or external changes.
Board of Statutory Auditors. The Board of Statutory Auditors was appointed by the Shareholders’ Meeting
on June 25, 2003 and will remain in office until the financial statements for fiscal year 2005 are adopted. It
comprises three regular Statutory Auditors (Messrs. Giancarlo Tomasin, who is also the Chairman, Walter
Pison, Mario Medici) and two Alternate Auditors (Messrs. Giuseppe Tacca and Mario Bampo).
According to the Company by-laws, Statutory Auditors are appointed by list voting.
As provided for by the Italian regulations applicable to listed companies, the Board of Statutory Auditors
supervises: the observance of law as well as Company by-laws; compliance with proper management
principles; appropriateness of the Company’s organizational structure and Internal Control System; and
the suitability and reliability of the accounting system in correctly representing operational items.
The Board of Statutory Auditors expresses its opinion in respect of the three-year audit assignment
granted by the Shareholders’ Meeting to External Auditors.
As permitted by the SEC pursuant to rule 10A3, which applies to foreign issuers listed on the NYSE, the
Board of Directors, in its meeting held on April 28, 2005, nominated the Board of Statutory Auditors as
the appropriate body to act as the “Audit Committee”, as defined in the Sarbanes Oxley Act and SEC
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regulations, within the limits allowed by the Italian regulations. Consistent with the SEC regulations and
Sarbanes Oxley Act, it is primarily responsible for:
1. assessing the proposals made by auditing companies in their bid to win auditing assignments,
2. supervising the conduct of the External Auditors appointed to audit the accounts of the companies
of the Group and to provide related advice and assistance;
3. recommending to the Board ways of resolving any disputes between the management and the
External Auditors in respect of financial reporting; and
4. approving the procedures for authorizing allowable non-audit services and advising the Board on
the granting of assignments for allowable non-audit services to the External Auditors.
The Board of Statutory Auditors will perform the above duties as from Fiscal Year 2006 and will be
provided with appropriate authority and resources to properly perform the relevant tasks.
On April 28, 2005, the Board of Directors resolved that “within the scope of the further tasks assignable
to the Internal Control Committee” from July 31, 2005 to the date in fiscal year 2006 on which the
Shareholders’ Meeting will have appointed a new Board of Statutory Auditors with the mechanism of list
voting as provided for by the Company by-laws, the duties of the Audit Committee as provided for above
will be performed by the Internal Control Committee which, on October 27, 2005, was supplemented by
the Board’s appointment of an Independent Director (i.e., prof. Mario Cattaneo) as its third member.
External Auditor. An external auditing company, registered in the register of certified public accountants,
appointed at the Shareholders’ Meeting is entrusted with auditing activities. The current auditing company
is Deloitte & Touche, whose assignment will be terminated when the financial statements for fiscal year
2005 are adopted. On October 27, 2005, by virtue of a resolution passed by the Board of Directors, the
“Group procedure for granting assignments to External Auditors” was adopted; the purpose of this
procedure is to protect the External Auditor’s independence, which is a key guarantee of the reliability of
accounting information with respect to the companies granting assignments.

IV. CODES OF CONDUCT AND PROCEDURES
Codes of conduct and other similar procedures designed to ensure that all activity is conducted in
accordance with the principles of transparency, fairness and loyalty underpin the Group’s Corporate
Governance framework.
Code of Ethics. The Group’s Code of Ethics identifies the values supporting all business activity, and
is continuously reviewed and updated to take account of suggestions made in the context of U.S. and
other relevant rules.
The Code of Ethics currently in force, which applies throughout the Group, was approved by the Board
of Directors on March 4, 2004, and was amended by the Board in its meeting held on October 27, 2005
by introducing amendments resulting from appointment of the Guarantor of the Code.
On March 27, 2006, the Code of Ethics was furthermore partially amended, in particular by introducing
new rules governing proper use of corporate assets by the employees of the Group and the other
Addressees of the Code.
Procedure for handling reports and complaints concerning violations of principles and rules
defined and/or acknowledged by the Luxottica Group. On October 27, 2005, the Board of
Directors, after receiving a favorable opinion from the Internal Control Committee, approved a
“Procedure for handling reports and complaints concerning violations of principles and rules defined
and/or acknowledged by the Luxottica Group.”
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This procedure covers reports and complaints concerning cases of alleged fraud, violation of the ethical
principles and rules of behavior set out by the Group’s Code of Ethics, and irregularities or negligence
in book-keeping, internal controls and auditing.
Complaints from both employees and persons outside the Group will be taken into consideration; the
Group undertakes to protect the anonymity of relators, and to ensure that any employees reporting
violations will not suffer any form of retaliation.
The procedure applies to all the Companies in the Group.
Code of Corporate Governance practice. In accordance with the provisions of Art. 124-bis of Legislative
Decree No. 58/1998 (hereinafter, “TUF”), the Company hereby declares it conforms to the principles
contained in the Code of Ethics and in Borsa Italiana’s Code of Corporate Governance Practice.
The provisions of the Code of Corporate Governance Practice are summarized in tables prepared in
compliance with the directions of Borsa Italiana, Assonime and Emittente Titoli.
Rules of behavior for transactions with related parties. On March 27, 2006, the Board of Directors
approved the new “Guidelines on transactions with related parties,” which superseded the former
“Guidelines on significant transactions and those with related parties.”
The new document sets out the broader definition of related parties as provided for by the IAS 24 accounting
principle, which was introduced into our law by CONSOB by virtue of Resolution No. 14990 (April 14, 2005).
The current Guidelines identify two different categories of transactions with related parties, and set out
a different procedure for each of them.
Approval by the Board of Directors of Luxottica Group S.p.A. is required for “extraordinary” transactions
with related parties made by any company of the Group.
No prior approval by the Board of Directors is required for “ordinary” transactions with related parties, as
these fall within the authority delegated by the administrative body to individual members of the Board
of Directors or their appointees; therefore, these transactions will be periodically submitted to the Board
of Directors by the Directors having authority.
The Board of Directors, which is called upon to approve the transaction, must be adequately informed
about the nature of the relation, how the transaction will be executed, when and upon what economic
conditions it will be completed, the assessment procedure which was followed, the underlying interest
and grounds, and any risks for the Group.
The Board may, if appropriate, be assisted by one or more independent and competent experts
expressing an opinion on the conditions, lawfulness and technical aspects of the transaction.
Finally, (i) pursuant to the provisions of Art. 2391-bis of the Italian civil code, the Board of Directors of the
company concerned shall (if recourse is had to the capital market) disclose these transactions in its
management report as per Art. 2428 of the Italian civil code; (ii) pursuant to the provisions of Art. 71-bis
of the Regolamento Emittenti, if any of the companies of the Group makes any transactions with related
parties “which, because of their purposes, considerations, methods or time of execution, may affect the
protection of corporate assets or the completeness and correctness of information, including accounting
information,” concerning Luxottica Group, the latter shall make available to the public an information
document drawn up in compliance with the provisions in force.
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Procedure concerning Internal Dealing. On March 27, 2006, the Board of Directors - in order to
implement the recent regulatory changes concerning Internal Dealing as provided for by Art. 114,
seventh subsection, TUF, and Artt. 152-sexies and following of the Regolamento Emittenti, which
supersede the regulations as provided for by the Rules governing operation of markets organized and
managed by Borsa Italiana as from April 1, 2006 - approved the new procedure concerning Internal
Dealing, which supersedes the old one.
The new Procedure Concerning Internal Dealing approved by the Board of Directors regulates in detail
the behavioral and information obligations relating to dealings in financial instruments performed by socalled “relevant parties”, of which a list is provided.
“Relevant parties” shall notify the Company, CONSOB and the public of any transactions involving
purchase, sale, subscription or exchange of shares or financial instruments whose aggregate amount
is at least equal to Euro 5,000 per year; this amount will be calculated by summing up all transactions
involving shares and financial instruments related thereto made on behalf of each relevant party and
those made on behalf of any persons who are closely related to these parties
The Code on Internal Dealing provides for certain black-out periods and a set of sanctions for any failure
to fulfill obligations.
Procedure for handling privileged information. On March 27, 2006, the Board of Directors, in
compliance with the provisions contained in Artt. 114, 115-bis, TUF, and Artt. 152-bis and following of
the Regolamento Emittenti, as well as the directions of the Code of Corporate Governance practice
currently in force - drawn up by Borsa Italiana’s Committee on Corporate Governance for Listed
Companies - adopted a new procedure for handling privileged information, in order to ensure that this
is promptly, completely and adequately disclosed to the public.
In accordance with the provisions of Art. 181, TUF, “privileged” information means “any piece of
information of precise type, unknown to the public, directly or indirectly concerning one or more issuers
of financial instruments, or one or more financial instruments, which, if made known to the public, could
significantly affect the prices of the financial instruments to which this piece of information refers.”
The persons who are required to keep inside documents and priviliged information confidential include:
(i) Directors; (ii) Statutory Auditors; (iii) all those in charge of executive activities within Luxottica Group
and the companies of the Group; (iv) any other employees of Luxottica Group and the companies of
the Group who become aware of any information and/or take possession of any documentation
pertaining to privileged information for official or professional reasons.
In order to comply with the provisions of Art. 115-bis, TUF, Luxottica Group also established a register
of persons having access to privileged information.
The data concerning the persons whose names were entered in the Register will be kept for five years
since the circumstances which had caused their names to be entered or their information to be updated
ceased to exist.
Granting of assignments to auditing companies. U.S. regulations provide that either the Audit
Committee or an equivalent body under country specific rules must approve the services rendered by
External Auditors to the Company and its subsidiaries.
On October 27, 2005, the Board of Directors approved the “Group procedure for granting assignments to
External Auditors;” the purpose of this procedure is to protect the External Auditor’s independence, which is a
key guarantee of the reliability of accounting information with respect to the companies granting assignments.
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The Parent Company’s External Auditor is the main auditor of the entire Luxottica Group.
The limitations on granting of assignments as contained in this procedure are derived from the
regulations in force in Italy and the U.S., in view of the fact that Luxottica Group shares are listed both
on the telematic stock market organized and managed by Borsa Italiana and on the New York Stock
Exchange. Any further constraints imposed by any local laws applicable to individual non-Italian
subsidiaries are unprejudiced.
As a consequence of the significant amendments of articles 159 and following, TUF, resulting from the
provisions of the Savings Act (Act No. 262 dated December 28, 2005), new rules governing, among
other things, the granting and revocation of assignments to External Auditors, incompatibilities and
CONSOB’s supervisory and sanctionative powers came into force.
The Company will amend its procedure to take into account these legislative changes as soon as
possible - also in compliance with the implementary provisions which CONSOB is called upon to adopt.

V. BY-LAWS
The Company will adopt any amendments to the by-laws that will become necessary in order to adapt
the current By-laws to the new provisions introduced by the Savings Act (Act No. 262 dated December
28, 2005) as soon as possible - also in compliance with the implementary provisions which CONSOB
is called upon to adopt.
The main amendments to the by-laws will concern the following:
1. introduction of a list voting mechanism to elect Directors;
2. specification of the minimum shareholding required to submit a list, which, in any case, should not
be higher than 2.5% of the share capital;
3. the methods to appoint the Chairman of the Board of Statutory Auditors, to be selected from
among the Statutory Auditors elected by the minority;
4. the methods to appoint an executive in charge of drawing up accounting documents.

VI. FUNCTIONAL RULES OF SHAREHOLDERS MEETINGS
The functional rules of shareholders meetings - which were adopted with a view to orderly and
functional holding of ordinary and extraordinary shareholders’ meetings of Luxottica Group S.p.A. - are
available to shareholders at the Company’s registered office and in the venues where shareholders’
meetings are held; they are furthermore available to the public at www.luxottica.com.
The rules may be amended in fiscal year 2006 as a result of the coming into force of the Savings Act
(Act No. 262 dated December 28, 2005).

VII. INVESTOR RELATIONS
An investor relations team, reporting directly to the Chief Executive Officer, is dedicated to relations with the
national and international financial community, investors and financial analysts, the media and the market.
The relevant documents concerning Corporate Governance can be found at www.luxottica.com, and
may also be requested via e-mail.
Information concerning periodical reports and any significant events/transactions is promptly circulated
to the public as well as being published on Luxottica Group’s website.
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VIII. SUMMARY OF THE MAJOR CORPORATE EVENTS WHICH OCCURRED AFTER THE
CLOSING OF FISCAL YEAR 2005
In compliance with the recommendations of the Guidelines on Corporate Governance, please find
below a summary of the major changes which occurred from the closing of fiscal year 2005 to the date
of presentation of this Report, which have already been highlighted in the paragraphs above.
In particular, it is underlined that, on March 27, 2006, the Board of Directors:
(i) adopted the new Guidelines concerning transactions with related parties;
(ii) adopted the new procedure concerning Internal Dealing;
(iii) adopted the new procedure for handling privileged information;
(iv) updated the Code of Ethics as a result of adoption of the procedures as per (ii) and (iii).
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STOCK OPTIONS
PLANS AND SHARE
BUY BACK PLANS
STOCK OPTIONS PLANS
At the Extraordinary Shareholders’ Meeting on March 10, 1998, shareholders approved the adoption of
a Stock Options Plan under which the capital of the Luxottica Group may be increased one or more
times, up to a maximum amount of Lire 1,225,000,000, through the issue of 12,250,000 ordinary
shares to be reserved for grants to officers and key employees of the Group. The conversion of
Luxottica Group’s authorized and issued share capital into Euro, approved on June 26, 2001, resulted
in a decrease in the number of ordinary shares available for the aforementioned Stock Options Plan.
In consideration of the reduction of the number of ordinary shares available for the Stock Options Plan,
and the growing size of Luxottica Group resulting in a larger number of potential employee
beneficiaries of stock options, on September 20, 2001, the Extraordinary Shareholders’ Meeting
approved a Stock Options Plan under which the capital of the Luxottica Group could be increased one
or more times, up to a maximum amount of Euro 660,000, through the issuance of new ordinary
shares reserved for grants to officers and key employees of the Group.
On September 14, 2004, Luxottica Group announced that its majority shareholder, Leonardo Del
Vecchio, allocated approximately 9.6 million of Luxottica Group shares held by him through the holding
company La Leonardo Finanziaria S.r.l., to a stock options plan for the Group’s top management.
Options issued through this plan will become exercisable upon the accomplishment of certain financial
objectives. Consequently, the cost of these shares representing approximately 2.11% of the capital of
Luxottica Group, calculated based on the market value, will not be recorded in the balance sheet until
such a time as the number of exercisable options is known.

SHARE BUY BACK PLANS
On September 25, 2002, upon the authorization of Luxottica Group S.p.A. Luxottica U.S. Holdings
Corp., a U.S. subsidiary of Luxottica Group, approved the purchase of up to 11,500,000 Luxottica
Group’s ADS, representing an equal number of ordinary shares, equivalent to 2.5% of Luxottica
Group’s authorized and issued share capital. This plan required that the purchase be carried out on
the New York Stock Exchange within 18 months of its approval.
On March 20, 2003, Luxottica U.S. Holdings Corp. approved the purchase of up to 10,000,000
Luxottica Group ADS, representing an equal number of ordinary shares, and equivalent to 2.2% of
Luxottica Group’s authorized and issued share capital, to be purchased on the New York Stock
Exchange within 18 months of its approval. As of its expiration date, Luxottica U.S. Holdings Corp. had
acquired 6,434,786 Luxottica Group ADS, representing approximately 1.4% of the capital of Luxottica
Group. These ADS have been transferred by Luxottica U.S. Holdings Corp. to its subsidiary Arnette
Optics Illusions Inc. and on the first quarter of 2006 they have been converted in Luxottica Group
ordinary shares in accordance with applicable law.
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LUXOTTICA GROUP
CAPITAL STOCK
INFORMATION
Luxottica Group S.p.A. listed on the NYSE on January 23, 1990. At the time of the Initial Public Offering
10,350,000 ordinary shares were sold, equivalent to 5,175,000 American Depositary Shares (each ADS
equals two ordinary shares). The issue price was US$ 19 per ADS.
In June 1992 Luxottica Group’s Board of Directors approved a change in the conversion ratio of the
ADS from 1:2 to 1:1. The change in the conversion ratio, effective from July 10, 1992, did not effect the
number of ordinary shares outstanding, which remained 45,050,000.
At Luxottica Group’s Extraordinary Shareholders’ Meeting on March 10, 1998, the Board of Directors
approved a five-for-one split of the Group’s ordinary shares. This stock split increased the number of
outstanding ordinary shares from 45,050,000 to 225,250,000, and reduced the par value from Lire 1,000
to Lire 200. This stock split, effective from April 16, 1998, had no effect on the Group’s authorized share
capital, which remained Lire 45,050,000,000. Each ADS continued to equal one ordinary share.
At Luxottica Group’s Extraordinary Shareholders’ Meeting on May 3, 2000, shareholders approved a
two-for-one stock spilt. This stock split increased the number of outstanding ordinary shares, from
231,375,000 to 462,750,000, and reduced the par value from Lire 200 to Lire 100. This stock split,
effective from June 26, 2000, had no effect on the Group’s authorized share capital, which remained
Lire 46,275,000,000. Each ADS continued to equal one ordinary share.
After ten years, Luxottica Group listed on the MTA on December 4, 2000. At the time of the Offering
10,385,000 ordinary shares were sold at Euro 16.83 per share.
Luxottica Group’s ordinary shares and ADS are traded on both exchanges under the symbol LUX.
At Luxottica Group’s Extraordinary Shareholders’ Meeting on June 26, 2001, shareholders approved the
conversion of Luxottica Group’s authorized and issued share capital into Euro. As a result of the
conversion, the per share par value of Luxottica Group’s ordinary shares became Euro 0.06, from Lire 100.
On December 31, 2005 Luxottica Group’s authorized share capital was Euro 27,478,543.38, equivalent
to 457,975,723 ordinary shares.
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16 YEARS ON THE NYSE AND FIVE YEARS ON THE MTA
NYSE
Quarterly ADS prices - In US$

2005

(1)

2004

2003

2002

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

First

21.99

20.06

20.40

17.85

15.18

15.82

14.05

10.23

10.95

19.82

15.90

19.38

Second

21.32

19.69

20.59

16.90

15.18

16.90

14.11

10.69

13.90

20.85

17.85

19.00

Third

25.35

20.61

24.91

17.85

16.30

17.85

15.48

13.73

14.29

18.70

11.82

12.88

Fourth

25.83

23.75

25.31

20.39

17.99

20.39

18.15

14.40

17.40

15.51

12.00

13.65

Full year

25.83

19.69

20.39

15.18

18.15

10.23

20.85

11.82

2001

2000

1999

1998

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

First

16.09

13.13

15.17

12.34

7.97

12.25

6.66

5.00

6.44

9.41

6.28

9.37

Second

16.00

13.25

16.00

12.97

11.19

12.19

8.63

6.19

7.78

9.49

7.75

7.75

Third

17.99

12.15

13.99

17.00

12.38

16.13

9.53

7.00

9.53

8.66

4.97

5.19

Fourth

17.21

13.45

16.48

16.44

13.00

13.75

10.31

7.81

8.78

6.00

3.88

6.00

Full year

17.99

12.15

17.00

7.97

10.31

5.00

9.49

3.88

1997

1996

1995

1994

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

First

6.64

5.13

5.31

7.83

5.63

7.81

3.96

3.13

3.60

3.38

2.79

3.04

Second

6.99

5.30

6.78

8.10

6.91

7.34

3.83

3.43

3.71

3.50

2.98

3.41

Third

6.98

5.63

5.69

7.64

6.51

7.28

4.92

3.70

4.89

3.58

3.28

3.39

Fourth

6.51

5.68

6.25

7.23

5.21

5.21

5.95

4.54

5.85

3.65

3.23

3.41

Full year

6.99

5.13

8.10

5.21

5.95

3.13

3.65

2.79

1993

1992

1991

1990

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

First

2.49

2.49

2.49

3.23

2.74

2.90

1.41

0.99

1.38

1.06

0.95

0.98

Second

2.56

2.56

2.56

3.28

2.63

2.71

1.71

1.39

1.51

1.38

0.96

1.32

Third

2.38

2.38

2.38

3.11

2.66

2.95

2.28

1.51

2.26

1.46

0.99

1.01

Fourth

2.95

2.95

2.95

2.93

2.25

2.51

2.75

2.25

2.75

1.11

0.79

1.02

Full year

2.95

2.95

2.95

3.28

2.25

2.75

0.99

1.46

0.79

Sixteen-year high: US$ 25.83 on October 4, 2005.
Sixteen-year low: US$ 0.79 on November 7, 1990.
(1) These figures have been retroactively adjusted to reflect the five-for-one stock split which was effective April 16,
1998, and the two-for-one stock split which was effective June 26, 2000.

