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Chairman'’s letter

CHAIRMAN'S LETTER

Dear Shareholders,

The stagnation which has affected the entire In&diom & Communication Technology sector for a numbke
years now persisted also in 2012. The global ecanorisis continued and an uptake in growth id stk on the
horizon.

For Italtel, 2012 also featured the beginning afedt restructuring process to which the companynaitiad
itself for a number of months. The process conaude December 11 with the signing by the sharehslde
Cisco and Telecom lItalia and a syndicate of bamduding Unicredit, Ge Capital and BPM) of a sijgant
Debt Restructuring Agreement which provides forfthancial and industrial recovery of the company.

Under this agreement the stakeholders have renéve@dtrust in the company through a new IndustAkin
which focuses on the development of two separate suergetic industrial activities: the provisiori o
engineering and operating services for new germgrdf networks, both public and private, and tleeaech and
development of original products which enable goteed quality inter-operable voice and video
communications on the new generation networks.

The Plan provides also for an increased presendheomestic market in the medium/large enterpaise
Public Administration segments and in the inteworadl markets of Latin America - in particular BiaZihe
focus remains on the telecommunication operatonkehand the provision of an increasingly globalvaee.
From this point of view, the confirmation of themstg partnership already in place with Cisco igsattire which
provides increased solidity.

The Restructuring Agreement was made possible disoto the reorganisation plan concerning 500 sarpl
employees and the reduction in the cost of labawieu the Industrial Plan. On January 17, 2013, the
reorganisation plan was agreed between the comguashyhe trade union organisations and thereaftsitiypely
received also by workers.

On February 26, 2013, with the issue by the Milaui€of the Approval Decree of the Restructuringeéemnent
as per Article 18bis submitted by Italtel and with its filing at the lih Company Registration Office for
publication, the process advanced with great comenit by the company and its stakeholders to résksitahe
capital and financial conditions necessary to suppperations and in resolution of prolonged uraiaty
formally concluded.

Today ltaltel can concentrate on implementing tee Industrial Plan, particularly focusing on coshtainment,
with the objective to establish a solid and duragenomic and financial framework in the time scsdt down.

2012 was a difficult year due to the number of alieavhich we were committed. We wish to thankwtamen
and men of Italtel for their professionalism andidation in such a highly complex situation.

On behalf of management, | wish to thank the shadeis and stakeholders for continuing their suppod for
showing such confidence in our company.

Umberto de Julio
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Introduction

INTRODUCTION

Italtel's commitment to innovation sets it apaurfr the competition. The company has consistentpfieg its
acquired technical know-how to drive progress iiedemmunications and to provide high quality praduc
solutions and services which meet the particulardeeof clients - whether operators, businessesubligp
administration bodies. In a sector known for extenfast technological development, Italtel desigmeovative
network architecture and network inter-operabitittutions and offers high added-value consultaryises
through unrivaled know-how, providing the basisgaccessful partnerships with clients.

Enabling people and devices to communicate withimits and fully integrating technologies, applicais and
networks. This is Italtel’s mission.

Italtel Group

Italtel is the leading player in the telecommurnimag market, with its technology deployed in maoyrmtries
across the globe. Italtel designs, develops andufaatures IP-based products and solutions for nédgsvand
new generation telecommunication services. The emypitilises its network and system integrationacéy to
build open and flexible reliable infrastructure &dson proprietary or third party technologies. ptartfolio
includes proprietary solutions and products, nekwemgineering and consultancy services and ICT gedha
services and solutions, such as Unified Commurminagi Collaboration, Telepresence, Cloud, SmarteSitind
Integrated Security.

Italtel maintains a close focus on innovation ameksts in ongoing research and development. Overf 40e
leading telecommunications operators globally asted among the client base. In Italy, the companga
leading partner both for large companies and fer Bublic Administration in creating new generatiéh
networks and in setting up their client communimatservices.

