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CHAIRMAN'S LETTER

Dear Shareholders,

2011 was for lItaltel - as for most companies in thisrmation & Communication Technology sector - a
particularly difficult year overall, made increagin difficult by the international economic crisighich hit Italy
particularly hard.

Following an extremely strong first part of the ;éa which results were substantially in line wittrgets - both
in relation to revenues and our proposal to cliemssharp slowdown followed, exacerbated by therdorn in

the national economy which had significant repesimrs on our domestic market, in particular fouaber of
service providers and for the public administratieith serious impacts on our revenues and margins.

The Group however maintained its role as an inraniatthe ICT Technology sector and successfullgartook
a number of industrial innovation projects to suppatizens and society. This was achieved duehi t
commitment with which the personnel of Italtel wedk employing extensive professionalism accordinthe
technological guidelines identified.

We diligently pursued the strategic objectives ldi&ghed in the industrial plan and therefore grewthe
international markets of Latin America, and in ytabn the businesses segment and took more dictonaon
costs. Today the international market for us regmes nearly 40% of revenues and, in particular atirL
America, we are growing year on year by 33% in nexes terms, which provides a strong signal of #pacity
of the business to operate overseas. In relatidhegeduction of costs a number of important stepe made
through specific initiatives whose repercussionsevwavident in particular in the second part ofyhar.

An integral part of our efficiency policy was thedustrial relations system which in 2011 saw ongalialogue
with the social partners. At the beginning of thearywe signed an important trade union agreemeht ian
continuity with this, at the end of 2011 a furtlegreement was reached which, taking account oétbaomic
difficulties emerging in the second half of the yembnstitutes an important part of the operati@uadtinuity of
the business.

This commitment could not offset the joint effedttbe general economic situation and the partitylereak
ICT sector in Italy and in Europe. We were therefogquired to extensively review the growth estenaif our
industrial plan and this resulted in a significaatiuction in goodwill which, together with the résun the
period, necessitated a capital strengthening.

Therefore, as noted by shareholders, we underteg&tiations with shareholders and the banks inrdagree
commercial and financial solutions which enable riealancing of the capital and financial structang re-
establish conditions for the long-term growth of oampany.

We express a heatrtfelt thanks to all the Italtespenel who enabled the company to continue opath of
development in such a difficult context.

Through the results reached and with the suppoithmve continue to expect from our stakeholders,wile
confidently accept and overcome the challengespted by the market.

Umberto de Julio
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INTRODUCTION

Italtel's mission is to enable people and devioeimmunicate without limits and to fully integraéehnologies,
applications and networks. Italtel designs innosatinetwork architecture and offers high added-value
consultancy services through unrivalled know-howayviding the basis for successful partnerships withnts.
Client satisfaction is a primary objective which dslivered through tailor-made solutions and sewito
respond with optimal quality to specific demands.

The ltaltel Group

The ltaltel Group is a leading player on the tefenwnications market. Technological leadership hesnb

achieved through close focus on innovation andigoetl research and development investment. Ountslie
include fixed and mobile telecommunication playdrgernet Service Providers, Large Businesses aed t
Public Administration.

Italtel designs, develops and manufactures IP baseducts and solutions for networks and new gdingra
telecommunication services. The company utilisesétwork and system integration capacity to bréléhble
infrastructure, open to networking and technoldgievelopment.

Italtel completes its portfolio of solutions andgucts and its network and system integration dapadth the
best solutions on offer on the market and withdtiarty technologies to provide reliable infrastame which is
flexible to technological development. The companyvides professional network engineering and cibeuscy
services, managed services and ICT solutions faraeemmunication services based on mobility, higfiniteon

video and extensive collaboration.
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Directors’ Report

(thousands of Euro)

2011 2010
IFRS IFRS
Revenues 405,413 421,972
Profitability to external cost®) % 36.14 38.99
EBITDA @ 51,238 50,541
Margin % 12.634 11.98
EBIT® (119,815) 7,082
Margin % (29.55) 1.68
Net loss (144,805) (13,474)
Margin % (35.72) (3.19)
Revenues / Average NWC (9.47) (7.24)
Revenues / Average NCE 1.33 1.23
ROI® % (39.17) 2.07
Average workforce, excl. lay-off schemes 1,584 1,831
Value added® 120,612 135,595
Value added per employee 76 74
Revenues per employee 256 230
Cost of labour / Value added 0.89 0.94
December 31, 2011 December 31, 2010

Capex” 28,073 27,121
Net debt® 290,454 230,152
Shareholders' Equity (28,952) 120,187
NCE® 261,502 350,339
Adjusted NCE™? 94,287 53,124
Cash flow from operating activities (27,113) (4,004)
Cash flow from investing activities (28,755) (25,965)
Cash flow from financing activiti¢s? 15,680 63,198
Fixed asset coverage ratl® 0.16 0.74
Current ratid™® 0.46 0.85
Treasury ratid*? 0.38 0.72
Immediate Liquidity ratid*® 0.06 0.21
Treasury margift® (270,162) (90,597)
Client average (days) 97 117
Suppliers average (days) 181 216
Number of employees 1,806 1,867
of which Italy 1,626 1,715

of which Overseas 180 152

(1) Profitability to external costs: Margin / Revenues

(2) EBITDA comprises the operating result before arsatton, depreciation and write-downs

(3) EBIT is the operating result

(4) Net Working Capital (NWC)

(5) ROI - Return on investment = EBIT / Average NCE

(6) Value added = Profitability to external costs - r@b@g expenses + operating grants

(7) CAPEX or capital expenditure is the sum of intafegiand tangible asset investments without recagmitf the new lease back
concerning the Castelletto area

(8) Net debt is reported in Directors’ Report at page 3

(9) Net Capital Employed (NCE)

(10) Net Capital Employed (NCE), adjusted for Goodwill

(11) In 2010 a capital payment of Euro 70 thousand wadem

(12) Fixed asset coverage ratio: Net Capital + Non-Curfénancial Liabilities / Non-Current Assets

(13) Current ratio: Current Assets / Current Liabilities

(14) Treasury ratio: Current Assets - Inventories / €nriLiabilities

(15) Acid-test ratio: Liquidity / Current liabilities

(16) Treasury margin: Current Assets - Inventories ré€ntrLiabilities
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Information on Italtel Group S.p.A shareholders

Clayton Dubilier & Rice

Clayton Dubilier & Rice (holding of 48.77%, takirgcount of the ordinary "A" shares) is a leadingpJiSate
equity company with a long tradition in the indistsector and manages closed funds on behalfstifutional
investors.

Telecom ltalia

Telecom ltalia (holding of 19.37%, taking accourfttiee ordinary “A” shares) listed on the Italian Stock
Exchange, is a leading European industrial grotne. group is now present abroad with a significaiti@tive in
Latin America.

Cisco Systems

Cisco Systems (holding of 18.40%, taking accourthefordinary "A" shares), listed on the NYSE He global
leader in Internet networking. The company has lpgesent in Italy since 1994.

Capita Trustees Limited

Capita Trustees Limited, as Trustee of the Itdfteployees Benefits Trust (total holding of 10.8%@#lowing
the acquisition, with effect from March 8, 2012 té 2.16% holding of Brera Italtel LLC, taking acoit of the
ordinary "A" shares) is an English registered tragtlusively established in order to hold and ngenshares of
Italtel Group S.p.A. for future employee share-llgskans.

Cordusio Fiduciaria

Cordusio Fiduciaria (holding of 2.65%, taking acebof the ordinary "A" shares) is a trust compariytie
UniCredit Group, appointed to manage the shareebplns and the existing stock options of employaras
Directors of Italtel. The above-stated holdingsrespnt both the shares of employees and Director&X-
Directors), in addition to the treasury shareshef¢company.

M The subscribed and paid-in share capital of It&m@lup S.p.A., amounting to Euro 131,426,652 atebezer 31, 2012 is comprised of
17,762,976 shares, of which 8,881,488 Class “Atetiand 8,881,488 Class “B” preference and comlershares. The Shareholders
Telecom ltalia Finance S. A., Cisco Systems Intigonal BV and Cordusio Fiduciaria per Azioni hoB™'shares in the following
amounts: Telecom lItalia: 4,440,365; Cisco Systeh#10,365 and Cordusio Fiduciaria per Azioni: 758.
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Corporate Boards

Board of Directors (1)

Chairman® Umberto de Juli®’
Chief Executive Officef? Stefano Pilerf”?
Directors Giulio Agostinf? )

Roberto Cornett®
Ross lan Fowler
Brian Fukuhar&®
Luigino Giannini
Paolo Leoné”
Salvatore Spiniell®

Secretary of the Board of Directors Nicolo de’ Ggiini

Board of Statutory Auditors ©

Chairman Marco Baccani

Statutory Auditors Marco Tani

Gaetano Troina

Alternate Auditors Paolo Domenico Sfamé&fi

Francesco Tabone

Independent Audit Firm

PricewaterhouseCoopers S.p.A.

(1)
@)

3

(4)
®)

(6)
(1)
(8)

(10)
*

Appointed on August 10, 2010 and in office unt# tBhareholders’ Meeting for the approval of the2Bhnual Accounts

Appointed Chairman through Board of Directors’ Reson of September 23, 2010, subsequently amergedhe Board of
Directors’ Resolution of April 21, 2011

Appointed Chief Executive Officer through Board Directors’ Resolution of September 23, 2010, subsetly amended by the
Board of Directors’ Resolution of April 21, 2011

Chairman of Internal Control Committee

Co-opted by the Board of Directors on February2lB.2 (in replacement of the Director FrancescaaRatwho resigned on October
17, 2011) and therefore in office until the nexa&olders’ Meeting

Appointed on April 21, 2011 and in office until tS&areholders’ Meeting for the approval of the 28hPual Accounts

Chairman of Remuneration Committee

Appointed on April 21, 2011 and in office until t&aareholders’ Meeting for the approval of the 28hRual Accounts

Appointed on April 22, 2009 and in office until tS&areholders’ Meeting for the approval of the 28bhual Accounts

Resigned on July 9, 2012

Independent Director
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DIRECTORS’ REPORT

2011 consolidated revenues totalled Euro 405.4ianjllcompared to Euro 422.0 million in 2010; netdmf
Euro 144.8 million, after the impairment of goodwdf Euro 130 million, compared to a loss of Eurd.5l
million in 2010; EBIT decreased from Euro 7.1 naifliin 2010 to a negative amount of Euro 119.8 anillin
2011, with EBITDA improving from Euro 50.5 millioto Euro 52.0 million (12.6% revenue margin). Finahc
charges reduced by Euro 1.9 million on 2010.

Investments were sustained at high levels in ai@lstrengthen the Group's technological innovatiapacity.

The Group net debt increased from Euro 230.2 millamEuro 290.5 million at December 31, 2011.

Basis of presentation

The Italtel Group consolidated financial data ahdt tof its principal subsidiaries for 2011 was eyl in
accordance with International Financial Reportitgn8ards (IFRS). These standards were applied Jaomary
1, 2005 and the first annual accounts accordinthése standards concerned fiscal 2005 with conpatis
2004, published in 2006.
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Market Overview and Position
Market overview

From the summer of 2011 the global economic enwiremt began to further deteriorate: the sovereidnt de
crisis, the slowdown in growth in the emerging netsk in addition to the first effects from the @uiy
programs introduced by the industrialised countaied the rising raw-material prices fed a crisicoffidence
which has impacted the financial markets and tfeemic system with a domino effect on good secams
regions.

The Italian economy appears among the hardeshhhe Eurozone, as previously seen also in 2008:2i00
2011 GDP increased by 0.4% compared to a Eurozeerage of 1.4%. The US and the emerging countnies i
2011 reported growth - but of a lacklustre natuesgectively 1.7% and 6.2%, with Brazil reporting %
growth).

The continuation of the economic-financial cri@sekpected however to have further repercussiordearand
and economic growth, with a further global slowdofenecast, with significant contractions in a numbé
geographic regions, such as Europe and lItaly.

Global growth is forecasted at 7.7% for the 2011v3-year period, with the United States continuiogrow

at a gradual yet modest pace: +2.1% in 2012 and%2n 2013, while China will continue to drive ghb
growth (+8.2% in 2012, +8.8% in 2013), althoughaatower level than previous forecasts, due in part
uncertainties surrounding the international envinent and therefore export levels. Brazil and India
expected to grow respectively by 3.0%/4.1% and 8##7.3% in 2012-2013. The Eurozone contraction is
expected to continue: -0.3% in 2012 with a 1.9%tmemtion in Italy and growth of 0.9% expected in2dor

the Eurozone and with a contraction of 0.3% forefadtaly.

The ICT sector has been impacted by the econorisiis @and the TLC segment has overall maintainedmeg
levels thanks to telephone services and the mobpigators; these latter have seen particulariyngtgyowth in
Latin America, Asia/Pacific and North America. TBarozone has seen even greater saturation albe ifLiC
mobile sector, related in part to regulatory changed the cancellation of double/triple SIMs (pauttrly in
Greece, Italy and Spain).

Analysts confirm that in 2011 a new cycle of infrasture investment by TLC operators began forfthieher
development of mobile broadband (3G/4G) but alsediline development, with completion in 2014. The
investment target for 2014 again highlights theaM2acific region for significant growth, followed/ ICALA
(Central America, Latin America) - this region pripally driven by Brazil and Mexico - and by EMEE(rope,
Middle East and Africa) and North America.

In summary, the communications and ICT industrgémeral is today in an advanced stage of maturityis
establishing itself as a general purpose technodoglas a fundamental asset for the economic dawelot of
individual countries. Therefore, although findingeilf amid a serious economic crisis, the TLC gecém assist
the recovery and development of countries.

The principal trends in the TLC sector were:

Contraction in revenues

Revenues continued to contract, particularly imtieh to traditional telephone services, which preeshigh
margins. The decline of fixed network voice traffi@s only partially offset by the increase of mehiletwork
voice traffic. The mobile operators, however, desghe continued drop in prices and the saturatfomarket
demand in the advanced economies, appear in astadyie position than the fixed line operators.

Strong price pressures

Significant price pressures persist due to incigasarket competition, also due to the confirmedsenee on
the mass market of new players such as the OveFdps (for example Google, Facebook, Microsoft f&ky
etc.). Consumer electronics manufacturers (for g@mpple, Samsung, Sony, etc.) have increased ehark
fragmentation, with the situation in Europe exaeg#zd further by Directives concerning roaming anubite
termination rates.
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Increased Broadband demand

Broadband demand continues to grow, particularlfhiea mobile sector and in general follows the trefd
increased data traffic, driven particularly by thdespread use of IP video and video-based apjditat
Operators will prioritise therefore investmentgechnologies which extend network capacity, impngvat the
same time the efficiency of services and operations

New Generation Ultrabroadband Networks

The building of the Next Generation Networks (NGNgeded for the provision of video, data and TWises,
continues to essentially be out of reach for irdliral Operators. On the other hand, the developokiie
incumbent networks toward these technologies actof for the strategic development of the infraduire of
countries; the access networks therefore must pelated in such a way to ensure a level playingl fier
services suppliers.

Simplification of the Core networks architecture

A simplification process of core networks (Contanld Service Layers) has been introduced, in additicthe
relative OSS/BSS systems, also through the uséP aethnologies with the objective, in addition torem
efficient traffic management, for high quality difentiated mode service and tariff innovations .(©§S
monetisation).

In the Business and Public Administration sectalysts highlight the following future trends:

Upgrading of the wireline and wireless data netwerk

New technology investments by the most innovatiusimesses in the ICT sector will focus on upgradhe
wireline and wireless (Wi-Fi) data networks to sopighe Unified Communication & Collaboration Saduts,

based also on video, but also to begin to implerttentioud model. In this area we will continueptosue the
transformation of data centres to enable virtuatisa together with investments in security, thenagement of
the IP networks, but also with a focus on Greerhfelogies to reduce the environmental and energaan

Digital agenda and enabling technologies

In the Public Administration sector the implemeitatof the digital agenda continues, introducintugons to
modernise processes and increase productivity.

Mobile & Wireless Solutions

The widespread adoption of mobile & wireless solui will involve processes, services, relationdwiients
and with employees. These platforms, which playnareasingly central role in innovation - both hetprivate
and public spheres - range from:
= those that support P2P (Person to Person intemciioP2M (Person to Machine) interaction based on
mobile networks, Wi-Fi, satellite networks, to teashich support direct interaction M2M (Machine to
Machine) based on RFID (Radio Frequency Identificgt UWB (Ultra WideBand), NFC (Near Field
Communication) and WSN (Wireless Sensor Networks).

Tablets, Smart Phones and the new Media Mobile gstasm

The increasingly ubiquitous tablets provide a highlobile outlet for business use: they are higtdytgole and
have strong visualisation capacity and processavgep.

It is probable that no specific platform will dorabe and businesses must adapt to the wide arrplatdérms,

devices and applications. The new hardware, iniquéat, differentiates itself from other traditidnanobile

devices due also to the capacity to impact the esgerience: intuitive and effective interface floe sharing of
multimedia content. Businesses will need to adapgedted strategies, internal policies and digasili; of

corporate process programs to gain an immediataradge from a technology which will become increglsi

pervasive; this relates both to internal users @neddapting to the new needs and behaviours ofitclisers
(therefore mobility, portability, interactivity, spd and security, but also simplicity, social iation,

personalisation and privacy).

[10]
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Product Offer

The Italtel's 2011 catalogue offered in-house prtsliiSmart Networks & Products), strategic and riettigical
partner products (Cisco & ICT Solutions), developimesngineering, integration and certification siois,
together with a set of professional services (AdeanSystem Integration & Professional Servicesaddition,
to respond to the new opportunities presented ehnGi market, the company portfolio was extendeih¢tude,
initially only for the Italian market: Cloud Compng, e-Health, Green Solution & Energy Managem&mart
Grid & Smart Metering, e-Transaction & Mobile PaymheNGAN (Next Generation Access Network).

Smart Networks & Products

In 2011 the new line of in-house solutions was otidated with the review and extension of the piidu
catalogue and the management of their lifecycle.

The current line is broken down as follows:

IMS Core & Services

HSS & Subscriber Data Management System
Session Border Controller & Media Gateway
Intelligent Traffic Management

Smart Gateway

= Network Management System.

i-EMX D R E j
. el Management
o e

Service
Layer

NetMatch | ' Control

4 &p s . Layer

e )
Fixed Access Aﬁiﬁi. Moabile Access lte

The principle innovations introduced to the 201talaue included:
= new releases for the OSS/BSS (Management Layedupts.

i-NEM (ltaltel-Neutral Element Manager) for the nagement of network devices and equipment, both
in-house and third-party, based on the FCAPS (Faaliagement, Configuration, Accounting,
Performance and Security) standard and to be amkm@dso through other operating systems on the
clients’ networks;
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i-EMX (ltaltel-Enhanced Service Management) for tbenfiguring and end-to-end operation of
Italtel/Cisco Business Voice solutions;

= Design and creation of a new product in the I-RR8It¢l-Routing and Policy Server) virtualised
environment for the optimisation of network res@msrand the operation of the guaranteed QoS.

= New Releases:

N@book, a server application for the centralisedhag@ment and synchronisation of business, personal
and shared address books, integrated with Unifthrf@unication & Collaboration services.

i-CSE (Italtel-Expander Communication Server), avee application to improve the Cisco UCME
(Unified Call Manager Express) offer with added ualservices of Unified Communication &
Collaboration

= New Softswitch releases for the consolidation aedetbpment of the installed base (I-SSW 22.31.5x
and 23.30.4x)

= Creation of a new call control product in a virisadl i-MCS (ltaltel-Multimedia Communication
Suite), satisfying the demands of fixed, mobile arwhvergent operators in IMS and/or NGN
environments with a high level of scalability.

= Completion of the development and release of the MetMatch GT 63 appliance, Signaling Gateway
for the IP conversion of legacy TDM networks.

= Development of new appliances:

NetMatch B, NetMatch M, Border and Media Gatewayl ménsity for the management of multimedia
traffic, also in High Definition

NetMatch S, Session Border Controller for IP gutgad quality interconnection, to be made available
also in a software only version

NetMatch D, Diameter Routing Server for the shift mobile networks to LTE, applicable both
internally and to roaming

= Development of the new We Gate access gatewayhforhbme and SOHO segments, to manage
guaranteed QoS services on the ADSL, VDSL and filoeess networks.

Cisco & ICT Solutions

The Cisco & ICT Solutions unit covers all aspedtshe ICT sector, serving the needs of Telecomnatioa
Operators and public and private enterprises. Tifex mmcludes, together with equipment and the tgwaent

of ad hoc solutions, a full range of services froomsultancy, for the positioning of the offer, upthe total
management of the applied solution once rolled ®be solutions, certified in the Italtel R&D labtwaes,
integrate in-house services and products with thafsthird parties, adding value to the capacityGlebal
Integrators and the shared vision of the solutidii®e principal lines include: IP network infrasttue and
Traffic Management Systems, new generation Datatr€e8olutions, tailor-made Solutions for Mobile
Operators, communication and collaboration Solgtiofor businesses and TLC Operators, Video
Communications solutions for businesses and TLO&pes, Vertical Solutions for the Health SecteiHgalth),
Smart Grid and Energy Management solutions, Sacsadlutions and operating solutions. These solgtiare
backed up by professional engineering servicestlier design and provision of solutions and by highly
specialised post-sales support professional sexvi€be solutions proposed are implemented utilizing
technologies of leading global technological padnécertified relations with various partnershiydes, in
particular with Cisco), ensuring us an excellentkaaiposition.

System Integration & Advanced Professional Services
The “System Integration & Advanced Professionakises” business line includes the following offers:

= |T System Integration & OSS: concerns “OSS solution projects based on best of breed IT
technologies and customisation, addressing theifgpduisiness needs of clients. These solutions
principally cater for critical Telco Processes suh Assurance, Provisioning and Inventory. They
Include IT Consulting, in which clients are offerkigihly specialised professional profiles for thedt
hoc or technological consultancy needs (analysigeldpment, integration, existing systems operation
design (Lifecycle) or complex migration projectsamiplications on a Cloud Computing model. Finally,
they include System Integration Services on inngeasolutions such as Energy Management and
Smart Grid.
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= Engineering & Consulting: TLC Technical Consultar®grvices (design, integration, validation, NGN
network conversion, etc.) on ltaltel and third paechnologies (Acme, Cisco, innovative solutions,
etc.), without necessarily being equipped withtélabr Cisco HW/SW products; consultancy services
for the engineering of network management operafinocesses and services for the control and
improvement of the final user Quality of Experience

= Infrastructure Services: site design services atated facilities (energy and conditioning), inkstabn
services independent of the in-house or Cisco mtsdand staging and specialised testing services on
third-party technologies supplied by other vendors.

= Managed/Operational services: advanced manageitagffor the support of client Operations and the
total or partial management of their infrastructared services, both at client offices and Italtel i
house. This concerns network and security managemetivities (Technical Operations Center),
Customer Care Services (Contact Center).

Positioning

In 2011 Italtel also confirmed its place among lgeders in the EMEA region for innovative NGN saus. In
the Softswitch segment Italtel was confirmed ass@mary by theMagic Quadrant Gartner 201 lthough the
Softswitch market is mature and presents limiteacegfor innovation. Responding to the changed ne&tise
market Italtel continues to develop its portfoliparticularly in the IP-IP Gateway, Virtualisatio&loud
Computing and energy efficiency areas which, agigated, have become the mainstream of the market.

In 2011 Italtel strengthened its in-house proddfdrdor Next Generation Networks, rolling out dretdomestic
market a new line of NetMatch products (NetMatch-Session Border Controller, M-NetMatch - Media
Gateway, Signaling Gateway and NetMatch -B - Bof@ateway).

In repositioning the network and services withia Mobile Networks, in particular focusing on deysitent of
the LTE market, Italtel created for the new oparatistream (MVNO) its network infrastructure, intaging a
Cisco ASR5000 with the H3G network which providesess connectivity. All network design and conreecti
activities, in addition to the integration testgresoverseen by Italtel.

In relation to the ICT solutions segment Italtehsolidated its Data Center offer through the carsion of two
new generation Data Centers for the Italian Armychtwill simplify the technological infrastructutbanks to a
reduction in physical servers and in the netwoekrgnts complexity.

A new Service Centre was also created in extenthiegICT offer, which supports the Energy Management
activities to satisfy the plant and buildings Enekfonitoring service needs, for video communicatim video
surveillance within the Public Administration and€Bness segments.

The Italtel Group confirmed again in 2011 its piositin the data networks solutions segment for iBerv
Providers in Latin America and strengthened its@nee in the access solutions segment througteattwepship
with ECI.

Partnerships and Alliances

Italtel responds to the most significant domestid aternational business opportunities througtagnership
and alliances ecosystem which consolidates the aoyip technology and market positioning.

In particular within the Managed Services, Italteith a view to strengthening its Global Systenegrator role,
undertook further partnerships (i.e. Avanade, Geo@ricsson), extending therefore the offer scapetlie
medium/long-term.

The special relationship with its shareholders dabe Italia and Cisco continued, consolidating the
technological and commercial choices. In relato¢lecom ltalia, Italtel confirmed itself as tleadler for the
continuation of the development and transformapoocess towards a “full IP multiservice networkdcéised
both on the creation of new market services ircategories (Consumer, Business and Top Client)centhe
updating and maintenance of the network infrastmectind information technology components whichtaion
and reduce operating costs.

The strategically important partnership in all segits internationally with Cisco was strengthene®@®11:
Cisco and ltaltel have been involved in the co-tlgsment of joint solutions for TLC Operators, bdtr
product and services. These include: the introdnabf the new Italtel i-MCS, based on Cisco techggl(UCS),
value-added solutions for small and medium-sizegrernises based on the integration of Cisco pradudth
Italtel products, products and services for mobperators, integration of the Cisco collaboratioluton (HCS)
with Italtel products, intra-and inter-carrier vamnferencing (Telepresence) solutions and services

In 2011 Italtel was recognised as a Cisco “golditper for Brazil and also confirmed in this role ftaly and
Argentina.

[13]




Directors’ Report

Markets and Client Relationships

Domestic market (Telecommunications Operators)

Italtel works with all the major Italian Serviced®iders as a supplier of technology services, imgleting
products and solutions within the new generatidmwaeks.

Italtel is a leading partner in the development tiadsformation towards “full IP multi-service netiks” for all
market segments (Consumer, Business and Top Cliégthin the client portfolio.

In 2011 the ICT market in Italy was affected by théernational crisis which began in 2008. The ango
challenging economic environment resulted in ahtrrtcontraction in investments by operators and an
increasing focus on a reduction of the "total adsiwnership" of infrastructure.