MTA
2005

Quartely ordinary share price - In Euro

2004

2003

2002

2001

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

High

Low

Close

First

17.02

15.11

15.83

14.08

12.42

12.80

13.48

9.25

9.81

22.95

18.34

22.43

7.20

14.37

16.80

Second

17.55

15.31

17.13

13.99

12.82

13.70

12.37

9.85

11.92

22.88

18.54

19.69

19.11

15.04

19.11

Third

21.00

17.21

20.69

14.54

13.31

14.42

13.96

11.67

12.23

19.05

11.75

13.22

20.62

13.41

15.74

Fourth

21.94

19.62

21.43

15.51

14.31

14.99

14.82

12.35

13.70

15.52

12.00

12.58

19.59

14.88

18.43

Full year

21.94 15.11

14.82

9.25

Five-year high: Euro 22.95 on March 27, 2002.
Five-year low: Euro 9.25 on March 12, 2003.

15.51 12.42

22.95 11.75

20.62 13.41
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ADS AND ORDINARY SHARE
PERFORMANCE ON NYSE
AND MTA AND MAIN INDEXES
30
25
20
15

MTA (in Euro)

dec-05

jul-05

oct-05

apr-05

jan-05

jul-04

oct-04

jan-04

S&P Mib (rebased)

NYSE (in US$)

apr-04

jul-03

oct-03

jan-03

apr-03

jul-02

oct-02

jan-02

apr-02

oct-01

jul-01

jan-01

5

apr-01

10

Dow Jones Industrial Average (rebased)

AVERAGE EURO/US$ EXCHANGE RATE: 1995-2005
1995 (1)

1996 (1)

1997 (1)

1998

(1)

1999

2000

2001

2002

2003

2004

2005

First quarter

1.1793

1.2307

1.1823

1.0802

1.1207

0.9859

0.9230

0.8766

1.0731

1.2497

1.3113

Second quarter

1.1613

1.2443

1.1457

1.0944

1.0567

0.9326

0.8721

0.9198

1.1372

1.2046

1.2594

Six-month

1.1711

1.2376

1.1634

1.0873

1.0873

0.9591

0.8990

0.8980

1.1049

1.2273

1.2847

Third quarter

1.2081

1.2727

1.0991

1.1130

1.0483

0.9041

0.8895

0.9838

1.1248

1.2220

1.2197

Nine-month

1.1816

1.2493

1.1405

1.0961

1.0737

0.9400

0.8956

0.9277

1.1117

1.2255

1.2627

Fourth quarter

1.2160

1.2721

1.1255

1.1765

1.0370

0.8676

0.8959

0.9982

1.1882

1.2968

1.1886

Full year

1.1887

1.2549

1.1367

1.1152

1.0642

0.9209

0.8957

0.9450

1.1307

1.2435

1.2444

(1) Through 1998 the Euro/US$ exchange rate has been calculated through the Lira/US$ exchange rate, converted by the fixed rate Lire 1,936.27 = Euro 1.00.
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

LUXOTTICA GROUP S.P.A.
We have audited the accompanying Consolidated Balance Sheets of Luxottica Group S.p.A. (an Italian
corporation) and Subsidiaries (collectively, ‘‘the Company’’) as of December 31, 2004 and 2005 and the
related statements of consolidated income, shareholders’ equity and cash flows for each of the three
years in the period ended December 31, 2005. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these Financial Statements
based on our audits.
We conducted our audits in accordance with the standards of the Public Company Accounting Over-sight
Board (United States of America). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the Financial Statements are free of material misstatements. The
Company is not required to have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the Financial Statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall Financial
Statements presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, such Consolidated Financial Statements present fairly, in all material respects, the
financial position of Luxottica Group S.p.A. and subsidiaries as of December 31, 2004 and 2005 and
the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2005, in conformity with accounting principles generally accepted in the United States of
America. Our audits also comprehended the translation of Euro amounts into U.S. Dollar amounts and,
in our opinion, such translation has been made in conformity with the basis stated in Note 1. Such U.S.
Dollar amounts are presented solely for the convenience of readers in the United States of America.

Treviso, Italy
April 3, 2006

Member of
Deloitte Touche Tohmatsu
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CONSOLIDATED
BALANCE SHEETS
DECEMBER 31,
2004 AND 2005 (*)
ASSETS
2004

2005
(Euro/000)

2005
(US$/000) (1)

CURRENT ASSETS
Cash and cash equivalents

257,349

372,256

440,826

406,437

461,682

546,724

33,120

45,823

54,264

433,158

404,331

478,809
110,296

Accounts receivable (Less allowance for doubtful accounts,
Euro 23.4 million in 2004 and Euro 7.6 million in 2005,
US$ 32.6 million in 2005)
Sales and income taxes receivable
Inventories
Prepaid expenses and other

69,151

93,140

Asset held for sale

143,617

10,847

12,845

Deferred tax assets

104,508

93,600

110,841

1,447,340

1,481,679

1,754,604

599,245

735,115

870,523

1,500,962

1,700,383

2,013,594

972,091

994,803

1,178,046

Investments

13,371

15,832

18,748

Other assets

23,049

45,710

54,130

Total other assets

2,509,473

2,756,728

3,264,517

TOTAL

4,556,058

4,973,522

5,889,645

Total current assets
PROPERTY, PLANT AND EQUIPMENT - net
OTHER ASSETS
Goodwill
Intangible assets - net

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1
See notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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CONSOLIDATED
BALANCE SHEETS
DECEMBER 31,
2004 AND 2005 (*)
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LIABILITIES AND SHAREHOLDERS' EQUITY
2004

2005
(Euro/000)

2005
(US$/000) (1)

CURRENT LIABILITIES
Bank overdrafts

290,531

276,122

326,984

Current portion of long-term debt

405,369

111,323

131,829

Accounts payable

222,550

291,734

345,471

137,947

136,143

161,221

8,802

7,996

9,469

238,832

257,121

304,483

Accrued expenses:
• Payroll and related
• Customers' right of return
• Other
Income taxes payable

12,722

133,382

157,951

Total current liabilities

1,316,753

1,213,821

1,437,407

LONG-TERM DEBT

1,277,495

1,420,049

1,681,622

52,656

56,600

67,026

DEFERRED TAX LIABILITIES

215,891

127,120

150,536

OTHER LONG-TERM LIABILITIES

173,896

188,421

223,128

23,760

13,478

15,961

LIABILITY FOR TERMINATION INDEMNITIES

COMMITMENTS AND CONTINGENCIES
MINORITY INTERESTS IN CONSOLIDATED SUBSIDIARIES
SHAREHOLDERS' EQUITY:
Capital stock par value Euro 0.06 - 455,205,473 and 457,975,723
ordinary shares authorized and issued at December 31, 2004
and 2005, respectively; 448,770,687 and 451,540,937 shares
outstanding at December 31, 2004 and 2005, respectively

27,312

27,479

32,541

Additional paid-in capital

47,167

150,179

177,842

1,812,073

2,050,883

2,428,656

-

(48,567)

(57,513)

(320,958)

(155,954)

(184,681)

1,565,594

2,024,020

2,396,845

Retained earnings
Unearned stock-based compensation
Accumulated other comprehensive loss, net of tax
Total
less: treasury shares at cost; 6,434,786 and 6,434,786
shares at December 31, 2004 and 2005, respectively

69,987

69,987

82,879

Total shareholders' equity

1,495,607

1,954,033

2,313,966

TOTAL

4,556,058

4,973,522

5,889,645

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1.
See notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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STATEMENTS
OF CONSOLIDATED
INCOME FOR
THE YEARS ENDED
DECEMBER 31, 2003,
2004 AND 2005 (*)
2003

2004

2005

(Euro/000)

NET SALES
COST OF SALES
GROSS PROFIT

2005
(US$/000) (1)

2,852,194

3,255,300

4,370,744

5,175,835

(903,617)

(1,040,697)

(1,380,653)

(1,634,969)

1,948,577

2,214,603

2,990,091

3,540,866

(1,235,757)

(1,376,546)

(1,909,747)

(2,261,522)

(281,033)

(345,243)

(477,790)

(565,799)

(1,516,790)

(1,721,789)

(2,387,537)

(2,827,321)

431,787

492,814

602,554

713,544

OPERATING EXPENSES
Selling and advertising
General and administrative
Total
INCOME FROM OPERATIONS
OTHER INCOME (EXPENSE)
• Interest income

5,922

6,662

5,650

6,691

• Interest expense

(47,117)

(56,115)

(66,332)

(78,550)

• Other - net

(799)

13,792

15,697

18,588

(41,994)

(35,661)

(44,985)

(53,271)

FOR INCOME TAXES

389,793

457,153

557,569

660,273

Provision for income taxes

(117,328)

(161,665)

(206,022)

(243,971)

272,465

295,488

351,547

416,302

(5,122)

(8,614)

(9,253)

(10,957)

267,343

286,874

342,294

405,345

Other income (expense) - net
INCOME BEFORE PROVISION

INCOME BEFORE MINORITY INTERESTS
IN CONSOLIDATED SUBSIDIARIES
Minority interests in income
of consolidated subsidiaries
NET INCOME

EARNINGS PER SHARE: BASIC

Euro 0.60

Euro 0.64

Euro 0.76

US$ 0.90

EARNINGS PER SHARE: DILUTED

Euro 0.59

Euro 0.64

Euro 0.76

US$ 0.89

Basic

448,664

448,275

450,179

Diluted

450,202

450,361

453,303

WEIGHTED AVERAGE NUMBER
OF SHARES OUTSTANDING (thousands)

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1.
See Notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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STATEMENTS
OF CONSOLIDATED
SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED
DECEMBER 31, 2003,
2004 AND 2005 (*)
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Common Stock
Shares
Amount

BALANCES, JANUARY 1, 2003

Additional
paid-in
capital

Retained
earnings

1,447,374

454,263,600

27,256

38,693

213,433

13

1,476

Exercise of Stock Options

Other
Unearned comprehensive
stock-based
income (loss)
compensation
net of tax

-

Accumulated
other comprehensive income
(loss) net of tax

Treasury Consolidated
shares, shareholders’
at cost
equity

(70,881)

(24,547) 1,417,895

(169,307)

(169,307)

(169,307)

(1,228)

(1,228)

(1,228)

1,489

Translation adjustment
Minimum pension liability,
net of taxes of Euro 0.7 million
Tax benefit on stock options

254

254

Purchase of treasury shares

(45,440)

(45,440)

Change in fair value of derivative instruments,
net of taxes of Euro 0.4 million

(1,067)

Dividends declared (Euro 0.21 per share)

(95,405)

Net income

267,343

(1,067)
(95,405)

267,343

Comprehensive income
BALANCES DECEMBER 31, 2003

(1,067)

267,343

95,741
454,477,033

27,269

40,423

728,440

43

5,950

Exercise of Stock Options

1,619,312

-

(242,483)

(69,987) 1,374,534

(79,897)

(79,897)

(79,897)

248

248

248

5,993

Translation adjustment
Minimum pension liability,
net of taxes of Euro 0.2 million
Tax benefit on stock options

794

794

Change in fair value of derivative instruments,
net of taxes of Euro 0.2 million

1,174

Dividends declared (Euro 0.21 per share)

(94,113)

Net income

286,874

Exercise of Stock Options

1,174
(94,113)

286,874

Comprehensive income
BALANCES DECEMBER 31, 2004

1,174

286,874

208,399
455,205,473

27,312

47,167

2,770,250

167

28,062

1,812,073

-

(69,987) 1,495,607

157,776

157,776

28,229

Translation adjustment

157,776

Aggregate stock based compensation, net of tax

(320,958)

70,273

Realized stock based compensation, net of tax

(70,273)

-

21,706

21,706

Minimum pension liability,
net of taxes of Euro 1.6 million

2,534

Tax benefit on stock options

2,534

4,677

2,534
4,677

Change in fair value of derivative instruments,
net of taxes of Euro 2.3 million

4,694

Dividends declared (Euro 0.23 per share)

(103,484)

Net income

342,294

4,694
(103,484)

342,294

Comprehensive income
BALANCES DECEMBER 31, 2005

4,694

342,294

507,298
457,975,723

27,479

150,179

2,050,883

(48,567)

Comprehensive income (thousands of US$) (1)

(155,954)

(69,987) 1,954,033

(184,681)

(82,879) 2,313,966

600,742

BALANCES DECEMBER 31, 2005
(thousands of US$) (1)

457,975,723

32,541

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1.
See notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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STATEMENTS
OF CONSOLIDATED
CASH FLOWS
FOR YEARS ENDED
DECEMBER 31, 2003,
2004 AND 2005 (*)
2003

2004

2005

(Euro/000)

2005
(US$/000) (1)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

267,343

286,874

342,294

405,345

5,122
-

8,614

9,253

10,957

-

22,711

26,894

134,840

152,751

194,205

229,978

(Benefit) provision for deferred income taxes

12,865

45,414

(90,104)

(106,701)

Loss (gain) on disposals of fixed assets - net

(124)

7,641

6,532

7,735

-

(13,445)

-

-

2,403

6,768

3,723

4,409

ADJUSTMENTS TO RECONCILE
NET INCOME TO NET CASH PROVIDED
BY OPERATING ACTIVITIES:
Minority interest in income
of consolidated subsidiaries
Deferred stock-based compensation
Depreciation and amortization

Unrealized foreign exchange (gain)
Termination indemnities matured
during the year - net

CHANGES IN OPERATING ASSETS AND LIABILITIES,
NET OF ACQUISITION OF BUSINESSES:
Accounts receivable

23,888

(15,819)

(33,266)

(39,394)

Prepaid expenses and other

(43,556)

21,077

(56,773)

(67,231)

Inventories

17,120

44,139

64,584

76,480

Accounts payable

(45,029)

7,062

52,233

61,854

Accrued expenses and other

(39,857)

(22,365)

(14,011)

(16,592)

(249)

727

(1,882)

(2,229)

(7,227)

(760)

123,961

146,795

Accrual for customers' right of return
Income taxes payable
Total adjustments

60,196

241,804

281,166

332,955

327,539

528,678

623,460

738,300

• Additions

(81,288)

(117,420)

(229,416)

(271,674)

• Disposals

3,839

198

1,082

1,281

(342,432)

(362,978)

(86,966)

(102,985)

Cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Property, plant and equipment:

Purchases of businesses net of cash acquired
Increase in investments
Sale of investment in Pearle Europe
Additions of intangible assets
Cash used in investing activities

(501)

-

-

-

-

-

144,000

170,525

(48,177)

(301)

(4,479)

(5,304)

(468,559)

(480,501)

(175,779)

(208,157)

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1.
See notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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OF CONSOLIDATED
CASH FLOWS
FOR YEARS ENDED
DECEMBER 31, 2003,
2004 AND 2005 (*)
(continued)
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2003

2004

2005

(Euro/000)

2005
(US$/000) (1)

CASH FLOWS FROM FINANCING ACTIVITIES
Long-term debt:
• Proceeds
• Repayments
Swap termination fees

619,859

1,187,601

373,462

442,254

(332,045)

(935,443)

(627,949)

(743,617)

-

-

(7,062)

(8,363)

(Decrease) increase in overdraft balances

156,290

(246,680)

(21,520)

(25,484)

Investment in treasury shares

(45,440)

-

-

-

1,476

5,994

28,229

33,429

(95,405)

(94,113)

(103,484)

(122,546)

304,735

(82,641)

(358,324)

(424,327)

163,715

(34,466)

89,357

105,817

151,418

299,937

257,349

304,753

(15,196)

(8,122)

25,550

30,256

299,937

257,349

372,256

440,826

Exercise of Stock Options
Dividends
Cash (used in) provided
by financing activities
(DECREASE) INCREASE IN CASH
AND CASH EQUIVALENTS
CASH AND EQUIVALENTS,
BEGINNING OF YEAR
Effect of exchange rate changes
on cash and cash equivalents
CASH AND EQUIVALENTS,
END OF THE YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOWS INFORMATION
Cash paid during the year for interest
Cash paid during the year for income taxes