In addition to its leadership position on the Halimarket, Italtel has established a strong presabooad: the

company operates in France, Germany, Spain, Gr@atand, the United Arab Emirates and in Latin Aicger
(Argentina, Brazil, Columbia and Peru).
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Key Financial Highlights

Introduction

(thousands of Euro)

2012 2011
IFRS IFRS
Revenues 331,394 405,413
Profitability to external cost$’ % 33.04 36.14
EBITDA @ 33,362 51,238
Margin % 10.07 12.63
EBIT® 1,518 (119,815)
Margin % 0.46 (29.55)
Net loss (12,163) (144,805)
Margin % (3.67) (35.72)
Revenues / Average NW@ (8.35) (9.47)
Revenues / Average NCE 1.37 1.33
ROI® % 0.63 (39.17)
Average workforce, excl. lay-off schemes 1,346 1,584
Value added 85,999 123,424
Value added per employee 64 78
Revenues per employee 301 256
Cost of labour / Value added 1.12 0.89
December 31, 2012 December 31, 2011

Capex” 23,646 28,073
Net Debt® 265,956 290,454
Shareholders™ Equity (42,105) (28,952)
NCE® 223,851 261,502
Adjusted NCE™® 56,636 94,287
Cash flow from operating activities 22 (27,113)
Cash flow from investing activities (21,303) (28,755)
Cash flow from financing activities 29,135 15,680
Fixed asset coverage raft® (0.02) 0.16
Current ratid'? 0.42 0.46
Treasury ratid*® 0.35 0.38
Immediate Liquidity ratid¥ 0.07 0.06
Treasury margift> (311,406) (270,162)
Client average (days) 107 97
Suppliers average (days) 211 181
Number of employees 1,720 1,806
of which Italy 1,535 1,626

of which Overseas 185 180

1)
()
@)
(4)
(%)
(6)
@)

(8)
(9)

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

Profitability to external costs: Margin / Revenues

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

EBIT is the operating result
Net Working Capital (NWC)

ROI — Return on investment = EBIT / Average NCE

Value added = Profitability to external costs - @b@g expenses + operating grants
CAPEX or capial expenditure is the sum of intargiahd tangible asset investments without recognitibthe new lease back

concerning the Castelletto area in 2011

Net debt is reported in Directors’ Report at page 3

Net Capital Employed (NCE)

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

(12) Current ratio: Current Assets / Current Liabilities

(13) Treasury ratio: Current Assets - Inventories / €ariLiabilities

(14) Acid-test ratio: Liquidity / Current liabilities
(15) Treasury margin: Current Assets - Inventories r€nitrLiabilities



Introduction

Information on Italtel Group S.p.A shareholders

Clayton Dubilier & Rice

Clayton Dubilier & Rice (holding of 48.77%, takimgcount of the ordinary Class "A" shar€¥)s a leading US
private equity company with a long tradition in tmelustrial sector and manages closed funds onltbeha
institutional investors.

Telecom ltalia

Telecom Italia (holding of 19.37%, taking accoufitttee ordinary Class “A” shares), listed on the Italian
Stock Exchange, is a leading European industrialgr The group is now present abroad with a sicpnifi
initiative in Latin America.

Cisco Systems

Cisco Systems (holding of 18.40%, taking accounthefordinary class "A" share$), listed on the NYSE, is
the global leader in Internet networking. The comphas been present in Italy since 1994.

Capita Trustees Limited

Capita Trustees Limited, as Trustee of the Itafigiployees Benefits Trust (total holding of 10.81t¥#king
account of the ordinary Class "A" shar&2)is an English registered trust, exclusively essaleld in order to
hold and manage shares of Italtel Group S.p.Afuture employee share-based plans.

Cordusio Fiduciaria

Cordusio Fiduciaria (holding of 2.65%, taking acebaf the ordinary "A" shares) is a trust company of the
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.