The client development activities however offsés teduction in revenue through the launching of peojects
in innovative areas.

In 2011 the Telecom Italia Domestic Operations sgmmevenues totalled Euro 112.6 million, with beO
(Other Licensed Operators) segment reporting Ear8 illion, a reduction therefore on 2010, duagpally
to the intense competition in the IP networks an&ystem Integration areas.

In fact, in addition to the consolidation of thaditional areas (IP networks, VolP networks, Sysketagration)
in 2011 Italtel confirmed its role as a Global ®ystintegrator, implementing a number of innovafivejects
and overseeing the design and roll-out of the sergih the multi-vendor networks.

We highlight the major activities with a numberatiEnts below:

= Delivery of the first IP-IP interconnection projecbetween the principal Service Providers in
accordance with the AGCOM recommendations

= Launching of new interconnection products (NetMaitdtform) to improve working between different
VolP domains within the Service Provider network

= Implementation of NGN networks for the provision mfsidential/ business client services and the
integrated transport of voice, data and video itrdfgltel provided solutions based on i-SSW (khlt
Softswitch), managed by the i-NEM product which tdea the monitoring, diagnostics and
configuration of Network Elements

= High definition video communications networks aedvices, developing also interoperable solutions

= Development of the services (for example Collaborabr for the Contact Centres) for a convergent
and a "full IP" structure

= Integrated applications for the management of cantéthin the Content Delivery Network and VAS
mobile environment

= Multimedia Enterprise Communication Solutions pding a wide range of convergent broadband
services for small to medium size enterprises. Sdiations are based on i-SSW and on Cisco products
and provide businesses with a high quality VolRiser in addition to a series of added value sestic
The i-EMX product enables the provisioning and toafiguration in real time of the Cisco devices,
forming an integral part of the solution

= Backbone Infrastructure, edge and metropolitan odtwinultiservice IP

= Infrastructure technologies for IT projects and deselopment of projects based on ltaltel IT platfe
(i-NEM, N@book, DevMan)

= On the domestic market lItaltel provided high addetle professional services for migration and
certification with the objective to support cliemsnetwork transformation In particular:

= QoS Monitoring, proactively providing information bperators on the state of use of the network and
the quality of service experience of final clie(fte both voice and video)

=  Tools supporting network operations

=  Solution Design, Integration & Testing and Netwdansformation

= Technical Support, Consultancy & Trend Analysis
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Enterprise Market and Public Sector

In 2011, the Italian and European economy sawndraction in investments by business and substhntia
expenditure increases by the Public Administratitaitel, despite the challenging environment, refteened its
position in the segment with growth of 7.7% in newe terms on the previous year. This result wasemad
possible by the strengthening of the direct saledeat) the improved capacity and the consolidatamikhow as

a as a Global System Integrator and a restyledr dffeused on the needs of businesses and the Public
Administration. Italtel was therefore awarded inl2Ghe tender for the management and maintenanteeof
VolIP network of Eni, one of the largest IP netwoirkdtaly and in Europe. In the Public Administratisector,
Italtel in a consortium together with Cisco, wasaashed the project for the building of two New Geztem Data
Centres for the Italian Army. The two data centresned CVH (Concentration and Virtualisation Hulvsi)l
allow the Italian Army to update its technologi@arastructure and therefore be fully able to takivantage of
the Cloud Computing offers in terms of strengthgramd virtualisation of IT applications, guarantegat the
same time the reliability demanded of the netwardl the security of the data handled. In relatiowéner to
the non-direct sales, Italtel also in 2011 contihite fruitful partnership with the principal Italh operators for
the development of United Communication & Collatimmra solutions for business clients.

Another positive result in the year was the projémt the building of the Unified Communication &
Collaboration component in the Enel Group whiclkantts its presence in 40 countries and in 4 continen
allows Italtel to position itself also outside tthemestic market in the Enterprise and Public Sesggment.

EMEA Market

In 2011, Italtel achieved significant results il thuropean market both through the consolidati@heattension

of its presence in the principal telecommunicatgnoups Vodafone, France Telecom and Telefonica and
through sales of new solutions and in-house pradiactNGN/IMS Networks, such as the new VolP cogeet
release, the data base and the multi-vendor mareageystem.

In particular we highlight the development of thedéfone Germany VolP network through the conneatihg
new fixed clients through LTE, the extension prbje€t the OBS (Orange Business Services) Internation
Network, the acquisition of a new virtual mobiletwerk Operator with the mobile access solution émel
building of the first virtualised system for thediness clients of Vodafone Romania. In Poland nétavork of
the incumbent operator was further developed withovative disaster recovery solutions and alsotlier
business clientele, while in the UK for Cable & Bless Worldwide the international network was edésgh In
Belgacom the foundations were laid for the develepinof the network through the introduction of neswvices.
The VolP network of SFR in France will be complgtednewed thanks to the introduction shortly of teav
data base, the operating system and the new reléasthe Italtel hubs.

In Greece, for the operator Wind Hellas, which curgs to increase the users on the VolIP platforitadtel, a
new hub in Athens was constructed.

For the Telefonica group in Spain new innovativelea solutions, IP networks and solutions of Unified
Communications & Collaboration for the corporatemis, together with advanced professional servieese
created.

For Generalita of Catalonia, the collaborationf®rsolutions continued and new opportunities ckébe joint
developments with Cisco.

In relation to the Middle East market, in Saudi Biemadvances were made in the development activitfe
solutions based on in-house projects and ad hdegtsoto address demands in the capital. In additialtel
continued the accreditation process with the langerprises and with Cisco solutions through thegieng of
complex solutions based on Italtel and Cisco systeith high added value integration. In Oman, thigration
project of the network continued successfully arefoundations were laid for new opportunitieshia tegion.

On the North African market, which has seen a nundfesuccesses in recent years, a sharp slowdoven wa
reported due to the political conditions, an isstrech did not affect Kenya and, in particular timeumbent
operator belonging to the France Telecom grouphith a number of IP projects continued.

LATAM Market

In 2011 Italtel in the LATAM region, in addition tine recognised presence in Brazil and Argentimproved

its position in Peru and Colombia, becoming a kiaygr on the ICT market and one of the principablil
System Integrators of Cisco products.

In Brazil, for the client Tim Brasil, Italtel comgied an upgrade of the IP backbone with the inttoi of high
capacity new generation equipment and agreed thelamment lines of NGN infrastructure, enabling the
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deployment of new software releases and the irmbugf new solutions in the Italtel catalogue. Imliéidn, the
company, thanks to its recognised capacity as d&ablS8ystem Integrator began the creation of a Gatpo
TelePresence solution. In relation to the profesdiservices area, Italtel significantly increaskd level of
activities and the presence in various market setgnefrom "operations" to "network planning" amdIT- due

to the recognised know-how of TIM Brasil.

In Argentina, Italtel, in addition to carrying ocatftundamental role in the introduction to the maddennovative
Cisco solutions, had its excellence as a Globate®ydntegrator recognised through awarding of apoirrant
tender for the supply of “MiniDslam outdoors” brdehd access systems.

In Peru and Colombia, in line with plan forecasas, increase in business was reported and a further
confirmation of the Cisco integrator role (in Péostithe client Telefonica).

Development and Innovation
European projects

In 2011 Italtel carried out industrial research aedelopment activity within collaborative Europgamojects,
both as part of Eureka, where Italtel has beervadince 2005, and within the European Union - 8téve
Framework Programme.

The Italtel activities related to implementationpobjects already begun in previous years and tbpgsition of
new initiatives, a number of which have alreadyrbagproved in 2011 by the financing bodies.

In Eureka, Italtel is a founding company of the frnciple research and development industrial odngns in

the ICT sector, called ITEA2 (Information Technojolgr European Advancement) and CELTIC (Cooperation
for a European Leadership in Telecommunicationd)e TTEA2 and CELTIC consortiums enabled the
implementation of new project proposals, financedaicomplementary manner to the opportunities &ed t
instruments offered by the Framework ProgrammekeEuropean Commission.

Within the CELTIC program, Italtel continued thelaboration with eight international partners fbetcreation
and conclusion of the COMESI (COnverged MultimEd@anmunication Suite over IMS) project. Specifically
Italtel contributed to the drawing up of scenarlsed on the presence and the context, in additidhe
architectural specifications implemented in thejget which conform with the OMA (Open Mobile Alhiae)
and the RCS (Rich Communication Suite) standards.

In relation to the collaborative projects withiretBuropean Union Framework Programme in 2011 Itedteried

out activities in the ICT (Information & Communigat Technologies) sector.

In this area, in 2011 activities on the "PANLAB rastructure Implementation" project were concludied,
collaboration with 19 international partners, witie creation of software instruments for the fumaitig and
operations of a services centre for the sharirtggifng infrastructures and the testing of comjilétib

In 2011 the IP (Integrating Project) activities AMBTOS continued together with 16 international pars, for
the drawing up and creating on an experimental lefva Secure Service Composition platform.

In December 2011 ltaltel began the preparatiorhafe new proposals for projects to be addressddnatihe
Call8 — ICT section of the Seventh Framework Progne. These comprised the COBALT (Integrating
Projects) for the virtualisation of networks to dag the physical networks, EDUENTECH (Special Tedegl
REsearch Project) for the establishment of selfdieg training and Mobile Cloud (Integrating Prdjemodels
for the architectural development of mobile netvgoakd the virtualisation of the “core” functiongliiccording

to Cloud Computing paradigms.

Subsidised loans and grants for Development and lmmvation

In 2011 Italtel SpA recognised income of approxtd=4.3 million, of which Euro 0.4 million for thex credits
concerning 2007 and 2008. Grants amounted to afgpuox 530 million, while no subsidised loan wereeiged.
The above stated incentives were based on theniolipdomestic and international regulations:

" Rotating Funds - Ministry of University and ResdnAssistance Fund, established by Law 297/99 and
previous;
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" Rotating Fund - Ministry for Economic Developmergchinological Innovation Fund, established by
Law 46/82 (Article 14).
" Enacting Regulation of the Fund for CompetitivitydaDevelopment, which financed three major areas

of Industrial Innovation Technology: Energy Effiny, Sustainable Mobility and Made in Italy, Mimigst
for Economic Development decrees of March and A3H08.
" Enacting Regulation of the European CommissiorherSixth and Seventh Framework Programmes.

In 2011 Italtel passed the first level ministeriiagpections on the PNGN and ASIC projects, presentwy
proposals on the PON 2007-2013 (National Researogr&@nme) “Technology Districts and Public-Private
Laboratories SOUTH” tender in the Lombardy Regiod &icily Region, concluded the CAMP project atis
and continued the SURE project activities.

The CAMP project (Context Aware Mobility Platforng part of the “sustainable mobility” initiatived the
2015 Industry programme, developed over the thesg-period 2009-2011 and with Italtel as the leadek3
industrial partners and universities.

The SURE project (Ultra Wideband Detection for RidRnagement in e-health) is financed by the Lomypard
Region in the three year 2010-2012 period and dgeel in collaboration with universities and othembardy
businesses.

In 2011, the COMARE, SIAT and PING-US projects, gamted within the PON 2007-2013 tender of the
Ministry for Universities and Research, did notaleahe final stage due to the bankruptcy of thénearCRES.
Italtel SpA presented an appeal to the Regional iAthtnative Court for the cancellation of the natwassion
ruling.

The PA-IMS project (Access Platform - IP Multime®absystem), whose activities concluded in 200@, isa
2011 the reopening of the preliminary process.
In 2011 Italtel was particularly active in the pretation of projects in response to national agibrel tenders
(in the Lombardy region and the Sicily Region).

Italtel SpA participated in the new Lombardy Regamd Ministry for Universities and Research teriffESR
2011 presenting the ASSET project (Advanced Sebssed Social-Environment-Friendly Teleassistafoe)
the establishment of remote assistance systemsnwitle healthcare and RETEmia environments, for the
creation of technological platforms and companypsupservices.

The Programme Contract in collaboration with Tehacttalia (proposing party), presented in 2009 and
suspended by the Ministry for Economic Developndun to the lack of financing provided to a non-iblig
area (North) was re-modelled with a SOUTH focus prebented to INVITALIA with a formal request for a
switch to the new Development Contracts instrument.

Also within the PON 2007-2013 programme, ltaltelrtiggpated in the tender for the creation and/or
development of “Technological Districts and PulficGvate Laboratories”, presenting two projects imitthe
Micro and Nano Systems District (ENERGETIC: teclngiés for energy and energy efficiency, and
HIPPOCRATES: Development of Micro and Nano-techg@e and Advanced Health Systems), two feasibility
studies for new public-private partnerships (Sl-L&ervice Innovation Network Laboratory and CLOUD
TESTING) and application for admission to the fetbio-medic district.

Within the Regional Contract Programme - Sicily Reg Italtel presented the “Carini Project: Futiméernet
Innovation Lab” which establishes for the creatmintwo Competence Centres “WSN Competence Centre
"(Wireless Sensor Networks Competence Centre, WEK)Cand the “NGN Competence Centre” "(Next
Generation Networks Competence Centre, NGN-CdCg. Sdlutions produced by the specialty centres neay b
provided to clients also through Cloud Computingvi®es, with the prior installation of a Cloud Coutimg
Service Centre.

”

At the end of 2011 lItaltel applied to the Reseantl Competitivity tender of the Sicily region, pating the
IPA (Intelligent Parking Assistant Project), withime “Sustainable Transport and Mobility” sector floe design
and creation of a new solution for the managemedttmoking of parking spaces.
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In 2011, the lack of public funds to support th& tameak mechanism on costs incurred for research an
development continued.
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Corporate governance and social responsibility
Board of Directors

The current Board of Directors of Italtel Group .8.ps comprised of nine Directors, in office urttie approval
of the 2012 financial statements (with the exceptid one Director, co-opted by the Board of Direston
February 15, 2012 in replacement of a resigning®ar and therefore in office until the next Shatdars’
Meeting).

The Board of Directors of the principal subsididtaitel S.p.A. also comprises in accordance with bly-laws
nine Directors, with nine Directors currently irfioé until the approval of the 2012 financial statts (with
the exception of one Director, co-opted by the Boafr Directors on February 15, 2012, in replacensna
resigning Director and therefore in office untiethext Shareholders’ Meeting).

During the year, the Directors of Italtel Group .B.pand of Italtel S.p.A. met frequently and in qaiance with
the legal and by-law obligations to examine thetenatsubmitted for their attention.

In accordance with the current by-laws, four indefent directors, both executive (currently the SOlgef
Executive Officer) and non-executive, with a widage of skills and experience, sit on the Boarddiddctors
of Italtel Group S.p.A. and Italtel S.p.A..

Remuneration of Directors and Statutory Auditors

The remuneration of the Directors and Statutoryifauid of Italtel Group S.p.A. for the carrying afttheir
duties - also in other consolidated companiesasifollows:

(thousands of Euro)

2011 2010
Directors® 1,061 1,333
Statutory Auditors 105 114
Q) For the two Independent Directors (other than thai@an and the Chief Executive Officer), for theile as members of the

Internal consultative committees, set up by themacompany, the respective Shareholders’ Meetipgsoved a total amount of Euro
50,000 (which will be paid by Italtel S.p.A.) fomeh fiscal year and for the duration of the mandatee Independent Director M.
Giordani — whose mandate concluded on April 21,1201id not receive remuneration having expressiypked such. Remuneration of
Euro 8,000 thousand was approved for the exterrahimer (in addition to the Chairman) of the SupemyisBoard as per Legislative
Decree 231/01 for each year of the mandate. Th& 20dount includes also the remuneration for theeedf of Chairman and Chief
Executive Officer, as established by the relevamtracts and including all emoluments devolvinghese parties for the above-stated
offices and/or Directorships in Group companiesluding the Parent Company

Committees
The principal activities carried out by the Commits in the year are reported below.

Internal Committees

The technical and/or consultative committees weteip as specific work groups within the Board akbtors
of Italtel Group S.p.A. and currently are the IntrControl Committee and the Remuneration Committe

Internal Control Committee

During the year the Internal Control Committee ywasly the Audit Committee) met periodically, apping
the Audit plan for 2011 and introducing measuresttengthen both the corporate governance andnbdter
Control system.

In relation to the Internal Control System, the @aittee continued in the preparation activitiestfre testing of
fundamental processes, through the Internal Audjiddtment.

During the year, meetings took place with the Boafr&tatutory Auditors and the Independent Auditrio
examine issues of common interest.
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Remuneration Committee

The remuneration policy of the Group ensured in12ht the compensation of Executive Directors adegly
reflected the duties and responsibilities afforded was such as to attract, reward and motivatdyhgalified
Senior Managers, capable of collectively achiewimgGroup’s objectives.

The Remuneration Committee declared the reachirigeo?010 group results targets and therefore dsBIBOs
to the beneficiaries. They also established ohjestifor the Seniors Managers subject to evaludtiprihe
Committee for 2011 and drew up the so-called “Gri@ncial objectives” for the MBO beneficiaries.

Management and Control organisational model

In 2011 the approval process of the Model adoptedhle Company was completed, which focuses on the
prevention of offenses established by Legislatieei®e No. 231/2001. The amended and updated Madtd,

fifth edition, was approved with Board of Directafltaltel resolution of February 23, 2011.

The updates concerned:

= Adjustment to the new categories of offences eistaddl by Legislative Decree No. 231/01 in 2009;
= Introduction of new special parts for the new offes;
= Company organisational adjustments.

The disclosure activities concerning Legislativeci2e No. 231/2001, the Ethics Code and the Manageamel
Control Organisational model continued targetingspenel with roles of responsibility, in addition the
communication actions in particular focused on tipdathe content on the company intranet site dedit to
the Compliance Office activities.

The Compliance Office also conducted audits vertyithe correct application of the Management andti@b
Organisational model as per Legislative Decree28d/2001 and in particular relating to the coragmplication
of corporate risk policy:

= Prevention of offences against industrial patents iatellectual property rights in the followingeais
of activity:

= Management of partnerships;

= Purchase of hardware and software products.

The Audits highlighted general compliance of thetonl elements established in the various protoeals$ the
corrective actions, where identified, were parttynpleted in 2011 and in part scheduled for 2012.

The Compliance Officer of Italtel S.p.A. updated an ongoing basis the Supervisory Board and senior
management in relation to the activities for thelementation and supervision of the Model.

In 2011 the Supervisory Board of Italtel S.p.A.mgising two members of the Board of Directors, the
Compliance Officer and the Internal Audit Manageet on two occasions.

The principal activities carried out are listeddvel

= Approval, prior to presentation to the BoD of l&hlS.p.A., of the following protocols:

- PR0O231-S020 Prevention of crimes in relation tderaark infringement

- PR0O231-S021 Prevention of crimes against industdycammerce

- PR0O231-S022 Prevention of crimes against copytayt

- PR0O231-5S023 Prevention of crimes against the adtrétion of justice

PRO231-S024 Prevention of organised criminal agtivi

= The above stated protocols were approved by the &dfaltel S.p.A. in the meeting of May 26, 2011.
= Verification of the results of the information réad periodically in accordance with Protocol 231.
= Approval of the Compliance Activity Plan for 2018dathe relative budget.

Conflict of Interest Regulation

In 2011 the monitoring of cases of conflict of st of Italtel S.p.A. personnel with legal reprasgive powers
and specific roles continued.
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Privacy and the Data Protection Document

Article 45, Paragraph 1, Letter D of Legislativeddee of February 9, 2012 No. 5 (Published in Supplg No.

27 of The Official Gazette of February 9, 2012 N8), repealed Articles 19 to 19.8 and 26 of AttaehtrB of
Legislative Decree No. 196 of 2003, consequently tfbligation to prepare and update the personal dat
protection document was removed.
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Human resources, the environment and quality assurae
Human resources

The employees of Italtel Group at December 31, 2@irhbered 1,806, of which 180 overseas (at DeceBiher
2010 numbering 1,867, of which 152 overseas).

The new hires in the year numbered 77, of whichoBérseas, with 138 departures, of which 75 volyntar
departures and 63 under leading incentives andhtbg-term mobility.

Of the total, senior manager hires amounted tod3dmpartures from the company totalled 19; at Déeer81,
2011 there were 85 senior managers within the veockf

Personnel is broken down into the following deparits: Development and Innovation (40%), Servicé/4B0
Commercial (22%) and Administration and Staff (8%).

Over half possessed Degrees (51%), while apprc¥. ddld Diplomas.

EMPLOYEES BY EMPLOYEES BY EMPLOYEES BY
CATEGORY DEPARTMENT QUALIFICATION
31/12/2011 31/12/2011 31/12/2011

The white collar section comprises three
employees classified as blue collar

5%
40%
30% 51%
44%

21%

74 22%

Orevelopment & Innovation OlLaurea

Ocommerciale Oriploma superiore
Oservice M altro

|Dirigenti  OQuadri
Oamministrazinne e Staff

lmpiegati

Organisation

Operations in 2011 continued in line with the moidgblemented at the beginning of the year, charseé by
Product Units focused on the management of speaffér lines and Market Units with P&L responsityili In
the year the international sales departments weuetsred into two separate Market Regions focusedhe
principal markets of the company, respectively LAMAnd EMEA. A number of fine tuning exercises were
carried out in specific corporate sectors. In theosd part of the year the foundations were laidafoeview of
the general structure of the company, whose priesiand characteristics were established and coicated in
November and with effect from January 2012. Thedeynents of the new organisation concern the igtieh
of the offer scope of the Product Units, which frtme current four reduced to three, the extensfoscope of
the Market Units, both through the unification betcurrent Telecom Italia Market Unit and Otherdrsed
Operators Market Unit into a single department cieid to the Service Providers on the domestic ebakd
through the strengthening of the proposal capatitthe Enterprises & Public Sector Market Unit. Mdn
general, simplification and restructuring actiorfstloe organisational levels and of the processdb hei
undertaken in order to ensure accountability arst luction.
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Industrial relations

On the Industrial Relations front in 2011, followithe resumption in October 2010 of negotiatiortsvben the
company and the Trade Union Organisations, on Jariya2011 an agreement with the Ministry for Ecomo
Development which established a series of instrusnfr the management of excess personnel for ¢heg
January 2011 - April 2013 was signed. In Januagyitistruments established by the agreement weres mad
operative: a Solidarity contract was introduced860 employees for a duration of 12 months, exteledtor a
further 12 months. 110 persons (80 in Januaryh3@pril) were placed in the Temporary Lay-off Schefor
crisis situations, which was terminated on April On April 12 the Extraordinary Temporary Lay-offtfeme

for reorganisation was introduced, which at Decan®ieinvolved 106 persons among the three corpaffite
locations, in addition to 45 in rotation for 6 mhsta number of collective contracts regulationseweviewed
(availability, travel hours). Finally the collecéivand individual dispute concerning the Extraordineemporary
Lay-off Scheme for crisis situations procedure Ipelga the company on April 12, 2010 was discontindgdm
September, the company outlined to the Trade UGinyanisations the new deteriorated economic, prtddc
and financial environment in 2011 with a poor ookdor 2012, highlighting the necessity to revidw above-
stated agreement of January 5 as no longer suifabllie new corporate reality. On December 14,12to
agreements were therefore signed to ensure thetredwf industrial costs through the managemergxaess
personnel in 2012. Replacing that established onalg 5, the first agreement provides for the toeadf a new
Solidarity Contract from January 17, 2012 and cadicig on April 11, 2013 for 1,078 employees with an
average reduction in hours of 25%. Under the secagatement the parties confirmed the use of the
Extraordinary Temporary Lay-off Scheme for reorgation until April 11, 2013 for a maximum 170 emyes,
with rotation also of 45 employees but reduced toadiths from that previously agreed.

Staff Training

In 2011, 144 training events were carried out, @pally of a technological nature, for a total & 800 training
hours with 997 participations. Courses principatigntred on Cisco, Telepresence, Avaya and VMware
virtualisation issues, in addition to updates orPSAnctionality and on the relative developmentiemment.
The People Management plan for the Senior Managassalso completed and a similar plan for Managéis
team responsibility was created. For both theatiites financing from the Fondirigenti or throudte tLaw
236/93 provisions were received. Overall more tha%o of the total training expenses were coverettdiging
grants. In addition we highlight the introductioheaoplan for the development of skills for employeethin the
Temporary Lay-off Scheme for a total of 327 paptitions with approx 8,200 training hours.

The Italtel Managerial Skills Model was updatedal@mn it with the current corporate needs. Withnistan
employee potential evaluation programme was begun.

Stock options plans
No significant events are highlighted.

Environment and Health

The company monitors on an ongoing basis the emwiemtal impact of activities in the various officasline
with the Italtel policy for the Environment, Heaklind Workplace Security.

In relation to the Palermo-Carini area, in March2@&ompliance of the Environment Management System
the requirements of the IS 14001 regulation way felconfirmed.

Also in Carini, within the environmental improventenitiatives, the Energy Service Centre (develojsd
Italtel) was built for the control of energy congpiion, both at the Carini site and the Settimo NMése site.

Also in relation to energy saving the process Far ‘tvirtualisation” of the servers is in the contpe phase-
these are dedicated to SW development i.e. in@lgtrdductivity- which covered approx 80% of sesvir use.
In relation to health, Italtel introduced in Noveenl2011 a Free Anti-Flu Vaccination Campaign.

The “Valuation of Risks” documents for health andrkplace safety were updated, in accordance with
applicable regulations, both for the activitie®at offices and for those directly carried out lartt locations.
The company healthcare service provided employeats @600 instances of obligatory health screerang
first aid, for preventative health care and foraiaations or medicines for personnel abroad (ferdbuntries in
which the hygiene/sanitary conditions require such)
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Quiality

Italtel - as always - places particular attentiongoiality concerning products, solutions and sesjibut also in
relation to the performance of processes, fulfjllin addition environmental, health and securityuieements.
Italtel confirmed also for 2011 compliance with t@eality Management System for the ISO 9001 stahdar
renewing the certification which has been held sih@92.

Ongoing re-examination of corporate processesgditian, is one of the instruments used to evalaate select
internal initiatives to improve corporate perforrnan

In relation to the products developed, the relatwafigurations are certified according to the #lmmagnetic
safety compatibility standards and created in atare with environmental impact minimisation créeffor
example: the RoHS - Restrictions of Hazardous @mgsts Directives); in relation to this, the Company
enrolled in the Manufacturers of Electrical anddilenic equipment register - guarantees that astedad by the
European Union (WEEE - Waste Electrical and Elegtr&Equipment) in relation to the disposal of prouat

the end of the lifecycle.