44,951

58,371

61,770

73,148

110,609

108,440

153,287

181,522

102,323

157,905

3,702

4,384

Acquisition of businesses:
Fair value of assets acquired

(1) Translated for convenience at the New York City Noon Buying Rate as determined in Note 1.
See notes to Consolidated Financial Statements.
(*) In accordance with U.S. GAAP.
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NOTES TO
CONSOLIDATED
FINANCIAL STATEMENTS
1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
Organization - Luxottica Group S.p.A. and its subsidiaries (collectively “Luxottica Group” or the
“Company”) operate in two industry segments: (1) manufacturing and wholesale distribution and (2)
retail distribution. Through its manufacturing and wholesale distribution operations, Luxottica Group
is engaged in the design, manufacturing, wholesale distribution and marketing of house brand and
designer lines of mid to premium-priced prescription frames and sunglasses. The Company
operates in the retail segment through its retail division, consisting of LensCrafters, Inc. and other
affiliated companies (“LensCrafters”), Sunglass Hut International, Inc. and its subsidiaries (“Sunglass
Hut International”), OPSM Group Limited and its subsidiaries (“OPSM”) and Cole National
Corporation and its wholly owned subsidiaries (“Cole”). As of December 31, 2005, LensCrafters
operated 893 stores throughout the United States of America and Canada; Sunglass Hut
International operated 1,849 stores located in North America, Europe and Australia; OPSM operated
549 owned stores and 29 franchised stores under three brands across states and territories in
Australia, New Zealand, Hong Kong, Singapore and Malaysia; and Cole National operated 2,388
owned stores and 462 franchised specialty retailers of optical products and personalized gifts
located in the United States of America and Canada. Certain of the Company’s U.S. subsidiaries
also are engaged as providers of managed vision care benefits and claims payment administrators
whose programs provide comprehensive eyecare benefits primarily directed to large employers and
health maintenance organizations.
Principles of consolidation and basis of presentation - The Consolidated Financial Statements of
Luxottica Group include the financial statements of the Parent Company, all wholly or majority-owned
subsidiaries and variable interest entities for which the Company is determined to be the primary
beneficiary. The Company’s investments in unconsolidated subsidiaries which are at least 20%
owned and where the Company exercises significant influence over operating and financial policies
are accounted for using the equity method. Luxottica Group holds a 44% interest in an affiliated
manufacturing and wholesale distributor, located and publicly traded in India, and a 50% interest in
an affiliated company located in Great Britain, which are both accounted for under the equity
method. The results of operations of these investments are not material to the results of the
operations of the Company. Investments in other companies in which the Company has less than a
20% interest with no ability to exercise significant influence are carried at cost. All significant
intercompany accounts and transactions are eliminated in consolidation. Luxottica Group prepares
its Consolidated Financial Statements in accordance with accounting principles generally accepted
in the United States of America (“U.S. GAAP”).
The Company has included a variable interest entity (the “Trust”), consisting of a synthetic operating
lease, for one of Cole’s facilities. The Trust is included in these Consolidated Financial Statements
since the Company is required to absorb any expected losses from, and will receive the majority of
expected returns on, the activities of the Trust, and is the primary beneficiary of the Trust. The assets
of Euro 1.6 million and liabilities of Euro 1.6 million have been consolidated into the financial
statements as of December 31, 2005. Future operating results of the Trust are not expected to have
a material effect on the Company’s financial position or operating results.
The North America retail division’s fiscal year is a 52- or 53-week period ending on the Saturday
nearest December 31. The accompanying Consolidated Financial Statements include the operations
of the North America retail division for the 53-week period ended January 3, 2004, and the 52-week
periods ended January 1, 2005 and December 31, 2005.
Foreign currency translation and transactions - Luxottica Group accounts for its foreign currency
denominated transactions and foreign operations in accordance with Statement of Financial Accounting
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Standards (“SFAS”) No. 52, Foreign Currency Translation. The financial statements of foreign subsidiaries
are translated into Euro, which is the functional currency of the Parent Company and the reporting currency
of the Company. Assets and liabilities of foreign subsidiaries, which use the local currency as their functional
currency, are translated at year-end exchange rates. Results of operations are translated using the average
exchange rates prevailing throughout the year. The resulting cumulative translation adjustments have been
recorded as a separate component of “Accumulated other comprehensive income (loss).”
The Company has one subsidiary in a highly inflationary country. The operations of such subsidiary
are currently not material to the Company’s Consolidated Financial Statements.
Transactions in foreign currencies are recorded at the exchange rate in effect at the transaction date.
Gains or losses from foreign currency transactions, such as those resulting from the settlement of
foreign receivables or payables during the year, are recognized in consolidated income in such year.
Aggregate transaction gain/(loss) for the years ended December 31, 2003, 2004 and 2005, were Euro
1.3 million, Euro 12.5 million and Euro 9.5 million, respectively.
Cash and cash equivalents - Cash and cash equivalents includes cash on hand, demand
deposits, and highly liquid investments with an original maturity of three months or less, and
amounts in-transit from bank for customer credit card, debit card, and electronic bank transfer
(“EBT”) transactions. Substantially, all amounts in transit from the banks are converted to cash within
four business days from the time of sale. Credit card, debit card and EBT transactions in transit were
approximately Euro 23.3 million and Euro 17.8 million at December 31, 2004 and 2005, respectively.
Bank overdrafts - Bank overdrafts represent negative cash balances held in banks and amounts
borrowed under various unsecured short-term lines of credit (see “Credit Facilities” included in Note
14 for further discussion of the short-term lines of credit) that the Company has obtained through
local financial institutions. These facilities are usually short-term in nature or may contain provisions
that allow them to renew automatically with a cancellation notice period. Certain subsidiaries’
agreements require a guarantee from Luxottica Group S.p.A. Interest rates on these lines of credit
vary and can be used to obtain various letters of credit when needed.
Inventories - Luxottica Group’s manufactured inventories, approximately 65.0% and 75.4% of total
frame inventory for 2004 and 2005, respectively, are stated at the lower of cost, as determined under
the weighted-average method (which approximates the first-in, first-out method, or “FIFO”), or
market value. Retail inventory not manufactured by the Company or its subsidiaries are stated at the
lower of cost, at FIFO or weighted-average cost, or market value. As of January 2, 2005, the
Company changed its method of valuing certain of its retail inventory from the last-in, first-out
method (“LIFO”) to FIFO in order to reduce the number of valuation methods among retail divisions.
The effect of the change in the inventory valuation method had an immaterial effect on the 2005
Statements of Consolidated Income. At December 31, 2003 and 2004 approximately 43 and 33%,
or Euro 100.4 million and Euro 97.7 million, respectively, of retail inventory cost was calculated using
LIFO. The LIFO reserve at December 31, 2003 and 2004, was less then Euro 2 million and Euro 3
million, respectively. Inventories are recorded net of allowances for estimated losses among other
reserves. These reserves are calculated using various factors including sales volume, historical
shrink results and current trends.
Property, plant and equipment - Property, plant and equipment are stated at historical cost.
Depreciation is computed principally on the straight-line method over the estimated useful lives of the
related assets as follows:
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Estimated useful life
Buildings and building improvements
Machinery and equipment
Aircraft
Other equipment
Leasehold improvements

19 to 40 years
3 to 12 years
25 years
5 to 8 years
lesser of 10 years or the remaining life of the lease

Maintenance and repair expenses are expensed as incurred. Upon the sale or disposition of property
and equipment, the cost of the asset and the related accumulated depreciation and leasehold
amortization are removed from the accounts and any resulting gain or loss is included in the Statements
of Consolidated Income.
Capitalized leased property - Capitalized leased assets are amortized using the straight-line method
over the term of the lease, or in accordance with practices established for similar owned assets if
ownership transfers to the Company at the end of the lease term.
Goodwill - Goodwill represents the excess of the purchase price (including acquisition-related
expenses) over the value assigned to the net tangible and identifiable intangible assets acquired. The
Company’s goodwill is tested annually for impairment as of December 31 of each year in accordance
with SFAS No. 142, Goodwill and other intangible assets (“SFAS 142”). Additional impairment tests are
performed if, for any reason, the Company believes that an event has occurred that may impair
goodwill. Such tests are performed at the reporting unit level which consists of two units, Wholesale
and Retail, as required by the provisions of SFAS 142. For the years ended December 31, 2003, 2004
and 2005, the result of this process was the determination that the carrying value of each reporting unit
of the Company was not impaired and, as a result, the Company has not recorded a goodwill
impairment charge.
Trade names and other intangibles - In connection with various acquisitions, Luxottica Group has
recorded as intangible assets certain trade names and other intangibles which the Company believes
have a finite life. Trade names are amortized on a straight-line basis over periods ranging from 20 to 25
years (see Note 6). Other intangibles include, among other items, distributor networks, customer lists
and contracts, franchise agreements and license agreements, and are amortized over the respective
useful lives. All intangibles are subject to test for impairment in accordance with SFAS No. 144,
Accounting for the impairment or disposal of long-lived assets (“SFAS 144”). Aggregate amortization
expense of trade names and other intangibles for the years ended December 31, 2003, 2004 and 2005
was Euro 42.6 million, Euro 51.6 million and Euro 64.6 million, respectively.
Impairment of long-lived assets - Luxottica Group’s long-lived assets, other than goodwill, are tested
for impairment whenever events or changes in circumstances indicate that the net carrying amount
may not be recoverable. When such events occur, the Company measures impairment by comparing
the carrying value of the long-lived asset to the estimated undiscounted future cash flows expected to
result from the use of the long-lived assets and their eventual disposition. If the sum of the expected
undiscounted future cash flows were less than the carrying amount of the long-lived assets, the
Company would record an impairment loss, if determined to be necessary. Such impairment loss is
measured as the amount by which the carrying amount of the long-lived asset exceeds the fair value in
accordance with SFAS 144. The aggregate impairment loss on certain non-performing long-lived
assets charged to the Statements of Consolidated Income during fiscal 2005 was not material and
there was no impairment loss charged in fiscal 2003 and 2004.

LUX_bilancio 2°parte ing

9-06-2006

17:31

Pagina 110

> 110 | ANNUAL REPORT 2005

Store opening and closing costs - Store opening costs are charged to operations as incurred in
accordance with Statement of Position No. 98-5, Accounting for the cost of start-up activities. The costs
associated with closing stores or facilities are recorded at fair value as such costs are incurred. Store
closing costs charged to the consolidated statements of income during fiscal 2003, 2004 and 2005
were not material.
Self insurance - The Company is self insured for certain losses relating to workers’ compensation,
general liability, auto liability, and employee medical benefits for claims filed and for claims incurred but
not reported. The Company’s liability is estimated on an undiscounted basis using historical claims
experience and industry averages; however, the final cost of the claims may not be known for over five
years. As of December 31, 2004 and 2005, self insurance accruals were Euro 36.1 million and Euro
46.8 million, respectively.
Income taxes - Income taxes are recorded in accordance with SFAS No. 109, Accounting for income
taxes, which requires recognition of deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the Company’s Consolidated Financial
Statements or tax returns. Under this method, deferred tax liabilities and assets are determined based
on the difference between the Consolidated Financial Statement and tax basis of assets and liabilities
using enacted tax rates in effect for the year in which the differences are expected to reverse. A
valuation allowance is recorded for deferred tax assets if it is determined that it is more likely than not
that the asset will not be realized. Changes in valuation allowances from period to period are included
in the tax provisions in the relevant period of change.
Liability for termination indemnities - The reserve for employee termination indemnities of Italian
companies is considered a defined benefit plan and is accounted for accordingly. Termination
indemnities in other countries are provided through payroll tax and other social contributions in
accordance with local statutory requirements (see Note 9).
Revenue recognition - Revenues include sales of merchandise (both wholesale and retail), insurance
and administrative fees associated with the Company’s managed vision care business, eye exams
and related professional services, and sales of merchandise to franchisees along with other revenues
from franchisees such as royalties based on sales and initial franchise fee revenues.
Wholesale division revenues are recognized from sales of products at the time of shipment, as title and
the risks and rewards of ownership of the goods are assumed by the customer at such time. The
products are not subject to formal customer acceptance provisions. In some countries, the customer
has the right to return products for a limited period of time after the sale. However, such right of return
does not impact the timing of revenue recognition as all conditions of SFAS No. 48, Revenue recognition
when right of return exists, are satisfied at the date of sale. Accordingly, the Company has recorded an
accrual for the estimated amounts to be returned. This estimate is based on the Company’s right of
return policies and practices along with historical data and sales trends. There are no other postshipment obligations. Revenues received for the shipping and handling of goods are included in sales
and the costs associated with shipments to customers are included in operating expenses. Total
shipping costs in fiscal 2003, 2004 and 2005 associated with the sale of goods in the Wholesale division
were Euro 6.5 million, Euro 6.2 million and Euro 6.0 million, respectively.
Retail division revenues, including internet and catalog sales, are recognized upon receipt by the customer
at the retail location, or when goods are shipped directly to the customer for internet and catalog sales. In
some countries, the Company allows retail customers to return goods for a period of time and as such the
Company has recorded an accrual for the estimated amounts to be returned. This accrual is based on the
historical return rate as a percentage of net sales and the timing of the returns from the original transaction
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date. There are no other post-shipment obligations. Additionally, the retail division enters into discount
programs and similar relationships with third parties that have terms of twelve or more months. Revenues
under these arrangements are likewise recognized as transactions occur in the Company’s retail locations
and customers take receipt of products and services. Also included in retail division revenues are
managed vision care revenues consisting of (i) insurance revenues, which are recognized when earned
over the terms of the respective contractual relationships, and (ii) administrative services revenues, which
are recognized when services are provided during the contract period. Accruals are established for
amounts due under these relationships determined to be uncollectible.
Cole earns and accrues franchise revenues based on sales by franchisees which are accrued as
earned. Initial franchise fees are recorded as revenue when all material services or conditions relating to
the sale of the franchise have been substantially performed or satisfied by Cole and when the related
store begins operations. Accruals are established for amounts due under these relationships when they
are determined to be uncollectible.
The retail division also sells separately priced extended warranty contracts with terms of coverage of 12
to 24 months. Revenues from the sale of these warranty contracts are deferred and amortized over the
lives of the contracts, while costs to service the warranty claims are expensed as incurred.
A reconciliation of the changes in deferred revenue from the sale of warranty contracts and other
deferred items for the years ended December 31, 2004 and 2005, is as follows:
In thousands of Euro

Beginning balance

2004

2005

512

40,964

Translation difference

(3,631)

1,901

Cole acquired balances

44,161

-

Warranty contracts sold

10,152

44,639

Other deferred revenues

3,922

2,528

Amortization of deferred revenues

(14,152)

(46,800)

Total

40,964

43,232

Current

31,948

37,465

9,016

5,767

Non-current

The wholesale and retail divisions may offer certain promotions during the year. Free frames given to
customers as part of a promotional offer are recorded in cost of sales at the time they are delivered to
the customer. Discounts and coupons tendered by customers are recorded as a reduction of revenue
at the date of sale.
Managed vision care underwriting and expenses - The Company sells vision insurance plans
which generally have a duration of up to two years. Based on its experience, the Company believes it
can predict utilization and claims experience under these plans, including claims incurred but not yet
reported, with a high degree of confidence. Claims are recorded as they are incurred and certain other
membership costs are amortized over the covered period.
Advertising and direct response marketing - Costs to develop and create newspaper, television,
radio and other media advertising are expensed as incurred, and the costs of the advertising are
expensed the first time the airtime or advertising space is used with the exception of certain direct
response advertising programs. Costs for certain direct response advertising programs are capitalized
if such direct response advertising costs are expected to result in future economic benefit and the
primary purpose of the advertising is to elicit sales to customers who could be shown to have
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responded specifically to the advertising. Such costs related to the direct response advertising are
amortized over the period during which the revenues are recognized, not to exceed 90 days. Generally,
other direct response program costs that do not meet the capitalization criteria are expensed the first
time the advertising occurs. Advertising expenses incurred for the years ended December 31, 2003,
2004 and 2005 were Euro 178.3 million, Euro 192.4 million and Euro 278.7 million, respectively.
With the acquisition of Cole in October 2004, the Company receives a reimbursement from its acquired
franchisees for certain marketing costs. Operating expenses in the Consolidated Statements of Income
are net of amounts reimbursed by the franchisees calculated based on a percentage of their sales. The
amounts received in fiscal 2004 and 2005 for such reimbursement were Euro 4.2 million and Euro 15.5
million, respectively.
Pervasiveness of estimates - The preparation of financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Significant judgment
and estimates are required in the determination of the valuation allowances against receivables,
inventory and deferred tax assets, calculation of pension and other long-term employee benefit
accruals, legal and other accruals for contingent liabilities and the determination of the carrying value of
long-lived assets, among other items. Actual results could differ from those estimates.
Earnings per share - Luxottica Group calculates basic and diluted earnings per share in accordance
with SFAS No. 128, Earnings per share. Net income available to shareholders is the same for the basic
and diluted earnings per share calculations for the years ended December 31, 2003, 2004 and 2005.
Basic earnings per share are based on the weighted average number of shares of common stock
outstanding during the period. Diluted earnings per share are based on the weighted average number
of shares of common stock and common stock equivalents (options) outstanding during the period,
except when the common stock equivalents are anti-dilutive. The following is a reconciliation from
basic to diluted shares outstanding used in the calculation of earnings per share:
In thousands

Weighted average shares outstanding - basic
Effect of dilutive Stock Options
Weighted average shares outstanding - dilutive

2003

2004

2005

448,664.4

448,275.0

450,179.1

1,537.7

2,085.9

3,124.3

450,202.1

450,360.9

453,303.4

4,046.6

2,169.6

569.1

Options not included in calculation of dilutive
shares as the exercise price was greater than
the average price during the respective period

Fair value of financial instruments - Financial instruments consist primarily of cash, cash equivalents and
marketable securities, debt obligations and, in 2004, derivative financial instruments which are either
accounted for as fair value or cash flow hedges. Luxottica Group estimates the fair value of cash, cash
equivalents and marketable securities based on interest rates available to the Company and by comparison
to quoted market prices and its debt obligations, as there are no quoted market prices, based on interest
rates available to the Company. The fair value associated with financial guarantees has been accrued for
when applicable and is disclosed in Note 14. The fair values of letters of credit are not disclosed as it is not
practicable for the Company to do so and substantially all of these instruments are in place for operational
purposes such as security on leases and health benefits. At December 31, 2004 and 2005, the fair value of
the Company’s financial instruments approximated the carrying value.
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Stock-based compensation - The Company has elected to follow the accounting provisions of
Accounting Principles Board (“APB”), Opinion No. 25, Accounting for stock issued to employees (“APB 25”),
for stock-based compensation and to provide the disclosures required under SFAS No. 123, Accounting for
stock-based compensation, as amended by SFAS No. 148, Accounting for stock-based compensation transition and disclosure (collectively, “SFAS 123”) (see Note 10). No stock-based employee compensation
cost is reflected in net income for options not included in the incentive plans (see Note 10), as all options
granted under the plans have an exercise price equal to the market value of the underlying stock on the date
of the grant. For options issued under the incentive plans, stock compensation expense has been recorded
based on the conditions of the plan. The Company changed its method of valuing options issued after
January 1, 2004 from the Black-Scholes model to a binomial model as the Company believes a binomial
valuation technique will result in a better estimate of the fair value of the options. The following table illustrates
the effect on net income and earnings per share had the compensation costs of the plans been determined
under a fair-value based method as stated in SFAS 123:
2003

2004

2005

267,343

286,874

342,294

-

-

21,706

(11,127)

(9,964)

(23,203)

256,216

276,910

340,797

As reported

0.60

0.64

0.76

Pro forma

0.57

0.62

0.76

As reported

0.59

0.64

0.76

Pro forma

0.57

0.61

0.75

Year ended December 31 - In thousands of Euro, except share data

Net income as reported
add: Stock-based compensation cost included
in the reported net income, net of taxes
deduct: Stock-based compensation expense
determined under fair-value based method
for all awards, net of taxes
Pro forma
Basic earnings per share:

Diluted earnings per share:

The fair value of options granted was estimated on the date of grant using the Black-Scholes option
pricing model for options issued prior to January 1, 2004 and using a binomial model for options issued
after such date with the following weighted average assumptions:
2003

2004

2005

Dividend yield

1.06%

1.71%

1.54%

Risk-free interest rate

3.65%

2.92%

3.17%

5

5.44

5.84

36.00%

36.56%

25.92%

5.45

5.10

4.27

Expected option life (years)
Expected volatility
Weighted average fair value (Euro)