@ The subscribed and paid-in share capital of Italiedup S.p.A., amounting to Euro 131,426,652 atebdwer 31, 2012 and reducing to
Euro 825,695 on March 27, 2013, is comprised of@Z,976 shares, of which 8,881,488 Class “A” sharekl as reported above and
8,881,488 Class “B" preference and convertible ehass per the By-laws. The shareholders Telecdia Fmance S.A., Cisco Systems
International BV and Cordusio Fiduciaria per Azidrld, in addition to the Class “A” shares in thergentages reported above, also
Class “B” shares as follows: Telecom lItalia: 4,868, Cisco Systems: 4,440,365 and Cordusio Fidagwar Azioni: 758.
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Corporate Boards

Corporate Boards

Board of Directors ¥

Chairman®
Umberto de Julié’

Chief Executive Officef?
Stefano Pilerf’

Directors Giulio Agostinf? ©)
Roberto Cornett®
Ross lan Fowler
Brian Fukuhard®
Stefano Carlind”
Paolo Leoné®
Salvatore Spiniell& ©

Secretary of the Board of Directors Nicolo de’ Qgliini

Board of Statutory Auditors %

Chairman Marco Baccani

Statutory Auditors Carlo Delladio
Marco Tani

Alternate members Mauro laniro

Guido Paolucci

Independent Audit Firm

PricewaterhouseCoopers S.p.A.

(1) Appointed on August 10, 2010 and until the Shamérs! Meeting called for the approval of the 20IthAal Accounts.

(2) Appointed Chairman through Board of Directors’ Reion of September 23, 2010, subsequently amebsgi@étie Board of Directors’
Resolution of April 21, 2011

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

(4) Chairman of Internal Control Committee

(5) Appointed on January 10, 2013 and until the Shadensi Meeting called for the approval of the 20%#hual Accounts.

(6) Appointed on April 21, 2011 and until the Shareleodd Meeting called for the approval of the 201hAal Accounts.

(7) Appointed on March 15, 2013 following the resigonaton November 16, 2012 of Director Giannini. Hd vémain in office, with the
entire Board, until the Shareholders’ Meeting chfler the approval of the 2012 Annual Accounts.

(8) Chairman of Remuneration Committee

(9) Appointed on April 21, 2011 and until the Shareleodd Meeting called for the approval of the 201hAal Accounts.

(10) Appointed on January 10, 2013 and in office uht& Shareholders’ Meeting for the approval of the28nnual Accounts

(*) Independent Director



Directors’ Report

DIRECTORS’ REPORT

In the section concerning considerations on th@gyaioncern of the company of the 2011 Directorspdre
dated December 11, 2012, the Directors describedkiail the significant features of the Debt Redtiting
Agreement, drawn up as per Article 182 of the Baptey Law, highlighting a remaining element of urtaity
concerning the approval of the Restructuring Agretmend the consequent recapitalisation of thecjpah
Group subsidiary Italtel S.p.A.

It is with great pleasure that, following the apmbof the Milan Court on February 26, 2013 anthdjlin the
Companies Register on March 1, 2013, the agreemastfully executed. Thanks to the commitment of the
credit institutions and the industrial shareholddirsancial receivables of Italtel S.p.A. of a valof approx.
Euro 153 million were converted into equity instemts, resulting in the capital and financial rehaiag of the
above-mentioned Company.

The Shareholders’ Meetings previously called toceie the agreement and approve the financing austran
addition to their substantial disbursement in theants required by the Company, confirmed thatctingices
made by Directors in relation to the adoption & oing concern principle — which were directlyatetl to the
restructuring process currently in progress — weeasonable. The Italtel Group’s next challengéésdfore to
achieve the objectives of the 2012-2016 induspiiah which forms the basis of the Restructuringefgnent.

In relation to the actions taken concerning thdaw-amendments, Corporate Governance and the ahdegt
of investment holdings, reference should be madeibsequent sections of the present report.

The reaching of this fundamentally important agreethas itself put us in a position to report om year just
concluded, which features the extensive procesgiomad above and — with a vision which can agagu$oon
business matters - the outlook for future yearsiwia highly complex marketplace.

The continued uncertainty throughout 2012 relatedhe restructuring process impacted the Groupssiltg
with consolidated revenues of Euro 331.4 milliompared to Euro 405.4 million in 2011 (reducing Eurb
million). The decrease relates to the protracterueturing process which, as noted, was only cetepl on
December 11, 2012. This resulted in some delayisdostrial operations and a significant part oferwes
pertaining to 2012 (approx. Euro 23.7 million) abohly be invoiced in the initial days of Januafi 3.