Great attention in fact has been focused on custameds, also through the carrying out of Customer
Satisfaction Campaigns, considered as indispensitdguments to ensure the improvement of corporate
performance.
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Other events in the year
Potential significant liabilities

Tecnosistemi TLC Engineering & Services S.p.A. irtEaordinary Administration (in short
"TCS").

A case has been taken against an ex-Director &, ®E the time an executive of Italtel, under whititel
S.p.A. must indemnity the ex-Director pursuantpplacable regulations. In relation to this casétdétavas cited,
in terms of civil responsibility, by a number of-ermployees who have begun the case against thérestar.

Tax inspection in Brazil

On December 19, 2007, the Tax Agency of the Sth®ao Paulo in Brazil issued an Infraction Noticel a
penalty to the Group Company, Italtel Brasil Ltda importation operations carried out between 2802 2005.
In this notice the Tax Agency alleged an infractcmmcerning the payment of ICMS taxes and an itisador
the use of tax credits on the tax to reduce thengay of the amount owing, in addition to the apgion of
penalties and interest on the disputed amounts. oMeeall amount for the alleged infractions andatigk
penalties and interest totals approx. Euro 18 onillitaltel did not receive a favourable outcoméhatfirst level
of judgment, nor at the second level in 2009 andpeal has been made at the third level. Thisalageal is
currently suspended as the States of Sao Paul&spidto Santo have signed an agreement concet@Rtp
tax on commercial transactions carried out befoegdidd 2009. This agreement was enacted through Bé&tve
56.045/2010 and will regularise the tax situatioancelling all debts relating to ICMS tax. Ital@tasil has
prepared and sent a request to ensure recognititie @ancellation of the payables demanded byrtfiaction
Notice.

In December 2011, the Tax Authority of San Paolmpieted a tax inspection and informed the compéay t
all legal requirements to avail of the above-margh Agreement between the states of San Paolo spidt&
Santo had been complied with. The last and onlyd®nt required to consider as definitive the clesuirthe
dispute is the issue by the state of Espirito Safi certification which declares that the compaag paid the
ICMS tax for all imports between 2002 and 2005.

In 2012 a new Infraction Notice was received fagntical tax issues as expressed above, but iriael&d a
subsequent period (2006) to that initially contéqiee. 2002-2005). The contested amount totalscapBuro 9
million. The company’s lawyers have filed suppletaeyn notices to those already presented for th&t fir
infraction period (reported above). If this suppéertary notice is not accepted, a separate appédievinade.
As the issue falls within the same Decree No. 58@H) which regularises the tax situation, it ingidered that
also these new writs will be regularised in the sananner as those previously put forward.

Tax dispute in Italy

Currently Italtel has a number of pending tax dispuat the Milan Tax Commission which concern ictipas
by the Tax Agency - Lombardy Region - Office of garcontributions, in relation to the tax period9202005
and 2006. In summary, under these tax inspectiomdAgency principally contested in relation to IRESthe
non-recharging CRDR Investment Il S.a.rl. (48.78R&areholder of Italtel Group SpA) of interest cleargnd
costs related to loans granted in relation to teeekaged Buy-Out operation under which in 2002dtabroup
S.p.A. (previously Italtel Holding S.p.A.) acquirdte company ltaltel S.p.A. (through Italtel Acqtien S.p.A.)
for an amount of approx Euro 19.5 million for 20@4yro 18.9 million for 2005 and Euro 17.5 millioor 2006,
and in addition (ii) the non-deductibility of codts services in favour of Italtel S.p.A. by groagpmpanies not
resident for tax purposes in Italy as not fulfiflithe relevance requirement or lacking approprsagporting
documentation for an amount of approx Euro 5.liomllfor 2004, Euro 2.9 million for 2005 and Eurd 3.
million for 2006.

The higher income imposed for IRES purposes didrestlt in any higher tax and penalties, in thilyfaffset
through the use of tax losses carried forward.

In addition, the Tax Agency considered the costgaatt (i) non-deductible for IRAP purposes andaeered
the VAT deducted in accordance with Article 19 oé$tdential Decree No. 633/1972.

The amount of the higher tax imposed (VAT and IRA#d the penalties imposed based on the above-
mentioned tax inspections, amount overall to apforo 4.8 million (plus interest).

The Tax Agency also sent a questionnaire for tikeptxiod 2007 requesting documentation in relatmrthe
above-stated issues (interest charges and intepaayrservices).
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Currently Italtel considers that these potentibilities represent only a possible risk and tremeetlid not make
any provision. Given the complexity of the disputedues and the significant amounts concerned,ag w
however considered appropriate to provide the ptegisclosure.
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Comment and analysis on the Income Statement, thealince Sheet and the
Financial Situation

The present section provides an analysis of thenhecStatement, Balance Sheet and Financial Situafithe
Group for 2011 and 2010.

Income Statement

The reclassified income statement for 2011 and 20i€ported below.
(thousands of Euro)

2011 2010 Changes
Revenues from sales and services 405,413 421,972 (16,559)
Profitability after external costs 146,534 164,521 (17,987)
% of revenues 36.1% 39.0%
Personnel costs (107,783) (126,899) 19,116
Operating expenses (30,254) (33,120) 2,866
Operating grants 4,332 4,194 138
Gross operating margin 12,829 8,696 4,133
% of revenues 3.2% 2.1%
Capitalisation of Research & Development costs 23,689 25,356 (1,667)
Other costs and income 22,803 25,468 (2,665)
Restructuring and refinancing charges (8,083) (8,979) 896
EBITDA 51,238 50,541 697
% of revenues 12,8% 12,0%
Amortisation, depreciation and write-downs (171,053) (43,459) (127,594)
EBIT (119,815) 7,082 (126,897)
Net Financial charges (17,776) (19,650) 1,874
Loss before taxes (137,591) (12,568) (125,023)
Income taxes (7,177) 249 (7,426)
Discontinued activities profit/(loss) (37) (1,155) 1,118
Net loss for year (144,805) (13,474) (131,331)

Revenues from sales and services in 2011 amounté&tliio 405,413 thousand, decreasing overall by Euro
16,559 thousand (-3.9%) on 2010 (revenues of ERI0¥2 thousand).

In particular a decrease in revenues from ltaliger@tord was reported, with a reduction from 53% to 45% of
total revenues from this source. At the same tine highlight the increased revenues from the Public
Administration and Large Enterprises (which incezhas a percentage of total revenues from 14% 10 20
16% in 2011) and, particularly, the increase inereies from overseas operators (in particular LAtmerica)
increasing from 33% of total revenues in 2010 t%39

The revenues from the domestic Service ProviderthefTelecom lItalia Group (Telecom ltalia S.p.Adan
Telecom lItalia Sparkle S.p.A.) (Telecom ltalia) amted to Euro 112,580 thousand, compared to Eu2¢909
thousand in 2010, a decrease of Euro 20,329 thdus&h.3%). This decrease is due also to the fat2911
by Telecom lItalia on projects dedicated to the heohetworks with a consequential reduction in itwent
expenditure on the fixed network, for which Italtelone of the leadings partners in relation todhere and
software supply. Telecom ltalia has also begumégarmational expansion process which resultedsigificant
reduction in the professional services providedtalyel.

2 Includes Telecom ltalia and Other Italian Operators
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Revenues from the Other Local Operators (OLO) aneslto Euro 71,353 thousand, compared to Euro 88,84
thousand in 2010, a decrease of Euro 17,488 thdusa8.7%). The OLO market in 2011 saw a significan
reduction in network infrastructure investmentsaliyoperators, with considerable price tensionartipularly in

the IT sector. In addition, various operators (jatiity Wind) opted for technological solutions withalternative
data networks to those operated by ltaltel.

Revenues from Public Administration and Large Bitiees amounted to Euro 65,007 thousand, compared t
Euro 60,363 thousand in 2010, growth of Euro 4,8lsand (+7.7% compared to the previous yearanin
environment which saw a contraction in investment Husiness and no spending growth by the Public
Administration, Italtel managed however to streegtlits position, particularly thanks to the imprdweirect
sales model and its know-how as a Global Systeegiator.

Revenues from Overseas operators amounted to Bérd 73 thousand, compared to Euro 139,859 thousand
2010 and contribute the most significant growthr(EL6,614 thousand, +11.9%). This increase is dugdwth

in LATAM region revenues from Euro 85,715 thousand2010 to Euro 114,023 thousand in 2011 (+ Euro
28,308 thousand), in part offset by the decreasevianues in the EMEA region from Euro 54,144 tlamaksin
2010 to Euro 42,450 thousand in 2011 (- Euro 11@dusand). In relation to Overseas operators,nese
from companies of the Telecom Group increased fEamo 51,536 thousand in 2010 to Euro 61,085 thaligan
2011.

In the LATAM region we highlight, in addition to néirmation of the company’s presence in Argentima a
Brazil, the improved market share in Peru and Cbiamwith Italtel becoming one of the principle G&
System Integrators of Cisco products in the region.

In the EMEA region the recent political/social etenn the Middle East and North Africa resulted a@n
slowdown in programmed activities for 2011, only part offset by the strong results in countrieshsas
Germany and Spain. In particular in Germany Itdies become for the Vodafone client a significapipéier of
new generation in-house solutions (iTDS).

The overall contraction in revenues, particularythe traditional services account, with higher gies and
significant price pressure due to increased cortipetin the market, resulted in lower profitabilijter external
costs of Euro 17,987 thousand compared to the quewear. This decrease is due both to a more oufalle
sales mix (higher percentage of Network Integrat@renues), and lower profitability on the higheargin lines.
Overall this resulted in a reduction in the averagegin from 39.0% to the current 36.1%.

Ordinary personnel costs in 2011 amounted to EGfG7B3 thousand compared to Euro 126,899 thousand i
2010, decreasing by Euro 19,116 thousand (-15.1%%. decrease is principally due to the reducedameer
workforce in the year and the effects of the age@sisigned with the Trade Unions in January 28&tsonnel
costs, in addition, were lower than the previouarydue to the non-fulfilment of the MBO requiren®as the
prefixed objectives were not met.

2011 operating expenses amounted to Euro 30,254dhd, a significant improvement therefore (Eu&68,
thousand, -8.7%) compared to the previous yearo(BGr120 thousand). This enabled a recovery of gfettie
reduced margin.

Operating grants from public bodies against reseprojects were in line with the previous year.

The effects reported above of the containment hl26f personnel costs and of operating expensdsezhthe
full recovery of the profitability after externabsts, increasing the Gross operating margin fromo BJ696
thousand in 2010 (2.1%) to Euro 12,829 thousar&Dirl (3.2%).

The capitalisation of R&D costs is lower than thieyious year by Euro 1,667 thousand.

The account Other costs and income, which inclgtasats and non-recurring items such as gains, gions
and prior year income, amounted to Euro 22,803 ghod (of which non-recurring items of Euro 19,874
thousand), compared to Euro 25,468 thousand in)2@f@vhich non-recurring items of Euro 23,577 thand).
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Restructuring charges in 2011, concerning costsefoployee departures, amounted to Euro 8,083 thdusa
compared to Euro 5,418 thousand in 2010. This atdow2010 included also costs concerning the marfting
operation for Euro 3,561 thousand, increasing aked amount to Euro 8,979 thousand.

EBITDA in 2011 amounted to Euro 51,238 thousand/dneie margin of 12.6%), increasing by Euro 697
thousand (+3.0%) compared to the previous year.

The graph below highlights the above-stated changes

EBITDA changes: +0,7

(€ millions) +0,1
+2,8
+19,1 — e +0,9

-2,5

-18,0
r
2010 Profitability Persannel Operating Operating Capitalis. Other Restruc, 2011
after ext. costs costs expenses grants Ré&D costsfincome ref, charges

EBIT in 2011 amounted to a negative amount of ELI8,815 thousand, compared to Euro 7,082 thousand i
the previous year. The current year EBIT has begddned with a Euro 130 million impairment of goditiw
Without such impairment it would have had a growthEuro 3,103 thousand (+43.8%), after amortisation
depreciation and write-downs of Euro 41,053 thodq&uro 43,459 thousand in 2010).

Net financial charges total Euro 17,776 thousamanmared to Euro 19,650 thousand in the previous, yea
improving by Euro 1,874 thousand (-9.5%).

Net exchange losses increased from Euro 1,614 dhdus 2010 to Euro 4,902 thousand in 2011.

Net interest charges decreased from Euro 14,778s#mul in 2010 to Euro 13,913 thousand in 2011. The
improvement of Euro 862 thousand of net interesirgés is due for Euro 2,972 thousand to the lowarges
following the settlement of an Interest Rate Swagantaken to hedge the risk of movements in therést rates

on medium/long-term loans and converted into adfikgte long-term loan and for Euro 268 thousanth&
reduction in the spreads applied to medium/longitrans, although in the presence of increasirayést rates.
The above-stated positive effects were partialfgaiffor Euro 2,597 thousand by higher interestgémmon the
new rental contract of the Castelletto/Settimo kidse area and for Euro 466 thousand to the inataesse of
revolving credit lines for cash advance and fooine advances, although with lower spreads apikolwing

the re-financing of the debt with the lending ingtons in September 2010.

Other net income and charges improved from chasfj&siro 3,261 thousand in 2010 to income of EufiB9,
thousand in 2011, an improvement of Euro 4,300 ghod, due for Euro 3,061 thousand to the prior-year
income from the closure of the liabilities of a 8an amount following the residual valuation of HRPEG
receivable paid by the Tax Agency in the first fedlP011.

The Group pre-tax result reports a loss of Euro, 3l thousand compared to the loss of Euro 12 bé&sand
in 2010.
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Income tax charges totalled Euro 7,177 thousandevim the previous year amounting to tax incomeEafo
249 thousand.

The change on the previous year, in addition towtitaholding taxes in Argentina for the years 2Qu8/1,
considered non-recoverable and recognised to ttaria statement for Euro 2,554 thousand, is dubedact
that in 2010 deferred tax assets were recognisedEéwo 6,480 thousand on financial charges in 2009,
temporarily non-deductible, as exceeding the “faiahcharges/EBITDA” ratio, as established by Adi®6 of

the Income Tax Law, whose availability is unlimited

The 2011 Net Result reports a loss of Euro 144tB6Gsand, compared with a loss in the previous gé&uro
13,474 thousand.

Balance Sheet
The balance sheet at December 31, 2011 and 20&pdsted below.

(thousands of Euro)

31/12/2011 31/12/201C Changes

A) Fixed capital 358,945 481,652 (122,707)
B) Working capital (30,458) (55,200) 24,742
C) Employee benefit provisions (28,359) (29,977) 1,618
D) Other non-current liabilities and other provisso (38,626) (46,136) 7,510
Total net capital employed 261,502 350,339 (88,837)
E) Net debt 290,454 230,152 60,302
F) Consolidated shareholders’ equity (28,952) 120,187 (149,139)
Share capital 131,427 131,427 -
Other reserves including the net result (160,379) (11,240) (149,139)
Total Debt and Net Equity 261,502 350,339 (88,837)

Investments

Investments in the year totalled Euro 28,073 thndsaf which Euro 24,565 thousand in intangibleetssnd
Euro 3,508 thousand in property, plant and equigmercluding the recognition of the new lease back
concerning the Castelletto area. Specifically, E28689 thousand was invested in Development amalvation
activities and Euro 869 thousand in applicatiortvgafe acquired under unlimited use licenses antvaoé
development projects. Property, plant and equiprimeméased by Euro 1,314 thousand, concerning imesgs

in industrial equipment, principally relating towgment utilised for the development of softwar&igons and

for the test plant for products to be launched. eDthssets increased by Euro 1,503 thousand antkdela
principally to investments in computerised systemd the development of the corporate IT system.
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Financial Highlights
The cash flows were as follows:

(thousands of Euro)

2011 2010 Changes
Opening cash and cash equivalents 67,495 33,473 34,022
EBITDA 51,238 50,541 697
Investments in tangible and intangible assets (28,073) (27,121) (952)
Net change in employee benefit provisions (1,618) (8,811) 7,193
Net financial charges (17,776) (19,650) 1,874
Gains on sale of assets 542 102 440
Taxes (7,443) (5,853) (1,590)
Acquisition of treasury shares (40) - (40)
Changes in provisions and other (23,913) (13,749) (10,164)
Cash flows from activities before changes in workig capital and the
change in financial liabilities (27,083) (24,541) (2,542)
Change in working capital (25,026) (5,692) (19,334)
Cash flow from activities before the change in finacial liabilities (52,109) (30,233) (21,876)
Change in the net debt 11,974 (5,745) 17,719
Cash flow before the share capital increase payment (40,135) (35,978) (4,157)

Share capital increase payment 70,000 (70,000)

Total cash flow for the year (40,135) 34,022 (74,157)
Closing cash and cash equivalents 27,360 67,495 (40,135)
Opening net debt (230,152) (269,919) 39,767
Cash flow from activities before the change in ficiahliabilities (52,109) (30,233) (21,876)
Share capital increase payment - 70,000 (70,000)
New rental contract of the Castelletto area (8,193) - (8,193)
Closing net debt (290,454) (230,152) (60,302)

The liquidity absorbed in 2011 before the changiénet debt amounts to Euro 52,109 thousand ampares
with liquidity absorbed in the previous year of &80,233 thousand, a reduction of Euro 21,876 twodisThe
cash flow before the change in working capital ubstantially in line with the previous year (Eur@7,083
thousand compared to Euro - 24,541 thousand in)20&0le the change in working capital deterioralbgdEuro
19,334 thousand. This amount is principally duéheochange in the other current liabilities/currassets (Euro
-31,246 thousand), principally due to the decraasemployee, social security institutions and tayables,
while the trade payable reduction (which reduceddhl by Euro 29,493 thousand, due in part to dpayment

of part of the overdue payables at December 310 2@ich decreased from Euro 68,800 thousand to Euro
54,200 thousand at December 31, 2011) was parfetoby improved management of trade receivables
(decreasing by Euro 27,904 thousand).
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The table below reports the breakdown of workingjtedin 2011 and in 2010 and the changes:

(thousands of Euro)

2011 2010 Change
Inventories 33,148 40,957 7,809
Trade receivables 107,965 135,869 27,904
Trade payables (147,400) (176,893) (29,493)
Tax receivables 2,781 1,719 (1,062)
Other receivables and assets 25,219 22,375 (2,844)
Current income tax payables (1,697) (1,543) 154
Other payables and liabilities (50,649) (78,143) (27,494)
Changes in working capital (30,633) (55,659) (25,026)

The employee benefit provision in 2011 decreaselry 1,618 thousand compared to Euro 8,811 thalusan
2010, a difference of Euro 7,193 thousand (of whialro 5,883 thousand concerning indemnities for the
advanced conclusion of work contracts), due toléisser utilisation of the provision for Euro 7,0t®usand
and higher provisions for Euro 177 thousand.

The cash flow from financing activities in 2011 sawincrease in liquidity of Euro 11,974 thousasghinst an
absorption of Euro 5,745 thousand in 2010, an imgmeent of Euro 17,719 thousand, substantially duthé
increased use of the short-term credit lines faoEL8,346 thousand.

The graph below reports the above-stated changes:

Cash-flow changes: -4.1

(€ milioni)
+7,2
+0,7 . +18,3
-10,2 -0,3 45,3 59
19,3
. . . r
2010 EBITDA Employees Provisions Other Working Medium-long  Reveolving Other finan. 2011
Cash flow benefit prov. and other cap. changes term loans items Cash flow

before capital
increase
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The net debt was as follows:
(thousands of Euro)

31/12/2011  31/12/2010 Changes

Short-term bank loans 235,404 61,141 174,263
Medium/long-term loans (bank and subsidised) 83,898 232,651 (148,753)
Other financial payables 1,076 6,137 (5,061)
Accruals and deferred income 1,313 544 769
Gross debt 321,691 300,473 21,218
Cash and cash equivalents on hand (717) (3,828) 3,111
On demand bank current accounts (26,643) (63,667) 37,024
Short-term financial receivables (3,718) (2,566) (1,152)
Prepayments and accrued income - (102) 102
Other working capital securities (159) (158) 1)
Net debt 290,454 230,152 60,302

The net debt at December 31, 2011 totalled Euro4®d0thousand, increasing by Euro 60,302 thousand
compared to Euro 230,152 thousand at December@®D. Zhe gross debt increased by Euro 21,218 thdusa
due principally to the increase in short-term b#wdns for the financing of working capital for Eu28,992
thousand, an increase in finance lease obligatimnsEuro 8,203 thousand, net of the repayment of
medium/long-term loans for Euro 7,052 thousand,oélwhich at subsidised rates, and a decreaseher ot
financial payables following the closure of an ghlion of Euro 3,061 thousand relating to the nesid
valuation of an IRPEG credit paid by the Tax Ageircthe first half of the year.

Cash and cash equivalents decreased by Euro 4th&85and, due to the cash flow absorbed from invesst
activities for Euro 28,755 thousand and the caslw fabsorbed from operating activities for Euro 23,1
thousand, net of the cash flow generated from &imanactivities for Euro 15,680 thousand and tlaadfation
differences of Euro 53 thousand.

Financial risk management

Liquidity risk

Liquidity risk occurs when the Group does not hotdneets difficulties in sourcing the necessarydfuto meet
future financial commitments. The Group risk comseresources generated or absorbed by operating and
investing activities and the potential difficulti@s attaining financing to support the operatingidites in a
timely manner.

The cash flows, financing requirements and theiditgy: of the companies of the Group are monitored a
managed centrally under the control of the Groupa3ury, with the objective of guaranteeing effitien
management of the financial resources.

The Group avails of short-term credit lines whiaingipally concern the revolving loan granted te tialtel
Group concluded in September 2010.

The revolving credit line with maturity in Decemt2017 was granted to finance the working capital ather
financial needs of the Italtel Group and its sulasids and amounts at December 31, 2011 to Eurcc2ailion,
of which Euro 48 million utilisable in the form &fan guarantees.

At December 31, 2011 the revolving credit lines'foash advances” and for "hot money" for a totaEofo 70
million had been entirely received.

The financial structure of the Group is characegtiby a high leveraging ratio with a net debt eqodl.5 times
EBITDA.

The largest exposure at December 31, 2011 condkenswo credit lines (Senior 1 and Senior 2) forrdEu
152,467 thousand, which mature on June 1, 2012stblished by the original contract of June 6,220Dn
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maturity of the above-mentioned credit lines thmaficing banks commit to grant a further two crédés for a
total amount to Euro 137,500 thousand, with matwit December 6, 2017.

Trade payables at December 31, 2011 amounted to F#,400 thousand (Euro 176,893 thousand at Dememb
31, 2010). Overdue trade payables amount to Eurd dlion (Euro 68.8 million at December 31, 20,16j
which Euro 36.3 million to related parties (Eura&ihillion at December 31, 2010).

Management considers that the provisions and #nditdines currently available, together with furgémerated
by operating and financing activities, will not lfulsatisfy the Group’s financial requirements fowesting

activities, the management of working capital amel tepayment of amounts owning on maturity, withibwet

sourcing of new loans and/or a moratorium on payméeference should be made to the paragraph ¢@kutl
and Directors’ considerations on the going concérthe business" in the Directors’ Report).

Credit risk

The credit risk is the risk that a client or a coenaial or financial partner creates a charge byfulfiting a
payment obligation.

The Group is exposed to credit risk both in relatto commercial transactions and inter-company itend
activities.

The maximum theoretical exposure to credit riskatember 31, 2011 concerns the book value of Gibssts,
Trade receivables, Short-term financial assets@ah and cash equivalents at banks, financialutistis and
post offices for a total of Euro 182,412 thousaadro 248,571 thousand at December 31, 2010).

Financial assets are recorded in the financiabstahts net of the write-downs calculated on théshEghe risk
of non-fulfilment by the counterparty, determinezhsidering the information available on the cliesd$évency
and considering historical data.

The Group financial management monitors on a mgrihkis the risk of non-payment of receivablesydwe
receivables and credit lines granted to the largéstts of each Group company.

The Group credit risk concerning commercial tratisas with overseas business partners (excluding
receivables from the Telecom lItalia Group and allsmanber of other enterprises) is insured by S.E.Gor a
minimum of 80% and maximum of 90%.

The largest exposure concerns trade receivable®egember 31, 2011 trade receivables for Euro B%7,9
thousand (Euro 135,869 thousand at December 3D)2@dre recorded, net of a doubtful debt provigib&uro
8,678 thousand (Euro 8,656 thousand at Decembe&(03D).

At December 31, 2011 overdue trade receivables ataduo Euro 10.5 million (Euro 22.6 million at [sber
31, 2010).

The Group policy establishes very strict termstfigr extension of normal payment terms.

Group cash and cash equivalents are depositeddihgefinancial counterparties.

In relation to the Group objectives and policiemaerning the management of other financial riskd #re
hedging policy, reference should be made to NaiktBe Notes to the consolidated financial statasien

Transactions with related parties

In relation to activities with related parties hetyear, reference should be made to the sectithinvihe Notes
to the Consolidated Financial Statements.
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Significant events

On June 9, 2011 a rental contract concerning tHesitnial area of Castelletto, the long-standingehbafsitaltel,
approved by the Board of Directors of Italtel ont@ber 5, 2010, was concluded with Nabucco R.El. STihe
contracts duration is from January 1, 2011 wittc@aclusion on December 31, 2025, for a total of/éars and
an annual rental payment of Euro 8.1 million. Tlatcact replaces the previous contract signed cceeer
30, 2003 with Nabucco S.r.1..

In 2008, on transition to international accountstgndards, this rental was considered a finance l&& the
portion of buildings and plants rented and an dpegalease for the parts relating to the land réndes
established by IAS 17. In 2010, the standard wasnaled, introducing the concept that also land patgated
when the rented buildings stand on such land.

Therefore in the valuation of the finance leasatied) to the new contract the value of the leasseta includes
also the land. The effects of the cancellatiorhefdld contract were calculated as if from itsidtion until 2010

these lands were also subject to a finance ledse.effect of this restatement resulted in a reduacih the

opening net equity of Euro 4.0 million, an incre&seéhe value of property, plant and equipment afde5.2

million, an increase in the financial payable off&#.8 million, an increase in the deferred incarnacerning

the initial gain of Euro 2.6 million and a deferrick assets of Euro 1.2 million.

The cancellation of the original operation, as presly described, resulted in a gain of Euro 32ilian (due to

the de-recognition of the residual financial ligthiand the deferred income relating to the suspdrghin, net of
the value of assets recognised in the balance)sledine with the leaseback contract (the valnetdes also
the land related to the areas which was not indudéhe first contract), taking account of theeeffconcerning
the portion of land not re-leased under the newraohfor Euro 1 million which had a non-recurripgsitive

impact on the income statement. The residual 06 Bdr.2 million was discounted for a period of 1&ngeand
resulted in a positive adjustment in the year afoE211 million which compared to Euro 1.7 millionepiously

established based on the 2004 contract, resuttiagdifference of Euro 0.4 million in the year.