The Company recognized forfeitures as they occur for the 2003 grants, and changing to the binomial
approach in 2004 has assumed a forfeiture rate of 6% for 2004 and 2005 grants.
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Derivative financial instruments - Derivative financial instruments are accounted for in accordance
with SFAS No. 133, Accounting for derivative instruments and hedging activities (“SFAS 133”), as
amended and interpreted.
SFAS 133 requires that all derivatives, whether or not designed in hedging relationships, be recorded on
the balance sheet at fair value regardless of the purpose or intent for holding them. If a derivative is
designated as a fair-value hedge, changes in the fair value of the derivative and the related change in
the hedge item are recognized in operations. If a derivative is designated as a cash-flow hedge,
changes in the fair value of the derivative are recorded in other comprehensive income/(loss) (“OCI”) in
the Statements of Consolidated Shareholders’ Equity and are recognized in the Statements of
Consolidated Income when the hedged item affects operations. The effect of these derivatives in the
Statements of Consolidated Operations depends on the item hedged (for example, interest rate hedges
are recorded in interest expense). For a derivative that does not qualify as a hedge, changes in fair value
are recognized in the statements of consolidated operations, under the caption “Other - net”.
Certain transactions and other future events, such as (i) the derivative no longer effectively offsetting
changes to the cash flow of the hedged instrument, (ii) the expiration, termination or sale of the
derivative, or (iii) any other reason of which the Company becomes aware that the derivative no longer
qualifies as a cash flow hedge, would cause the balance remaining in other comprehensive income to
be realized immediately as earnings. Based on current interest rates and market conditions, the
estimated aggregate amount to be recognized as earnings from other comprehensive income relating
to these cash flow hedges in fiscal 2006 is approximately Euro 0.5 million, net of taxes.
Luxottica Group uses derivative financial instruments, principally interest rate and currency swap
agreements, as part of its risk management policy to reduce its exposure to market risks from changes
in interest and foreign exchange rates. Although it has not done so in the past, the Company may enter
into other derivative financial instruments when it assesses that the risk can be hedged effectively.
Recent accounting pronouncements - In November 2004, the Financial Accounting Standards
Board (“FASB”) issued SFAS No. 151, Inventory costs - an amendment of ARB No. 43, Chapter 4, to
clarify that abnormal amounts of idle facility expense, freight, handling costs and wasted material
should be recognized as period costs. In addition, this statement requires that the allocation of fixed
production costs of conversion be based on the normal capacity of the production facilities. The
adoption of such standard is for fiscal years beginning after June 15, 2005. The Company believes the
adoption will not have a material effect on the Consolidated Financial Statements.
In December 2004, the FASB issued SFAS No. 123-R (revised 2004), Share-based payment (“SFAS
123-R”), which replaces the existing SFAS 123 and supersedes APB 25. SFAS 123-R requires
companies to measure and record compensation expense for Stock Options and other share-based
payment methods based on the instruments’ fair value. SFAS 123-R became effective for the Company
beginning on January 1, 2006. The Company has evaluated the impact of the adoption of SFAS No.
123-R and determined that the additional compensation costs which would have been recorded in
fiscal 2005 were not material. Based on current options outstanding as of December 31, 2005,
excluding the incentive and shareholder grants for which the effect of adopting SFAS 123-R would vary
significantly due to numerous variables, including, but not limited to, future stock price and estimated
date of vesting, the effect of the adoption of SFAS 123-R on the 2006 statement of consolidated income
would be a reduction of pre-tax income by approximately Euro 4.4 million.
In December 2004, the FASB issued SFAS No. 153, Exchanges of nonmonetary assets - an amendment
of APB Opinion No. 29 (“SFAS 153”). SFAS 153 amends APB No. 29, Accounting for nonmonetary
transactions, to eliminate the exception for nonmonetary exchanges of similar productive assets and
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replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial
substance. A nonmonetary exchange has commercial substance if the future cash flows of the entity
are expected to change significantly as a result of the exchange. SFAS 153 is effective for reporting
periods beginning after June 15, 2005. The adoption of SFAS 153 is not expected to have a material
effect on the Company’s Consolidated Financial Statements.
In March 2005, the FASB issued Interpretation No. 47, Accounting for conditional asset retirement
obligations - an interpretation of FASB Statement No. 143 (“FIN 47”), which clarifies the term “conditional
asset retirement obligation” as used in SFAS 143 and requires the recognition of a liability for a
“conditional asset retirement obligation” if the fair value of the liability can be reasonably estimated. FIN
47 is effective for reporting periods beginning after December 15, 2005. The adoption of FIN 47 is not
expected to have a material effect on the Company’s Consolidated Financial Statements.
In May 2005, the FASB issued SFAS No. 154, Accounting changes and error corrections - a
replacement of APB Opinion No. 20 and FASB Statement No. 3 (“SFAS 154”). SFAS 154 applies to all
voluntary changes in accounting principles and changes required by accounting pronouncements in
instances where the pronouncement does not include a specific transition provisions. This Statement
replaces APB No. 20, Accounting changes, and SFAS No. 3, Reporting accounting changes in interim
financial statements. SFAS 154 requires retroactive application to prior periods’ financial statements of
changes in accounting principles unless it is impracticable to do so. SFAS 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005.
In June 2005, the Emerging Issues Task Force (“EITF”) reached a consensus on Issue No. 05-6,
Determining the amortization period for leasehold improvements (“EITF 05-6”), which requires that
leasehold improvements acquired in a business combination or purchased significantly after, and not
contemplated at the inception of the lease, be amortized over the lesser of the useful life of the asset or
a term that includes lease renewals that are reasonably assured. This consensus is applicable for
leasehold improvements acquired or purchased beginning after June 29, 2005 and will be followed in
future periods if and when necessary.
In October 2005, the FASB issued FASB Staff Position No. 13-1, Accounting for rental costs incurred
during a construction period (“FSP 13-1”), which concluded that rental costs associated with ground
and building operating leases that are incurred during the construction period should be recognized as
rental expense in such period. This guidance is effective for reporting periods beginning after December
15, 2005. The adoption of FSP 13-1 is not expected to have a material effect on the Company’s
Consolidated Financial Statements and will be followed in future periods if and when necessary.
In February 2006, the FASB issued SFAS No. 155, Accounting for certain hybrid financial instruments - an
amendment of FASB Statements No. 133 and 140 (“SFAS 155”), which amends SFAS 133, and SFAS 140,
Accounting for transfers and servicing of financial assets and extinguishments of liabilities. The statement:
• permits fair value remeasurement for any hybrid financial instrument that contains an embedded
derivative that otherwise would require bifurcation;
• clarifies which interest-only strips and principal-only strips are not subject to the requirements of
Statement No. 133;
• establishes a requirement to evaluate interests in securitized financial assets to identify interests that
are freestanding derivatives or that are hybrid financial instruments that contain an embedded
derivative requiring bifurcation; and
• clarifies that concentrations of credit risk in the form of subordination are not embedded derivatives; and
• amends Statement No. 140 to eliminate the prohibition on a qualifying special-purpose entity from
holding a derivative financial instrument that pertains to a beneficial interest other than another
derivative financial instrument.
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SFAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s first
fiscal year that begins after September 15, 2006. The adoption of SFAS 153 is not expected to have a
material effect on the Company’s Consolidated Financial Statements.
Information expressed in U.S. Dollars - The Company’s Consolidated Financial Statements are
stated in Euro, the currency of the country in which the Parent Company is incorporated and
operates. The translation of Euro amounts into U.S. Dollar amounts is included solely for the
convenience of international readers and has been made at the rate of Euro 1 to U.S. Dollar 1.1842.
Such rate was determined by using the noon buying rate of the Euro to U.S. Dollar as certified for
customs purposes by the Federal Reserve Bank of New York as of December 31, 2005. Such
translations should not be construed as representations that Euro amounts could be converted into
U.S. Dollar at that or any other rate.
Reclassifications - The presentation of certain prior year information has been reclassified to conform
to the current year presentation.

2. RELATED PARTY TRANSACTIONS
Fixed assets - In January 2002, a subsidiary of Luxottica Group acquired certain assets for Euro
28.5 million and assumed a bank loan from “Partimmo S.a.S.”, a company owned by the
Company’s Chairman. The assets acquired were a building, including all improvements thereto, for
a total cost of Euro 42.0 million. The Company recorded these assets at their historic cost. The
Company’s headquarters are located in this building. The bank loan acquired had an outstanding
balance of Euro 20.6 million on such date. In November 2004, the loan was fully repaid. In
connection with the acquisition of this building the Company’s subsidiary entered into an agreement
with the Company’s Chairman who leases a portion of this building for Euro 0.5 million annually. The
expiration date of this lease is 2010.
License agreement - The Company has a worldwide exclusive license agreement to manufacture
and distribute ophthalmic products under the name of Brooks Brothers. The Brooks Brothers trade
name is owned by Retail Brand Alliance, Inc. (“RBA”), which is owned and controlled by a Director of
the Company. The license agreement expires in 2009. Royalties paid to RBA for such agreement were
Euro 1.1 million, Euro 0.9 million and Euro 0.5 million in the years ended December 31, 2003, 2004
and 2005, respectively.
In July 2004, the Company signed a worldwide exclusive license agreement to manufacture and
distribute ophthalmic products under the name of Adrienne Vittadini. The Adrienne Vittadini trade name
is owned by RBA. The license agreement expires on December 31, 2007. For the years ended
December 31, 2004 and 2005, royalties paid to RBA for such agreement were Euro 0.9 million and Euro
0.9 million, respectively.
Service revenues - During the years ended December 31, 2004 and 2005, Luxottica U.S. Holdings
Corp. (“US Holdings”) performed certain services for RBA. Amounts received for the services provided
were Euro 0.5 million, Euro 0.7 million and Euro 0.6 million in fiscal 2003, 2004 and 2005, respectively.
Stock incentive plan - In September 2004, the Company’s Chairman and majority shareholder, Mr.
Leonardo Del Vecchio, allocated shares held through La Leonardo Finanziaria S.r.l., an Italian holding
company of the Del Vecchio family, representing 2.11% (or 9.6 million shares) of the Company’s
currently authorized and issued share capital, to a Stock Option plan for top management of the
Company at an exercise price of Euro 13.67 per share (the closing stock price at December 31, 2005
on the Milan Stock Exchange was Euro 21.43 per share). The Stock Options to be issued under the
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Stock Option plan vest upon meeting certain economic objectives. As such, compensation expense is
recorded in accordance with variable accounting under APB 25 for the options issued to management
under the incentive plan based on the market value of the underlying ordinary shares only when the
number of shares to be vested and issued is known. During 2005, it became probable that the
incentive targets would be met and, as such, the Company recorded compensation expense of
approximately Euro 19.9 million net of taxes and recorded future unearned compensation expense in
equity of approximately Euro 45.8 million net of taxes, with an offsetting increase in additional paid-in
capital for such amounts. The expense if calculated under SFAS 123-R would have been
approximately Euro 16.9 million, net of taxes, and is included in pro forma net income and earnings per
share (see Note 1).

3. INVENTORIES
Inventories consisted of the following:
2004

2005

Raw materials and packaging

50,656

43,191

Work in process

24,486

26,932

Finished goods

358,016

334,208

Total

433,158

404,331

At December 31 - In thousands of Euro

4. ACQUISITIONS AND INVESTMENTS
a) OPSM
In May 2003, Luxottica Group formed an indirect wholly-owned subsidiary in Australia, Luxottica South
Pacific Pty Limited, for the purpose of making a cash offer for all outstanding shares, options and
performance rights of OPSM, a publicly traded company on the Australian Stock Exchange. The cash
offer commenced on June 16, 2003, acceptances were received which increased Luxottica’s relevant
interest in OPSM shares to 50.68% on August 8, 2003, and the offer was completed on September 3,
2003. At the close of the offer, Luxottica South Pacific Pty Limited held 82.57% of OPSM’s ordinary
shares. As a consequence of the acquisition, all options and performance rights were cancelled. As a
result of Luxottica South Pacific Pty Limited acquiring the majority of OPSM’s shares on August 8, 2003,
OPSM’s financial position and results of operations are reported in the Consolidated Financial
Statements since August 1, 2003. Results of operations for the seven-day period ended August 7, 2003
were immaterial. The acquisition was accounted for in accordance with SFAS 141 and, accordingly, the
purchase price of Euro 253.7 million or A$ 442.7 million (including approximately A$ 7.2 million of direct
acquisition-related expenses) was allocated to the assets acquired and liabilities assumed based on
their fair value at the date of the acquisition. The Company uses many different valuation techniques to
determine the fair value of the net assets acquired including but not limited to discounted cash flow and
present value projections. Intangible assets are recognized separate from goodwill if they arise from
contractual or other legal rights or if they do not meet the definition of separable as noted in SFAS 141.
The valuation of OPSM’s acquired assets and assumed liabilities was completed in June 2004 without
significant changes to the preliminary valuation. The excess of purchase price over the net assets
acquired (“goodwill”) has been recorded in the accompanying Consolidated Balance Sheet. The
acquisition of OPSM was made as a result of the Company’s strategy to expand its retail business in
Asia Pacific area.
The purchase price (including direct acquisition-related expenses) has been allocated based upon the
valuation of the Company’s acquired assets and liabilities, assumed as follows (reported at the
exchange rate on the date of acquisition):
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In thousands of Euro

Cash and cash equivalents

Assets purchased
5,990

Inventories

23,623

Property, plant and equipment

49,781

Prepaid expenses and other current assets
Accounts receivable
Trade name (useful life of 25 years, no residual value)
Other assets including deferred tax assets
In thousands of Euro

7,433
1,064
141,195
12,616

Liabilities assumed

Accounts payable and accrued expenses

(34,831)

Other current liabilities

(11,426)

Deferred tax liabilities

(42,359)

Minority interests

(11,246)

Bank overdraft

(42,914)

Fair value of net assets

98,926

Goodwill

154,750

Total purchase price

253,676

The following unaudited pro forma information for the year ended December 31, 2003 summarizes the
results of operations as if the acquisition of OPSM had been completed on January 1, 2003 and
includes certain pro forma adjustments such as additional amortization of the trade name recorded at
the acquisition date:
In thousands of Euro, except per share data - Unaudited

Net sales

2003
3,018,670

Income from operations

439,676

Net income

266,188

No. of shares (thousands) - Basic

448,664

No. of shares (thousands) - Diluted

450,202

Earnings per share (Euro) - Basic

0.59

Earnings per share (Euro) - Diluted

0.59

This pro forma financial information is presented for informational purposes only and is not necessarily
indicative of the results of operations that would have been achieved had the acquisition taken place on
January 1, 2003.
On November 26, 2004, the Company, through its wholly owned subsidiary, Luxottica South Pacific Pty
Limited, made an offer for all the un-owned remaining outstanding shares of OPSM.
On February 7, 2005, on the close of the offer, the Company acquired 15.5% for an aggregate total of
98.5% of OPSM’s shares, which is in excess of the compulsory acquisition threshold. Subsequently, the
Company announced the start of the compulsory acquisition process for all remaining shares in OPSM
not already owned by the Company. The compulsory acquisition process was completed on March 23,
2005 and as of that date the Company held 100% of OPSM’s shares. The acquisition of the remaining
OPSM shares was accounted for in accordance with SFAS 141, and accordingly, the purchase price of
Euro 61.9 million or A$ 102.9 million in cash (including approximately A$ 3.5 million of direct acquisition-
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related expenses and dividends to receive) was allocated to the assets acquired and liabilities assumed
based on their fair value at the date of the acquisition. Since there was no additional fair value of assets
acquired and liabilities assumed, the difference between the purchase price and the value of the
minority interest in OPSM has been allocated entirely to goodwill for an amount of Euro 46.3 million (A$
77.7 million).
b) I.C. Optics
On January 13, 2003, the Company announced the signing of a worldwide license agreement for the
design, production and distribution of Versace, Versus and Versace Sport sunglasses and prescription
frames. The initial ten-year agreement is renewable for an additional ten years. The transaction was
completed through the purchase of IC Optics Group (“IC Optics”), an Italian-based group that
produces and distributes eyewear, for an aggregate amount of Euro 5.4 million. Prior to this transaction,
Gianni Versace S.p.A. and Italocremona S.p.A. held IC Optics through a 50/50 joint venture. The
acquisition was accounted for in accordance with SFAS 141 and, accordingly, the purchase price has
been allocated to the fair market value of the assets and liabilities of the company acquired including an
intangible asset for the license agreement for an amount of approximately Euro 28.8 million and goodwill
for an amount of approximately Euro 10.7 million. Further, an amount of Euro 25 million has been paid
for an option right, which enables the Company to extend the original royalty agreement for an additional
ten years. No pro forma financial information is presented, as the acquisition was not material to the
Company’s Consolidated Financial Statements.
c) E.I.D.
On July 23, 2003, the Company announced the signing of a ten-year worldwide license agreement for
exclusive production and distribution of prescription frames and sunglasses with the Prada and Miu Miu
names. The deal was finalized through Luxottica’s purchase of two of Prada’s fully-owned companies,
E.I.D. Italia and E.I.D. Luxembourg, that produce and distribute eyewear, for the amount of Euro 26.5
million. The acquisition was accounted for in accordance with SFAS 141 and, accordingly, the purchase
price has been allocated to the fair market value of the assets and liabilities of the companies acquired
including an intangible asset for the license agreement for an amount of approximately Euro 29.7 million.
Goodwill for an amount of Euro 11.1 million over net assets acquired has been recorded in the
accompanying Consolidated Balance Sheet. No pro forma financial information is presented, as the
acquisition was not material to the Company’s Consolidated Financial Statements.
d) Cole National
On July 23, 2003, the Company formed an indirect wholly owned subsidiary Colorado Acquisition Corp.
for the purpose of acquiring all the outstanding common stock of Cole, a publicly traded company on
the New York Stock Exchange. On January 23, 2004, as amended as of June 2, 2004 and July 15, 2004,
the Company and Cole entered into a definitive merger agreement with the unanimous approval of the
Boards of Directors of both companies. On October 4, 2004, Cole became an indirect wholly owned
subsidiary of the Company. The aggregate consideration paid by the Company to former shareholders,
option holders and holders of restricted stock of Cole was approximately Euro 407.9 million (US$ 500.6
million). In connection with the merger, the Company assumed outstanding indebtedness with an
approximate aggregate fair value of the principal balance of Euro 253.2 million (US$ 310.8 million). The
acquisition was accounted for using the purchase method and, accordingly, the purchase price of Euro
423.7 million (US$ 520.1 million), including approximately Euro 15.8 million (US$ 19.5 million) of direct
acquisition-related expenses was allocated to the assets acquired and liabilities assumed based on
their fair value at the date of the acquisition. The Company used various methods to calculate the fair
value of the assets and liabilities and all valuations have been completed. The excess of purchase price
over net assets acquired (“goodwill”) has been recorded in the accompanying Consolidated Balance
Sheet. The acquisition of Cole National was made as result of the Company’s strategy to continue
expansion of its retail business in North America.
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The purchase price (including acquisition-related expenses) has been allocated based upon the fair
value of the Company’s acquired assets and liabilities assumed as follows:
In thousands of Euro

Assets purchased

Cash and cash equivalents

60,762

Inventories

95,601

Accounts receivable

45,446

Prepaid expenses and other current assets
Property and equipment

12,456
109,174

Trade names (useful lives of 25 years, no residual value)

72,909

Distributor network (useful life of 23 years, no residual value)

98,322

Customer list and contracts (useful life of 21-23 years, no residual value)

68,385

Franchise agreements (useful life of 20 years, no residual value)

18,413

Other intangibles
Asset held for sale - Pearle Europe

17,214
143,617

Deferred tax assets

74,949

Other assets

11,252

In thousands of Euro

Accounts payable
Accrued expenses and other current liabilities
Deferred tax liabilities

Liabilities assumed
(49,190)
(164,205)
(94,910)

Long-term debt

(253,284)

Bank overdraft

(22,668)

Other non current liabilities

(78,425)

Fair value of net assets

165,818

Goodwill

257,922

Total purchase price

423,740

As part of the acquisition of Cole, the Company acquired approximately 21% of the outstanding shares
of Pearle Europe B.V. (“PE”). A change of control provision included in the Articles of Association of PE
required Cole to make an offer to sell these shares to the shareholders of PE within 30 days of the
change of control, which deadline was extended by agreement of the parties. In December 2004,
substantially all the terms of the sale were established at a final cash selling price of Euro 144.0 million,
subject to customary closing conditions. The sale transaction closed in January 2005. As the asset is
denominated in Euro, which is not the functional currency of the subsidiary that held the investment, the
Company has recorded an unrealized foreign exchange gain of approximately Euro 13.4 million (US$
18.4 million) as of December 31, 2004, relating to the changes in the US$/Euro exchange rate between
October 4, 2004 (the date of acquisition) and December 31, 2004.
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The following unaudited proforma information for the years ended December 31, 2003 and 2004
summarizes the results of operations as if the acquisition of Cole had been completed on January 1,
2003 and includes certain pro forma adjustments such as additional amortization expense attributable
to identifiable intangibles:
In thousands of Euro, except per share data - Unaudited