2012 consolidated EBITDA amounted to Euro 33.4ianllcompared to Euro 51.2 million in 2011 (reducing
Euro 17.8 million).

Consolidated EBIT amounted to Euro 1.5 million, gamed to an EBIT loss of Euro 119.8 million in the
previous year, which included a goodwill write-dowfiEuro 130 million.

The Group loss for the year amounted to Euro 12lllbbmcompared to Euro 144.8 million in the preuyear,
which excluding the write-down of goodwill of Eut@0 million, improved by Euro 2.6 million.

The net debt at December 31, 2012 amounted to E&@d million compared to Euro 290.4 million in 201
therefore reducing by Euro 24.4 million.

Consolidated shareholders’ equity at December 812 2vas negative for Euro 42.1 million comparedato
negative Euro 28.9 million in 2011, decreasingeffee by Euro 13.2 million.

At the date of the present report and subsequehetpreviously described conversion, the shareslaquity
of the principal subsidiary Italtel S.p.A. amoutdsEuro 100.7 million with the consolidated net tatmounting
to Euro 200 million.

For a more extensive analysis of the income statgrbalance sheet and financial position, referestmild be
made to the specific section of this report.
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Directors’ Report

Basis of presentation

The consolidated financial statements of the Itadmup at December 31, 2012 were prepared in decce
with International Financial Reporting Standard6R$) in force at December 31, 2012, issued by the
International Accounting Standard Board (IASB) adbpted by European Union regulations.

IFRS refers to all international reporting standaasd all interpretations issued by the Internatidfinancial
Reporting Interpretation Committee (IFRIC).

These standards were applied from January 1, 200%he first annual accounts according to thesedstals
concerned fiscal 2005 with comparison to 2004, ighkd in 2006.

The consolidated financial statements include thlarice sheet — financial position, the income siat#, the
comprehensive income statement, the cash flowrstte the statement of changes in shareholderstyegpd
the explanatory notes, which contains a list of slgmificant accounting principles adopted and othgtes in
accordance with the requirements of IFRS.

The consolidated financial statements include thantial statements at December 31, 2012 of It&telup
S.p.A., the Parent Company, and the financial statgs of the companies in which Italtel Group S.phélds
control in accordance with IFRS (IAS 27).

The consolidated financial statements were prepbesgéd on the financial statements at DecembeR @12
prepared by the Boards of Directors or, where atgl the financial statements approved by theebindalers’
Meetings of the respective consolidated compaippropriately adjusted where necessary to aligm tivith
the classification criteria and accounting standa@diopted by the Group.

The consolidated financial statements fulfil thguieement for a true and correct presentation eftihlance
sheet, financial position, income statement anch diswvs of the Group, in compliance with the gethera
principles of going concern, the accruals concegtable presentation, correct classification, [irdlon of
offsetting and comparability of information.

The accounting period and the balance sheet datthéopreparation of the consolidated financiatesteents
correspond to those of the financial statementhefParent Company and all of the consolidated emiag.
The consolidated financial statements were prepardguro, which is the functional currency of tharént
Company ltaltel Group S.p.A.

[9]



Directors’ Report

Market Overview and Position
Market overview

The global Telecommunications market value in 2@h2 USD (US Dollars) 2,154 billion, slightly incséag
(+0.7%) on 2011. The principal market segments &egvices and equipment for Enterprise network$li€u
telecommunication network infrastructure, Operasygtems, Fixed network services, Mobile networlvises
and Mobile devices.

Market performances were greatly uneven acrosdhénents, with significant contractions on 20Eers in
places - for example the European market lost 82%tal volumes of USD 403 billion while the Asiamarket
saw continued growth (+7%) for total volumes of U&®6 billion in 2012. Latin America, which togethsith
Europe represents a leading market for Italteloreg very slight growth compared to 2011 (+0.76%),
following however a number of years of significgnbowth.