Land and buildings leased were recognised respgtior Euro 13 million and Euro 36 million, deprated for
Euro 3.3 million (Euro 3.4 million according to tipeevious contract). A financial payable of a saniamount
was recorded and the capital portion reduced fao BEu3 million and financial charges of Euro 7.8lliwm

recognised to the income statement (Euro 4.9 milhecording to the previous contract). Therefone, net
positive effect on the 2011 result compared to dffect which would have been generated accordinthéo

previous contract amounted to Euro 0.1 million. égative impact of Euro 10.8 million was seen on the

financial position due to the increase in the pé&yaoncerning the new rental contract and a pasidffect of
Euro 2 million related to the reduction in the qraee required by the lessor, in addition to a toveatal
instalment paid of Euro 1.1 million.
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Subsequent events after the end of the year

Except where commented upon in the subsequent atoiee date of the preparation of the presenhiiz
statements no further subsequent events had té&ea. p

Outlook and Directors’ considerations on the goingoncern of the company
Outlook

From 2009, Italtel S.p.A., as a result of the madavnturn and increased competition, in additmthie critical
debt level reached, found itself in particularlyises difficulties from an industrial and financigiewpoint,
which led to the signing on September 16, 2010 WitiCredit S.p.A. (“UniCredit”), Banca Popolare Milano
S.c.ar.l. ("BPM"), GE Capital S.p.A. (“GE Capita/’ABC International Bank — Milan Branch, Banco Blzpe
Societa Cooperativa, Banco Brescia S.p.A. and Gkatica — Banca di Credito Finanziario e Mobiligoin(ly,
hereafter the “Lending Banks”) and with Teleconiid&.p.A. and Cisco Systems International BV (‘&@§ of
a number of agreements in order to improve the gebition of the company and to ensure financibitity,
within a rescue plan as per Article 67 of Decree 28 of March 16, 1942 (“BL” or “Bankruptcy Law”).

Under these agreements: (A) the Lending Banks wiagd the bank debt conditions of Italtel and entobk
an obligation to refinance this debt on expiry adatg to new terms and conditions; while (B) Telectalia
and Cisco subscribed in equal parts to a shareéatépirease of the parent company Italtel Groupaftotal of
Euro 70 million and undertook trade commitmentshwiitaltel comprising, for Telecom, the obligatioa t
purchase a minimum annual quantity of products serdices from lItaltel for the years 2010, 2011, 2@hd
2013 and for Cisco to accept a number of amendntertke trade conditions applied to Italtel.

However, from the third quarter of 2011, due tofilmther significant downturn in the European eaogdand
in particular the Italian economy), related to therozone crisis and its significant recessionargant, Italtel
was forced to deal with a new economic and findraiais - resulting in the signing of the agreemas per
Article 67 of the BL — and undertook to implementaditional rescue measure.

The review of all the economic and industrial plaeguired by the economic downturn resulted in, mgnather
issues, a significant write-down of the goodwiltognised by the Company, which in turn resultedosses
which reduced the share capital under the minimegallrequirement, triggering the repercussionsag\gicle
2447 of the Civil Code; this development was dexlaby the Board of Directors of the Company, which
prepared and filed the legally required documenitasind called the Shareholders’ Meeting (currestispended
and postponed to December 13, 2012).

In facing the financial crisis stemming from thewawurn in the industrial and economic environmeutined
above, ltaltel, from the beginning of 2012 initidibeegotiations with the lending banks and with Tete Italia
and Cisco in order to reach a debt restructuringexgent, with approval as per Article 1B8i2-of the BL which,
through a number of financial agreements with tuekis and financial and trade commitments made tscdem
Italia and Cisco, could comprehensively recoverfitmencial, capital and industrial position of tBempany.

The restructuring drawn up by the Company is basethe industrial plan approved on November 28,2201
which establishes for, in addition to the trade findncial operations contained in the proposallfitand briefly
summarised below, a significant reorganisation ofmBany personnel, forming the basis of an important
memorandum signed on November 22, 2012 by the Mynisf Economic Development and by all of the
principal trade unions.

As a result of the negotiations with all relevaattfes, and thanks to the solid backing of thetinaaauthorities
and the social partners, a restructuring agreemastsigned — also by Italtel Group, which as naegliarantor
of all of Italtel S.p.A.’s obligations with the blas— which requires approval by the Milan courtl{gopresented
on December 12, 2012).

The Debt Restructuring Agreement provides for tieowing capital, financial and industrial rescueasures
for Italtel:
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the recapitalisation of the Company for Euro 158,032, to be achieved through the issue of
participating financial instruments as per Arti@dd46, sixth paragraph of the Civil Code, througi): (
conferment by the Lending Banks of their receivalsleriving from the medium-long term loan contract
for Euro 89,342,969, (b) conferment by UniCredititsfreceivable from the interest rate swap cotgrac
(with maturity extension previously agreed in 201d) Euro 9,192,303; (c) conferment by Cisco of its
trade receivables concerning the supply of Ciscodpets to Italtel, for Euro 50 million and (d)
conferment by Telecom lItalia Finance of the brittgen of Euro 4.5 million which will be issued taltel
immediately following the filing of the court pedtn; in addition to the measures outlined above, th
Restructuring Agreement establishes for a furthetoraatic conversion of bank receivables for a
maximum Euro 29,516,100 into participating finahamstruments, in the case in which, on the magurit
on the RCF credit lines in June 2017, the Compaay Wtilised, in full or in part, the Support Lines
described in the subsequent letter b;

the new financing for a total of Euro 5100@00: (i) by two of the Lending Banks (UniCreditdaBPM)

for Euro 36,500,000, through the signing of a neanl contract; (ii) by Telecom Italia Finance, farr&
4.5 million, which, as stated will be issued asrigde loan within five days from filing of the prerst
petition and (iii) by Cisco for Euro 10 million, ime form of the granting of new trade receivalalgainst
new supplies for Euro 5,000,000 and the extendgmhyreent of a part of the pre-existing trade
receivables of a similar amount. The issue of axprately half of the new financial resources pradd
by the banks (in this latter case limited to thareimade available by Unicredit) and by Cisco,dditon

to all of the TI bridge loan for a total of Euro 28llion will take place before approval in the fiorof a
bridge loan, which should recognise the functionalure and the consequent pre-deductibility as per
Article 182 quater of the BL; in addition to the fresh resources dadéd above, the Restructuring
Agreement establishes for the commitment of thekBaiCisco and Telecom ltalia Finance to make
available two further precautionary conditionece$indefined as Supporting Finance in the Restrimgfur
Agreement), for a total amount of Euro 39,783,4&flwhich (A) Euro 15,800,000 to guarantee the
payments of outside creditors, and (B) Euro 2388Bto cover the non-issue of loans and contrilbstio
established by the Plan;

the signing of a new medium-long term loan contfact total Euro 63,124,174 to refinance the neaid
exposure from the loan contract signed on May 2822(the “Original Term Loan Contract”), already
expired at the date of the present petition — wihaistablishes for inter alia: (a) the reschedulihghe
capital line amounts in three solutions of Decentbkr 2017, 2018 and 2019, with the exception of a
lower share held by ABC Bank of approx. Euro 2.%liam, which will be repaid in a single solution on
December 31, 2019 and (b) the suspension of intpegsnents;

a renegotiation of the terms and conditions of téeolving loan contract signed with a number of
Lending Banks on November 29, 2010 for a total ofde203.5 million, currently utilised for approx.
Euro 91.5 million, of which Euro approx. 77.9 nolti for cash (divided into various usage forms) and
approx. Euro 13.6 million in bank guarantees, whigh involve inter alia: (a) a number of amendngnt
to the amounts and usage forms of the existingitctimés in accordance with this contract, with a
reduction in the overall maximum amount of the ldanEuro 135,183,451, of which approx. Euro
109,000,000 in cash form and Euro 26,183,451 irfdhm of bank guarantees; (b) the partial suspensio
of interest payments; (c) the granting of a parth&f sums currently utilised for advance lines dor
amount of Euro 3,950,000.00 with rescheduling &f talative repayment until June 30, 2013; (d) the
granting of a further share of the sums currentilysed for an advance line on invoices for an anicaf
Euro 4,000,000.00 with rescheduling of this amaonfune 30, 2017, (d) the rescheduling of the final
repayment date of all the further amounts due aoatance with this contract until June 30, 2017;
amendments to both loan contracts, including: éaigd suspension of interest payments (other thase

on the new loan which must be repaid on scheduit)the end of 2014 and, subsequently, the paysent
of only the variable portion (Euribor) of the abestated interest, on the condition that and inréwiired
amount to ensure that sufficient available cashvailable to cover the short term liquidity needs o
Italtel;

the rescheduling of repayments to three installsyanthe years 2017, 2018 and 2019 and the sugpensi
until the end of 2017 of the payment of interesttomloan which Unicredit currently holds with t&llin
accordance with theledging Amounts Assignment and Rescheduling Agreerh&eptember 16, 2010,
under which, inter alia, a number of amounts dudtdiyel were extended following the resolutiontloé
interest rates swap contracts in place at that date

the granting by Cisco to ltaltel, in departure frdme contractual agreements in place concerningpay
conditions for the supply of Cisco products, whiakolves the possibility to accumulate payables to
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Cisco up to a maximum of Euro 55,000,000 and pagivables against Cisco supplies within 90 days in
Europe and within 60 days in Latin America and deseof other improved commercial and credit
conditions than those currently in place;

h. the commitment of Telecom Italia to purchase gaaus services from ltaltel for an invoicing amouht o
at least Euro 120,000,000 per year, for the 2011B1period, as outlined in greater detail in the
Restructuring Agreement;

i. the payment by Telecom ltalia to Italtel of an amoof Euro 10,000,000, with prior signing of a
settlement agreement concerning a serious of indgmaquests sent by Italtel to Telecom Italia in
accordance with Article 7 of tH&ubscription and Share Price Agreememtdted September 30, 2000;

j- the previously stated significant corporate reoizgtion in accordance with the previously outlined
agreement with the Ministry of Economic Developmand the principal trade unions.

The Restructuring Agreement, with the exceptiorthef provisions concerning the bridge loans astitied
above, and the cancellation by Italtel S.p.A. afeaeivable from Italtel Group S.p.A. for approx.r&u3.1
million, including interest matured at December 3011, is subject to approval.

Together with the Restructuring Agreement, and a®radition of the agreement, the Company in addlitio
negotiated an important amendment of the conditadribe rental contract which the Company currehtig in
place with Nabucco R.E. S.r.l., concerning itsa&$i at Settimo Milanese, in the Castelletto ardégwprovides
for a reduction in the contractual duration togpars, automatically renewable for a further sighwithdrawal
based on 18 months prior notice, a reduction inrtregal amount and the consequent derecognitiothef
payable, with a reduction of the net debt by overE8 million.

Through the contribution of the receivables by Baamks, Cisco and TI, and the simultaneous issubeoPFI’s,
the Company will cover the losses matured, rechgiitg itself, as following the Italtel operatiohd situation
established by Article 2447 of the Civil Code wilb longer be applicable but a positive net equitly lve in
place which today is estimated at approx. Euro ZL@8illion, (assuming the coverage takes place iorlary
2013, as today forecast and losses in 2012 ameamiith those forecast by the plan).

With the recovery of the capital position, the dstoticture of the Company will also improve, bditough the
injection of new finance and as a result of the reneents made to the loan contract conditions ingpla

Italtel may also count on, from an industrial vieag, the improved support of its strategic parsnemd indirect
shareholders Telecom ltalia and Cicso, which, @&n,s@ave undertaken significant commitments als@ of
commercial nature.

The significant nature of the actions and the appateness of the Restructuring Agreement, in @algr in
ensuring the payment of outside creditors to theement, were declared by Ms. Stefania Chiarustimd by
Mr. Enrico Laghi, consultants acting withithe requirements as per Article 67, third paragrafetter d)”, of
the Bankruptcy Law, in the report prepared in adaace with Article 18is.

Directors’ considerations on the going concern

In consideration of that described above the dirscin considering the going concern of the Iltaltmoup,
identified the continued presence of a number ckuinties which, as related to future actionswants, are
outside of their control:

= the signing of the final contracts with the banks;

= court approval;

= the subscription of the share capital increasediyrary 2013;

= the financial and capital stability and a returnpiofit, in addition to implementation of the abeve
stated agreements, is based on the reaching oblfextives contained in the industrial plan and
therefore on achieving the assumptions containei.

The Directors in evaluating the above indicatedéssconsidered, in particular, the following asgect
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= the signing of the restructuring agreement;

= the commitment of the credit institutions and thdustrial shareholders to convert the participating
financial instruments of the Company for Euro 158iom;

= the sustainability of the industrial plan examirieg a reputable consultancy firm and the financial
viability of the plan declared by the consultartttesd above lead to the conclusion in the shont-iefr
the approval by the Milan Court and the reachinthef2012-2016 industrial plan objectives.

In conclusion, the Directors, after analysing &fitee events and circumstances described abovegmesed that
at the date of the present report a degree of taingr persists concerning the approval of theruvestiring
agreement and the consequent finalisation of tbepitalisation expected by February 2013, whiaméttained
may impact the ability of the company to operatdairthe going concern principle; however after hguynade
the necessary verifications and evaluated the algienified uncertainties, the Directors hold tbasonable
certainty that the Company has adequate resowamtinue operations until the approval date aawl h
prepared the financial statements of Italtel S.ptDecember 31, 2011 under the going concerniptac

Settimo Milanese, December 11, 2012

For the Board of Directors

The Chief Executive Officer
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FINANCIAL STATEMENTS

Consolidated balance sheet at December 31, 2011 &@il0

(thousands of Euro)
Note 31/12/2011 31/12/2010

Assets

Non-current assets

Property, plant and equipment @) 66,905 50,781
Goodwill (8) 167,215 297,215
Other intangible assets 9) 36,395 44,179
Investments valued under the equity method (10) 194 194
Medium/long term financial assets (11) 169 580
Other assets (12) 17,991 20,006
Deferred tax assets (13) 70,076 68,697
Total non-current assets 358,945 481,652

Current assets

Inventories (14) 33,148 40,957
Trade receivables (15) 107,965 135,869
Tax receivables (16) 2,781 1,719
Other receivables and assets a7 25,219 22,375
Short-term financial assets (18) 3,877 2,826
Cash and cash equivalents (19) 27,360 67,495
Total current assets 200,350 271,241
Discontinued non-current assets (42) 179 463
Total assets 559,474 753,356
Net Equity and Liabilities
Net Equity
Share capital (20) 131,427 131,427
Reserves (21) 11,507 10,943
Treasury shares (22) (10,983) (10,943)
Other reserves including the net result (23) (160,903) (11,240)
Group Net Equity (28,952) 120,187
Share capital and reserves pertaining to minomigrests - -
Total Net Equity (28,952) 120,187
Liabilities
Non-current liabilities
Employee benefit provisions (25) 28,359 29,977
Provisions for risks and charges (26) 11,289 31,565
Medium/long term financial liabilities (27) 83,898 235,712
Other liabilities (28) 27,337 14,571
Total non-current liabilities 150,883 311,825
Current liabilities
Trade payables (29) 147,400 176,893
Current income tax payables (30) 1,697 1,543
Other payables and liabilities (31) 50,649 78,143
Current financial liabilities (27) 237,793 64,761
Total current liabilities 437,539 321,340
Discontinued non-current liabilities (42) 4 4
Total liabilities 588,426 633,169
Total net equity and liabilities 559,474 753,356
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2011 and 2010 Consolidated Income Statement

(thousands of Euro)

Note 2011 2010

Revenues from sales and services (32) 405,413 421,972
Other income (33) 46,457 39,853
Purchase of materials and services (34) (288,796) (288,594)
Personnel costs (35) (117,876) (135,170)
Amortisation, depreciation and write-downs (36) (171,053) (43,459)
Other operating costs (37) (10,197) (11,224)
Change in inventories (38) (7,682) (1,825)
Internal cost capitalisations on fixed assets (39) 23,919 25,529
EBIT (119,815) 7,082
Financial income (40) 17,375 17,105
Financial charges (40) (35,151) (36,755)
Net income/(charges) from valuations of investmemiger the net equity method - -
Loss before taxes (137,591) (12,568)
Income taxes (41) (7,277) 249
Loss from normal operations (144,768) (12,319)
Discontinued activities profit/(loss) (42) (37) (1,155)
NET LOSS FOR THE YEAR (144,805) (13,474)
Group share (144,805) (13,474)

Minority interest share - -
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2011 and 2010 Consolidated Comprehensive Income &tment

(thousands of Euro)

2011 2010
Net loss for the year (144,805) (13,474)
Profits (losses) from conversion of accounts ofre@as companies (333) 302
Total other profits/(losses) directly recorded to neequity (333) 302
Total comprehensive loss (145,138) (13,172)
Group share (145,138) (13,172)

Minority interest share - -
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Consolidated Cash Flow Statement at December 31,PDand 2010

(thousands of Euro)

2011 2010
A - Opening cash and cash equivalents (net shortsta debt) 67,495 33,473
B — Cash flow from operating activity
Loss for the year (including minority interests ish)a (144,805) (13,474)
Amortisation, depreciation and write-downs 171,053 43,459
Losses on disposed asséts (2,780) (1,721)
Reversal of financial liabilities (3,061) -
Increase in deferred tax asset (149) (6,102)
Increase / (Decrease) of employee benefits pravssio (1,618) (8,811)
Changes in other provisions (10,169) (10,517)
Cash flow from activities before changes in workingapital 8,471 2,834
Change in working capital
(Increase) / Decrease in receivables 24,282 (31,458)
(Increase) / Decrease in inventories (2,298) 2,007
(Increase) / Decrease of other assets 2,015 (679)
Increase / (Decrease) in trade and other payables (59,583) 23,292
Total changes in working capital (35,584) (6,838)
Total (B) ® (27,113) (4,004)
C — Cash flow from investing activities
(Investments) and divestments in holdings and #@esr 120 (23)
(Increase) / Decrease in other financial assets (2,051) 1,057
Divestment of fixed assets 249 122
Investments in property, plant and equipment (3,508) (1,146)
Investments in intangible assets (24,565) (25,975)
Total (C) (28,755) (25,965)
D - Cash flow from financing activities
Granting and repayments of short-term loans 23,992 2,583
New loans - 21,965
Repayment of loans to third parties (7,052) (16,293)
Share capital increase payment - 70,000
Granting of finance leases 449 -
Repayment of finance leases (439) (1,852)
Purchase and sale of treasury shares (40) -
Increase / (Decrease) in other financial liabiitie (1,230) (13,205)
Total (D) 15,680 63,198
E — Cash flow for the year (B+C+D) (40,188) 33,229
Other shareholders’ equity changes 53 793
F — Closing cash and cash equivalents 27,360 67,495

(1) These include Euro 3,073 thousand concerning thersal of the long-term portion of the gain realism the sale of the industrial building of Castid.
Euro 2,780 thousand includes also the gain/losthioyear.

(2) This amount includes the payment of current tagefiro 6,568 thousand and Euro 7,508 thousanpectisely in 2011 and 2010
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Statement of changes in shareholders’ equity for #nyears ended December
31, 2010 and 2011

(thousands of Euro)
Minority

Group Share interest TotEaI l\_let
share quity
Share Reserves Treasury Other Total
capital shares reserves
including the
result
Balance at January 1, 2010 115,459 449,686 (10,943)  (490,837) 63,365 - 63,365
Comprehensive Loss - - - (13,172) (13,172) (13,172)
Change in consolidation scope - - - (6) (6) - (6)
Transactions with shareholders:
- Coverage of carried forward
losses from prior years and for the
period 1/ - 30/04/2010 of Italtel
Group S.p.A. (54,032) (438,743) - 492,775 - - -
- Share capital increase, fully
paid-in 70,000 - - - 70,000 - 70,000
Balance at December 31, 2010 131,427 10,943 (10,943) (11,240) 120,187 - 120,187

Reclassification of Castelletto

land from operating lease to

finance lease - - - (3,961) (3,961) - (3,961)
Allocation of 2010 profit of Italtel

Group S.p.A. — Shareholders’

Meeting resolution of April 21,

2011 - 564 - (564) - - -
Comprehensive Loss - - - (145,138) (145,138) - (145,138)
Transactions with shareholders:

Acquisition of treasury shares - - (40) - (40) - (40)
Balance at December 31, 2011 131,427 11,507 (10,983) (160,903) (28,952) - (28,952)
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Notes to the Consolidated Financial Statements
Note 1 - Introduction

Introduction

Italtel Group S.p.A. (hereafter the Parent Compaisy)a corporation company with registered office in
Castelletto, Settimo Milanese (MA) and is held tigb ordinary "A" shares, as described on pager&48c77%
by Clayton Dubilier & Rice, for 19.37% by Telecoialla, for 18.40% by Cisco Systems, for 10.81% lapita
Trustees Limited, for 2.65% by Cordusio S.p.A.,wdfich 1.91% through treasury shares and the rengini
0.74% comprising manager and employee shares.

The Parent Company, through its subsidiaries (fimrethe Italtel Group), provides solutions, protuand
services principally for telecommunication operatoand also for Large Enterprises and the Public
Administration. These solutions, products and sewiare principally proposed as projects for vda& and
fixed/mobile convergence.

The present annual consolidated financial statesnemfating to the year ended December 31, 2014, ar
presented in Euro, being the currency in which@neup operates and consists of the Balance Sheszime
Statement, Comprehensive Income Statement, Cash Statement, Statement of changes in Shareholders’
Equity and the Notes to the financial statementB.tlle amounts reported in the consolidated finalnci
statements are expressed in thousands of Eurgsuolkeerwise indicated.

There were no changes in the consolidation scogéiA.

Financial Statement Presentation

In line with Regulation (EC) 809/2004 and Recomnagimh 05-054b of the CESR (the Committee of Eurapea
Securities Regulators), the Italtel Group prepdhedconsolidated financial statements at Decembgf@05 in
line with IFRS approved by the European Commission.

The changes with indication of the significancetfee Group are reported below:

= Changes to the accounting standards and interjoregedipplied from January 1, 2011 significant foe t
Group consolidated financial statements:

Improvements to IFRS: On March 23, 2010 Regulate@) 243/2010 was issued which enacted at EU level
the improvements to the following standards, entemto force from January 1, 2010:

IAS 17 -Leasing The amendment concerns the classification oklgdsnd and buildings. When the leasing
concerns both land and buildings, the entity mestasately measure each element in accordance with
their classification as a finance lease or an djpgrdease. At the date of application of this adment,
the classification of all leasing contracts for tpertion concerning the land must be revised. The
reclassification from "operating lease" to "finaaldease" must be retrospectively measured.

= Changes to the accounting standards and interjpregadpplicable from January 1, 2011 not significan
for the Group consolidated financial statements:

IAS 32 - (amendment) Classification of rights issuehe amendments concerning the treatment of rights
issues (rights, options or warrants) which are denated in a currency other than the functional
currency of the issuer. Previously, these rightsewensidered as liabilities from derivative finghc
instruments. The amendment requires that, undeaaineconditions, these rights are classified as net
equity instruments independent of the currency ihictv the exercise price is denominated. The
amendments to IAS 32 are applied from January 11 28owever advance application is permitted.

IAS 24 — (amendment) Related party disclosurd he amendments establish a partial exemptioneroimg
the disclosure which entities related to the PuBtieninistration must produce. In addition, the déion
of related party was revised and a number of atatibns on the content of the disclosure were
introduced. The amendments to IAS 24 are appliedhfdanuary 1, 2011; advanced application is
permitted.
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IFRIC 14 — (amendment) Fhe limit of a defined benefit asset, minimum fogdiequirements and their
interaction The amendments concern, in particular, the casehich an entity, subject to minimum
contributions to a fund, makes an advance paymgainst that due. In this case, the payment may be
considered as an asset. The amendments to IFR&pMY from January 1, 2011; advanced application is
permitted.

IFRIC 19 - Extinguishing financial liabilities with net equiimstruments This interpretation clarifies the
situation in which an entity renegotiates the tewhs financial liability with a creditor and thiatter
accepts company shares or equity-based instrumergsttle the financial liabilities in full or ingpt.
IFRIC 19 is applied from January 1. 2011; advaraygglication is permitted.

= Improvements to IFRS - On February 18, 2011 ReigulafEC) 149/2011 was issued and enacted at

EU level. The improvements, entering into forcenfralanuary 1, 2011, concern the following
standards:

IFRS 1 (First-time adoption of International Financial Reping Standards)the amendments concern
disclosure to be provided in the following specifetses: change to the accounting standards ofirshe f
time adoption of IFRS and utilisation of the "deelmeost" after the transition date to IFRS, also
concerning transactions subject to standardised.rat

IFRS 3(Business combinationsyhe amendments concern:
- the limitation of the possibility to value minoritjinvestments at their fair value or,
alternatively, in proportion to the relative sharé¢he net assets of the investment;
- a clarification that IFRS 2 is applied at the asgign date both for the transactions with share-
based payments of the investment and for thoseglbg the acquirer;
- a number of clarifications on the treatment of ptitd payments.

IFRS 7 (Financial Instruments: additional discl@duthe amendments provide for the qualitativeld@ae
in addition to the quantitative disclosure requitedassist users to establish a complete picturénef
nature and the type of risks connected to the &i@rinstruments. In addition, the amendments fslari
the information required concerning the credit rigle guarantees held and simplifies the infornmatio
concerning renegotiated loans.

IAS 1 (Presentation of Financial Statements): tmeermdment permits the presentation of the other
comprehensive income statement components or tiadetBents of changes in net equity” or in the notes
to the financial statements.

IAS 27 (Consolidated and separate financial statésiethe amendment establishes the methods for the
adoption of the amendments introduced by IAS 28 28 and IAS 31 following the review of IAS 27 in
2008.

IAS 34 (Interim financial reporting): the amendnsenhderline that significant events and transastiorthe
interim financial statements must update the sicguift information presented in the last annualrfaial
statements. In particular, they provide detailstio@ reporting of significant transactions concegnin
financial instruments and at their fair value.

IFRIC 13 (Customer loyalty programmes): the amenutrastablishes the method for the measuremeneof th
fair value of loyalty points.