Net sales

2003

2004

3,901,288

4,027,057

Income from operations

417,598

488,223

Net income

251,605

276,212

No. of shares (thousands) - Basic

448,664

448,275

No. of shares (thousands) - Diluted

450,202

450,361

Earnings per share (Euro) - Basic

0.56

0.62

Earnings per share (Euro) - Diluted

0.56

0.61

This pro forma financial information is presented for informational purposes only and is not necessarily
indicative of the results of operations that would have been achieved had the acquisition taken place on
January 1, 2003.
On October 17, 2004, Cole caused its subsidiary to purchase Euro 122.2 million (US$ 150 million) of its
outstanding 8 7/8% Senior Subordinated Notes due 2012 in a tender offer and consent solicitation for
Euro 143 million (US$ 175.5 million), which amount represented all of the issued and outstanding notes
of such series. On November 30, 2004, Cole redeemed all of its outstanding 8 5/8% Senior
Subordinated Notes due 2007 for Euro 103.0 million (US$ 126.4 million).
e) Other acquisitions and establishments
• In 2003, Luxottica Holland B.V., a wholly-owned subsidiary, acquired the remaining interest in Mirari
Japan, a wholesale distributor, for aggregate cash consideration of Euro 18 million. The acquisition
has been accounted for as a step acquisition and the Company has recorded goodwill of
approximately Euro 16.9 million in connection therewith.
• In April 2005, the Company purchased 26 stores from SunShade Holding Corporation and Hao’s
International. The acquisition was accounted for under SFAS 141 and, accordingly, the purchase
price of Euro 11.1 million has been allocated to the fair market value of the assets and liabilities of
the company as defined by the asset purchase agreement. All valuations of net assets including but
not limited to fixed assets and inventory have not been completed and are subject to change during
2006. Estimated preliminary goodwill for an amount of Euro 8.5 million over net assets acquired has
been recorded in the accompanying Consolidated Balance Sheets. No pro forma financial
information is presented, as the acquisition was not material to the Company’s Consolidated
Financial Statements.
• In September 2005, the Company purchased 27 stores in Canada. The acquisition was accounted
for under SFAS 141 and, accordingly, the purchase price of Euro 13.8 million has been preliminarily
allocated to the fair market value of the assets and liabilities of the company as defined by the asset
purchase agreement. All valuations of net assets including but not limited to fixed assets and
inventory have not been completed and are subject to change during 2006. Estimated goodwill for
an amount of Euro 12.8 million over net assets acquired has been recorded in the accompanying
Consolidated Balance Sheets. No pro forma financial information is presented, as the acquisition
was not material to the Company’s Consolidated Financial Statements. The acquisition was made
as result of the Company’s strategy to continue expansion of its retail business in North America.
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f) Pending acquisitions
• In July 2005, the Company announced that SPV Zeta S.r.l., a new wholly owned Italian subsidiary, will
acquire 100% of the equity interest in Beijing Xueliang Optical Technology Co. Ltd. (“Xueliang
Optical”) for a purchase price of Chinese Renminbi (“RMB”) 169 million (approximately Euro 17
million), plus RMB 40 million (approximately Euro 4 million) in assumed liabilities. Xueliang Optical
had unaudited sales for the 2004 fiscal year of RMB 102 million (approximately Euro 10 million).
Xueliang Optical has 79 stores in Beijing. Completion of the transaction remains subject to
customary approvals by the relevant Chinese governmental authorities. The Company has received
such approval and expects to close the transaction in the second quarter of 2006.
• In October 2005, the Company announced that its new wholly owned Italian subsidiary, SPV Eta
S.r.l., will acquire 100% of the equity interests in Ming Long Optical, the largest premium optical
chain in the province of Guangdong, China, for a purchase price of RMB 290 million (approximately
Euro 29 million). Completion of the transaction remains subject to customary approvals by the
relevant Chinese governmental authorities. The Company currently anticipates receiving such
approvals by June 2006.

5. PROPERTY, PLANT AND EQUIPMENT - NET
Property, plant and equipment - net consisted of the following:
2004

2005

Land and buildings, including leasehold improvements

475,605

563,535

Machinery and equipment

473,515

566,185

At December 31 - In thousands of Euro

Aircraft
Other equipment
Building, held under capital lease

25,908

39,107

305,140

395,705

2,332

-

1,282,500

1,564,532

less: Accumulated depreciation and amortization

683,255

829,417

Total

599,245

735,115

Depreciation and amortization expense relating to property, plant and equipment for the years ended
December 31, 2003, 2004 and 2005 was Euro 92.2 million, Euro 101.1 million and Euro 129.6 million,
respectively. Included in other equipment is approximately Euro 26.6 million and Euro 69.9 million of
construction in progress as of December 31, 2004 and 2005, respectively.
The increase in the value of the aircraft is due to the purchase of a new aircraft in 2005 to replace the
previous aircraft which became obsolete. The net book value of the old aircraft of Euro 10.8 million is
included in “Asset held for sale” for a net book value, which is less then the fair value less cost to sell,
and the aircraft is expected to be sold in June 2006. The Company has stopped recording depreciation
expense on such asset beginning on the date that the asset was determined to be “held for sale.”
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6. GOODWILL AND INTANGIBLE ASSETS - NET
The changes in the carrying amount of goodwill for the years ended December 31, 2004 and 2005, are
as follows:
Retail segment

Wholesale segment

Total

1,014,252

314,662

1,328,914

265,835

-

265,835

Final purchase price allocation

2,111

(18,745)

(16,634)

Change in exchange rates (b)

(77,173)

20

(77,153)

1,205,025

295,937

1,500,962

Acquisitions (a)

71,897

-

71,897

Cole's final purchase price allocation

(8,165)

-

(8,165)

135,729

(40)

135,689

1,404,486

295,897

1,700,383

In thousands of Euro

Balance as of January 1, 2004
Acquisitions (a)

Balance as of December 31, 2004

Change in exchange rates (b)
Balance as of December 31, 2005

(a) Goodwill acquired in 2004 consisted primarily of the retail acquisitions of OPSM and Cole and the wholesale acquisitions of the EID companies and IC Optics. Goodwill
acquired in 2005 consisted primarily of the OPSM minority interest acquisition and some other minor retail acquisitions (See Note 4).
(b) Certain goodwill balances are denominated in currencies other than Euro (the reporting currency) and, as such, balances may fluctuate due to changes in
exchange rates.
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Intangible assets-net consisted of the following:
At December 31 - In thousands of Euro

2004

2005

99,941

106,823

202,364

188,394

189,614

206,570

133,133

138,172

68,023

71,797

88,173

96,370

61,299

66,874

16,484

17,890

LensCrafters trade name, net of accumulated amortization
of Euro 62,565 thousand and Euro 78,956 thousand
as of December 31, 2004 and 2005, respectively (a)
Ray-Ban acquired trade names, net of accumulated
amortization of Euro 76,836 thousand and Euro 90,806
thousand as of December 31, 2004 and 2005, respectively (a)
Sunglass Hut International trade name, net of accumulated
amortization of Euro 33,461 thousand and Euro 48,455
thousand as of December 31, 2004 and 2005, respectively (a)
OPSM trade names, net of accumulated amortization
of Euro 7,998 thousand and Euro 14,786 thousand
as of December 31, 2004 and 2005, respectively (see Note 4) (a)
Various trade names of Cole, net of accumulated
amortization of Euro 777 thousand and Euro 3,779
thousand as of December 31, 2004 and 2005, respectively (see Note 4) (a)
Distributor network, net of accumulated amortization of Euro 969
thousand and Euro 5,539 thousand as of December 31,
2004 and 2005, respectively (see Note 4) (b)
Customer list and contracts, net of accumulated amortization
of Euro 701 thousand and Euro 4,006 thousand as of December 31,
2004 and 2005, respectively (see Note 4) (b)
Franchise agreements, net of accumulated amortization
of Euro 209 thousand and Euro 1,195 thousand of December 31,
2004 and 2005, respectively (see Note 4) (b)
Other intangibles, net of accumulated amortization of Euro 42,085
thousand and Euro 60,392 thousand as of December 31,
2004 and 2005, respectively (see Note 4) (c)

113,060

101,913

Total

972,091

994,803

(a) The LensCrafters, Sunglass Hut International, OPSM and Cole trade names are amortized on a straight-line basis over a period of 25 years and the Ray-Ban trade
names over a period of 20 years, as the Company believes these trade names to be finite-lived assets.
(b) Distributor network, customer contracts and lists, and franchise agreements were identifiable intangibles recorded in connection with the acquisition of Cole in
2004. These assets have finite lives and are amortized on a straight-line basis over periods ranging between 20 and 23 years. The weighted average
amortization period is of 22.2 years.
(c) Other identifiable intangibles have finite lives ranging between three and 17 years and are amortized on a straight line basis. The weighted average amortization
period is 11.4 years. Most of these lives were determined based on the terms of the license agreements and non-compete agreements. During 2005,
approximately Euro 7.1 million of intangibles became fully amortized and were written off.

Certain intangible assets are maintained in currencies other then Euro (the reporting currency) and, as
such, balances may fluctuate due to changes in exchange rates.
Estimated annual amortization expense relating to identifiable assets, including the identifiable
intangibles attributable to recent acquisitions for which the purchase price allocation is not final, is shown
below:
Years ending December 31 - In thousands of Euro

2006

62,796

2007

59,331

2008

57,018

2009

56,884

2010

56,434
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7. INCOME TAXES
Income before provision for income taxes and the provision for income taxes consisted of the following:
2003

2004

2005

Italian companies

146,055

149,479

216,438

U.S. companies

192,732

235,551

262,310

51,006

72,123

78,821

389,793

457,153

557,569

Italian companies

17,313

23,194

127,730

U.S. companies

74,113

65,356

127,540

Foreign companies

13,037

27,701

40,855

104,463

116,251

296,125

Year ended December 31 - In thousands of Euro

Income before provision for income taxes

Foreign companies
Total
Provision for income taxes

• Current

Total

• Deferred
Italian companies

14,174

9,017

(74,874)

U.S. companies

1,419

39,377

(14,295)

Foreign companies

(2,728)

(2,980)

(934)

Total

12,865

45,414

(90,103)

Total

117,328

161,665

206,022

The Italian statutory tax rate is the result of two components: national (“IRES”) and regional (“IRAP”) tax.
IRAP could have a substantially different base for its computation than IRES.
Reconciliation between the Italian statutory tax rate and the effective tax rate is as follows:
2003

2004

2005

Italian statutory tax rate

38.3%

37.3%

37.3%

Aggregate effect of different rates in foreign jurisdictions

(1.9%)

0.5%

1.7%

-

-

(4.1%)

(6.3%)

(2.4%)

-

-

-

2.1%

30.1%

35.4%

37.0%

Year ended December 31 - In thousands of Euro

Aggregate Italian tax benefit - net
Permanent differences, principally losses in subsidiary
companies funded through capital contributions,
net of non-deductible goodwill
Aggregate other effects
Effective rate

The 2005 aggregate Italian tax benefit is caused by the Company complying with an Italian law that
allows for the step up in tax basis of certain intangible assets.
Beginning with fiscal year 2004, for income tax purposes, the Company and its Italian subsidiaries file
tax returns on a consolidated basis.
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The deferred tax assets and liabilities as of December 31, 2004 and 2005, respectively, were
comprised of:
2004

2005

Deferred tax asset/(liability)

Deferred tax asset/(liability)

Inventory

47,424

68,176

Insurance and other reserves

27,212

22,765

Recorded reserves

10,248

-

Net operating loss carryforwards

47,101

1,674

At December 31 - In thousands of Euro

Current deferred income tax assets

Loss on investments

3,930

2,513

Right of return reserve

10,572

8,039

Deferred revenue - extended warranty contracts

10,508

5,336

Other, net

14,232

3,691

171,227

112,194

Dividends

(6,092)

(8,766)

Trade name

(5,179)

(5,597)

Current deferred tax assets
Current deferred income tax liabilities

Asset held for sale - Pearle Europe

(55,448)

-

-

(4,231)

104,508

93,600

Net operating loss carryforwards

70,071

52,659

Recorded reserves

14,305

11,248

Occupancy reserves

15,558

14,305

Employee-related reserves (including minimum pension liability)

28,503

22,585

-

78,746

Other
Current deferred tax asset - net
Non current deferred income tax assets

Trade name
Other, net

10,767

14,185

Valuation allowance

(22,837)

(15,038)

116,367

178,690

(126,324)

(129,682)

Non current deferred tax assets - net of valuation allowances
Non current deferred income tax liabilities
Difference in basis of fixed assets
Depreciation
Trade name
Trade name revaluation step-up

(2,843)

-

(108,833)

(116,551)

-

(40,950)

Other intangibles

(19,917)

(18,627)

Trademark accelerated amortization

(74,341)

-

(215,891)

(127,120)

Non current deferred tax liability - net

In 2004, the Italian statutory tax rate was reduced to 37.25%. As a consequence, deferred tax assets
and liabilities have been recomputed in line with the new tax rate. The result of the change in the Italian
tax rate was immaterial and has been included in deferred tax expense.
Italian companies’ taxes are subject to review pursuant to Italian law. As of December 31, 2005, tax years
from 1999 through the most recent year were open for such review. Certain Luxottica Group subsidiaries
are subject to tax reviews for previous years and during 2005 a wholly owned Italian subsidiary was
subjected to a tax inspection. As a result of this, some insignificant recorded losses were reversed and
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an immaterial amount was accrued for as a liability. Management believes no significant unaccrued
liabilities will arise from the related tax reviews.
The Company generally does not provide for an accrual for income taxes on undistributed earnings of
its foreign operations to the related Italian Parent Company that are intended to be permanently invested.
It is not practicable to determine the amount of income tax liability that would result had such earnings
actually been repatriated. In connection with the 2005 earnings of certain subsidiaries, the Company has
provided for an accrual for Italian income taxes related to declared dividends of earnings.
At December 31, 2005, US Holdings had restricted U.S. Federal net operating loss carryforwards of
approximately Euro 114.8 million (US$ 135.4 million), which may be used to offset income generated by
US Holdings or by any of its wholly owned subsidiaries. These losses begin to expire in 2019. With the
acquisition of Cole, the Company acquired approximately Euro 26.5 million (US$ 32.5 million) of
restricted U.S. Federal net operating loss carryforwards, of which approximately Euro 21.1 million (US$
25.8 million) were utilized in 2005. The utilization of a portion of the Cole loss carryforwards is limited due
to restrictions imposed by U.S. tax rules governing utilization of loss carryforwards following changes in
ownership. A portion of the Cole net operating loss carryforwards will expire each year going forward. In
fiscal 2004 and 2005, approximately Euro 1.8 million and zero, respectively, expired.
As of December 31, 2004 and 2005, the Company had recorded an aggregate valuation allowance of
Euro 22.8 million and Euro 15.0 million, respectively, against deferred tax assets recorded in connection
with net operating loss carryforwards because it is more likely than not that the above deferred income
tax assets will not be fully utilized in future periods.

8. LONG-TERM DEBT
Long-term debt consisted of the following:
2004

2005

Credit agreement with various Italian financial institutions (a)

450,000

275,000

UniCredito Italiano credit facility (b)

125,572

-

Senior unsecured guaranteed notes (c)

221,598

246,273

Credit agreement with various financial institutions (d)

851,890

974,338

4,107

4,170

At December 31 - In thousands of Euro

Capital lease obligations, payable in installments through 2005
Other loans with banks and other third parties,
interest at various rates (from 3.14 to 19.96% per annum),
payable in installments through 2017. Certain subsidiaries’
fixed assets are pledged as collateral for such loans (e)
Total
Current maturities