In the network infrastructure market, which for sotime has been the largest for Italtel, busineterobrated
significantly as all major telecommunication operathave significantly reduced network expendiamd those
which have invested focused on mobile access aaddeser extent fixed access - areas in whichereitaltel
nor Cisco have a significant presence. The valughiefmarket in 2012 was USD 77 billion, reducing% on
2011. In Europe the contraction was 14.5% and tinl&america 4.5%.

The reduction in network expenditure by telecomroatidn operators has been an established trendferosv
number of years. The reasons behind the reduct®nanplex and difficult to resolve. The fundamént this
sector - which for many years presented high margiare changing. Telecommunication service ptefiels
for many years revolved around access, essentiatigdband access and fees, on voice traffic andthfo
mobile services, on SMS’s. Competition, extensieetar regulation and the replacement of the mooéitpble
services with similar mainly free internet-basedviees by the Over The Top (OTT) providers haveesely
eroded the telecommunications profitability fundamaés, while significantly improving those of th&U's.

Particular attention is focused on the Italian retrkvhere Italtel derives approx. 60% of its revesuThe total
value of this market was Euro 39 billion (approXSIJ 50 billion), reducing 3.5% on 2011, with a serod
significant reductions seen also in the precediegry. -3.4% 2011 vs 2010 and -3% 2010 vs 2009hén t
telecommunications markets, the fixed servicesntegmumes of Euro 13.5 billion, reducing 5.5%, kvinobile
network services reporting volumes of Euro 16.5dvi| decreasing 4.7%, with systems and termingg®rting
Euro 5.1 billion and finally network infrastructsreeporting Euro 3.7 billion. From a user’s viewnpithe key
issues for fixed and mobile network services in20kre:

1. The continued decrease of fixed access to &dlldn lines, reducing 2% on 2011, with incumbent
operators holding a 64% market share and the sutstaonfirmation of the 6 operators which share
the market: Telecom lItalia, Wind, Vodafone, FastwEbcali and BT.

2. Broadband access numbers are worrying atrhlién, up only 1.1% on 2011 and with a reduction
the incumbent market share to 51%.

3. Stagnating mobile access numbers, which sdritas for some time been a saturated markealiy It
with 97.3 million SIM’s, 4.5 million of which belaying to Mobile Virtual Operators. In 2012, growth
evaporated from the second half of the year -ria vith the general domestic economic performance.
Four operators share the mobile market: TIM, VodafaVind and H3G.

4. The significant increase in mobile broadbandess which has reached, thanks to the runawagssic
of smartphones, 31 million (one-third of total mekines) - growing 17%. Their success continues to
drive overall traffic growth which reached 251 FBefa Bytes, i.e. millions of Giga Bytes) — incregsi
30% on 2011. This figure is significant as it destoates that against the decrease in the value of
mobile services of -4.7%, network capacity increlasy 30% and therefore requires increased
investment, particularly in frequency acquisitiondaan increase in radio coverage which has seen
increasing numbers of radio base stations in hagtsitly areas.

The Information Technology and digital media maskeperate alongside the telecommunications marketse
three markets have seen increased cross-pollindéiading to the creation of an integrated Digiterket. The
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Directors’ Report

overall digital market in Italy in 2012 was wortlui® 68 billion, slightly contracting on 2011 (-1.8%he IT
market continued to slow, which together with tale¢ommunications market, has been on the slidentory
years, reporting profits of Euro 17 billion in 20¢:2% on 2011).

A focus on the overall digital market will be craktifor the positioning of Italtel in the coming ysaThis
market is today driven by mobility, and in parti@uby smartphones and tablets, applications, coatahdigital
advertising on the internet. In fact, the fundaraknbf the emerging Digital Economy are in rapidwgh
throughout the world. The following numbers provitame indicators of this development in 2012: Jlébh
social network users, increasing 19% on 2011, Blirbmobile phone SIM'’s, with 3.2 billion usersp 9% on
2011, 0.7 billion smartphones sold in 2012, inciregpgl2%, 1.5 billion mobile broadband users, up 42%
billion internet users, increasing 11% and find@lpillion network connected devices, expected tdtipiy to 15
billion in 2015, with Machine To Machines and tmernet of things having become a reality.