= Changes to accounting standards and interpretadigpiged after January 1, 2012:

IFRS 7 @Additional Disclosure - Transfers of Financial AsyeUnder Regulation No.1205/2011 issued by
the European Commission on November 22, 2011 thendments to IFRS 7 "Financial Instruments”
were approved: additional disclosure - Transfers Fafiancial Assets,” which establishes the
supplementation of the disclosure on financialrimsients, with reference to the transfer of finahcia
instruments, to describe the risks to which the gamy remains exposed in relation to the assets
transferred. The new provisions require, among rethadditional disclosure in the case in which the
company carries out significant transfers of finahassets close to the year-end.

These amendments must be applied from January 12. Zthe above-stated amendments do not have a
significant effect on the Group financial statensent

The accounting standards described below wereeapjlia uniform manner for all the periods presénte
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Note 2 - Accounting Principles Adopted

Consolidation method

The consolidated financial statements include ftinantial statements of Italtel Group S.p.A. (therea
Company) and the companies in which it directlynolirectly controls, from the date of acquisitiomdauntil the
date the control terminates. The control is exertisither due to directly or indirectly holding ajority of the

voting rights, or through the exercise of a dominafiluence which is expressed by the power to raeitee,

including indirectly based on contractual or leggteements, the financial and operating choicéiseofompany
and thus obtaining the relative benefits, withaference to the actual holding in the company. ¥istence of
potential exercisable voting rights at the balastoeet date is considered in order to determineg@ont

The financial statements used for the consolidatiere prepared at December 3011and are those prepared
and approved by the Board of Directors of the ilial companies, appropriately adjusted, where sszng, in
accordance with the accounting principles of theepiacompany.

The subsidiaries whose consolidation would not tsgeificant effects both from a quantitative andlifative
viewpoint were not included in the consolidatiome and therefore not consolidated under the linkAe
method, to ensure an accurate representation dfafamce sheet, income statement and financiat&tuof the
Italtel Group. These entities were recognised at.co

The criteria adopted for the line-by-line consadlida of the fully consolidated subsidiary companvesre as
follows:

= the assets and liabilities, the charges and theniecare recorded line-by-line, attributing, where
applicable, the relative minority share of net égand of the net result;

= the business combinations, in which the controbofentity is acquired, are recorded applying the
“purchase method”. The acquisition cost is represkby the fair value, at the purchase date, adtass
sold, of liabilities incurred and of capital ingtnents issued, and any other accessory chargeglyirec
allocated. The difference between the acquisitiost and the current value of the assets and ligsili
acquired, if positive, is allocated to Goodwill deifinegative is recorded in the income statement;

= the gains and losses from operations between éalhsolidated companies, not yet realised with third
parties are eliminated if significant with the macical payables and receivables also eliminated, in
addition to the costs and revenues and the fineimciame and charges;

= the gains and losses deriving from the sale ofasesbf the investment in a consolidated company are
recorded in the income statement for the amoumesponding to the difference between the sales pric
and the corresponding fraction of the assets afdities sold.

The holdings in companies in which the Italtel Grobhas a significant influence (hereafter "assodiate
companies"), which is presumed to exist when thregrgage holding is between 20% and 50%, are résedn
under the net equity method, with the exceptiorthef cases in which the application of this methodhie
investment does not impact the balance sheet awaghdial situation of the Italtel Group. In thesses the
investment is carried at cost. The applicatiorhefriet equity method is described below:
= the book value of the investments is aligned torsteequity of the company adjusted, where necgssar
to reflect the application of the accounting pnoes of the Parent Company and include, where
applicable, the recording of any goodwill identifiat the moment of the acquisition;
= the profits and losses pertaining to the ltalted@r are recognised in the consolidated incomerataie
at the date when the significant influence begims antil the date of termination. Where losseshim t
investee result in a negative net equity, the bale of the investment is written down and anyessc
pertaining to the Group is recorded in a specifvjsion only when the Italtel Group is committed t
comply with legal or implicit obligations of the sciated company or in any case to cover the losses
The equity changes of the associated companieslaroted from the income statement are recorded
directly as adjustments to the reserves;
= the gains and losses not realised generated oataper between the Parent Company/Subsidiaries and
the associated companies are eliminated for the gmataining to the Italtel Group. The losses not
realised are eliminated except when they represeermanent impairment in value.
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The financial statements of the companies in thesclidation scope are prepared in the primary casrén
which they operate (the “functional currency”). Tbensolidated financial statements were preparefuiro,
which is the functional currency of the Parent Camp The rules for the translation of financiatetaents of
companies which operate in a currency other tharktiro are the following:

= the assets and the liabilities were translatedgusia exchange rate at the balance sheet date;

= the costs and revenues are translated at the @&vexapange rate for the period,;

= the “Translation reserve” includes both the foregyehange differences generated from the translatio
of foreign currency transactions at a rate diffetdian at the balance sheet date and those gedherate
from the translation of the opening shareholdegsiity at a different rate than that at the balastoeet
date;

= the goodwill and the fair value adjustments relatedhe acquisition of a foreign entity are treased
assets and liabilities of the foreign entity arahlated at the exchange rate at the balance déweet

= in the preparation of the consolidated cash floateshent the average exchange rates for the year are
used to convert the cash flows of foreign subsieléar

The exchange rates applied are reported below.

At December 31 At December 31,

2011 Average 2011 2010 Average 2010
Argentinean Peso 5.74525 5.56769 5.1856 5.30994
Russian Ruble 40.8846 41.765 40.2629 40.82
Kenyan Shilling 123.759 109.832 105.012 107.943
Brazilian Real 2.32651 2.4159 2.33143 2.2177
UK Sterling 0.867884 0.8353 0.857844 0.86075
US Dollar 1.39196 1.2339 1.32572 1.3362
Polish Zloty 4,12061 4,458 3.99467 3.975
Arab Emirates Dirham 5.11258 4.75237 4.86925 4,90781
Peruvian Nuevo Sol 3.83386 3.48747 3.74495 3.75086
Saudi Arabian Riyal 5.22032 4.85236 4.97165 5.0106
Oman Riyal 0.535643 0.497949 0.509948 0.51403

The lists of companies directly or indirectly hélgthe Parent Company are reported in Note 47.

Summary of the main accounting principles and pabs

The Consolidated Financial Statements were prepereatcordance with the cost criteria, except isesa
specifically described in the following notes whehe “fair value” was applied and are presentederemot
otherwise indicated, in thousands of Euro.

The principal measurement criteria utilised arecdbed below.

A - Property, plant and equipment

Property, plant and equipment are measured at asecbr production cost, net of accumulated degreciand
any loss in value. The cost includes all chargesctly incurred for bringing the asset to their divion for use,
as well as dismantling and removal charges whidhbaiincurred consequent of contractual obligatiomhich
require the asset to be returned to its originald@@n. Any interest charges concerning the camsion of
property, plant and equipment are not capitalised.

The expenses incurred for the maintenance andrseplan ordinary and/or cyclical nature are digecharged
to the income statement in the year in which theyiacurred. The capitalisation of the costs rattio the
expansion, modernisation or improvement of owneditde assets or of those held in leasing, is neextie when
they satisfy the requirements to be separatelysified as an asset or part of an asset in accoedastt the
component approach. Similarly, the replacementscoStomponents relating to complex assets area#d as

[48]




Consolidated Financial Statements

assets and depreciated over their residual usiééulwhile the residual value of the component scbj®
replacement is recorded in the income statement.

The initial value of property, plant and equipméenadjusted for depreciation on a systematic basisulated
on a straight-line basis when the asset is availabtl ready for use, based on the estimated ugefuiet of the
recoverable value.

The estimated useful life for the Italtel Grouptlodé various categories of assets is as follows:

= Leased land: 15 years

= Industrial buildings: 33 years

= Plant and machinery: 5-10 years
= Commercial and industrial equipment: 4 years

= Other assets: 4-10 years

The useful life of property, plant and equipmerd #meir residual value are reviewed annually anditgd,
where necessary, at the end of each year.

Land, excluding leased land, is not depreciated.

When the asset to be depreciated is composed afaefy identifiable elements whose useful lifefati
significantly from the other parts of the asset, tlepreciation is made separately for each paheoésset, with
the application of the “component approach” priteip

B - Leased assets

The assets held through finance lease contractsrenmtine majority of the risks and rewards relatedhe
ownership of an asset have been transferred ttighel Group, are recognised as assets of theelt&lroup at
their fair value or, if lower, at the current valokthe minimum lease payments. The correspondigity due
to the lessor is recorded in the financial statamender financial payables. The assets are depedcapplying
the same criteria and rates previously indicateditfie other tangible assets, except where the idaraf the
lease contract is lower than the useful life aretehs not a reasonable certainty of the trandfermmership of
the asset at the normal expiry date of the contmachis case, the depreciation is over the danatif the lease
contract. Any gains realised on the sale of leases@ts are recorded under deferred income anddeztor the
income statement over the duration of the leas&acn

The leased assets where the lessor bears the tyajottie risks and rewards related to an assetea@ded as
operating leases. The costs relating to operatiagds are recorded on a straight-line basis imtioene
statement over the duration of the lease contract.

C — Intangible Assets

An intangible asset is a non-monetary asset, ifi@lie and without physical substance, controllabid
capable of generating future economic benefitss&lassets are recorded at purchase and/or prauaost
including the costs of bringing the asset to itsent use, net of accumulated amortisation, and@ssyin value.
Interest charges matured during and for the dewedop of intangible assets are charged directliéaricome
statement. Amortisation begins when the assetdadadle for use and is recognised on a systemasishn
relation to the residual possibility of use andstower the estimated useful life of the assetph#te residual
recoverable value.

0] Goodwill

The goodwill is represented by the excess of thehase cost incurred compared to the net fair yat¢he
acquisition date, of assets and liabilities. Thigdt subject to systematic amortisation but agdériimpairment
test is made on the carrying value in the accoubfte impairment test on goodwill is carried outledst
annually. This test is made with reference to tbash generating unit” to which the goodwill is iatited. A
reduction in the value of the goodwill is recordeden the recoverable value of the goodwill is lowean the
carrying value. The recoverable value is the higheteveen the fair value of the cash generating, uait of
selling costs, and the relative value in use ($ee dubsequent point D for further details conceyrime
determination of the value in use). Goodwill may bbe restated in subsequent years.
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When the reduction in value deriving from the isstigher than the value of the goodwill allocatedhe cash
generating unit the residual amount is allocatetih¢oassets included in the cash generating umpitdportion to
their carrying value. This allocation has as iteimum limit, the highest value between:

= the fair value of the asset less costs to sell;
= the value in use, as defined above.

(i) Research and development costs
Research and development costs are recorded indbme statement in the year incurred, with theepion of
development costs recorded under intangible asdwta they satisfy the following conditions:

= the project is clearly identified and the relatedts are reliably identifiable and measurable;

= the technical feasibility of the project is demaatsd,;

= the intention to complete the project and sell ith&angible assets generated from the project is
demonstrated;

= a potential market exists or, in the case of irdkuse, the use of the intangible asset is denatesir
for the production of the intangible assets gemeraly the project;

= the technical and financial resources necessarhéocompletion of the project are available.

The amount of development costs are recorded uimiengible assets from the date in which the result
generated from the project is commercialised. Aigatibn is on a straight line basis over a perib@ gears,
which represents the duration of the estimate @igeful life of the expenses capitalised.

(iii) Industrial patents and intellectual propertights, licenses and similar rights
The charges relating to the acquisition of indasfpiatents and intellectual property rights, licehand similar
rights are capitalised based on the costs incdarettheir acquisition.

Amortisation is calculated on a straight line basisrder to allocate the costs incurred for theussition of the
right over the shorter between the expected uiitisaand the duration of the relative contractgnfrthe
moment in which the rights acquired are exercisable

D- Impairments

At each balance sheet date, the tangible and iifti@nfixed assets with definite life are analyseddentify the
existence of any indicators, either internally oteenally to the Italtel Group, of impairment. Whethese
indications exist, an estimate of the recoveralaleies of the above-mentioned assets is made, recpaty
write-down in the income statement. The recoverahlae of an asset is the higher between the Hirevless
costs to sell and its value in use, where thigdas the fair value of the estimated future cdatvg from the use
of the asset and those from its disposal at theoénile useful life. In defining the value in uske expected
future cash flows are discounted utilizing a pre-#scount rate that reflects the current markeeasment of
the time value of money, and the specific risksttef asset. For an asset that does not generaieientff
independent cash flows, the realisable value isrd@hed in relation to the cash generating unitviich the
asset belongs.

A reduction in value is recognised in the inconsesnent when the carrying value of the asset, theotash-
generating unit to which it is allocated, is highiean the recoverable amount. Where the reasorntbdonrite-
down no longer exist, the book value of the assetstated through the income statement, up twdhes at
which the asset would be recorded if no write-ddwad taken place and amortisation had been recorded.

In the case in which the value in use is lower than book value of the cash generating unit, thgatiee
difference is firstly recognised to goodwill, ifggent, until the full write-down of the CGU. Funthreductions
in value are recognised proportionally to the otiesets of the cash generating unit. The book \@lthe assets
is not reduced below the higher value betweendhewerable value and zero.
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E - Financial Instruments

Financial assets
The financial assets are classified, on initiabgaition, in one of the following categories andasiered as
follows:

= Loans and receivableshey are financial instruments, principally réiat to trade receivables, non-
derivative, not listed on an active market, fromiakhfixed or determinable payments are expected.
They are stated as current assets except for amduatbeyond 12 months from the balance sheet date,
which are classified as non-current. On initialogmition these assets are measured at fair valde an
subsequently at amortised cost, on the basis dafffeetive interest rate. When there is an indaabf
a reduction in value, the asset is reduced to #teevof the discounted future cash flows obtainable
The losses in value are recognised in the incomtersent. When, in subsequent periods, the reasons
for the write-down no longer exist, the value of thssets is restated up to the value deriving tham
application of the amortised cost where no writesddnad been applied.
= Available-for-sale investmentshey are non-derivative financial instruments tttae explicitly

designated in this category or are not classifiedny of the previous categories. These finanGst&s
are valued on initial recognition at fair value ahd valuation gains or losses are allocated tecaiity
reserve. They are recognised in the income stateordy when the financial asset is sold, or, in the
case of negative cumulative changes, when it isidened that the reduction in value already reabrde
under equity cannot be recovered. For debt seesrdlone, if in a subsequent period the fair value
increases and the increase may objectively beecktatan event which occurs after the impairmergt wa
recognised to the income statements, the impairmegiiminated, with the amount reversed recognised
to the income statement. In addition for debt séesrthe recognition of the relative returns based
the amortised cost method are recognised to ttmriacstatement, together with the effects relating t
the changes in exchange rates, while the changeschange rates concerning AFS capital instruments
are recognised to the specific net equity resefbe classification as a current or non-current tasse
depends on the strategic choices concerning tlggheaot time the asset is held for and from theitrgd
properties of the asset; they are recognised teeuassets when realisation is expected within 12
months from the balance sheet date.

Financial assets are derecognised from the balsheet when the right to receive the cash flows ftbm

instrument ceases and the Italtel Group has treesfall the risks and rewards relating to therimsent and the

relative control.

Financial liabilities

Financial liabilities relate to loans, trade pagaband other commitments to be paid, and arelipitralued at
fair value and subsequently at amortised cost,gutie effective interest rate. When there is a ghan the
expected cash flows and it is possible to estirttaen reliably, the value of the loans are recatedldo reflect
this change based on the new current value of ¥peated cash flows and of the internal yield itiigia
determined. The financial liabilities are clasgfiender current liabilities, except when the Ilfaeoup has an
unconditional right to defer their payment foreas$t 12 months after the balance sheet date.

Financial liabilities are derecognised on settleine@. when the contractual obligation is sati$fieancelled or
matures.

Derivative instruments

Derivative instruments are assets and liabiliteeognised at fair value. The derivatives are diassas hedging
instruments when the relation between the derigatimd the hedged item is formally documented aed th
effectiveness of the hedge, periodically verifischigh. When the hedged derivatives cover theafsthange of
the fair value of the instruments hedged (fair gahedge; e.g. hedge in the variability of the fatue of
asset/liabilities at fixed rate), these are recdrde fair value through the income statement; floeee the
hedging instruments are adjusted to reflect thegbs in fair value associated to the risk covered.

When the derivatives hedge the risk of changekércaish flows of the hedge instrument (cash flodgkee.g.
coverage of changes in cash flow of asset/liabditlue to changes in the interest rates), the elsainghe fair
value of the derivatives are initially recognisettlar equity and subsequently through the incontersent in
line with the economic effects produced from theragion hedged.

[51]




Consolidated Financial Statements

The satisfaction of the requirements establishetiN$y39 for the purposes of hedge accounting isogerally
verified.

The changes in the fair value of the derivativekictv do not satisfy the conditions for hedge actiogn are
recorded through the income statement.

Measurement of the fair value of financial instruntse

For the determination of the fair value of finahgérestruments listed on active markets (bid prit¢bg relative
market quotation is used at the balance sheet dlatthe absence of an active market, the fair vatue
determined utilizing valuation models which arenpipally based on financial variables, as wellasdrig into
account, where possible, the prices recognisecedent transactions and the quotations of similaarfcial
instruments.

F — Inventories

Inventories are recorded at the lower of purchasproduction cost and realisable value represehiethe
amount that the Company expects to obtain fronr tede in the normal course of operations. The cbsaw
material, consumables, finished products and g@odasiculated applying the FIFO method.

G - Cash and cash equivalents

Cash and cash equivalents principally include chahk deposits on demand and other highly liquittsterm

investments (transformed into liquidity within ntgelays). The elements included in net liquidifyniEuro, are
recognised at the nominal value corresponding #o fitir value and if in another currency at the entr
exchange rate at the balance sheet date. In ardatdulate the net liquidity, the current accountsuded in the
account "Short-term financial liabilities" are detked from the cash and cash equivalents.

H - Shareholders’ equity

0] Share capital
The share capital is the amount of the subscrilmedpaid-in capital of the Parent Company. The csststly
related to the issue of new shares are classifiedraduction of the share capital, net of anyrdedetax effect.

(i) Reserves

These concern specific capital reserves relatinthéoParent Company. In particular, they include ldgal
reserve through provisions recognised in accordaiiteArticle 2430 of the Civil Code, which are neased by
1/20" of the net profits of the Parent Company until teserve reaches 1/®f the share capital of the Parent
Company. Once 150f the share capital is reached the reserve ubitsquently reduced for any reason - is
integrated with annual provisions as indicated abov

(iii) Treasury shares

In the case in which the Parent Company or anyeotithe Italtel Group acquires shares of the Pa@Gampany
the value of the shares acquired is deducted fromsalidated net equity until the shares are caedeadt sold.
The value of treasury shares comprises the aciguisitosts under the FIFO method. The economic &ffec
deriving from any subsequent sale are recordeétedquity.

(iv) Other reserves including the net result

These include the results in the present periodofipdevious periods for the part not distributedmvisioned
to reserves (in the case of profits) or recapialién the case of losses), the fair value of #mtging derivatives
on future transactions, net of the relative taxeeff{see point 5 - Derivative Instruments above) the effects
deriving from the conversion into Euro of the fic#l statements of foreign companies whose funation
currency is a currency other than the Euro.
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| - Employee Benefits

0] Employee benefit provisions

The Italtel Group recognises different forms ofidefl benefit plans and defined contribution plandine with
the local conditions and practices in the countitewshich it carries out its activities. The premis paid for
defined contribution plans are recorded in the inestatement for the part matured in the year.

The defined benefit plans, which include employesving indemnities in accordance with article 2b2@he
Civil Code, are based on the period of employmentise and on the remuneration received by eacHoep
over a pre-determined period of employment. In ipaldr, the liability relating to employment leagin
indemnity is recognised in the financial stateméyatsed on the current actuarial value, as quatifgma benefit
due to employees based on a defined benefit plaardcognition in the financial statements of ardef benefit
plan requires an estimate of the value of the sesvimatured by employees for their employment serin
current and previous years through actuarial tegles and the discounting of these services in otadler
determine the current value of Italtel Group connmeibts. The determination of the current value eflthltel
Group commitments is made using the Projected Cr@tlit Method. This method, which relates to thealed
“matured benefits” techniques, considers each gesfoservice by employees at the company as a safran
additional unit of right: the actuarial liability ust be quantified only on the basis of the sermeatured at the
valuation date; therefore, the total liability isrmally proportioned based on the ratio betweersthigice years
matured at the valuation date and the total nurobgears at the expected settlement of the berefaddition,
this method considers future increases in remuioaradf whatever nature (inflation, merit, contrzadtrenewals
etc.), up to the termination of employment.

The cost matured in the year relating to definedefie plans and recorded in the income statemedeun
personnel costs is equal to the sum of the avaragent value of the rights matured of the emplsypeesent
for the employment in the year and of the annusdrest matured on the current value of the ItaBebup
commitments at the beginning of the year, calcdlatging the discount rate of the future paymentgptat! to
estimate the liability at the end of the previoesly The annual discount rate adopted for the lzlons is the
Iboxx Eur Italy 10+ with maturity related to theeamge residual duration of those collectively velue

The actuarial profits and losses, related to amemsnto the actuarial parameters utilised previquate
recognised based on the "corridor" approach - ithainly when exceeding 10% of the current valuehef
commitments of the Italtel Group at the end of pihevious period. In this case, the amount exceetldig is
recognised to the income statement.

With the introduction of Legislative Decree No. 123 the possibility is established to allocate atipo of
employee leaving indemnity for the financing of ttemplementary pension. The 2007 Finance Law, which
postponed to January 1, 2007 the introduction efrtew complementary pension regulation establislyeldaw

No. 296/2006, establishes for the conferment toctiraplimentary pension of the employee leaving imuligy
maturing, explicitly or implicitly, by June 30, 200

Following the publication of the enacting decreetltd 2007 Finance Act in relation to the Complerapnt
Pension Reform concerning the Employee Leaving idty, the accounts prepared after the publicatbn
these decrees must apply the valuation criterecaordance with the new regulations.

Account was taken of the effects deriving from tieev provisions, measuring for IAS purposes onlylidigility
relating to the Employee Leaving Indemnity matutieat remained in the company, as the portion maguis
paid to a separate entity (complementary pensioMN&S fund) without these payments resulting irtrfer
obligations on the company related to the employtreervice in the future and are therefore consitidedined
contribution pension plans and recognised as such.

Also for the employees that, explicitly, decidedmaintain the Employee Leaving Indemnity in the pamy,

and therefore in accordance with the previous adguis, the Employee Leaving Indemnity matured from
January 1, 2007 was paid to the Treasury Fund neahég INPS and was therefore considered a defined
contribution plan.

(i) Share-based payments

The Italtel Group recognises additional benefit@loemployees in Italy and abroad, with the issti€arent
Company shares free of charge accompanied by @ption exercisable at the end of a pre-establigieenbd. In
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addition, a number of directors, employees, marsagad key contributors are beneficiaries of a stuton
plan.

In accordance with IFRS 2Share-based paymentke current value of the rights allocated is ld&hed for the
stock options at the allocation date, applying tBéack & Scholes” method and for the allocated skar
recognizing the current value of the share at tloeation date, reduced by the current value ofdhédends

expected in the period of maturation. The amoumetognised to the income statement under persaosés

throughout the period between the allocation datberight and the maturation date, with directagnition to

a net equity reserve for stock options and undduilities for the allocation of shares. In additiaomthe case of
the allocation of shares, the fair value revisedhat balance sheet date and the changes in the wélthe

liabilities recognised are recorded to the incotagesnent under personnel costs.

These plans provide that, in the case of the gootaif the Company, the option exercise periodshaoeight
forward. The Company has taken into consideratiesé contractual conditions in the fair value efdlptions.
In the case of instruments subject to vesting dmrdi not at market value, the cumulative costedf the
expectations on the number of instruments whichweit.

At the moment of the exercise of the stock options:

= In the case in which new shares are issued, the wdlthe allocation of the exercised stock optiomes
of the direct costs attributable to the transagtfon the part equal to the nominal value of thareb
issued, is allocated to the share capital, with bmaining part recognised as a change in the
"Reserves” account;

= In the case in which shares held in portfolio aiksed, the book value of the shares utilised espnts
a decrease of the "Treasury Shares" account anditfieeence between this value and the value of
allocation of the exercised stock options represarghange in the "Reserves” account.

On the exercise of the put option on the sharefesutp the free issue, the fair value of the shaequired by
the Italtel Group is recorded in the "Treasury sk&net equity account.

J - Provisions for risks and charges

Provisions for risks and charges relate to costh epenses of a defined nature and of certain obghle
existence whose amount or date of occurrence iertain as of the balance sheet date. Provisionseameded
when: (i) the existence of a current obligatiomplisbable, legal or implied, deriving from a pasemty (ii) it is
probable that compliance with the obligation walsult in a charge; (iii) the amount of the obligatican be
reasonably estimated. Provisions are recordedeatdhue representing the best estimate of the antbanhthe
Company would rationally pay to discharge the dadilimn or to transfer it to a third party at thedrale sheet
date. When the financial effect of the time is gigant and the payment dates of the obligations loa reliably
estimated, the provision shall be discounted atatherage cost of debt to the company; the increfsbe
provision due to the passing of time is recordedthia income statement in the account “Net financial
income/(charges)”.

The costs which the company must incur to implentestructuring programmes are recorded in the year
which the programme is formalised and it is expethat the restructuring will take place.

The provisions are periodically updated to reflbet changes in the estimate of the costs, of the tieriod and

of the discounting rate; the revision of estimates recorded in the same income statement accoumtksich

the provision was recorded.

The notes illustrate the potential liabilities repented by: (i) possible obligations (but not ptdepderiving
from past events, whose existence will be confirmeetyy on the occurrence or otherwise of one or more
uncertain future events not fully under the congrfothe entity; (i) current obligations derivingpim past events
whose amount cannot be reliably estimated or whd&knent will likely not incur a charge.

K — Recognition of revenues from sales and services

Revenues from sale are recognised on the effettaresfer of risks and rewards typically connecteithw
ownership.
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The revenues concerning the provision of servicesecognised based on the effective state of cairoplof the
service.

Revenues are recorded net of returns, discountprmiums, as well as related direct taxes.

L — Public grants

Public grants are recognised when there is a raeas®ncertainty that the conditions established hg t
Government Bodies for their concession will be isggl and are recognised in direct correlation ® dbsts
incurred.

The public grants relating to property, plant amgiipment are recorded as deferred revenue in tbeuat
“Other liabilities” under non-current liabilitiesnd “Other payables and liabilities” of current liliies,
respectively for the long and short term portiofise deferred revenue is recorded in the incomersent as
income on a straight-line basis in accordance thighuseful life of the asset to which the grant veaeived.

Operating grants are recorded in the income stateimehe account “Other income”.

M - Cost recognition

Costs are recorded when relating to goods andcgengold or consumed in the year or when there fEiture
utility.