29,697

31,591

1,682,864

1,531,372

405,369

111,323

(a) In December 2002, the Company entered into an unsecured credit facility with Banca Intesa S.p.A.
The unsecured credit facility provided borrowing availability of up to Euro 650 million. This facility
included a term portion of Euro 500 million which required a balloon payment of Euro 200 million in
June 2004 and equal quarterly instalments of principal of Euro 50 million subsequent to that date.
Interest accrued on the term portion based on Euribor as defined in the agreement plus 0.45%. The
revolving portion provided borrowing availability of up to Euro 150 million. Amounts borrowed under the
revolving loan could be borrowed and repaid until final maturity. The final maturity of all outstanding
principal amounts and interest was December 27, 2005. In December 2005, the Company repaid in
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full all the outstanding amounts (Euro 50 million left on the term portion and Euro 75 million of the
revolving portion) under this credit facility.
In December 2002, the Company entered into two interest rate swap transactions (the “Intesa Swaps”)
beginning with an aggregate maximum notional amount of Euro 250 million, which decreased by Euro
100 million on June 27, 2004 and by Euro 25 million in each subsequent three-month period. The Intesa
Swaps expired on December 27, 2005. The Intesa Swaps were entered into as a cash flow hedge on
a portion of the Banca Intesa Euro 650 million unsecured credit facility discussed above. As such
changes in the fair value of the Intesa Swaps were included in OCI until they were recorded in the
financial statements. The Intesa Swaps exchanged the floating rate based on Euribor for a fixed rate of
2.985% per annum.
As disclosed in Note 4(a), in September 2003, the Company acquired its ownership interest of OPSM
and more than 90% of the performance rights and options of OPSM for an aggregate of A$ 442.7 million
(Euro 253.7 million), including acquisition expenses. The purchase price was paid for with the proceeds
of a new credit facility with Banca Intesa S.p.A. of Euro 200 million, in addition to other short-term lines
available. The new credit facility includes a Euro 150 million term loan, which will require repayment of
equal semi-annual installments of principal of Euro 30 million starting on September 30, 2006 until the
final maturity date. Interest accrues on the term loan at Euribor (as defined in the agreement) plus 0.55%
(3.04% on December 31, 2004). The revolving loan provides borrowing availability of up to Euro 50
million; amounts borrowed under the revolving portion can be borrowed and repaid until final maturity.
At December 31, 2005, Euro 25 million had been drawn from the revolving portion. Interest accrues on
the revolving loan at Euribor (as defined in the agreement) plus 0.55% (2.76% on December 31, 2004).
The final maturity of the credit facility is September 30, 2008. The Company can select interest periods
of one, two or three months. The credit facility contains certain financial and operating covenants. The
Company was in compliance with those covenants as of December 31, 2005.
In June 2005, the Company entered into four interest rate swap transactions with various banks with an
aggregate initial notional amount of Euro 120 million which will decrease by Euro 30 million every six
months starting on March 30, 2007 (“Intesa OPSM Swaps”). These swaps will expire on September 30,
2008. The Intesa OPSM Swaps were entered into as a cash flow hedge on a portion of the Banca Intesa
Euro 200 million unsecured credit facility discussed above. The Intesa OPSM Swaps exchange the
floating rate of Euribor for an average fixed rate of 2.38% per annum. The ineffectiveness of cash flow
hedges was tested both at the inception date and at year end. The results of the tests indicated that the
cash flow hedges are highly effective and the amounts of ineffectiveness, if any, on each date of testing
were immaterial. As a consequence approximately Euro 0.9 million, net of taxes, is included in Other
Comprehensive Income as of December 31, 2005. Based on current interest rates and market
conditions, the estimated aggregate amount to be recognized as earnings from other comprehensive
income for these cash flow hedges in fiscal 2006 is approximately Euro 0.1 million, net of taxes.
In December 2005, the Company entered into a new unsecured credit facility with Banco Popolare di
Verona e Novara. The 18-month credit facility consists of a revolving loan that provides borrowing
availability of up to Euro 100 million; amounts borrowed under the revolving portion can be borrowed
and repaid until final maturity. At December 31, 2005, Euro 100 million had been drawn from the
revolving portion. Interest accrues on the revolving loan at Euribor (as defined in the agreement) plus
0.25% (2.73% on December 31, 2005). The final maturity of the credit facility is June 1, 2007. The
Company can select interest periods of one, three or six months. Under this credit facility, Euro 100
million was outstanding as of December 31, 2005.
(b) In June 2002, US Holdings entered into a US$ 350 million credit facility with a group of four Italian
banks led by UniCredito Italiano S.p.A. which was paid in full upon its maturity in June 2005. The credit
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facility was guaranteed by Luxottica Group. The term loan portion of the credit facility provided US$ 200
million of borrowing and required repayment of equal quarterly principal installments beginning in
March 2003. The revolving loan portion of the credit facility allowed for a maximum borrowing of US$
150 million. Interest accrued at LIBOR as defined in the agreement plus 0.5% and the credit facility
allowed the Company to select interest periods of one, two or three months. The credit facility
contained certain financial and operating covenants.
(c) On September 3, 2003, US Holdings closed a private placement of US$ 300 million (Euro 253.3
million) of senior unsecured guaranteed notes (the “Notes”), issued in three series (Series A, Series B and
Series C). Interest on the Series A Notes accrues at 3.94% per annum and interest on Series B and Series
C Notes accrues at 4.45% per annum. The Series A and Series B Notes mature on September 3, 2008
and the Series C Notes mature on September 3, 2010. The Series A and Series C Notes require annual
prepayments beginning on September 3, 2006 through the applicable dates of maturity. The Notes are
guaranteed on a senior unsecured basis by the Company and Luxottica S.r.l., a wholly owned subsidiary.
The notes contain certain financial and operating covenants. The Company was in compliance with those
covenants as of December 31, 2005. In December 2005, the Company terminated the fair value interest
rate swap agreement described below, and as such, the Company will amortize the final adjustment to
the carrying amount of the hedged interest-bearing financial instruments as an adjustment to the fixedrate debt yield over the remaining life of the debt. The effective interest rates on the Series A, B, and C
Notes for their remaining lives are 5.64%, 5.99%, and 5.44%, respectively.
In connection with the issuance of the Notes, US Holdings entered into three interest rate swap
agreements with Deutsche Bank AG (the “DB Swaps”). The three separate agreements’ notional
amounts and interest payment dates coincided with the Notes. The DB Swaps exchanged the fixed rate
of the Notes for a floating rate of the six-month LIBOR rate plus 0.6575% for the Series A Notes and the
six-month LIBOR rate plus 0.73% for the Series B and Series C Notes. These swaps were treated as fair
value hedges of the related debt and qualified for the shortcut method of hedge accounting (assuming
no ineffectiveness in a hedge in an interest rate swap). Thus the interest income/expense on the swaps
was recorded as an adjustment to the interest expense on the debt, effectively changing the debt from
a fixed rate of interest to the swap rate. In December 2005, the Company terminated the DB Swaps due
to rising interest rates. The Company paid the bank an aggregate of Euro 7.0 million (US$ 8.4 million),
excluding accrued interest, for the final settlement of the DB Swaps.
(d) On June 3, 2004, the Company and US Holdings entered into a credit facility with a group of banks
providing for loans in the aggregate principal amount of Euro 740 million and US$ 325 million. The fiveyear facility consists of three Tranches (Tranche A, Tranche B, Tranche C). Tranche A is a Euro 405
million amortizing term loan requiring repayment of nine equal quarterly installments of principal of Euro
45 million beginning in June 2007, which is to be used for general corporate purposes, including the
refinancing of existing Luxottica Group S.p.A. debt as it matures. Tranche B is a term loan of US$ 325
million which was drawn upon on October 1, 2004 by US Holdings to finance the purchase price of the
acquisition of Cole. Amounts borrowed under Tranche B will mature in June 2009. Tranche C is a
Revolving Credit Facility of Euro 335 million-equivalent multi-currency (Euro/US$). Amounts borrowed
under Tranche C may be repaid and reborrowed with all outstanding balances maturing in June 2009.
The Company can select interest periods of one, two, three or six months with interest accruing on
Euro-denominated loans based on the corresponding Euribor rate and U.S. Dollar denominated loans
based on the corresponding LIBOR rate, both plus a margin between 0.40% and 0.60% based on the
“Net Debt/EBITDA” ratio, as defined in the agreement. The interest rate on December 31, 2005 was
2.94% for Tranche A, 4.56% for Tranche B, 4.83% on Tranche C amounts borrowed in U.S. Dollar and
2.87% on Tranche C amounts borrowed in Euro. The credit facility contains certain financial and
operating covenants. The Company was in compliance with those covenants as of December 31,
2005. The Mandated Lead Arrangers and Bookrunners are ABN AMRO, Banca Intesa S.p.A., Bank of
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America, Citigroup Global Markets Limited, HSBC Bank plc, Mediobanca - Banca di Credito Finanziario
S.p.A., The Royal Bank of Scotland plc and UniCredit Banca Mobiliare S.p.A. UniCredito Italiano S.p.A.
- New York Branch and UniCredit Banca d’Impresa S.p.A. act as Facility Agents. Under this credit
facility, Euro 974.3 million was outstanding as of December 31, 2005.
In June 2005, the Company entered into nine interest rate swap transactions with an aggregate initial
notional amount of Euro 405 million with various banks which will decrease by Euro 45 million every
three months starting on June 3, 2007 (the “Club Deal Swaps”). These swaps will expire on June 3,
2009. The Club Deal Swaps were entered into as a cash flow hedge on Tranche A of the credit facility
discussed above. The Club Deal Swaps exchange the floating rate of Euribor for an average fixed rate
of 2.40% per annum. The ineffectiveness of cash flow hedges was tested both at the inception date
and at year end. The results of the tests indicated that the cash flow hedges are highly effective and
the amounts of ineffectiveness, if any, on each date of testing were immaterial. As a consequence
approximately Euro 3.5 million, net of taxes, is included in Other comprehensive income as of
December 31, 2005. Based on current interest rates and market conditions, the estimated aggregate
amount to be recognized as earnings from other comprehensive income for these cash flow hedges in
fiscal 2006 is approximately Euro 0.4 million, net of taxes.
(e) Other loans consist of numerous small credit agreements and a promissory note, the most significant
of which is OPSM’s renegotiated multicurrency loan facility with Westpac Banking Corporation. This credit
facility had a maximum available line of Euro 62.4 million (A$ 100 million), which was reduced to Euro 31.2
million (A$ 50 million) in September 2005. The base rate for the interest charged varies depending on the
currency borrowed; for borrowings denominated in Australian Dollars the interest accrues on the basis of
BBR (Bank Bill Rate) and for borrowings denominated in Hong Kong Dollars the rate is based on HIBOR
(HK Inter Bank Rate) plus an overall 0.40% margin (at December 31 2005, the BBR and HIBOR were
6.03% and 4.46%, respectively). At December 31, 2005, the facility was utilized for an amount of Euro
13.59 million (A$ 21.88 million). The final maturity of all outstanding principal amounts and interest is
August 31, 2006. OPSM has the option to choose weekly or monthly interest periods. The credit facility
contains certain financial and operating covenants. OPSM was in compliance with these covenants as of
December 31, 2005.
Excluding current maturities, long-term debt matures in the years subsequent to December 31, 2006 as
follows:
Year ended December 31 - In thousands of Euro

2007

370,722

2008

369,270

2009

669,914

2010

9,686

Thereafter
Total

457
1,420,049

9. EMPLOYEE BENEFITS
Liability for termination indemnities
As required by Italian labor legislation, the benefit accrued by an employee for service to date is payable
immediately upon separation. Accordingly, the undiscounted value of that benefit payable exceeds the
actuarial present value of that benefit because payment is estimated to occur at the employee’s expected
termination date. The Company measures the vested benefit obligation at the actuarial present value of the
vested benefits to which the employee would be entitled if all employees were to resign or be terminated as
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of the balance sheet date. Each year, the Company adjusts its accrual based upon headcount, changes in
compensation level and inflation. This liability is not funded. There are also some termination indemnities in
other countries which are provided through payroll tax and other social contributions in accordance with
local statutory requirements. The related charge to earnings for the years ended December 31, 2003, 2004
and 2005 aggregated Euro 12.5 million, Euro 10.4 million and Euro 12.0 million, respectively.
Qualified pension plan
During fiscal years 2004 and 2005, US Holdings continued to sponsor a qualified noncontributory
defined benefit pension plan which provides for the payment of benefits to eligible past and present
employees of US Holdings upon retirement. Pension benefits are accrued based on length of service
and annual compensation under a cash balance formula.
This pension plan was amended effective January 1, 2006, granting eligibility to associates who work
in the Cole Vision stores, field management, and the related labs and distribution centers. Additionally,
the pension accrual formula was amended for the Cole associates as well as all new employees of the
Company. The new formula has a more graded benefit accrual pattern than the previous formula.
As of the effective date of the Cole acquisition, US Holdings, through its newly acquired subsidiary,
sponsors the Cole National Group, Inc. Retirement Plan. This is a qualified noncontributory defined
benefit pension plan that covers Cole employees who have met eligibility service requirements and are
not members of certain collective bargaining units. The pension plan provides for benefits to be paid to
eligible past and present employees at retirement based primarily upon years of service and the
employees’ compensation levels at and around the time of retirement. In January 2002, this plan was
frozen for all participants. The average pay for all participants was frozen as of March 31, 2002 and
covered compensation was frozen on December 31, 2001. Benefit service was also frozen as of
March 31, 2002 except for those individuals who were at least age 50 with at least ten years of benefit
service as of that date, whose service will continue to increase as long as they remain employed by US
Holdings or one of its subsidiaries.
Nonqualified pension plan and agreements
U.S. Holdings also maintains a nonqualified, unfunded supplemental executive retirement plan (“SERP”)
for participants in its qualified pension plan to provide benefits in excess of amounts permitted under the
provisions of prevailing tax law. The pension liability and expense associated with this plan are accrued
using the same actuarial methods and assumptions as those used for the qualified pension plan.
Starting January 1, 2006, this plan’s benefit provisions are amended to reflect the changes made to
the Company’s qualified pension plan.
As of the Cole acquisition date, US Holdings through its newly acquired subsidiary, sponsors the Cole
National Group, Inc. Supplemental Pension Plan. This plan is a nonqualified unfunded SERP for certain
participants of the Cole pension plan who were designated by the Board of Directors of Cole at the
recommendation of Cole’s Chief Executive Officer at such time. This plan provides benefits in excess
of amounts permitted under the provisions of the prevailing tax law. The pension liability and expense
associated with this plan are accrued using the same actuarial methods and assumptions as those
used for the qualified pension plan.
The following tables provide key information pertaining to US Holdings’ pension plans and SERP. US
Holdings uses a September 30 measurement date for these plans.
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Obligations and funded status

In thousands of Euro

Pension plan
2004
2005

SERP
2004

2005

Change in benefit obligations
Benefit obligation at beginning of period

191,787

225,028

4,667

4,814

Translation differences

(17,558)

33,278

(366)

739

Service cost

11,584

12,356

199

218

Interest cost

11,012

13,859

248

318

Actuarial loss (gain)

(5,648)

2,364

(169)

497

Acquisition

41,536

-

564

-

Benefits paid

(7,685)

(7,934)

(329)

(55)

225,028

278,951

4,814

6,531

Pension plan
2004
2005

2004

2005

Benefit obligation at end of period

In thousands of Euro

SERP

Change in plan assets
Fair value of plan assets
at beginning of period

123,044

149,644

-

-

Translation differences

(11,748)

23,137

-

-

Actual return (loss) on plan assets

10,486

18,020

-

-

Plan assets acquired

23,913

-

-

-

Employer contribution

11,634

23,449

329

55

Benefits paid

(7,685)

(7,934)

(329)

(55)

Fair value of plan assets at end of period

149,644

206,316

-

-

Funded status

(75,384)

(72,631)

(4,814)

(6,530)

Unrecognized net actuarial loss

43,520

47,373

965

1,494

Unrecognized prior service cost

1,623

1,262

47

43

464

-

40

3

(29,777)

(23,996)

(3,762)

(4,990)

Other adjustments
Accrued pension cost
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Amounts recognized in the Consolidated Balance Sheets consist of the following:

In thousands of Euro

Pension plan
2004
2005

SERP
2004

2005

4,990

Liabilities
Accrued pension cost

29,777

23,997

3,762

Additional minimum liability

31,689

31,372

745

852

Total accrued pension liability

61,466

55,369

4,507

5,842

1,623

1,262

47

43

30,066

30,110

698

809

Assets
Intangible asset
Other comprehensive income
Accumulated other comprehensive income

The accumulated benefit obligations for the pension plan as of september 30 were as follows:

In thousands of Euro

Components of net periodic benefit cost

2003

Pension Plan
2004

2005

193,473

230,990

248,771

Service cost

11,816

11,584

12,356

Interest cost

12,035

11,012

13,859

Expected return on plan assets

(13,333)

(12,263)

(14,959)
1,564

Amortization of actuarial loss

294

564

Amortization of prior service cost

624

568

566

11,436

11,465

13,386

1,045

(546)

(4,055)

Net periodic pension expense
Additional information
(Decrease)/Increase in minimum liability included in other
comprehensive income

The accumulated benefit obligations for the SERP as of September 30 were as follows:

In thousands of Euro

2003

SERP
2004

2005

Components of net periodic benefit cost

4,610

4,965

5,549

Service cost

221

199

218

Interest cost

287

248

318

-

-

-

115

48

10

Expected return on plan assets
Amortization of actuarial loss
Amortization of prior service cost
Net periodic pension expense

12

11

125

635

506

671

640

30

(8)

Additional information
(Decrease)/Increase in minimum liability
included in other comprehensive income
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Assumptions
Pension Plan
2004
2005

SERP
2004

2005

Weighted-average assumptions used to determine benefit obligations at September 30
Discount rate

5.75 %

5.75%

5.75 %

5.75%

Rate of compensation increase

4.25 %

4.25%

4.25 %

4.25%

5.75%

Weighted-average assumptions used to determine net periodic benefit
cost for years ended December 31, 2004 and 2005:
Discount rate

6.00 %

5.75%

6.00 %

Expected long-term return on plan assets

8.50 %

8.50%

n.a.

n.a.

Rate of compensation increase

4.75 %

4.25%

4.75 %

4.25%

1983 GAM

RP-2000

1983 GAM

RP-2000

Mortality table

For 2005, the Company’s assumed long-term rate of return on the pension plans’ assets was 8.50%.
In developing this assumption, the Company considered input from its third-party pension managers,
investment consultants and plan actuaries, including their review of asset class return expectations and
long-term inflation assumptions. The Company also considered the pension plans’ historical average
return over various periods of time (through December 31, 2004). Under this approach, the
assumption was arrived at by applying historical average total returns by asset class over various time
horizons to the plan’s current and target asset allocations. The resulting assumption was also
benchmarked against the assumptions used by U.S. corporations as reflected in several surveys.
Plan assets
The Pension Plan’s target and actual asset allocations and weighted average actual asset allocations
by asset category as of September 30, 2004 and 2005, are as follows:
Asset category

Asset
allocation target

US Holdings pension
plan assets
September 30,

Cole pension
plan assets
October 4,

September 30,

2004

2005

2004

2005

Equity securities

65 %

62 %

60 %

65 %

68 %

Debt securities

35 %

35 %

36 %

33 %

31 %

Other

0%

3%

4%

2%

1%

Total

100 %

100 %

100 %

100 %

100 %

The actual allocation percentages at any given time may vary from the targeted amounts due to
changes in stock and bond valuations as well as timing of contributions to and benefit payments from
the pension plan trusts.
Plan assets are invested in diversified portfolios consisting of an array of assets classes within the
above target allocations and using a combination of active and, in the Cole plan, passive investment
strategies. Active strategies employ multiple investment management firms. Risk is controlled through
diversification among asset classes, managers, styles, market capitalization (equity investments) and
securities. Risk is further controlled both at the asset class and manager level by assigning
benchmarks and excess return targets. The investment managers are monitored on a ongoing basis
to evaluate performance against the established market benchmarks and targets.
Each of the defined benefit pension plans has an investment policy that was developed to serve as a
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management tool to provide the framework within which the fiduciary’s investment decisions are made;
establish standards to measure investment managers’ performance; outline the roles and
responsibilities of the various parties involved; and describe the ongoing review process.
Benefit payments - The following estimated future benefit payments, which reflect expected future
service, are expected to be paid in the years indicated for both the US Holdings and Cole plans
(translated for convenience at the December 31, 2005 noon buying rate):
Pension plans

Supplemental plans

2006

12,068

341

2007

10,707

226

2008

12,036

1,095

2009

12,998

388

2010

14,130

332

100,087

3,937

In thousands of Euro

2011-2015

Contribution - US Holdings expects to contribute US$ 29.3 million (Euro 24.7 million at the December
31, 2005 noon buying rate) to its pension plan and US$ 0.4 million (Euro 0.3 million at the December
31, 2005 noon buying rate) to its SERP in 2006.
Other benefits - US Holdings provides certain post-employment medical, disability and life insurance
benefits. As of December 31, 2004 and 2005, the accrued liability related to this obligation was
immaterial and is included in accrued employee benefit on the Consolidated Balance Sheets.
US Holdings sponsors a tax incentive savings plan covering all full-time employees. US Holdings
makes quarterly contributions in cash to the plan based on a percentage of employees’ contributions.
Additionally, US Holdings may make an annual discretionary contribution to the plan which may be
made in the form of Luxottica Group S.p.A.’s American Depository Receipts (“ADRs”) or cash.
Aggregate contributions made to the tax incentive savings plan by US Holdings were US$ 8.3 million
(Euro 6.7 million) and US$ 11.5 million (Euro 9.2 million) for fiscal years 2004 and 2005, respectively.
Effective January 1, 2006, the Cole defined contribution plan was merged into the US Holding, tax
incentive savings plan.
With the acquisition of Cole, US Holdings, through one of its wholly owned subsidiaries, now sponsors
the following additional other benefit plans which cover certain present and past employees of the Cole
companies acquired:
• Cole provides post-employment benefits under individual agreements for continuation of health care
benefits and life insurance coverage to former employees after employment but before retirement.
As of December 31, 2004 and 2005, the accrued liability related to this benefit was US$ 1.6 million
(Euro 1.2 million) and US$ 2.4 million (Euro 2.0 million), respectively, and is included in accrued
employee benefits on the Consolidated Balance Sheet. The increase in the liability in 2005 is largely
attributable to a change in the claims cost table used by the plan’s actuary in calculating the future
liability. This change was made because the Company’s medical plans in which the participants are
enrolled for 2006 generally provide better medical benefits than the previous plans.
• Cole has qualified defined contribution plans covering all full-time employees in the U.S. Eligible
employees may contribute a percentage of their compensation to the plan. Cole provides for a
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mandatory company match in cash of 25% of the first 4% of employee contributions. The Company may
make an annual discretionary contribution to the plan in cash. US Holdings’ matching contributions of
approximately Euro 0.9 million will be made in early 2006 and Euro 0.9 million was contributed in 2005.
• Cole also maintains a defined contribution plan covering all full-time employees in Puerto Rico. This
plan provides a mandatory match of 50% of the first 6% of employee contributions. Company
contributions to this plan were made weekly throughout 2004 and 2005. The employees in Puerto
Rico who participated in the Company’s tax incentive savings plan in the past were transferred into
the Cole plan effective January 1, 2006. Additionally, the plan was amended to provide for a match
of 100% of the first 3% of employee contributions.
• Cole established and maintains the Cole National Group, Inc. Supplemental Retirement Benefit Plan,
which provides supplemental retirement benefits for certain highly compensated and management
employees who were previously designated by the former Board of Directors of Cole as participants.
This is an unfunded non-contributory defined contribution plan. Each participant’s account is credited
with a percentage of the participant’s base salary and interest earned on the average balance during
the year. This plan was frozen as to future salary credits on the effective date of the Cole acquisition in
2004. The plan liability of Euro 1.6 million and Euro 1.7 million at December 31, 2004 and 2005,
respectively, is included in accrued employee benefits on the Consolidated Balance Sheet.
• Cole maintained a deferred compensation plan for executives and other senior management which
allowed for the deferral of a portion of their compensation. A total of US$ 3.2 million (Euro 2.3 million)
was paid to the participants in the fourth quarter of 2004 in accordance with the change in control
provisions of this plan. There is no remaining liability for this plan on the Consolidated Balance Sheet
at December 31, 2004.
Defined contribution plan - US Holdings sponsors a noncontributory profit-sharing plan for
employees of its former women’s apparel business. Contributions to this plan were discontinued for
plan years subsequent to January 28, 1995. This plan is in termination status pending the location of
the few remaining participants with account balances.
Health benefit plans - US Holdings partially subsidizes health care benefits for eligible retirees.
Employees generally become eligible for retiree health care benefits when they retire from active
service between the ages of 55 and 65. Benefits are discontinued at the age of 65.
As of the Cole acquisition date, US Holdings assumed a liability for a postretirement benefit plan
maintained by Cole in connection with its acquisition of Pearle in 1996. This plan was closed to new
participants at the time of Cole’s acquisition of Pearle. Under this plan, the eligible former employees
are provided life insurance and certain health care benefits which are partially subsidized by Cole.
Medical benefits under this plan can be maintained past age 65.
Net periodic cost of these benefits for fiscal years 2004 and 2005 included the following components:
2004