N — Income taxes

Current income taxes are calculated based on tireate of the assessable income for the year, agplye
current tax rates at the balance sheet date.

Deferred tax assets/liabilities are calculated lom temporary differences between the assessabée diabie
assets and the liabilities and the relative bodkiegin the financial statements. The deferredassets are
recognised only for those amounts for which itrish@able there will be future assessable incomedtover the
amounts.

They are compensated when there is a legal rightoofpensation. Deferred tax assets and liabiliéies
determined with the tax rates that are expectdubtapplied in the years when the temporary diffeesrwill be
settled.

Current and deferred income taxes are recordedhgniricome statement, except those relating to atsou
directly credited or debited to equity, in whictseahe fiscal effect is recognised directly to gguraxes are
compensated when the income tax is applied byaheediscal authority, there is a legal right of ge@msation
and the payment of the net balance is expected.

Other taxes not related to income, such as taxgsaperty, are included under “Operating expenses”.

O - Translation of accounts in currencies other tha the Euro

Foreign currency transactions are converted intw Esing the exchange rate at the transaction date.

The foreign exchange gains and losses resulting fle settlement of transactions and from the Iatins at

the balance sheet date of monetary assets antitigsbilenominated in foreign currencies are recsgghin the
income statement.

P — Dividends

They are recorded when the right of the sharehslereceive the payment arises, which normallyuat the
shareholders' meeting for the distribution of dérids.
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Note 3 - Use of estimates

The preparation of the financial statements require directors to apply accounting principles and
methods that, in some circumstances, are basedffioutties and subjective valuations and estimates
based on the historical experience and assumptidnish are from time to time considered reasonable
and realistic based on the relative circumstanthse.application of these estimates and assumpiiopact
upon the amounts reported in the financial statéspesuich as the balance sheet, the income statemdrthe
cash flow statement, and on the disclosures imthes to the accounts. The final outcome of thewaats in the
financial statements which use the above-menti@stitnates and assumptions may differ from thoserteg

in the financial statements due to the uncertaivitich characterises the assumptions and the conditipon
which the estimates are based.

Note 4 - Significant accounting principles

The accounting principles which require greaterjexttivity by the Directors in the preparation oéthstimates
and for which a change in the underlying conditionghe assumptions may have a significant impacthe
rested consolidated financial statements are prifscribed below:;

= Impairments in accordance with the accounting standards egptiy the Group, the tangible and
intangible assets with definite life are verifieml dscertain if there has been a loss in value wisich
recorded by means of a write-down, when it is aber@d there will be difficulties in the recovery of
the relative net book value through use. The \aifon of the existence of the above-mentioned
indicators requires the Directors to make valu&idmased on the information available within the
Group and from the market, as well as historicglegience. In addition, when it is determined that
there may be a potential reduction in value, th@uprdetermines this through using the most
appropriate technical valuation methods availablee same valuation techniques are applied for the
determination of the recoverability of goodwillede verifications are carried out at least annu@lhe
correct identification of the indicators of the geince of a potential reduction in value as welthes
estimates for their determination depends on factdnich may vary over time impacting upon the
valuations and estimates made by the Directors.

= Depreciation of tangible fixed asseBepreciation represents a significant cost fer @roup. The cost
of property, plant and equipment is depreciatech atraight-line basis on the estimated usefuldife
the asset. The useful life of the fixed assethefGroup is determined by the Directors when thedfi
assets are purchased. This is based on the h#taiperiences for similar fixed assets, market
conditions and considerations relating to futurergs which could have an impact on the useful life,
such as changes in technology. Therefore, thetaféeaseful life may be different from the estintate
useful life. The Group periodically evaluates temlbgical and sector changes to update the residual
useful life. This periodic update could result icteange in the depreciation period and therefottéen
depreciation charge in future years.

= Deferred tax assetthe accounting of the deferred tax assets is rnadbe basis of the expectations of
future assessable income. The valuation of the at@fgeassessable income in order to record the
deferred tax asset depends upon factors which tmayge over time and result in significant effeats o
the valuation of the deferred tax assets.

= Provisions for legal and tax riskgrovisions are recorded against the legal andalffizisks
representative of the risks. The value of the miowvis recorded in the financial statements relatiing
these risks represents the best estimate at ttattde by Management. This estimate results in the
adoption of assumptions concerning factors whicly gtgange over time and which may, therefore,
have significant effects compared to the preseithates made by the Directives for the preparation
the Group consolidated financial statements.

= Guarantee Provisionslongside the plant supplied, the Group guaranteehnical assistance for a
determined period subsequent to sale. The costenuing the value of the assistance which must be
provided, in fulfilment of the guarantee givenei&imated by management. The value of the pro\gsion
recorded in the financial statements relating &s¢hcosts represents the best estimate at thandde
by Management. This estimate involves the adoptibmassumptions concerning factors which may
change over time and which may therefore have fiignit effects compared to the present estimates
made by the Directors for the preparation of theuprconsolidated financial statements.
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Note 5 - Disclosure on financial risks

Credit risk

In relation to the group objectives and policiesaarning the credit risk, reference should be madée
paragraph in the Directors’ Report.

Liquidity risk
In relation to the group objectives and policienaarning the liquidity risk, reference should bedmao the
paragraph in the Directors’ Report.

Interest rate risk

The Group utilises external debt sources and isveisbrt term liquidity in deposit accounts. In aidadi, the
Group companies factor receivables deriving frogirtbommercial activities on an ongoing basis. Cfesnin
the market interest rates impact on the cost atalnref the various forms of loans, commitments &awdoring
of receivables with an effect on the net financtarges of the Group.

Currency risk

The Group is subject to market risk deriving frdocfuations in the exchange rates in currencids @gerates
on any international basis.

The Italtel Group carries out purchase operatiorsta a lesser extent sales operations in U.S.aBolAs the
Euro is the functional currency of the consolidafiedncial statements of the group, any changasenEuro/
U.S. Dollar exchange rate have the following efect

= An increase in the value of the Euro has positiffeces on operating profits and negative effects on
revenues from sales and services;

= A decrease in the value of the Euro has negatifextsfon operating income and positive effects on
revenues from sales and services.

Operations expressed in currencies other than the &e insignificant within the overall activitie$ the Italtel
Group; therefore, the effects of changes in thénange rates between the Euro and foreign currenthies than
the U.S. Dollar impact the Group result to a maadegree.

The Group, in order to reduce the effects of charigethe Euro/U.S. Dollar exchange rate, has uadern
derivative contracts to hedge the exchange rakeatispurchases in U.S. Dollars. In the financialtesnents
prepared in accordance with IFRS approved by thefaan Commission the derivative contracts must be
valued at their relative fair value at the balashbeet date. The notional of these derivatives aotdris detailed

as follows:

Forward(*) Other forms(*) Total
December 31, 2011 26,965 - 26,965
December 31, 2010 35,167 - 35,167

(*) At exchange rate of December 31

At December 31, 2011 and 2010 the fair value ofdmévative contracts was as follows:

31/12/2011 31/12/2010
Exchange risk hedges 1,617 (178)

A number of Group subsidiaries are located in cdesitnot within the Eurozone. As the Group refeeenc
currency is the Euro, the income statements oktleesnpanies are converted into Euro at the averacfegange
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rate and, at like-for-like revenues and marginsheflocal currency, changes in the exchange rateresult in
effects on the value in Euro of revenues, costsrasalts.

The assets and liabilities of companies consol@iateurrencies other than the Euro may be trasglaitto Euro
at varying exchange rates. In accordance with ¢tlseunting principles adopted, the effects of thesmnges are
recorded directly in equity, in the account Tratislareserve.

The Group monitors the principal exposure to exgkarnsk; however at the balance sheet date theranar
hedges considered necessary against such exposures.

Note 6 - Criteria utilised for the transition from Italian GAAP to IFRS approved by the
European Commission

Format for the presentation of the financial stateants
For the Balance Sheet the “non-current/currentteda was adopted, while for the Income Statembst t

classification of costs according to their natuaswadopted. For the cash flow statement the indinethod was
adopted.

Description of the significant effects of the trai®n either with regard to the classification ohe
accounts in the financial statements or in relatioto their measurement and, therefore, to the
consequent effects on the balance sheet and incetagement

The effects of the transition to IFRS approved iy European Commission, both in terms of reclasgifins
and of adjustments to the consolidated balancet sttekanuary 1, 2004 (transition date) and at Déeer1,
2004, in addition to the consolidated net equityatuary 1, 2004 and at December 31, 2004 and(bé 2
income statement, are highlighted in the notebeéacbnsolidated financial statements at Decembe2@15.

In the notes to the consolidated Financial StatesnehDecember 31, 2005, the nature and the amairite
adjustments which were implemented on the tramsttod FRS are also described.
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The accounts property, plant and machinery andelative movements were as follows:

2010 Land Industrial Plant and  Industrial Other Fixed assets Total
buildings machinery equipment assets in progress

Historical cost

Balance at January 1, 2010 327 71,315 32,201 49,923 89,033 577 243,376

Increases - 29 127 739 157 94 1,146

Write-downs/write-backs - - - - - (18) (18)

Disposals - - (133) (1,068) (196) - (1,397)

Translation reserve - - 4 51 184 - 239

Reclassifications - - 23 453 15 (499) (8)

Balance at December 31,

2010 327 71,344 32,222 50,098 89,193 154 243,338

Accumulated depreciation

Balance at January 1, 2010 - (31,133) (24,611) (41,243) (85,604) - (182,591)

Depreciation - (3,865) (1,157) (4,090) (1,477) - (10,589)

Disposals - - 119 502 186 - 807

Reclassifications - - (33) - 33 - -

Translation reserve - - 2) (22) (160) - (184)

Balance at December 31,

2010 - (34,998) (25,684) (44,853) (87,022) - (192,557)

Net book value

Balance at January 1, 2010 327 40,182 7,590 8,680 3,429 577 60,785

Balance at December 31,

2010 327 36,346 6,538 5,245 2,171 154 50,781

2011 Land Industrial Plant and  Industrial Other Fixed assets Total
buildings machinery equipment assets in progress

Historic cost

Balance at January 1, 2011 327 71,344 32,222 50,098 89,193 154 243,338

Increases 13,053 35,986 237 1,314 1,503 415 52,508

Write-downs/write-backs 9,681 - - - - 9,681

Disposals (9,681) (47,299) (4,246) - (1,663) - (62,889)

Translation reserve - - (6) 2 (89) - (93)

Reclassifications - - - 56 34 (100) (10)

Balance at December 31,

2011 13,380 60,031 28,207 51,470 88,978 469 242,535

Accumulated depreciation

Balance at January 1, 2011 - (34,998) (25,684) (44,853) (87,022) - (192,557)

Depreciation (870) (3,107) (671) (2,996) (2,090) - (8,734)

Write-downs/write-backs (4,518) - - - - (4,518)

Disposals 4,518 22,072 2,054 - 1,447 - 30,091

Reclassifications - - - - - -

Translation reserve - - 6 1 81 - 88

Balance at December 31,

2011 (870) (16,033) (24,295) (47,848) (86,584) - (175,630)

Net book value

Balance at January 1, 2011 327 36,346 6,538 5,245 2,171 154 50,781

Balance at December 31,

2011 12,510 43,998 3,912 3,622 2,394 469 66,905

Property, plant and equipment increased by Eur62thousand and include the recognition at falne/af

land and buildings amounting respectively to Eu&0%3 thousand and Euro 35,947 thousand, recognised
following the signing of a new finance lease cocttnaith the same lessor of the industrial area a$t€lletto.
For further details on the operation, referencaikhbe made to page 35 of the Directors’ Report.
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The account write-backs refers exclusively to tietdhical cost and the relative depreciation priovisof land
subject to the previous rental contract, signe@ecember 30, 2003, with effect from January 1, 20@4ch is
recognised according to IAS 17 and was revised0it02 Due to the new accounting provisions, thealeoft
land originally recognised as an operating lease mdefined as a finance lease, as originally bstedal only
for the buildings.

Disposals, amounting to Euro 62,889 thousand, declduro 61,075 thousand following the settlementhef
rental contract concerning the industrial area aét€lletto, whose relative accumulated depreciasimounted
to Euro 28,501 thousand.

During the year, investments were made in induskguipment, principally regarding that used foe th
development of software solutions and for the pésit of products launched on the market, for altot Euro
1,314 thousand.

Other assets increased by Euro 1,503 thousandedagd principally to investments in computerisgdtams
and the development of the corporate IT system.

At December 31, 2011 the land, industrial buildingants and machinery, industrial equipment amegioassets,
included assets subject to first level mortgagesnmitments and special privileges, whose grossevalu

amounted to Euro 193,528 thousand, given as gusmn favour of UniCredit S.p.A. in relation teetloans
received by the Italtel Group and described in Ntite

Note 8 - Goodwill

The accounts goodwill and the relative movement®was follows:

31/12/2011 31/12/2010
Value at January 1 297,215 297,215
Increases - -
Write-downs (130,000) -
Value at
December 31 167,215 297,215

The Goodwill originated following the assumptionfafl control of the ex-ltaltel S.p.A by the existj parent
company ltaltel Acquisition S.p.A, called ltaltelpSA., after the merger be incorporation and repmés the
difference between the acquisition cost and thesalisated net equity at December 31, 2000, nethef t
accumulated amortisation at December 31, 2003 tanditite-down of December 31, 2009.

In relation to the intangible assets with indeénitiseful life, including Goodwill, IAS 36 requirethe
measurement of the recoverable value at least yrared when indications exist of a possible losssalue.
The Recoverable Value of an asset is the highevdeat the Fair Value Net of Sales Costs and its & allJse.
In the case in which the Recoverable Value of tsehis lower than the book value, the book valustrbe
reduced to the Recoverable Value and this reductimstitutes a loss to be recorded to the incoatersient.

IAS 36 defines the criteria and the rules to bofeéd to carry out impairment tests, indicatingt ttheese criteria
are applied both to individual assets and to gafigssets called Cash-Generating Units or CGU's.

The Value in Use is defined by IAS 36 as the presatue of the future cash flows expected to bévddrfrom
an asset. The calculation of the Value in Use ohsset involves an estimate of the future caslowsland
outflows which will derive from the continuous uskthe asset and its final disposal and the apjiicaf an
appropriate discount rate. The estimate of futaghcflows is based on the most recent budget amddsts
approved by management. The cash flows refer tsaet in the conditions of its current use, withioaluding
expected affects from restructuring not commiten from improvements in the conditions of useetpd in
the future. The discount rate reflects the curraatket valuations and the risks specifically conegdo the
businesses assets.
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According to IAS 36 the best indication of the Pdalue of an asset is the price defined withinradbig sales
agreement between independent counterparties, tedjly costs directly associated to the operatidme
standard indicates that, in the case in which éhessagreement does not exist, the fair valuetimated based
on the best available information in order to refflidne value attainable from the sale of the asset.

For the estimation of the Fair Value reference &hdie made to the value indicators from transastifor
similar assets carried out within the same indalsséctor, on regulated markets or in a privateteodn The
value indicators are generally expressed as migltipielating to the income indicators.

However, the sale price of an asset is often démewmin market practice based on the future expectsh

flows from the asset. The Fair Value therefore ratso be estimated utilizing models based on thardut
expected cash flows. In this case, and differimmfrthe Value in Use, the estimates of the cashsflavay

include the effects related to the actions andréisructuring necessary to bring the asset to tiondiof most

efficient use as long as these actions and restings are reasonably implementable by the potgntiechaser
and within the future market outlook.

In the case of ltaltel the process used for the smméag of the Recoverable Value of goodwill may be
summarised as follows.

In relation to the consolidation scope, given thteridependence between the cash flows generatd lparent
company and those of the foreign subsidiariesgtioep of assets of the CGU for the control of Goillduwere
identified as corresponding to the totality of tygerational assets of the consolidated financékstents, with
the only exclusion of the assets in relation toabeount ‘Deferred tax asset’.

In relation to the methodologies, the estimatethefRecoverable Value were carried out in relatothe Fair
Value approach, as described in detail above, basetthe Discounted Cash Flows (the DCF method) and
number of market multipliers. The estimates referDecember 31, 2011. The forecast financial data fo
application of the methodologies are prepared oaresolidated basis and denominated in Euro andel&éom
the 2012-2016 Plan of the Italtel Group approvedhgyBoard of Directors on July 26, 2012.

In relation to the financial structure of the l&ltGroup and the financial sustainability of tharpfor which
reference should be made to the relevant paragmaftizse Director’'s Report), the Recoverable Valdahe
assets for the control of the Goodwill was estimaterelation to the commitments and based on firmata
gross of leverage. The estimates refer to operatisgts considered within the going concern obtigness,
from a market participant’s view point and baseddheoretically financially efficient structure.

In relation to the methods applied, for the DCFhodta model was adopted with an explicit periodutdire
cash flows of five years and a residual value dated with an algorithm of the perpetual incomee Tiscount
rate of the cash flows and the residual value & weighted average cost of capital (WACC), caladat
according to market practices and based on theajirey financial structure for the companies in Heetor. The
discount rate is the weighted average of the redting to the principal countries of activity tife group,
calculated with similar methods and consistency.

The parameters relating to the average financtakratilised for the DCF method of the Recoveratdéue of
the assets of the CGU on a consolidated basissddlaws:

= income from assets without risk based on an theteeald, at a recent date, of government benchmark
securities at 10 years of 5.9% (4.3% at DecembgP@10);

= cost of risk capital (KE) estimated with a CAPM mbdnd equal to 10.8% (9.9% at December 31,
2010);

= weighted average cost of capital correspondindi¢oKE rate based on the financial structure emtirel
comprising own capital and therefore equal to 10(8%% at December 31, 2010);

= nominal growth rate of perpetual cash flows (G-Rateline with the inflation rate of the Euro and
equal to 2.0% (2.1% at December 31, 2010).

For the multipliers reference was made to the aics of the value of capital employed by a nundfer
companies listed in the sector. The multiplieratesto the forecast results for 2014, which isloingest
timeline available for the market data. In grealetail, the EV/EBITDA multiplier was utilised, edua 4.7 and
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a EV/EBIT multiplier of 5.9. The multipliers werg@plied to EBITDA and EBIT forecasts of the Ital@toup
for 2014, net of the amortisation of research aeektbpment charges and forecast restructuring .costs

Based on the methods and the parameters deschibgd a measure of the Recoverable Value of thesagke
the CGU of the consolidated financial statements @e&termined of Euro 290 million, corresponding to
reduction in value of the Goodwill of Euro 130 riafi.

In relation to the sensitivity of the results steimgnfrom the DCF method it is stated that, on af@r-like basis,
an increase (decrease) of 50 basis points of th€@/rate would result in a decrease (increase)eof th
recoverable value of the assets of Euro 20 mill&gain on a like-for-like basis (including the WAG@te), an
increase (decrease) of 50 basis points of the @-Ratild result in a decrease (increase) of theverable value
of assets for Euro 12 million.

Note 9 - Other intangible assets

The account Other intangible assets and the relatiovements were as follows:

Industrial patents, Development Costs Fixed assets in Others Total
intellectual property progress
rights, licenses anc
similar rights

Historic cost

Balance at January 1, 2010 8,195 42,497 416 4 51,112
Increases 600 25,356 18 1 25,975
Write-downs - - - - -
Disposals - - - - -
Amortisation 7 - - - 7
Translation differences (4,723) (28,145) - ) (32,870)
Reclassifications 371 - (416) - (45)
Balance at December 31,

2010 4,450 39,708 18 3 44,179
Increases 389 23,689 480 7 24,565
Write-downs - - - - -
Disposals 27) - - - 27)
Translation differences (5) - - - (5)
Amortisation (3,710) (28,600) - 9) (32,319)
Reclassifications 7 - (5) - 2
Balance at December 31,

2011 1,104 34,797 493 1 36,395

The investments in intangible assets amounted to E4,565 thousand. In particular Euro 23,689 thadswas
invested in research and innovation activities &wlo 869 thousand in industrial patents and intalks
property rights, which principally concerned softavapplications acquired under license for unlichitane
periods and software development projects.

In 2011, the Research and Development activitiegerhout by the Italtel Group were as follows:

31/12/2011 31/12/2010
Research and Development activities carried out 45,764 50,800
of which:
- capitalised 23,689 25,356
- recognised to the Income statement 22,075 25,444
Amortisation in the year of development costs 28,600 28,145

The net value of intangible assets generated iallgramounted to Euro 34,797 thousand and Euro0®9,7
thousand respectively at December 31, 2011 and.2010
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Note 10 - Investments valued at equity

The account investments valued at equity repofteddiiowing movements:

31/12/2011 31/12/2010
Value at January 1 194 194
Adjustments in the year - -
Reclassifications to the account “AFS non-curresets - -
Value at
December 31 194 194

At December 31, 2011 none of the associated corapdmaid securities listed on regulated markets.

Note 11 - Medium/long term financial assets

The account medium/long term financial assets hadrtovements were as follows:

Equity  Securities other than Financial Total
investments in equity investments Receivables and
other companies other non-current
assets
Balance at January 1, 2010 518 1 38 557
Acquisitions / movements in
the year - - 2 2
Reclassifications - - - -
Disposals / liquidations - - - -
Write-down / revaluations 21 - - 21
Balance at December 31,
2010 539 1 40 580
Acquisitions / movements in
the year 4 - 4) -
Reclassifications - - - -
Disposals / liquidations (403) - - (403)
Write-down / revaluations (8) - - (8)
Balance at December 31,
2011 132 1 36 169

The investments in other companies are all valuezbst with the exception of the investments incAliLab
Netherlands N.V., which was classified as availdbtesale and valued at fair value.

On December 23, 2012 the liquidation procedurehefagompany Alice Lab Netherlands N.V. concludechwit
the receipt of the residual portion of capital aming to Euro 133 thousand. Compared to the amount
recognised at December 31, 2010 a loss of Eurdi#iisand was incurred.

The write-down of Euro 8 thousand of investmentstimer companies concerns the Italtel Telesis atinso in
liquidation.

The book value of the other financial assets apprates their fair value.
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Note 12 — Other assets

This account Other assets is comprised of:

31/12/2011 31/12/2010
Guarantee deposits 11,020 12,551
Tax receivables 496 882
Tax reimbursements requested 6,844 6,853
Other 4 93
Other non-current receivables doubtful debt provisi (373) (373)
Total 17,991 20,006

Guarantee deposits include Euro 10,000 thousamelation to the rental contract of the industriahplex of
Castelletto in Settimo Milanese. The reduction urargntee deposits on the previous year is prifyighie to
the reduction of Euro 2,000 thousand concerningsihging in the year of the new finance lease emttof the
industrial area of Castelletto.

On tax reimbursements requested for repaymentsitenatures at an annual rate of 2% (Euro 130 #malis
2011). During the year Euro 121 thousand was redeftom the tax agency for interest and Euro 184had
for capital on 2003 IRPEG tax reimbursements reigdes

The tax receivables of various types, overdue dmbobtful recovery were fully written-down.

The book value of the other assets, net of prowgsiapproximates their fair value.

Note 13 - Deferred tax assets

This account Deferred tax assets is comprised of:

31/12/2011 31/12/2010
Deferred tax assets 73,861 72,280
Deferred tax liabilities (3,785) (3,583)
Total 70,076 68,697

The Group compensated the deferred tax assetsadnilities as the legal right to compensation exist
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The breakdown of deferred taxes by type was agvistl

Deferred tax assets Deferred tax liabilities
31/12/2011  31/12/201C  31/12/2011 31/12/2010

Temporary differences originate from:

- Capital grants and operating grants - - 2,760 2,454
- Accelerated depreciation - - 134 134
- Doubtful debts provision 2,602 2,602 - -
- Inventory obsolescence provision 14,764 10,632 - -
- Amortisation and depreciation 157 98 - -
- Other provisions for risks and charges 4,298 10,774 - -
- Surplus interest charges carried forward 13,046 13,461 - -
- Other 1,039 225 - -
- For temporary differences concerning foreign

subsidiaries in accordance with local tax laws 119 928 - -
- Deferred tax asset relating to tax losses inrp@ars 28,365 21,694 - -
- Deferred tax assets concerning tax losses dbtieggn

subsidiaries 326 1,454 - -
Changes on adoption of IFRS
- Discounting employee leaving indemnity provision - - 873 942
- Gain on sale and finance leases 7,915 4,273 - -
- Restatement of land under finance lease at Casbelle 1,230 - - -
- Deprec. of building rented in Castelletto - 1,470 - -
- Adjustment in measurement of amortisation and
depreciation of fixed assets - - 14 18
- Discounting of the payable for personnel mobility - - 4 35
- Changes in the amortisation rate of developmestisco - 4,669 - -
Total 73,861 72,280 3,785 3,583

At December 31, 2011 and 2010 the ltalian compaofethe Italtel Group report tax losses carriedwfand,
respectively, of Euro 142,946 thousand and Eurq8rZ0thousand. Against the above-stated lossesrddftax
assets were not written of Euro 17,616 thousandodiidiro 25,295 thousand respectively at Decembe311
and 2010 as it was not considered that the Itgitalip could benefit from the utilisation of theesdes.

At December 31, 2011 deferred tax assets of Eur@463thousand were recognised on excess interasjeh
carried forward. As established by Article 96 oé ttincome Tax Law, modified by Law 244 of Decembér 2
2007 (Finance Law 2008), interest charges and ee#szory charges are deductible in the correspgridin
period up to a limit of 30% of the gross ordinapecating result. The excess may be deducted fressaable
income in subsequent years, without time limitsisTrew regulation generated the recognition of Wletetaxes
concerning the financial charges to be carried &mdnas deductions in coming years for Euro 47,h88gand.

At December 31, 2011 deferred tax assets of E®B@04thousand were not recognised on excess intdiagges
carried forward for Euro 15,700 thousand.

Deferred tax assets concerning tax losses of forgidpsidiaries related to Brazil.

At December 31, 2011 and 2010 deferred tax assetsieferred tax liabilities referring directly et account
of net equity “Tax losses carried forward” for tiirst-time adoption of IAS/IFRS are broken downfaelfows:

Deferred tax assets Deferred tax liabilities
31/12/2011 31/12/2010 31/12/2011 31/12/2010
- Restatement of land under finance lease at Castel 1,230 - - -
Total 1,230 - - -
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The account inventories and the related movemeets as follows:

2010 Raw material, Products in Finished Advances Total

ancillary and work-in-  products and

consumables progress and goods for

semi-finished resale

Opening inventories
Balance at January 1 6,684 19,582 51,327 281 77,874
Changes in the year (358) 293 (1,822) - (1,887)
Balance at December 31 6,326 19,875 49,505 281 75,987
Inventory obsolescence provision
Balance at January 1 (6,599) (8,518) (19,793) - (34,910)
(Provision) / utilisation 290 (38) (372) - (120)
Balance at December 31 (6,309) (8,556) (20,165) - (35,030)
Closing inventories
Balance at December 31 17 11,319 29,340 281 40,957
2011 Raw material, Products in Finished Advances Total

ancillary and work-in-  products and

consumables progress and goods for

semi-finished resale

Opening inventories
Balance at January 1 6,326 19,875 49,505 281 75,987
Changes in the year (87) (114) 7,597 26 7,422
Balance at December 31 6,239 19,761 57,102 307 83,409
Inventory obsolescence provision
Balance at January 1 (6,309) (8,556) (20,165) - (35,030)
(Provision) / utilisation 83 35 (15,349) - (15,231)
Balance at December 31 (6,226) (8,521) (35,514) - (50,261)
Closing inventories
Balance at December 31 13 11,240 21,588 307 33,148

At December 31, 2011 and 2010 Inventories act asagiees for loans in place at that date.
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Note 15 - Trade receivables

The account trade receivables is composed as fellow

31/12/2011 31/12/2010
Receivables from customers 116,557 144,438
Receivables from non-consolidated subsidiaries - 1
Receivables from associated companies 86 86
Cumulative write-down of receivables (8,678) (8,656)
Total net receivables 107,965 135,869

The movements of the cumulative write-downs of retdes are broken down as follows:

31/12/2011 31/12/2010
Balance at January 1 8,656 8,550
Changes in the year:
- Increases 106 282
- Utilisations (84) (176)
Balance at December 31 8,678 8,656

The increases in the cumulative write-downs of ineddes were recognised to the income statemetthen
account Other operating costs.

The utilisations concern the release of the prearysurplus provision for Euro 84 thousand.

The receivables from the Telecom lItalia Group d@lCisco Group are broken down in Note 43 — Traiwas
with related parties.

The book value of the trade receivables approxigiteir fair value.

Below the trade receivables in currencies otheam tha Euro are listed, the functional currencyhef Group:

(thousands)
31/12/2011 31/12/2010
Foreign currency Euro Foreign currency
US Dollar 33,252 25,699 43,465
UK Sterling 420 503 153
Brazilian Real 18,839 7,798 30,002
Peruvian Nuevo Sol 388 111 -
Polish Zloty 5,676 1,273 6,811
Saudi Riyal 4,991 1,029 11,187
Colombian Peso - - 3,806,926
Guatemalan Quetzal - - 565
Philippine Peso 430 7 430
Oman Riyal 33 67 -

Note 16 - Income tax receivables

The account receivables for current taxes at Deeer@b, 2011 amounted to Euro 2,781 thousand (a¢ber
31, 2010 totalled Euro 1,719 thousand), represgrtia excess of the taxes paid for IRAP and by stomegn
companies.
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Note 17 - Other receivables and assets

This account Other receivables and assets is ceewpdf:

31/12/2011 31/12/2010
Employee receivables 3,024 2,753
Social security institution receivables 962 1,109
Prepayments and accrued income 852 3,414
Short term tax receivable 9,374 8,072
Receivables from the state for subventions and grant 9,434 5,220
Other various receivables 3,149 3,244
Cumulative write-down of receivables (1,576) (1,437)
Total 25,219 22,375

The employee receivables referred principally twasmtes provided for work transport and for Euro 467
thousand to the portion of salaries paid by the gamy Italtel S.p.A. to employees in December far days in
which the Solidarity Contract was applied and ideld in the payslip of the subsequent month.

The social security institution receivables inclulde INPS receivable of Euro 312 thousand for adeaalaries
paid by Italtel SpA to personnel in the Extraordindemporary Lay-Off Scheme for the months of Nobem
and December 2011.

The decrease in prepayments and accrued inconmn@pally due to the fact that at December 31, @is
account included the prepayment of rent of the €lla¢to area for the first quarter of 2011.

The tax receivables principally comprise withholglitaxes paid abroad and the VAT receivable.

The receivables from the State for subventions gmadts refer to capital grants for research anckldgwment
projects, for which a reasonable certainty exi§their recognition under paragraph 7 of IAS 20.

The other various receivables include positionsneddan previous years prudently written-down forde@,576
thousand.

The book value of the other assets approximatesfiievalue.
Note 18 - Short-term financial assets

The account short-term financial assets and tladivelmovements were as follows:

31/12/2011 31/12/2010
Securities other than equity investments 159 158
Other financial receivables 1,544 2,022
Short-term financial prepayments and accrued income - 102
Financial receivables from non-consolidated subsiel 557 544
Derivative financial instruments 1,617 -
Total 3,877 2,826

The other financial receivables principally comprigceivables for interest matured on tax receésbéded to
factoring companies in previous years.

The book value of the other financial assets agprates their fair value.
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Note 19 - Cash and cash equivalents

The account cash and cash equivalents is broken devollows:

31/12/2011 31/12/2010
Cash at banks, financial institutions and post effic 26,643 63,667
Cheques 559 3,658
Cash 158 170
Total cash and cash equivalents 27,360 67,495

The cheques are all held by the company ltalteleAtiga S.A. and may be cashed within 60 days froen t
balance sheet date.

The amounts shown can be readily converted intbh aad do not have a significant risk of changeaius.
Note 20 — Share capital

At December 31, 2011, the subscribed and paidanesbapital amounts to Euro 131,427 thousand (e¢Dber
31, 2010, Euro 131,427 thousand) broken down émwel

= Euro 61,426,652 divided into 8,881,488 "A" shares;
=  Euro 70,000,000 divided into 8,881,488 "B" shares.

Note 21 — Reserves

The account Reserves is composed as follows:

31/12/2011 31/12/2010
Legal reserve 28 -
Available reserve for own shares in portfolio 10,983 10,943
Other reserves 496 -
Total 11,507 10,943

The Shareholders’ Meeting of Italtel Group S.p.&ldhon April 21, 2011 allocated the profit of Eus64
thousand from the Parent Company in 2010, for R&thousand to the legal reserve and for Euro B86sand
to the acquisition of treasury shares reserve.

The reserve for treasury shares in portfolio inseglaby Euro 40 thousand concerning the repurcHaseasury
shares for the same amount in 2011.

Note 22 — Treasury shares

The account Treasury shares reports the followingements:

Balance at January 1, 2011 (10, 943)
Purchases (40)
Sales -
Balance at December 31, 2011 (10,983)

The account Treasury shares at December 31, 20hprises 169,463 Parent Company shares, following a
reverse-stock split as approved on August 10, 2b&M, in portfolio and utilised as options by trenbficiaries

of the stock option plan, against reserves of alainamount. In 2011, 1,000 shares were purchasezha
average price of Euro 40.31.
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Note 23 — Other reserves including in profit/(loss)

The account other reserves including profit/(ldesthe year was broken down as follows:

31/12/2011 31/12/2010
Prior year losses carried forward (21,938) (3,939)
Reserve for the coverage of losses 1/1 - 30/4/2@idtell Group S.p.A. 160 160
Translation reserve 521 854
Allocation of stock options 706 706
Share exercise reserve 4,453 4,453
Loss for the year (144,805) (13,474)
Total (160,903) (11,240)

Following the termination of the rental contracttie Castelletto area, replaced by a new contritt effect

from January 1, 2011 and signed with the same fgaftbough a year later than that establishedA$/17 the

classification was revised of the land componergedaon the existing information at the beginningthef

original contract. The retrospective applicationtlois standard resulted in the recognition of assatd the
relative liabilities and the reversal of the ga@alised through the sale of the relative land ®léssor in 2003.
The effect of the application of this principle geated from the leasing at December 31, 2010 wasgresed
under losses carried forward and amounts to E@®13thousand.

The reserve to cover losses of the Parent ComgatigliGroup S.p.A. of Euro 160 thousand was inooajped
following the resolution of the Extraordinary Shaotders’ Meeting of August 10, 2010.

The translation reserve concerns the affects frben donversion into Euro of financial statementstiod
subsidiaries who prepare their financial statemengésfunctional currency other than the Euro.

The movements in the translation reserve were s\

2011 2010
Balance at January 1 854 552
Conversion of opening net equity and consolidatijostments (306) 247
Conversion of Profit/(loss) (27) 55
Balance at December 31 521 854

At January 1, 2004, the date of first applicatidnRRS, the group recognised in accordance withSER the
decrease in net equity of part of the options nemtwon investments in the Parent Company, assigeedof
charge to employees and not exercised at that date.

The amount of Euro 4,453 thousand of the sharexisrereserve represents the value of the Italtel®S.p.A.
shares for which the sales right was exercisedéyompany.

In accordance with the Revolving Facility and thenisr Facility, the Italtel Group committed to thanks to
not approve the distribution of profits outsideledé Group until the full repayment of the loans.

Note 24 — Stock option plans and shareholdings

The Board of Directors of the company approved @tddnber 11, 2010 (a) a stock plan for all Italtebup
employees, (b) a stock option plan for ManagersiddeManagers employed under long-terms contrawts a
Directors of the companies of the Italtel Group #étida paid-in share purchase plan with relatedksaptions,
reserved to Senior Managers and Directors of thepemies of the Italtel Group.

On February 27, 2006, the Extraordinary Sharehsldéeeting of the company approved the adjustmefiise
maximum limits of the share capital increase irviser of the ordinary share, stock option and paidré¢asury
share purchase with related stock options plarthgonumber of shares and options effectively pleeed/or
allocated at the same date.
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Ordinary Share plan

The shares allocated under the ordinary sharegitaibute the voting right only for matters constd by the
Extraordinary Shareholders’ Meeting until any pabdiffer on the company shares. The holders of tizzes
may dispose of the shares in any of the followiitigasions:

= The shares may be freely transferred on a publer of company shares. In this case, the shares may
not, however, be sold in the period between 20 gaigs and 180 days subsequent to the beginning of
the public offer;

= The shares may be transferred on the conclusie@mpioyment only in the cases established by the
regulation.

Stock Option Plan for Managers & Key Contributors.

The stock option plan for Managers & Key Contribstis reserved to Managers, Senior Managers uiadt-f
term contracts and Directors of Italtel Group, @ost the discretion of the Board of Directors lod ttaltel
Group or by delegated members of the Board of Direcand establishes the free allocation of nonsfexable
options, excluding under wills, for the purchasewfinary shares of the company. The assigned rgptizature
on the basis of the following:

= 25% of the options allocated mature after two yéans the allocation date;
= afurther 25% of the allocated options mature afieze years from the allocation date;
= the remaining 50% of the allocated options matttex four years from the allocation date.

In the case of the conclusion of employment orgresion of a Director, the options may be exercisetject to
a number of conditions. Particular provisions govtite right of exercise of options assigned in¢hse of a
public offer or extraordinary operations which ihwthe Italtel Group.

In December 2008, as established under regulatithes,rights options assigned in December 2000 were
automatically nullified, following the passing of @eriod of eight years. Similarly in November 20H3%
established under regulations, the rights optiossigaed in November 2002 were automatically caedell
following the passing of a period of eight years.

Stock Option Plan and Purchase of Shares for theykdanagers

The stock option plan and purchase of shares reddor Senior Managers and Directors of the grauppany
establishes the free allocation to Senior ManagedsDirectors of the Italtel Group of non-transkdeaoptions
(excluding under wills), on the condition of thégorsubscription to a minimum number of ordinanams of
the company according to the ratio of three opti@fsvhich a service options and two performanctomg) for
each share subscribed.

At December 31, 2010, the allocated and maturemgpare automatically cancelled following the eg®f a
period of eight years from the allocation date.
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Note 25 - Employee benefit provisions

The employee benefits provision is broken dowrodisws:

31/12/2011 31/12/2010
Post-employment benefits 24,832 27,053
Indemnity for the advanced settlement of contract 3,467 2,857
Deferred employee benefits provisions for foreigmpanies 60 67
Total 28,359 29,977

The post-employment benefits provision refers dalitaltel S.p.A..

The actuarial differences not recognised amouat ¢harge of Euro 304 thousand in 2011 comparexdctmnie
of Euro 171 thousand in 2010.

The charges for "Interest cost” amounted to Eu87 thousand in 2011 and Euro 1,488 thousand iA.201

With the entry into force in 2007 of the provisioestablished by the pension reform the balancet gimepared
after the reform must apply valuation criteria iimel with a new regulation, illustrated in Note 2—-Employee
Benefits valuing for IAS purposes only the liability comnang post-employment benefits matured under the
pre-existing regulation. That matured after thesmmmreform represents a defined contribution jatathat these
payments do not involve further obligations for toenpany related to future employment service.

In accordance with IAS 19, for the valuation of pesiployment benefits, the “Projected Unit Credds€
method was used as follows:

31/12/2011 31/12/2010

ECONOMIC ASSUMPTIONS
Increase in the cost of living 2.00% annual 2.00% annual
Discount rate 4.00% annual 4.60% annual
Salary increases - -
Annual increase in post-employmel
benefit 3.00% annual 3.00% annual
DEMOGRAPHIC ASSUMPTIONS
Probability of death Italian population data recorded by Italian population data recorded by

ISTAT in 2002 ISTAT in 2002
Probability of invalidity Projections for 2010 from the INPS tabl&sojections for 2010 from the INPS tables

by age and gender. This probability wasy age and gender. This probability was
created from the age and gender of thecreated from the age and gender of the
pensions at January 1, 1987, commencpensions at January 1, 1987, commencing
from 1984, 1985 and 1986 relating to thieom 1984, 1985 and 1986 relating to the

personnel of the credit division personnel of the credit division
Probability of dismissal Annual frequencies of 7.5% were Annual frequencies of 7.5% were
considered considered
Probability of retirement It was assumed that the first pensionablé was assumed that the first pensionable
requisites valid for the General requisites valid for the General
Compulsory Insurance were reached Compulsory Insurance were reached
Probability of advances Annual value of 3% was considered  Annual value of 3% was considered
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31/12/2011 31/12/2010
Balance at January 1 27.120 30.658
Increase in the year 1,237 1,488
Increase in the year - foreign companies 25 22
Utilisations in the year (3,458) (5,044)
Utilisation in the year - foreign companies. (32) 4
Balance at December 31 24,892 27,120

The movements for the indemnity for the advancsettiement of employment contracts were as follows:

31/12/2011 31/12/2010
Balance at January 1 2,857 8,130
Provisions in the year 2,695 2,270
Utilisations in the year (2,085) (7,543)
Balance at December 31 3,467 2,857
Note 26 - Provision for risks and charges
The account provisions for risks and charges aaddlated movements were as follows:

Contractual Other risks Total
guarantees

Balances at January 1, 2010 16,572 25,510 42,082
Changes in the year:
- Increases 529 3,714 4,243
- Utilisations (2,480) (12,280) (14,760)
Balance at December 31, 2010 14,621 16,944 31,565
Changes in the year:
- Increases - 1,446 1,446
- Utilisations (14,103) (7,608) (21,711)
- Translation differences (7 (4) (12)
Balance at December 31, 2011 511 10,778 11,289

The contractual guarantees represent the estimatie@ of costs to be incurred for the technicaistasce

guaranteed on plant sold.

The other risks provision of Euro 10,778 thousanBecember 31, 2011 (Euro 16,944 thousand at Deeefih
2010) concerns the risks related to disputes imness for Euro 4,568 thousand, risks for penakies other
contractual risks for Euro 3,127 thousands andatak contribution risks, also relating to foreignmganies or
branches, closed or liquidated relating to a ndindd tax period for Euro 3,078 thousand, in additio the
client’s supplementary indemnity provision for E&rehousand.
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Note 27 — Medium/long term and short term financialiabilities

The accounts Medium/long term and short term firariebilities were broken down as follows:

31/12/2011 31/12/2010
Short-term e T g Total Short-term Medium/long Total

term term
Secured loans 152,467 18,222 170,689 - 170,322 170,322
Unsecured loans - 401 401 - 401 401
Unsecured loans at subsidised ra 7,092 16,881 23,973 7,052 23,973 31,025
Liabilities for finance leases 616 48,394 49,010 2,852 37,955 40,807
Medium/long term loans 160,175 83,898 244,073 9,904 232,651 242,555
Short-term bank loans 75,229 - 75,229 51,237 - 51,237

Total payables to financial

institutions 235,404 83,898 319,302 61,141 232,651 293,792
Other payables 1,076 - 1,076 3,076 3,061 6,137
Accruals and deferred income 1,313 - 1,313 544 - 544
Total 237,793 83,898 321,691 64,761 235,712 300,473

The secured loans concern:

= Two credit lines (Senior 1 and Senior 2) for EuB2 467 thousand, entirely utilised, granted on Jyne
2010, which mature on June 1, 2012, as origina#italdished by the contract. On maturity of the
above-stated credit lines the Lending Banks contunigsue a further two credit lines for a total amib
of Euro 137,500 thousand, maturing by Decembef&72

= A medium/long term cash credit line for a maximuapital amount of Euro 3,063 thousand, entirely
utilised in the first half-year;

= Along term loan for Euro 15,159 thousand, withagpent in a single instalment at December 6, 2017,
including interest matured annually.

The unsecured loans represent part of a loan atam2010 by Mediocredito Centrale S.p.A. for E4r611
thousand for research activities, of which EurdlB,éhousand at subsidised rates.

The unsecured loans at subsidised rates comprases lat rates between 0.5% and 0.886%, and concern
subsidised financing issued based on researchlogenent and industrial innovation laws.

In accordance with IAS 20, the loans at subsidisg¢els are recognised based on the nominal valiie dgiime of
issue.

The account liabilities for finance leases refensEuro 48,709 thousand at December 31, 2011 tpdlyable
originating at January 1, 2011 following the signiof a new rental contract and the cancellatiothefcontract
signed in 2004 following the sale and subsequamntt®f the area in Settimo Milanese in applicatdmAS 17.
The resulting payable amounted to Euro 49,000 tnodisat January 1, 2011 and is repayable by 2028. Th
liabilities for finance leases related to the newtal contract were agreed at an implicit effectate of 16.0%.

In 2011, the company signed a finance lease cdrfsathe purchase of electronic equipment fromshpplier
T-Systems for a total value of Euro 449 thousaeg@ayable by March 31, 2014. At December 31, 2014, t
financial payable amounted to Euro 301 thousand.

31/12/2011 31/12/2010
Future lease instalments until contract maturity 127,345 65,328
Implied interest (78,335) (24,521)
Current value of lease instalments until contract mturity 49,010 40,807
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The above-stated medium/long term loans presehtetbtlowing movements:

2010 Secured loans Unsecured loans Unsecured loans at  Liabilities for finance
subsidised rates leases
Opening balance 152,341 - 43,735 42,659
Granted 17,855 401 3,709 -
Reimbursements 126 - (16,419) (1,852)
Closing balance 170,322 401 31,025 40,807
2011 Secured loans Unsecured loans Unsecured loans at  Liabilities for finance
subsidised rates leases
Opening balance 170,322 401 31,025 40,807
Granted 367 - - 49,449
Reimbursements - (7,052) (41,246)

Closing balance 170,689 401 23,973 49,010

The above-stated medium/long term loans are repaygatfollows:

31/12/2011 31/12/2010
- within one year 160,175 9,904
- between one and two years 7,737 160,382
- between two and three years 4,445 11,016
- between three and four years 4,398 9,852
- between four and five years 3,776 8,493
- over five years 63,542 42,908
Total 244,073 242,555

The account Short-term bank loans for Euro 75,22@isand at December 31, 2011 compared to Euro 51,23
thousand at December 31, 2010 relates to theattdis of the revolving credit line.

The account other payables reduced principally¥falhg the liabilities of Euro 3,061 thousand comieg the
residual valuation according to IAS 39 of an IRPE&Geivable, for a nominal amount of Euro 6,861 tamdl,
ceded in 2005 and paid by the Tax Agency in trst fialf of 2011.

The account accruals and deferred income refdrggoest matured on financial payables and to bkeddn the
subsequent year.

Liquidity
Net liquidity at December 31, 2011 and 2010 waké&nadown as follows:

31/12/2011 31/12/2010
Cash and cash equivalents 717 3,828
On demand bank current accounts 26,643 63,667
Total 27,360 67,495
Below the changes in net liquidity of the group eeported:

31/12/2011 31/12/2010
Cash generated/(absorbed) by operating activities (27,113) (4,004)
Cash generated/(absorbed) by investing activities (28,755) (25,965)
Cash generated/(absorbed) by financing activities 15,680 63,198
Other shareholders' equity changes 53 793
Changes in the year (40,135) 34,022
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In 2011, the Group absorbed liquidity for Euro 85%housand, against a generation of cash of E4j022
thousand in the previous year, as follows:

Cash absorbed by operating activities

The cash flows absorbed from operating activitesdased by Euro 23,109 thousand, from a net afisonpf
Euro 4,004 thousand in 2010 to a net absorptideuod 27,113 thousand in 2011.

The higher absorption of Euro 23,109 thousand ¥al@ higher contribution of cash for Euro 5,637utfend,
generated by operating cash flows before changesiking capital and an absorption of cash for E280746
thousand from changes in working capital.

The change in working capital absorbed Euro 35,88usand from operating cash flow, while in 2010
absorbing Euro 6,838 thousand, with a change itvitbeyears of Euro 28,746 thousand.

The working capital changes consider the following:

= A decrease in the exposure to clients for Euro &4 ,thousand in 2011 against an increase in the
exposure to clients for Euro 31,458 thousand ir02@dth a net change of Euro 55,740 thousand in the
two years;

= A decrease in the exposure to suppliers for Eur6&®thousand in 2011 following an increase in the
exposure to suppliers for Euro 23,292 thousan®D2vith a net change of Euro 82,875 thousand.

Cash absorbed by investing activity

In 2011, investing activity absorbed cash of Eu¢785 thousand, against an absorption in the puewear of
Euro 25,965 thousand.

Cash generated by financing activity

In 2011, financing activity generated cash of ELBp680 thousand against a generation of cash ipréngous
year of Euro 63,198 thousand. The previous yeaefited from the share capital increase of Euro 00,0
thousand.

At December 31, 2011, the medium/long term loamduding the short-term portion, were as follows:

December 31, 2011 Variable rate Fixed rate Total

To be repaid

- within one year 152,467 7,70€ 160,175
- between one and two years - 7,737 7,737
- between two and three years 195 4,25C 4,445
- between three and four years 206 4192 4,398
- between four and five years - 3,77¢€ 3,776
- over five years 3,063 6047¢ 63,542
Total 155,931 88,142 244,073

Note 28 - Other liabilities

This account Other liabilities is comprised of:

31/12/2011 31/12/2010
Deferred income — gains on sale of property 27,044 11,908
Medium/long-term mobility charges 181 2,449
Medium/long term accruals and deferred income - 2
Deposits 112 212
Total 27,337 14,571
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The account Deferred income - gains on sale of gnggncreased due to the settlement of the findease
contract of the industrial area of Castelletto daBeecember 30, 2003 and the signing of a new ccinaa
reported in Note 7 — Property, plant and equipmgné increase in the deferred income of the gallaatiary 1,
2011, the initial recognition of the new contraatmounted to Euro 18,589 thousand, of which Euro 379
thousand the current portion and Euro 18,210 thwlisa the non-current portion. At the balance stiett the
increase in deferred income compared to Decemhe2®D was Euro 15,136 thousand.

The medium/long term mobility charges reduced feitg the reclassification of the liabilities to shterm
payables.

The book value of the other liabilities approxinsatkeir fair value.
Note 29 - Trade payables

The account trade payables is composed as follows:

31/12/2011 31/12/2010
Supplier payables 147,264 176,773
Payables to associated companies 136 120
Total 147,400 176,893

The payables to the Telecom Italia Group and Ce&eobroken down in Note 43 — Transactions withteela
parties.

The book value of the Trade Payables approximatss fair value.

The trade payables in currencies other than the,Eue group functional currency, are listed below:

(thousands)

31/12/2011 31/12/2010
Foreign currency Euro Foreign currency
US Dollar 113,43¢ 87,668 137,789
UK Sterling 220 263 213
Japanese Yen - - 180
Swiss Franc - - 3
Argentinean Peso 12,081 2,170 901
Brazilian Real 8,066 3,339 4,782
Russian Ruble - - 151
Polish Zloty 15 3 5
Colombian Peso 2,432,12¢ 969 379,952
Peruvian Nuevo Sol - - 141
Guatemalan Quetzal - - 206
Philippine Peso 474 8 474
Arab Emirates Dirham 150 32 1,990

Note 30 - Current tax liabilities

Current tax liabilities amount to Euro 1,697 thausaand Euro 1,543 thousand at December 31, 2011 and

December 31, 2010 respectively, representing tbenhe tax payables:

31/12/2011 31/12/2010
IRES - -
IRAP - -
Income taxes — foreign countries 1,697 1,543
Total 1,697 1,543
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Note 31 - Other payables and liabilities

The account and other payables and liabilitiesagdn down as follows:

31/12/2011 31/12/2010
Employee payables 23,251 34,366
Social security institution payables 3,799 4,502
Accruals and deferred income 8,417 10,206
Short-term portion Castelletto gain deferred income 2,080 1,701
VAT 3,501 10,559
Withholding taxes to be paid 3,264 3,250
Other taxes 735 1,194
Customer advances 2,257 6,825
Other liabilities 3,345 5,540
Total 50,649 78,143

The decrease in employee payables is principallg thu the provisioning for the variable part of the
remuneration related to the reaching of corpordigeatives (Management By Objective), recognised at
December 31, 2010 and not provisioned in the firdrstatements at December 31, 2011.

The account short-term portion of gains on the séleuildings increased by Euro 379 thousand foilfgathe
settlement of the old financial lease contract #redsigning of a new contract as reported at NoteProperty,
plant and equipment and Note 28 — Other non-cutiaitities.

The book value of the other liabilities approxinsatkeir fair value.
Note 32 - Revenues from sales and services

The following tables report the revenues from saled services in 2011 and 2010, broken down byichad
region.

i) Revenues from sales and services broken downliant

2011 2010
Telecom Italid® 112,580 132,909
Other local operators 71,353 88,841
Large enterprises and Public Administration 65,007 60,363
Overseas Operators 156,473 139,859
Total 405,413 421,972

(a) Exclusively includes Telecom lItalia S.p.A., Telectialia Sparkle S.p.A. and the companies partiaiggin
the PEB project.

i) Revenues from sales and services broken dowmemyon

2011 2010
Italy 238,007 277,406
Other European countries 47,844 42,931
Central and South America 114,428 86,029
USA 297 1,811
Africa 1,107 9,566
Asia 3,730 4,229
Total 405,413 421,972
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Note 33 — Other operating income

This account Other income is comprised of:

2011 2010
Grants 4,332 4,194
Gains on disposals 3,138 1,721
Absorption of provisions and others 38,987 33,938
Total 46,457 39,853

Operating grants for Euro 4,332 thousand concentriboitions for costs incurred for research andetigyment
activities (Euro 4,194 thousand in 2010).