2005

Service cost

126

139

Interest cost

72

216

Amortization of unrecognized net (gain)

(3)

In thousands of Euro

Amortization of prior service cost
Net periodic pension cost

(23)

(23)

172

332
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The following table sets forth the funded status of the postretirement benefit plan:
In thousands of Euro

2004

2005

Change in benefit obligation
Benefit obligation - beginning of year

1,330

3,468

Translation differences

(298)

533

Service cost

126

139

Interest cost

72

216

Plan participants’ contributions

23

57

Amendments

(94)

-

Actuarial gain

(2)

(129)

Acquisition
Change in plan provisions
Benefits paid

2,359

-

-

701

(48)

(318)

3,468

4,667

-

-

Company contribution

25

261

Plan participants' contributions

23

57

Benefits paid

(48)

(318)

-

-

(3,468)

(4,668)

(213)

365

-

74

(3,681)

(4,229)

Benefits obligation - end of year
Changes in plan assets
Fair value of plan assets - beginning of year
Translation differences

Fair value of plan assets - end of year
Funded status
Unrecognized net gain and prior service costs
Adjustment for fourth quarter contributions
Accrued postretirement benefit cost

Benefit payments - The following estimated future benefit payments, which reflect expected future
service, are estimated to be paid in the years indicated for both the Holdings and Cole plans (amounts
in thousands of Euro translated for convenience at the noon buying rate at December 31, 2005):
2006

209

2007

233

2008

247

2009

285

2010
2011-2015

319
2,082

Contributions - The expected contributions for 2005 are Euro 0.2 million for the Company and Euro
0.1 million for the employee participants.
For 2005, a 10.0% (10.5% for 2004) increase in the cost of covered health care benefits was assumed.
This rate was assumed to decrease gradually to 5% for 2015 and remain at that level thereafter. The
health care cost trend rate assumption has a significant effect on the amounts reported. A 1.0%
increase or decrease in the health care trend rate would have an immaterial impact on the Consolidated
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Financial Statements. The weighted-average discount rate used in determining the accumulated postretirement benefit obligation was 5.75% at September 30, 2004 and 6.00% at September 30, 2005.
The weighted-average discount rate used in determining the net periodic benefit cost for 2004 and
2005 was 5.75% and 6.0%, respectively.
Certain of the Company’s non-Italian and non-U.S. subsidiaries provide limited non-pension benefits to
retirees in addition to government sponsored programs. The cost of these programs is not significant
to the Company.
On December 8, 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003
(the “Act”) was signed into law. In accordance with FASB Staff Position 106-2, the Company’s
measures of accumulated postretirement benefit obligation and net periodic benefit cost in the
Consolidated Financial Statements reflect the effects of the Act. The adoption of FASB Staff Position
106-2 did not have a material effect on the Company’s Consolidated Financial Statements.

10. STOCK OPTION AND INCENTIVE PLANS
Stock Option plan
Beginning in April 1998, certain officers and other key employees of the Company and its subsidiaries
were granted Stock Options of Luxottica Group S.p.A. under the Company’s Stock Option plan. The
Stock Options were granted at a price equal to the market value of the shares at the date of grant.
These options become exercisable in either three equal annual installments beginning on January 31
one year after the date of grant or for the 2005 grant two annual equal instalments beginning on
January 31 two years after the date of grant and expire on or before January 31, 2014.
As the Company applies APB 25, no compensation expense was recognized because the exercise
price of the options was equal to the fair market value on the date of grant. However, as some of those
individuals were U.S. citizens/taxpayers and as the exercise of such options created taxable income,
the Company was afforded a tax benefit in its Federal tax return equal to the income declared by the
individuals. U.S. GAAP does not permit the aforementioned tax benefit to be recorded in the Statement
of Income. Therefore, such amount is recorded as a reduction of taxes payable and an increase to
additional paid-in capital. For the years ended December 31, 2004 and 2005, the benefit recorded
approximated Euro 0.8 million and Euro 4.7 million, respectively.
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The table summarizes information about Stock Options for each year:
Number of options
outstanding

Weighted average exercise price
(denominated in Euro)(1)

Outstanding as of January 1, 2003

8,110,033

11.51

Granted

2,397,300

10.51

(176,600)

11.77

Forfeitures
Exercised
Outstanding as of December 31, 2003
Granted

(213,433)

6.97

10,117,300

10.29

2,035,500

13.79

Forfeitures

(70,300)

9.73

Exercised

(728,440)

8.07

11,354,060

10.74

Outstanding as of December 31, 2004
Granted
Forfeitures
Exercised
Outstanding as of December 31, 2005

1,512,000

16.89

(51,500)

13.10

(2,770,250)

10.38

10,044,310

12.68

Stock Option grants outstanding at December 31, 2005 are summarized as follows:
Grant

Exercise price
denominated in Euro (2)

Number
outstanding

Number
exercisable

Remaining
life (years)

1

7.38

397,600

397,600

1.1

2

4.38

788,660

788,660

2.1

3

9.52

804,250

804,250

3.1

4

12.84

1,214,750

1,214,750

4.1

5

15.03

1,622,650

1,622,650

5.1

6

10.51

1,772,200

1,015,700

6.1

7

13.79

1,941,200

584,200

7.1

8

16.89

1,503,000

-

8.1

(1) For convenience all amounts are translated at the noon buying rate in effect at the end of each year.
(2) Certain options were granted in U.S. Dollars and have been converted using a December 31, 2005 conversion rate of Euro 1.00 to US$ 1.1842.

The Company adopted SFAS 123-R as of January 1, 2006, and at such point began expensing Stock
Options over their vesting life based on their fair value as of the date of grant. Pro forma net income
and earnings per share calculated as if the compensation costs of the plans had been determined
under a fair-value based method are reported in Note 1.
Stock incentive plans
In October 2004, under a Company Incentive Plan, the Company granted options to acquire an
aggregate of 1,000,000 shares of the Company to certain of North American Luxottica retail division’s
employees which may vest and become exercisable on January 31, 2007 only if certain financial
performance measures are met over the period ending December 2006. At December 31, 2005, there
were options to acquire 1,000,000 shares (the closing ADR price at December 31, 2005 on the New
York Stock Exchange was US$ 25.31 per share) at an exercise price of US$ 18.59 per share.
Compensation expense is recorded in accordance with variable accounting under APB 25 for the
options issued under the incentive plan based on the market value of the underlying ordinary shares
when the number of shares to be issued is known (“intrinsic value method”). During fiscal 2005, it
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became probable that the incentive targets would be met and as such the Company has recorded
approximately Euro 1.8 million (or US$ 2.2 million) of compensation expense net of taxes during fiscal
2005 and recorded future unearned compensation expense in equity of approximately Euro 2.7 million
(US$ 3.2 million) with an offsetting increase in additional paid-in capital for such amounts. Pro forma
net income and earnings per share calculated as if the compensation costs of the plans had been
determined under a fair-value based method are reported in Note 1.
In September 2004, the Company’s Chairman and majority shareholder, Mr. Leonardo Del Vecchio,
allocated shares held through La Leonardo Finanziaria S.r.l., an Italian holding company of the Del
Vecchio family, representing 2.11% (or 9.6 million shares) of the Company’s currently authorized and
issued share capital, to a Stock Option plan for top management of the Company at an exercise price
of Euro 13.67 per share (the closing stock price at December 31, 2005 on the Milan Stock Exchange
was Euro 21.43 per share). The Stock Options to be issued under the Stock Option plan vest upon
meeting certain economic objectives. As such, compensation expense is recorded in accordance with
variable accounting under APB 25 for the options issued to management under the incentive plan
based on the market value of the underlying ordinary shares only when the number of shares to be
vested and issued is known. During 2005, it became probable that the incentive targets would be met
and, as such, the Company has recorded compensation expense of approximately Euro 19.9, net of
taxes and recorded future unearned compensation expense in equity of approximately Euro 45.8
million, net of taxes, with an offsetting increase in additional paid-in capital for such amounts. The
expense if calculated under SFAS 123-R would have been approximately Euro 16.9 million, net of
taxes, and is included in pro forma net income and earnings per share (see Note 1).

11. SHAREHOLDERS’ EQUITY
In June 2004 and June 2005, the Company’s Annual Shareholders Meetings approved cash dividends
of Euro 94.1 million and Euro 103.5 million, respectively. These amounts became payable in July 2004
and June 2005, respectively. Italian law requires that 5% of net income be retained as a legal reserve
until this reserve is equal to one-fifth of the issued share capital. As such, this legal reserve is not
available for dividends to the shareholders. Legal reserves of the Italian entities included in retained
earnings at December 31, 2004 and 2005, aggregated Euro 8.4 million and Euro 8.6 million,
respectively. In addition Euro 3.6 million of other legal reserves of foreign entities is not available for
dividends to the shareholders.
Luxottica Group’s legal reserve rollforward for fiscal period 2003-2005 is detailed as follows (in
thousand of Euro):
January 1, 2003
Increase in fiscal year 2003
December 31, 2003
Increase in fiscal year 2004
December 31, 2004
Increase in fiscal year 2005
December 31, 2005

5,434
17
5,451
3
5,454
23
5,477

In accordance with SFAS No. 87, Employers’ accounting for pensions, Luxottica Group has recorded a
minimum pension liability for underfunded plan of Euro 30.7 million and Euro 30.9 million as of
December 31, 2004 and 2005, respectively, representing the excess of unfunded accumulated benefit
obligations over previously recorded pension cost liabilities. A corresponding amount is recognized as
an intangible asset except to the extent that these additional liabilities exceed related unrecognized
prior service cost and net obligation, in which case the offset to the increase in liability is charged
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directly to shareholders’ equity. The principal cause of the deterioration of the funded status in the
pension liability in previous years was caused by negative returns from investments held in the
international equity markets in those years. As of December 31, 2004 and 2005, a decrease of Euro
0.2 million and a decrease of Euro 2.5 million, respectively, in the excess minimum liability, net of
income taxes, resulted in an increase of shareholders’ equity.
In September 2002, the Board of Directors authorized US Holdings to repurchase through the open
market up to 11,500,000 ADRs of Luxottica Group S.p.A., representing 2.5% of the authorized and
issue share capital, during an 18-month period starting in September 2002. In March 2003, the
Company announced that US Holdings had resolved to purchase up to an additional 10,000,000
ADRs of Luxottica Group S.p.A., representing 2.2% of the authorized and issued share capital of the
Company, over the 18-month period commencing on that date. As of December 31, 2004, both
repurchase programs expired and US Holdings has purchased 6,434,786 (1,911,700 in 2002 and
4,523,786 in 2003) ADRs at an aggregate purchase price of Euro 70.0 million (U.S. Dollar 73.8
million translated at the exchange rate at the time of the transaction). In connection with the
repurchase, an amount of Euro 70.0 million is classified as treasury shares in the Company’s
Consolidated Financial Statements.

12. SEGMENTS AND RELATED INFORMATION
The Company adopted SFAS No. 131, Disclosures about segments of an enterprise and related
information, in 1998. The Company operates in two industry segments: (1) manufacturing and
wholesale distribution and (2) retail distribution. Through its manufacturing and wholesale distribution
operations, the Company is engaged in the design, manufacture, wholesale distribution and marketing
of house brand and designer lines of mid- to premium-priced prescription frames and sunglasses.
The Company operates in the retail segment through its retail division, consisting of LensCrafters,
Sunglass Hut International, OPSM and Cole National.
The following tables summarize the segmental and geographic information deemed essential by the
Company’s management for the purpose of evaluating the Company’s performance and for making
decisions about future allocations of resources.
The “Inter-segment transactions and corporate adjustments” column includes the elimination of intersegment activities which consist primarily of sales of product from the manufacturing and wholesale
segment to the retail segment and corporate related expenses not allocated to reportable segments.
This has the effect of increasing reportable operating profit for the manufacturing and wholesale and
retail segments. Identifiable assets are those tangible and intangible assets used in operations in each
segment. Corporate identifiable assets are principally cash, goodwill and trade names.
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Year ended December 31,

Manufacturing

Retail

and wholesale

Inter-segment

Consolidated

transactions and
corporate adjustments

In thousands of Euro

2005
1,310,273

3,298,171

(237,700) (1)

4,370,744

304,333

378,425

(80,204) (2)

602,554

Capital expenditures

81,070

148,346

Depreciation and amortization

48,720

111,115

34,370 (3)

194,205

1,590,091

1,388,189

1,995,242 (4)

4,973,522

1,094,802

2,346,683

(186,185) (1)

3,255,300

233,129

310,340

(50,655) (2)

492,814

Capital expenditures

31,367

86,053

Depreciation and amortization

47,656

79,563

25,532 (3)

152,751

1,566,086

1,211,781

1,778,191 (4)

4,556,058

Net sales

996,694

2,028,237

(172,737) (1)

2,852,194

Income from operations

191,116

269,851

(29,180) (2)

431,787

Capital expenditures

23,580

57,708

Depreciation and amortization

45,208

68,606

21,026 (3)

134,840

1,528,074

876,661

1,507,941 (4)

3,912,676

Net sales
Income from operations

Identifiable assets

-

229,416

2004
Net sales
Income from operations

Identifiable assets

-

117,420

2003

Identifiable assets

-

81,288

(1) Inter-segment elimination of net revenues relates to intercompany sales from the manufacturing and wholesale segment to the retail segment.
(2) Inter-segment elimination of operating income mainly relates to depreciation and amortization of corporate identifiable assets and profit-in-stock elimination for
frames manufactured by the wholesale business and included in the retail segment inventory.
(3) Inter-segment elimination of depreciation and amortization relates to depreciation and amortization of corporate identifiable assets.
(4) Inter-segment elimination of identifiable assets includes mainly the net value of goodwill and trade names of acquired retail businesses.

The geographic segments include Italy, the main manufacturing and distribution base, United States
and Canada (which includes the United States of America, Canada and Caribbean islands), AsiaPacific (which includes Australia, New Zealand, Singapore, Malaysia, Thailand, China, Hong Kong,
Japan and Taiwan) and Other (which includes all other geographic locations including Europe
(excluding Italy), South and Central America and the Middle East). Sales are attributed to geographic
segments based on the legal entity domicile where the sale is originated. Intercompany sales included
in inter-segment elimination are accounted for on a cost plus mark-up basis.
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Year ended December 31

Italy (6)

In thousands of Euro

United States

Asia-

and Canada (6)

Pacific (6)

Other (6)

Adjustments Consolidated
and eliminations

2005
Net sales (5)

998,420

3,048,341

516,793

575,196

(768,006)

Income from operations

258,391

323,625

46,993

51,200

(77,655)

602,554

Long lived assets, net

228,841

405,725

92,335

8,214

-

735,115

1,294,955

3,103,932

662,926

270,169

(358,460)

4,973,522

Net sales (5)

832,813

2,083,560

464,905

486,630

(612,608)

3,255,300

Income from operations

189,944

257,897

40,717

44,690

(40,434)

492,814

Long lived assets, net

196,088

326,956

67,973

8,228

-

599,245

1,086,274

2,736,868

549,096

239,965

(56,145)

4,556,058

Net sales (5)

743,327

1,949,692

276,626

445,459

(562,910)

2,852,194

Income from operations

106,808

222,733

20,541

41,555

40,150

431,787

Long lived assets, net

195,198

228,409

64,885

8,943

-

497,435

1,095,350

2,075,904

572,691

217,458

(48,727)

3,912,676

Identifiable assets

4,370,744

2004

Identifiable assets
2003

Identifiable assets

(5) No single customer represents 5% or more of sales in any year presented.
(6) Sales, income from operations and identifiable assets are the result of combination of legal entities located in the same geographic area.

13. FINANCIAL INSTRUMENTS
Concentration of credit risk
Financial instruments which potentially expose the Company to concentration of credit risk consist
primarily of investments in cash and cash equivalents and accounts receivable. The Company
attempts to limit its credit risk associated with cash equivalents by placing the Company’s investments
with highly rated banks and financial institutions. With respect to accounts receivable, the Company
limits its credit risk by performing ongoing credit evaluations. No single customer accounted for 10% or
more of the overall accounts receivable balance. However, included in accounts receivable as of
December 31, 2005 is approximately Euro 15.1 million due from the host stores of our license brands
retail division. These receivables represent cash sales deposited by the Company into the host stores’
bank accounts, which are subsequently forwarded to the Company on a monthly basis. These
receivables are based on contractual arrangements and are short-term in length. The Company
believes that there is no significant concentration of credit risk with respect to these cash and cash
equivalents investments and accounts receivable.
Concentration of sales under license agreement
In February 2004, the Company renewed its license agreement for the design, production and distribution
of frames under the Chanel trade name. Chanel sales represent approximately 4.4% and 3.8% of total
sales in 2004 and 2005, respectively. The renewed Chanel license agreement expires in 2008.
Concentration of supplier risk
Oakley Inc. is one of the largest suppliers of products to the Company’s retail division. For the 2003,
2004 and 2005 fiscal years, Oakley accounted for approximately 8.7%, 6.8% and 4.9% of the total
merchandise purchases from suppliers, respectively. As of December 31, 2005, the previous purchase
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contract has expired and the Company is currently negotiating a new contract. Management believes
that the loss of this vendor would not have a significant impact on the future operations of the
Company as it could replace this vendor quickly with other products manufactured by the Company
and other third-party suppliers.
As a result of the OPSM and Cole acquisitions, Essilor S.A. has become one of the largest suppliers to
the Company’s retail division. For the 2004 and 2005 fiscal years, Essilor S.A. accounted for
approximately 9.9% and 10.0% of the Company’s total merchandise purchases, respectively. The
Company has not signed any specific purchase contract with Essilor. Management believes that the
loss of this vendor would not have a significant impact on the future operations of the Company as it
could replace this vendor quickly with other third-party suppliers.