The Gains on disposals include the share in the gfethe gain relating to the sale and lease baekation of
the building at Castelletto of Euro 3,073 thousand.

The account absorption of provisions and otherseors prior year income for Euro 10,479 thousanardE
14,375 thousand in 2010), Euro 3,602 thousand s€dCcontributions on the VIP Program contract aR$& S

Agreement(Euro 1,882 thousand in 2010) and absorption ofipians for Euro 21,355 thousand (Euro 14,716
thousand in the previous year).

Note 34 - Purchase of materials and services

The account purchase of materials and servicedwmden down as follows:

2011 2010
Purchases of materials 210,492 207,662
Purchases of services 78,304 80,932
Total 288,796 288,594
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Note 35 - Personnel costs

The account Personnel costs is broken down asafsilo

2011 2010
Wages and salaries 76,879 96,225
Social security 25,540 25,443
Post-employment benefit 6,632 7,140
Mobility and other non-recurring charges 8,083 5,418
Other 742 944
Total 117,876 135,170

Personnel costs include non-recurring restructudhgrges for a total of Euro 8,083 thousand (Eudtl$
thousand in 2010).

The average work force decreased from 2,084 in 2010820 in 2011.
Note 36 - Amortisation, depreciation and write-dows

The account amortisation, depreciation on writedd®was broken down as follows:

2011 2010
Development Costs 28,600 28,145
Other intangible assets 3,719 4,725
Land 870 -
Industrial buildings 3,107 3,865
Plant and machinery 671 1,157
Commercial and industrial equipment 2,996 4,090
Other assets 1,090 1,477
Goodwill write-down 130,000 -
Total 171,053 43,459
Note 37 - Other operating costs
This account Other operating costs is comprised of:

2011 2010
Miscellaneous operating costs 8,483 6,765
Provisions for risks 1,446 4,239
Write-down of receivables 268 220
Total 10,197 11,224

The account macellaneous operating costscludes prior year charges of Euro 1,650 thous@furo 1,267
thousand in 2010).

Note 38 - Change in inventories

The following table highlights the principle compmnts of the account:

2011 2010
Raw material, ancillary and consumables 2) (27)
Products in work-in-progress and semi-finished (24) 345
Finished products and goods for resale (7,656) (2,143)
Total (7,682) (1,825)
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Note 39 - Increases on internal works capitalised

The account increases on internal works capitalesedunted to Euro 23,919 thousand in 2011 (Eur62%b6,
thousand in 2010) and concerns the capitalisatbtsngible and intangible fixed assets of the patidn costs,
not including financing charges.

In 2011, the account concerned for Euro 23,689¢h0d (Euro 25,356 thousand in 2010) the capitaisatf
development costs with the characteristics desgrib¢he relative accounting principle.

Note 40 — Financial income and charges

The following table highlights the principal compmnts of the account.

2011 2010
Charges Income Netcharges  Charges Income Net charges
(income) (income)
Exchange differences 16,611 11,709 4,902 16,915 15,301 1,614
Interest 14,091 178 13,913 15,057 282 14,775
Other 4,449 5,488 (2,039) 4,783 1,522 3,261
Total 35,151 17,375 17,776 36,755 17,105 19,650

Net financial charges decreased from Euro 19,660s#nd in the previous year to Euro 17,776 thousand
2011, a decrease of Euro 1,874 thousand (-9.5%).

Net exchange losses increased from Euro 1,614 dihdus 2010 to Euro 4,902 thousand in 2011.

Net interest charges decreased from Euro 14,778s#mal in 2010 to Euro 13,913 thousand in 2011. The
improvement of Euro 862 thousand of net interestr@és is due for Euro 2,972 thousand to the lowwarges
following the settlement of an Interest Rate Swageutaken to hedge the risk of movements in therést rates

on medium/long-term loans and converted into adfikgte long-term loan and for Euro 268 thousanth&
reduction in the spreads applied to medium/longikrans, although in the presence of increasireyést rates.
The above-stated positive effects were partialfgaiffor Euro 2,597 thousand by higher interestgém on the
new rental contract of the Castelletto/Settimo kiése area and for Euro 466 thousand to the inatasse of
revolving credit lines for cash advance and fooine advances, although with lower spreads aptikolwing

the re-financing of the debt with the lending ingtons in September 2010.

Other net income and charges improved from chasfjésiro 3,261 thousand in 2010 to income of Eufi8Q,
thousand in 2011, an improvement of Euro 4,300 ghod, due for Euro 3,061 thousand to the prior-year
income from the closure of the liabilities of a #8an amount following the residual valuation of HRPEG
receivable paid by the Tax Agency in the first redl2011.

Note 41 - Income taxes

Income taxes in 2011 amounted to Euro 7,177 thalsampared to Euro 249 thousand in 2010 and include
IRAP for Euro 1,200 thousand, foreign income tafaesEuro 3,712 thousand, minor taxes relating ®vjmus
years of Euro 23 thousand, the net positive balafckeferred tax assets for Euro 266 thousanddditian to
withholding taxes in Argentina in the years 20@®11 considered not recoverable and recognisdtetmtome
statement for Euro 2,554 thousand. The changeepr#vious year, in addition to the latter accdistéd above,

is due to the fact that in 2010 deferred tax assete recognised for Euro 6,480 thousand on 20@@néial
charges, temporarily non-deductible as exceediag-thancial Charges/EBITDA ratio as establishediticle

96 of the Income Tax Law, whose utilisation is mmted.
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Reconciliation of effective taxes relating to theo@ is broken down as follows:

2011 2010
Theoretical taxe® (37,838) (3,257)
IRAP 1,200 2,450
Argentina withholding taxes 2,554 -
Difference between the tax rate on foreign entities 1,561 (1,734)
Non-deductible (exempt) tax components 409 1,904
Write-down of Italtel S.p.A. goodwill not deductibl 35,750 -
Deferred taxes not recorded on tax losses and tempdifferences 3,527 315
Positive components not subject to taxation (119) (352)
Other changes 133 425
Effective tax 7,177 (249)

(a) Determined applying the theoretical tax rate 062@to the pre-tax result

Note 42 — Discontinued assets

The non-current discontinued assets and liabilitieaddition to the net loss from discontinuede&ssefer to
the company ltaltel Russia OOO in liquidation.

The Shareholders’ Meeting of the company on Noverdie 2009 approved the initiation of a program tfoe
progressive reduction of the operating activitiefRussia. In 2010, all maintenance contracts iceplaere in
fact closed with clients, the branches at Moscod @iumen were closed and the inventory and notsable
assets were disposed of. In addition, all employtrnentracts were resolved with the exception of peeson on
maternity leave.

With the conclusion of the reduction of activitigge Shareholders’ Meeting of October 6, 2010 apgilothe
placing into liquidation of the company and appetha liquidation committee in St. Petersburg.

The liquidating activities of the company continuedil December 31, 2011.

The assets of Euro 179 thousand comprise cash astd eqjuivalents for Euro 163 thousand and Rusaian t
receivables for Euro 16 thousand.

The liabilities of Euro 4 thousand concern payabbethe firm appointed for the company liquidation.

The net loss of Euro 37 thousand is broken dowfolasvs:

2011 2010
Revenues from sales and services - 201
Operating result (280) (1,202)
Discontinued activities profit/(loss) (37) (1,155)
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Note 43 - Transactions with related parties

The transactions with the related parties werebmis:

December 31, 2010

Trade
receivables

Financial Trade payables
receivables

Financial Other payables
payables

Subsidiary companies not
consolidated:

Italtel Telesis consortium
in liquidation

544 -

Associated companies:

Cored - Reti Duemila consortium
in liquidation

Hermes consortium in liquidation

59
27

- (45)
- (75)

Other related parties:
Clayton Dubilier & Rice
Telecom lItalia Group
Cisco Systems Group

44,848
5,110

: (1,240-)
- (91,867)

- (513)
(157) (2,896)
(3) -

Total

50,045

544 (93,107)

(160) (3,529)

December 31, 2011

Trade
receivables

Financial Trade payables
receivables

Financial Other payables
payables

Subsidiary companies not
consolidated:

Italtel Telesis consortium
in liquidation

557 -

Associated companies:

Cored - Reti Duemila consortium
in liquidation

Hermes consortium in liquidation

59
27

- (52)
- (84)

Other related parties:
Clayton Dubilier & Rice
Telecom lItalia Group
Cisco Systems Group

35,217
14

- (291)
- (73,773)

- (148)

®) -

Total

35,317

557 (74,064)

(©) (284)

[83]




Consolidated Financial Statements

In 2010 and 2011, the Italtel Group reports tratisas with related parties as follows:

2010 Sales Purchases Financial income Other
Subsidiary companies not

consolidated:

Italtel Telesis consortium

in liquidation - - 8 1
Associated companies:

Cored - Reti Duemila consortium

in liguidation - - - (6)

Hermes consortium in liquidation - - - (4)

Other related parties:

Clayton Dubilier & Rice - - - (29)

Telecom lItalia Group 219,386 (2,617) - -

Cisco Systems Group 4,116 (176,246) - 1,882

Total 223,502 (178,863) 8 1,844

2011 Sales Purchases Financial income Other
(charges)

Subsidiary companies not

consolidated:

Italtel Telesis consortium

in liquidation - - 12 -

Associated companies:

Cored - Reti Duemila consortium

in liquidation - - - @)

Hermes consortium in liquidation - - - (9)

Other related parties:

Clayton Dubilier & Rice - - - (2)

Telecom lItalia Group 205,875 (2,669) - -

Cisco Systems Group 5 (180,907) (143) 3,602

Total 205,880 (183,576) (131) 3,585

In relation to senior managers with strategic resfalities, in 2011 and in 2010 emoluments werdumsd for
a total amount respectively of Euro 3,843 thousand Euro 2,865 thousand. These emoluments were as
follows:

2011 2010
Current Emoluments 3,677 2,690
Post-employment benefits 166 175
Total 3,843 2,865

A number of members of the corporate boards ofPthrent Company, in addition to a number of Key &eni
Managers of the Italtel Group participated in thidimary share plan (Plan A), the stock option pdemd the
purchase of shares for Key Managers (Plan C), dlitiad to a stock option plan for Managers and Key
Contributors (Plan B).
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Note 44 - Commitments

The ltaltel Group has undertaken rental contrat&nooperating nature concerning essentially offisehicles
and IT equipment. The following table summarisesdbmmitments in place concerning these contracts.

31/12/2011 31/12/2010
To be repaid
- within one year 2,165 2,479
- between one and two years 1,879 1,595
- between two and three years 1,809 1,438
- between three and four years 418 307
- between four and five years 432 314
- over five years 449 191
Total 7,152 6,324

Note 45 - Independent Audit Firm fees

In accordance with Article 37, paragraph 16 of kkgive Decree No. 39/2010, enacting amendmentkeo
Civil Code, which supplemented Article 2427 of il Code with No. 16bis, the following table reports the
fees for 2011 for the auditing of accounts and oleevices provided to the companies of the Itaiteup by
PricewaterhouseCoopers.

Subsidiary
Italtel Group S.p.A. companies Italtel Group
Audit Services 49 323 372
Tax consultancy and other services 13 26 39
Total 2011 costs for auditing and other services 62 349 411

Note 46 — Subsequent events

The events subsequent to December 31, 2011 argedpo the Directors’ Report.
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Note 47 — List of investee companies

A) List of companies included in the consolidationape under the line-by-line method

Company name Registered office  Currency  Share capital % held

(activities)

1) Italtel Group S.p.A. Settimo Milanese  Euro ¥2K,652

Italian subsidiaries

2) Italtel S.p.A. Settimo Milanese  Euro 116,858,248 100 ltaltel Group S.p.A.
(telecommunication systems and
services)

3) Italtel N.G.A. S.p.A. Carini (PA) Euro 212,500 100 ltaltel S.p.A.
(previously CERM Palermo
S.c.p.A)

(research). In liquidation from
April 17, 2012. Cancelled at
October 29, 2012

Foreign subsidiaries

4) Italtel BV Amsterdam Euro 6,000,000 100 Italtel S.p.A.
(commercial and financial) (Holland)

5) Italtel S.A. Madrid Euro 7,353,250 100 ltaltel BV
(telecommunications systems) (Spain)

6) Italtel Argentina S.A. Buenos Aires P.A. 4,030,000 71.46 Italtel BV
(telecommunications systems) (Argentina) 28.54 ltaltel S.p.A.

7) Italtel OOO in liquidation St. Petersburg Ruble 20,000 99.995 ltaltel BV
(telecommunications systems) (Russian Federation) 0.005 ltaltel S.p.A.
Cancelled at May 31, 2012

8) Italtel Kenya Ltd Nairobi Kenyan 500,000 99.98 ltaltel BV
(telecommunications systems) (Kenya) Shilling 0.02 ltaltel S.p.A.

9) Italtel Brasil Ltda San Paolo Brazilian 6,586,636 85.12 ltaltel S.p.A.
(telecommunications systems) (Brazil) Real 14.88 lItaltel BV

10) Italtel Deutschland GmbH Dusseldorf Euro 40,000 60 Italtel Group S.p.A.
(commercial) (Germany) 40 ltaltel BV

11) Italtel France Sas Suresnes Euro 40,000 100 ltaltel S.p.A.
(commercial) (France)

12) Italtel Telecommunication Helladthens Euro 18,000 80 Italtel Group S.p.A.
EPE (commercial) (Greece) 20 Italtel S.p.A.

13) Italtel U.K. Ltd London UK 26,000 60 Italtel Group S.p.A.
(commercial) (Great Britain) Sterling 40 ltaltel BV

14) lItaltel Belgium Sprl Brussels Euro 500,000 60 Italtel Group S.p.A.
(commercial) (Belgium) (paid-in 200,000) 40 ltaltel BV

15) Italtel Poland Sp.Zo.0. Warsaw Zloty 400,000 100 Italtel S.p.A.
(commercial) (Poland)

16) Italtel Middle East Fz-LLC Dubai AED 2,500,000 100 Italtel S.p.A.
(commercial) (Arab Emirates)

17) lItaltel Arabia Ltd Riyadh SAR 3,287,980 90 lItaltel S.p.A.
(commercial) (Saudi Arabia) 10 Italtel BV

18) Italtel Peru S.a.c. Lima Nuevo 641,000 90 Italtel BV
(commercial) (Peru) Sol 10 Italtel S.p.A.

B) List of companies valued under the net equity ined

Company name RegisteredCurrency Share capital % held Book value

(activities) office

Italian associated companies

19) Cored - Reti 2000 Consortium Milan Euro 260,000 30 Iltaltel S.p.A. 76
in liquidation
(broadband networks)

20) Hermes consortium in liquidatiorMilan Euro 510,000 24 ltaltel S.p.A. 118

(transmission systems)
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C) List of other investments in subsidiaries and asgted companies valued at cost

Company name Registered Currency Share capital % held Book value

(activities) office

Non-consolidated Italian subsidiaries valued at caos

21) ltaltel Telesis consortium Settimo Euro 516,456 100 Italtel S.p.A. 13
in liquidation Milanese
(integrated computer systems)

List of non-consolidated foreign subsidiaries valueat cost

22) ltaltel Inc. Delaware US 100 60 lItaltel Group -
(commercial) (USA) Dollar S.p.A.

Cancelled at June 27, 2012 40 Iltaltel BV

23) ltaltel de Venezuela S.A. Caracas Bolivar 940,000 95 ltaltel S.p.A. -
(commercial) (Venezuela) Fuerte 5 ltaltel BV

D) List of investments in other companies valuedcaist

Company name Registered office Currency Share % held Book value

(activities) capital

Other Companies valued at cost

24) Cefriel - S.c.r.l. Milan Euro 100,350 5.8 Italtel S.p.A. 36
(training and research)

25) Consorzio Milano Ricerche Milan Euro 186,431 8.3 lItaltel S.p.A. 15
(design & research)

26) Consel - Consorzio Elis perla Rome Euro 51,000 2.5 Italtel S.p.A. 1
Formazione Professionale
Superiore - S.c.r.l.

27) SISTEL - Comunicagoes, Monte de Euro 10,338,838 0.88 Italtel S.p.A. 29
Automacao e Sistemas S.A. Caparica 0.72 Italtel BV 7
(telecommunications systems)  (Portugal)

28) Parco Scientifico e Tecnologico Palermo Euro 13,531,1730.04 Consorzio -
della Sicilia S.c.p.A. Italtel
(research) Telesis in

Liquidation

29) Consorzio MIP - Politecnico di  Milan Euro 150,000 5.88 Italtel S.p.A. -
Milano

30) Consorzio Nazionale Imballaggi Rome Euro variable0.005 Italtel S.p.A. 1
CONAI
(management of packaging)

31) COFRIDIP consortium Padua Euro 28,402.09 Italtel S.p.A. 3

32) Distretto Tecnologico, Sicilia Catania Euro 600,0004.55 ltaltel S.p.A. 27

Micro e Nano Sistemi S.c.a.r.l.
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Note 48 — Key financial highlights of the companiemcluded in the consolidation scope
(thousands of Euro)

Italtel Italtel Italtel Italtel Italtel Italtel
Group S.pA. NGA BV  Belgium Deutschland
Balance Sheet S.p.A S.p.A Sprl GmbH
Assets
Non-current assets
Property, plant and equipm - 66,292 - - 6 5
Goodwill - 16¢,56E - -
Other intangible asse¢ - 36,37C - - - -
Investments valued under the equity mett - 194 - - - -
Medium/long term financial asse 2,48¢ 12,097 - 10,297 - -
Other asset - 17,19€ - - - -
Deferred tax asse¢ - 69,631 - - - -
Total non-current asset: 2,488 374,347 - 10,297 6 5
Current assets
Inventorie: - 24,742 - - - -
Trade recevable: - 102807 - - 694 3,15¢
Tax receivable - 1,14¢ - - - -
Other receivables and as: 3 18,99¢€ 2 - 1 10
Shor-term financial asse - 4,23¢ 214 13¢ - 2,932
Cash and cash equivale 6 15,87¢ - 33¢ 37 1,81¢F
Total current asset: 9 167,80¢ 21€ 472 732 7,91¢€
AFS nor-current asset: - - - - - -
Total asset: 2,497 539,15. 21€ 10,76¢€ 73¢ 7,921
Net equity and Liabilities
Net Equity
Share capiti 131,427 11€,85¢€ 213 6,00C 50C 40
Reserve 11,507 - 1 3,352 11 2,76¢
Treasury share (1C,983) - - - - -
Other reserves including the net re (143,587 (154,62¢ (8) 714 223 1,482
Total Net Equity (11,639 (37,769 20€ 10,067 734 4,292
Liabilities
Non-current liabilities
Employee benefit provisio - 28,29¢ - - - -
Provision: for risks and charg - 11,45¢ - 45C - -
Medium/long term financial liabilitie - 83,89¢ - - - -
Other liabilities - 27,337 - - - -
Total non-current liabilities - 15(,988 - 45(C - -
Current liabilities
Trade payable 464 13E59¢ 10 - 1 3,24¢
Current income tax payab - - - - - 15¢
Other payables and liabiliti 344 40,547 - 3 3 221
Current financial liabilitie 13,32C 24¢€,78€ - 24¢ - -
Total current liabilities 14,12¢ 42£93Z 10 252 4 3,62¢
AFS nor-current liabilities
Total liabili ties 14,12¢ 57€,920 10 702 4 3,62¢
Total net equity and liabilities 2,497 539,15 216 10,769 738 7,921
Income Statement
Revenues from sales and serv - 322411 - - - 8,382
EBITDA (252 35,76¢ (11) (48) 8 2,29¢€
EBIT (252 (1234,983) (11) (48) 4 2,292
Net financial income/(charge (143,49) (14,079 5 5,597 1 (11)
Profit (loss)before taxe (143,74 (149,06 (6) 5,54¢ 5 2,281
Net profit (loss)for the yea (143,749 (150,66¢) (6) 5,54¢ 5 1,737
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(thousands of Euro)

Italtel ltaltel Italtel Tel. Italtel Italtel Italtel Italtel Italtel Italtel Italtel Italtel Italtel
France S.A Hellas U.K. Poland OOO Argentina  Brasil Pert  Kenya Middle Arabia
Sas EPE Ltd Sp.Zo.O. S.A Ltda S.a.c. Ltd East Fz- Ltd
LLC
54 99 4 - - - 47 220 68 19 7 84
- 5 1 - - - - 19 - - - -
- 33 - - - - - - - 3 - -
50¢ - 6 - - - 58 77 64 38 38 7
- - - - - - 30 40C 132 - - -
55¢ 137 11 - - - 13E 71€ 264 60 45 91
173 18¢ - - - - 4,464 2,137 1,842 13 - -
4,90z 3,40C 97¢ 132 1,275 - 16,544 7,827 2,34¢ 10z 91 1,02t
631 - 28¢ - - - - 71z - - - -
194 46¢ - - 8 - 3,19:¢ 38C 1,93¢: 5 8 17
1,47¢ 6,305 - - - - 187 - - - 737 -
811 1,63¢€ 91C - 18¢ - 98t 2,61¢ 27¢ 281 49% 1,08€
8,184 11,99¢ 2,17¢ 132 1,47C - 25372 1367% 6,403 401 1,32¢ 2,131
- - - - - 17¢ - - - - - -
8,743 12,13€ 2,18¢ 132 1,47C  17¢ 2550€ 14,391 6,667 461 1,374 2,22z
40 7,352 18 31 90 - 724 2,72¢€ 184 5 52€ 67¢
4 92t 6 - 245 4,692 97C - - = -
892 77 79¢€ (604 (506 (4,517 2,63C 612 721 (226 (387, (1,152
936  8,35E 822 (573) (A73) 175 4,324  3,33¢ 905 (221) 139 (474)
- - 37 - - - - - - - - 23
23 - - - 36 - - 77 - - - -
- - - 67€ - - - - - - - -
23 - 37 67€ 36 - - 77 - - - 23
5,832 3,217 1,171 24 1,265 - 17,87¢ 6,78¢ 4,68% 537 1,16€ 2,397
- - 35 - - - 1,14C 38 26¢ - 56 -
1,66€ 564 11€ 5 344 - 2,16¢ 4,15C 80¢ 14¢ 13 27¢€
28€ - 6 - - - - - - - - -
7,784 3,781 1,33C 29 1,607 - 21,184 10,97¢€ 5,762 682 1,235 2,673
7,807 3,781 1,367 70E 1,645 4 21,184 11,052 5,762 682 1,235 2,69¢€
8,743 12,13€ 2,18¢ 132 147C  17¢ 2550€ 14,391 6,667 461 1,374 2,22z
11,824 8,221 3,782 - 1,684 - 36,00C 4187 23481 642 1,326 1,30¢
1,35k (92) 14¢€ (12) (208 (242 5,56C 6,47¢ 1,43€ (44) 45 (1,279
1,33t (185 13€ (12) (209 (242 5552 6,36  1,39€ (49) 43 (1,288
7 154 3) - (76) - (1,168 (1,263 (374, (41) (67) 13€
1,342 (31) 13¢ (12) (285 (242 4384 5108 1,024 (90) (24) (1,152
892 (31) 138 (12) (285, (279, 2,565 2,782 757 (90) (76) (1,152
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Settimo Milanese, December 11, 2012

For the Board of Directors

The Chief Executive Officer
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.
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AUDITORS’ REPORT IN ACCORDANCE WITH ARTICLE 14 OF LEGISLATIVE DECREE
N° 39 OF 27 JANUARY 2010

To the shareholders of
ITALTEL GROUP SpA

1 We have audited the consolidated financial statements of Italtel Group SpA and its subsidiaries
(“Italtel Group Group”) as of 31 December 2011, which comprise consolidated balance sheet,
consolidated income statement, consolidated comprehensive income statement, statement of
changes in shareholders’ equity, statement of cash flows and related notes. The Directors of
Ttaltel Group SpA are responsible for the preparation of these financial statements in
compliance with the International Financial Reporting Standards as adopted by the European
Union. Our responsibility is to express an opinion on these consolidated financial statements
based on our audit.

2 We conducted our audit in accordance with the auditing standards issued by the Italian
Accounting Profession (Consiglio Nazionale dei Dottori Commercialisti e degli Esperti
Contabili) and recommended by Consob, the Italian Commission for listed Companies and the
Stock Exchange. Those standards require that we plan and perform the audit to obtain the
necessary assurance about whether the consolidated financial statements are free of material
misstatement and, taken as a whole, are presented fairly. 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
the directors. We believe that our audit provides a reasonable basis for our opinion.

For the opinion on the consolidated financial statements of the prior period, which are
presented for comparative purposes as required by law, reference is made to our report dated
06 April 2011.

3 In our opinion, the consolidated financial statements of Italtel Group Group as of 31 December
2011 comply with the International Financial Reporting Standards as adopted by the European
Union ; accordingly, they have been prepared clearly and give a true and fair view of the
financial position, result of operations and cash flows of Italtel Group Group for the period
then ended.

4 Without qualifying our opinion, we wish to emphasise the following matters described in the
paragraph “outlook and director’s consideration on the going concern of the company” of
Director Report concerning the events and circumstances that, as described in detail in the
same paragraph, indicate the existence of an element of uncertainty that could affect the
Group's ability to operate with the assumption of business continuity. In the same paragraph
are discussed the reasons under which the Admins decided to adopt business continuity
assumption while drawing the consolidated financial statements.

i PricewaterhouseCoopers SpA
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Imp. Milano 12979880155 Iscritta al n. 43 dell’Albo Consob - Altri Uffici: Ancona 60131 Via Sandro Totti 1 Tel. 0712132311 - Bari 70124 Via Don
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5 The Directors of Italtel Group SpA are responsible for the preparation of the Directors’ report
in compliance with the applicable laws. Our responsibility is to express an opinion on the
consistency of the Directors’ report with the financial statements, as required by law. For this
purpose, we have performed the procedures required under Italian Auditing Standard n° oo1
issued by Consiglio Nazionale dei Dottori Commercialisti e degli Esperti Contabili and
recommended by Consob. In our opinion, the Directors’report is consistent with the
consolidated financial statements of Italtel Group Group as of 31 December 2011.

Milan, 21 December 2012

PricewaterhouseCoopers SpA
Signed by

Enrico Picasso
(Partner)

This report has been translated into the English language from the original, which was issued in
Italian, solely for the convenience of international readers.
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