14. COMMITMENTS AND CONTINGENCIES
Royalty agreements
The Company is obligated under non-cancellable distribution agreements with designers, which expire
at various dates through 2015. In accordance with the provisions of such agreements, the Company is
required to pay royalties and advertising fees based on a percentage of sales (as defined) with, in
certain agreements, minimum guaranteed payments in each year of the agreements. In the first half of
2003, the Company terminated its license agreement for the production and distribution of the Giorgio
Armani and Emporio Armani eyewear collections and signed a ten-year worldwide license agreement
for the production and distribution of eyewear of Versace, Versus and Versace Sport frames. The
agreement is renewable at the Company’s discretion for an additional ten years. In the second half of
2003, a license agreement was signed for the production and distribution of products with the Prada
and Miu Miu trade names. The Prada license agreement expires in 2013. In June 2004, the Company
signed a new licensing agreement for the design, production and worldwide distribution of Donna
Karan and DKNY prescription frames and sunglasses. The initial term of the agreement is five years,
which began on January 1, 2005 and is renewable for an additional five years. In October 2004, the
Company signed a new licensing agreement for the design, production and worldwide distribution of
Dolce & Gabbana and D&G Dolce & Gabbana prescription frames and sunglasses. The initial term of
the agreement is five years, which began on January 1, 2006, with an automatically renewable
extension for an additional five years upon meeting certain targets. In October 2005, the Company
announced the signing of a 10-year license agreement for the design, production and worldwide
distribution of prescription frames and sunglasses under the Burberry name. The agreement began on
January 1, 2006.
Minimum payments required in each of the years subsequent to December 31, 2005 are detailed as
follows:
Year ending December 31 - In thousands of Euro

2006

47,682

2007

45,289

2008

43,514

2009

45,319

2010

36,627

Thereafter

153,337

Total

371,768
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Total royalties and related advertising expenses for the years ended December 31, 2003, 2004 and
2005 aggregated Euro 64.3 million, Euro 83.0 million and Euro 82.0 million, respectively.
Total payments for royalties and related advertising expenses for the years ended December 31, 2003,
2004 and 2005 aggregated Euro 124.2 million, Euro 68.5 million and Euro 119.8 million, respectively.
Leases and licenses
The Company leases through its worldwide subsidiaries various retail store, plant, warehouse and
office facilities, as well as certain of its data processing and automotive equipment under operating
lease arrangements expiring between 2006 and 2025, with options to renew at varying terms. The
lease and license arrangements for the Company’s U.S. retail locations often include escalation
clauses and provisions requiring the payment of incremental rentals, in addition to any established
minimums contingent upon the achievement of specified levels of sales volume. In addition, with the
acquisition of Cole, the Company operates departments in various host stores paying occupancy
costs solely as a percentage of sales. Certain agreements which provide for operations of
departments in a major retail chain in the United States contain short-term cancellation clauses.
Total rental expense under operating leases for each year ended December 31 is as follows:
In thousands of Euro

Minimum rent
Contingent rent
Sublease income

2003

2004

2005

204,406

208,134

224,913

4,883

15,051

57,776

(44,739)

(49,247)

(27,645)

164,550

173,938

255,044

Future minimum annual rental commitments for operating leases are as follows:
Years ending December 31 - In thousands of Euro

2006

209,934

2007

173,425

2008

137,466

2009

106,979

2010

76,740

Thereafter

186,170

Total

890,714

Guarantees
The United States Shoe Corporation, a wholly owned subsidiary of the Company, remains contingently
liable on seven store leases in the United Kingdom. These leases were previously transferred to third
parties. The third parties have assumed all future obligations of the leases from the date each
agreement was signed. However, under the common law of the United Kingdom, the lessor still has
the right to seek payment of certain amounts from the Company if unpaid by the new obligor. If the
Company is required to pay under these guarantees, it has the right to recover amounts from the new
obligor. These leases will expire during various years until December 31, 2015. At December 31, 2005,
the maximum amount for which the Company’s subsidiary is contingently liable is Euro 10.6 million.
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Cole has guaranteed future minimum lease payments for certain store locations leased directly by
franchisees. These guarantees aggregated approximately Euro 7.3 million at December 31, 2005.
Performance under a guarantee by the Company is triggered by default of a franchisee on its lease
commitment. Generally, these guarantees also extend to payments of taxes and other expenses
payable under the leases, the amounts of which are not readily quantifiable. The terms of these
guarantees range from one to ten years. Many are limited to periods less than the full term of the lease
involved. Under the terms of the guarantees, Cole has the right to assume the primary obligation and
begin operating the store. In addition, as part of the franchise agreements, Cole may recover any
amounts paid under the guarantee from the defaulting franchisee. The Company has accrued a liability
at December 31, 2005 for the estimates of the fair value of the Company’s obligations from guarantees
entered into or modified after December 31, 2002, using an expected present value calculation. Such
amount is immaterial to the Consolidated Financial Statements as of December 31, 2004 and 2005.
Credit facilities
As of December 31, 2004 and 2005 Luxottica Group had unused short-term lines of credit of
approximately Euro 365.8 million and Euro 457.2 million, respectively.
The Company and its wholly-owned Italian subsidiary Luxottica S.r.l. maintain unsecured lines of credit
with primary banks for an aggregate maximum credit of Euro 490.9 million. These lines of credit are
renewable annually, can be cancelled at short notice and have no commitment fees. At December 31,
2005, these credit lines were utilized for Euro 144.3 million.
US Holdings maintains four unsecured lines of credit with four separate banks for an aggregate
maximum credit of Euro 108.1 million (US$ 128 million). These lines of credit are renewable annually,
can be cancelled at short notice and have no commitment fees.
At December 31, 2005, there were no amounts outstanding and Euro 37.2 million in aggregate face
amount of standby letters of credit outstanding under these lines of credit (see below).
The blended average interest rate on these lines of credit is approximately LIBOR plus 0.25%.
Outstanding standby letters of credit
A U.S. subsidiary has obtained various standby letters of credit from banks that aggregated Euro 35.6
million and Euro 48 million as of December 31, 2004 and 2005, respectively. Most of these letters of
credit are used for security in risk management contracts or as security on store leases. Most contain
evergreen clauses under which the letter is automatically renewed unless the bank is notified not to
renew. Substantially all the fees associated with maintaining the letters of credit fall within the range of
60 to 80 basis points annually.
Litigation
In May and June 2001, certain former stockholders of Sunglass Hut International, (“SGHI”)
commenced actions in the U.S. District Court for the Eastern District of New York against the Company
and its acquisition subsidiary formed to acquire SGHI on behalf of a purported class of former SGHI
stockholders. These actions were subsequently consolidated into a single amended consolidated
class action complaint, which alleged, among other claims, that the defendants violated certain
provisions of U.S. securities laws and the rules thereunder, in connection with the acquisition of SGHI in
a tender offer and second-step merger. The plaintiffs’ principal claim was that certain payments to
James Hauslein, the former Chairman of SGHI, under a consulting, non-disclosure and non-
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competition agreement (the “Agreement”) violated the “Best Price Rule” promulgated by the U.S.
Securities and Exchange Commission by resulting in a payment for Mr. Hauslein’s SGHI shares and his
support of the tender offer that was higher than the price paid to SGHI’s stockholders in the tender
offer. The plaintiffs also alleged that the Company and Mr. Leonardo Del Vecchio, the Company’s
Chairman, violated Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated
thereunder. The plaintiffs sought, among other remedies, the payment of such higher consideration to
all tendering shareholders, other than Luxottica Group S.p.A. and its affiliates.
The Company and the other defendants filed a motion to dismiss the complaint in its entirety which, on
November 26, 2003, the Court granted in part and denied in part. The Court granted the Company’s
motion to dismiss plaintiffs’ claim under Section 10(b) and Rule 10b-5, but denied the Company’s
motion to dismiss plaintiffs’ Best Price Rule claim as well as the claim that the Company aided and
abetted Mr. Hauslein’s breach of his fiduciary duties. In so ruling, the Court noted that it was obligated,
for the purpose of rendering its decision on the motion to dismiss, to treat all of the plaintiffs’
allegations in the complaint as true. On June 8, 2004, the consolidated complaint was further
amended to add Mr. Leonardo Del Vecchio, the Company’s Chairman, as a defendant to the aiding
and abetting claim. Plaintiffs also added a new claim against Mr. Del Vecchio under Section 20(a) of
the Securities Exchange Act.
On August 31, 2005, the Company agreed with the plaintiffs to a full and final settlement and release (the
“Settlement”) of all claims against the Company, its acquisition subsidiary and Mr. Del Vecchio. The
Settlement, for a payment of Euro 11.6 million (or US$ 14.5 million) included in current year operations, was
approved by the Court and final judgment has been entered dismissing the case with prejudice.
In March 2002, an individual commenced an action in the California Superior Court for the County of
San Francisco against Luxottica Group S.p.A. and certain of our subsidiaries, including LensCrafters,
Inc., and EYEXAM of California, Inc. The plaintiff, along with a second plaintiff named in an amended
complaint, seeks to certify this case as a class action. The claims have been partially dismissed. The
remaining claims, against LensCrafters, EYEXAM and EyeMed Vision Care, LLC, allege various
statutory violations relating to the operation of LensCrafters’ stores in California, including violations of
California laws governing relationships among opticians, optical retailers, manufacturers of frames and
lenses and optometrists, false advertising and other unlawful or unfair business practices. The action
seeks unspecified damages, disgorgement and restitution of allegedly unjustly obtained sums,
punitive damages and injunctive relief, including an injunction that would prohibit defendants from
providing eye examinations or other optometric services at LensCrafters stores in California. In May
2004, the trial court stayed all proceedings in the case pending the California Supreme Court’s
decision in a case against Cole and its subsidiaries expected to address certain legal questions
related to the issues presented in this case. The Supreme Court has not yet scheduled oral argument
on that appeal. Although we believe that our operational practices and advertising in California comply
with California law, an adverse decision in this action or by the Supreme Court in the suit against Cole
might cause LensCrafters, EYEXAM and EyeMed to modify or close their activities in California. Further,
LensCrafters, EYEXAM and EyeMed might be required to pay damages and/or restitution, the amount
of which might have a material adverse effect on the Company’s Consolidated Financial Statements.
In February 2002, the State of California commenced an action in the California Superior Court for the
County of San Diego against Cole and certain of its subsidiaries, including Pearle Vision, Inc., and
Pearle Vision Care, Inc. The claims allege various statutory violations related to the operation of Pearle
Vision Centers in California including violations of California laws governing relationships among
opticians, optical retailers, manufacturers of frames and lenses and optometrists, false advertising and
other unlawful or unfair business practices. The action seeks unspecified damages, disgorgement and
restitution of allegedly unjustly obtained sums, civil penalties and injunctive relief, including an injunction
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that would prohibit defendants from providing eye examinations or other optometric services at Pearle
Vision Centers in California. In July 2002, the trial court entered a preliminary injunction to enjoin
defendants from certain business and advertising practices. Both Cole and the State of California
appealed that decision. On November 26, 2003, the appellate court issued an opinion in which it
stated that because California law prohibited defendants from providing eye examinations and other
optometric services at Pearle Vision Centers, the trial court should have enjoined defendants from
advertising the availability of eye examinations at Pearle Vision Centers. The appellate court also ruled
in Cole’s favour with respect to charging dilation fees, which ruling partially lifted the preliminary
injunction with respect to these fees that had been imposed in July 2002. On March 3, 2004, the
California Supreme Court granted Cole’s petition for review of the portion of the appellate court’s
decision stating that California law prohibited defendants from providing eye examinations and other
optometric services at Pearle Vision Centers. The appellate court’s decision directing the trial court to
enjoin defendants from advertising these activities was stayed pending the Supreme Court’s resolution
of the issue. The Supreme Court has not yet scheduled oral argument on that appeal. Although we
believe that Cole’s operational practices and advertising in California comply with California law, the
appellate ruling may, if unmodified by the Supreme Court, compel Cole and its subsidiaries to modify
or close their activities in California. Further, Cole and its subsidiaries might be required to pay civil
penalties, damages and/or restitution, the amount of which might have a material adverse effect on the
Company’s Consolidated Financial Statements.
Following Cole’s announcement in November 2002 of the restatement of Cole’s financial statements,
the Securities and Exchange Commission (“SEC”) began an investigation into Cole’s previous
accounting. The SEC subpoenaed various documents from Cole and deposed numerous former
officers, directors and employees of Cole. During the course of this investigation, the SEC staff had
indicated that it intended to recommend that a civil enforcement action be commenced against certain
former officers and directors of Cole but not against Cole. Cole was obligated to advance reasonable
attorneys’ fees incurred by current and former officers and directors who are involved in the SEC
investigation subject to undertakings provided by such individuals. Cole has insurance available with
respect to a portion of these indemnification obligations. In March 2006, the SEC staff indicated that it
had concluded its investigation and that, contrary to its earlier indication, it would not be recommending
that an enforcement action be commenced against anyone in connection with the investigation.
On August 29, 2003, the Securities Appellate Tribunal (“SAT”) in India upheld the decision to require a
subsidiary of the Company to make a public offering to acquire up to an additional 20% of the
outstanding shares of RayBan Sun Optics India Ltd. On October 30, 2003, the Company announced
that it intended to comply with the SAT’s decision and that the Company, through its subsidiary, Ray
Ban Indian Holdings Inc., would launch a public offer to purchase an additional 20% of the outstanding
shares of RayBan Sun Optics India Ltd. In accordance with applicable Indian regulation, the Company
placed in escrow with the Manager of the Offer Indian Rupee (“Rs.”) 226 million (Euro 4.2 million). On
November 17, 2003, the Supreme Court of India stayed the SAT’s order and directed that the matter
be further reviewed at the end of January 2004, provided that the Company issue a letter of credit in
favour of the Indian securities regulatory agency within the following four week period of Rs. 630.6
million (Euro 11.9 million). The Company has complied with such requirement and the appeal is waiting
to be heard before the Supreme Court of India. If the Company is ultimately required to make the
public offer, it expects the aggregate cost of the offer to be approximately Euro 16 million, including
stipulated interest increments.
On July 14, 2004, a shareholder of Cole filed a shareholders’ class action complaint against Cole, its
directors, and the Company in the Delaware Chancery Court, known as Pfeiffer v. Cole National Corp.,
et al., Civil Action No. 569-N. The complaint alleged, among other things, that the individual
defendants breached their fiduciary duties as directors and/or officers to Cole by causing Cole to enter
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into an agreement to be acquired by the Company for US$ 22.50 per share “without having exposed
the company to the marketplace through fair and open negotiations with all potential bidders and/or an
active market check or open auction for sale of the company.” The complaint sought preliminary and
permanent injunctive relief against the merger, rescission of the merger if it is consummated, and/or
damages and other associated relief. The Company believed the action to be without merit. In January
2006, the plaintiff voluntarily dismissed this action without prejudice.
The Company is defendant in various other lawsuits arising in the ordinary course of business. It is the
opinion of the management of the Company that it has meritorious defences against all outstanding
claims, which the Company will vigorously pursue, and that the outcome will not have a material
adverse effect on either the Company’s consolidated financial position or results of operations.

15. SUBSEQUENT EVENTS
On February 27, 2006, the Company announced a ten-year license agreement with Polo Ralph Lauren
Corp. for the design, production and worldwide distribution of prescription frames and sunglasses
under the Polo Ralph Lauren name. The agreement will begin on January 1, 2007. Terms include an
advance payment on royalties of Euro 169 million (US$ 199 million) that will mature over the ten-year term
of the agreement.
On March 10, 2006, the Company signed an amendment to the term and revolving credit facility
disclosed in Note 8 (d). The amended and restated agreement reduces the interest margin as defined
in the agreement, extends the termination date of the agreement to five years from the date the
amendment was signed and increases the borrowing capacity of Tranche C to Euro 725 million.
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KEY CONTACTS
AND ADDRESSES
REGISTERED OFFICE AND HEADQUARTERS OF LUXOTTICA GROUP
Via C. Cantù 2 - 20123 Milan - Italy - Tel. +39 02 86334.1
Fiscal code 00891030272 - Vat no. 10182640150

INVESTOR RELATIONS & MEDIA RELATIONS
Investor & Media Relations Department
Via C. Cantù, 2 - 20123 Milan - Italy - Tel. +39 02 8633-4062, Fax +39 02 8633-4092
E-mail: investorrelations@luxottica.com - mediarelations@luxottica.com

CORPORATE WEBSITES
www.luxottica.com
www.lenscrafters.com
www.pearlevision.com
www.searsoptical.com
www.bjsoptical.com
www.sunglasshut.com
www.eyemedvisioncare.com
www.laubman.com.au
www.opsm.com
www.budgeteyewear.com.au
www.sunglasshut.com.au
www.xueliang.com
www.minglongoptical.com
www.sunglasshut-europe.com

DEPOSITARY BANK - ITALY
Deutsche Bank S.p.A.
Piazza del Calendario, 3 - 20126 Milan - Italy
Bruno Montemartini, Tel. +39 02 4024-2560 / +39 02 4024-2546
E-mail: bruno.montemartini@db.com
Andrea Ezio Cella, Tel. +39 02 4024-2832 / +39 02 4024-2927
E-mail: andreaezio.cella@db.com

DEPOSITARY BANK - USA
Deutsche Bank Trust Co. Americas
Deutsche Bank Trust Co. Americas - c/o Mellon Investor Services
Transfer Department - ADRs - 480 Washington Boulevard
Jersey City, NJ 07310 - United States of America
Toll free (in US):
+1 (800) 749 1873 or Toll: +1 (866) 249-2593
International callers:
+1 (201) 680-6626

INDEPENDENT AUDITOR
Deloitte & Touche S.p.A.
Via Fratelli Bandiera, 3 - 31100 Treviso - Italy - Tel. +39 0422 5875
Partner: Fausto Zanon
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LUXOTTICA GROUP MAIN
OPERATING COMPANIES
IN THE WORLD
EUROPA
Luxottica Srl
Agordo, Belluno - Italy
Luxottica Vertriebsgesellschaft mbH
Klosterneuburg - Austria
Luxottica Belgium NV
Deurne - Belgium
Oy Luxottica Finland AB
Espoo - Finland
Luxottica France Sàrl
Valbonne - France
Luxottica Fashion Brillen GmbH
Haar - Germany
Luxottica Hellas AE
Pallini - Greece
Luxottica Nederland BV
Heemstede - Holland
Luxottica Optics Ltd
Herzelia - Israël
Luxottica Norge AS
Kongsberg - Norway
Luxottica Poland Spzoo
Kraków - Poland
Luxottica Portugal SA
Lisboa - Portugal
Luxottica Iberica SA
Barcelona - Spain
Luxottica Sweden AB
Göteborg - Sweden
Luxottica Switzerland AG
Urtenen, Schönbühl - Switzerland
Luxottica Gozluk Ticaret AS
Umurbey, Izmir - Turkey
Luxottica U.K. Ltd
London - United Kingdom
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AMERICAS
Luxottica Argentina Srl
Buenos Aires - Argentina
Luxottica Do Brasil Ltda
São Paulo - Brazil
Luxottica Canada Inc
Toronto - Canada
Luxottica Mexico SA de CV
Mexico City - Mexico
Eyemed Vision Care LLC
Wilmington, Delaware - USA
Luxottica U.S. Holdings Corp
Wilmington, Delaware - USA
Cole Vision Corporation
Wilmington, Delaware - USA
Things Remembered Inc
Wilmington, Delaware - USA
Pearle Vision
Wilmington, Delaware - USA
Sunglasshut International
Plantation, Florida - USA
Avant Garde Optics Inc
Port Washington, NY - USA
Lenscrafters
Mason, Ohio - USA
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MIDDLE AND FAR EAST
Luxottica Australia Pty Ltd
Sydney - Australia
OPSM Group Pty Ltd
Sydney - Australia
Luxottica Tristar (Dongguan) Optical Co
Dong Guan City, Guangdong - China
Luxottica Middle East Fze
Dubai - Dubai
Luxottica Retail Hong Kong Limited
Hong Kong - Hong Kong
Mirari Japan Co Ltd
Tokyo - Japan
Luxottica Korea Ltd
Seoul - Korea

AFRICA
Luxottica South Africa Pty Ltd
Johannesburg - South Africa

INDIA
Rayban Sun Optics India Ltd
Bhiwadi - India
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Pictures
Pictures of Give the Gift of Sight missions at home and abroad
printed in this Annual Report are by Lyons Photography, Inc.

Graphic art
Letizia Marino
19Novanta comunication partners
Consultancy and co-ordination
Ergon Comunicazione
Printing
Grafiche Antiga - Italy