Domestic market (Telecommunications Operators)

The telecommunications ICT and Information Techgglmarket, as outlined above, in Italy in 2012 \again
impacted by the international crisis which began2008. The ongoing challenging economic environgment
developing market dynamics and the cross-over twlee telecommunications and internet marketdtessin

a further contraction in investments by operatod an increasing focus on a reduction of the TCQgITCost
Ownership) of infrastructure, with a significantgact on unitary prices and margins.

In 2012, revenues amounted to Euro 89.6 milliothin Telecom Italia Domestic Operations segmentEun
58.8 million in the OLO (Other Licensed Operat@syment, contracting respectively therefore by 20 by
18% on 2011. This trend is due both to the incr@@senpetition and investment focused on mobile camepts
which impacted the traditional segments in whigltdd operates and the significantly reduced dejiwapacity
which affected Italtel throughout 2012 due to thstricted liquidity available to support our Systetegration
activities.

The commercial development activities however offsis reduction in revenues through the acquisitbnew
Clients, the launching of new projects in innovatareas, particularly in the Cloud Computing segmemd the
sale of new products for IP interconnection betweeerator networks.

In addition to the consolidation of the traditiorzakas (IP networks, VolP networks, IT system irg#égn), in
2012 the following innovative projects were implartes:

= IP-IP interconnection for the Telecom Italia netwounnder the AGCOM recommendations:
delivery based on new proprietary produdtgtMatch) for inter-functionality between the various
VolIP domains present

= Quality of Service for the operator networks: detiwbased on new proprietary products (Routing
& Policy Servers) to guarantee operators the sarmafuments for on-going control of service
quality

= Next Generation Data Center (NGDC): delivery basedthe provision of high quality Cloud
services (laas, SaaS, PaaS)

= development of IT projects both in the system iraégn approach and in the development of
further functionality on the proprietary productNEM, DevMan)

= professional services to support the IP netwonksfiamation processes:
= Tools supporting network operations

= Solution Design, Integration & Testing and NetkwTransformation

= Technical Support, Consultancy & Trend Analysis

= Networks and services for HD video: development sesling of network solutions with inter-
operability between multi technology domains

[11]
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Enterprise Market and Public Sector

As outlined in 2012, with the continuation of thar&pean economic crisis, the Eurozone has seen-afeed
performance:

= ltaly, with Spain, Portugal, Belgium, Greece andl&id slid backwards
= The other countries progressed, although at a slpaee than previously

In Italy, overall IT expenditure in 2012 therefampped 4%, with a mix which favoured IT serviceshponent
rather than the traditional hardware and softwarapgonents.

The bank sector was confirmed the largest in teomsxpenditure, although contracting 1.9%. The Rubl
Administrations were impacted further by the woisgreconomy and the spending reviews of the sebaitid
of 2012: Central Administration IT expenditure redd by 10.8% with local public administration spieigd
contracting 8.0%.

Therefore revenues amounted to Euro 45.0 milli@1.0% on 2011): this result was impacted greatgshé
decrease in Industry, Finance & Retail sector sjpgndvhich dropped by Euro 11.7 million. In thisseathe
liquidity crisis experienced throughout 2012 —tlee duration of the refinancing phase - had a defimpact on
the delivery capacity, tender participation and tihedibility required for appropriate market pasiting. In
certain cases clients and partners aware of tlamding difficulties within Italtel looked to alteative providers
for their projects.

However, on reaching the refinancing agreementitmgroper and timely announcement to the market, t
situation with clients and the number of opportiesitreturned to pre-existing levels, providing dindee
indication for a recovery in the present year.

EMEA Market

Despite the continuation of the economic crisis #rereduction in investments by the major opesatiialtel
achieved on the EMEA market in 2012 revenues 0bB&.0 million, an increase of 6% on 2011, thisilewas
achieved through the sale of proprietary produataddition to the network integration activities 1P solutions,
Video, Data Centers and Unified Communication.

Italtel consolidated and improved its positioningthin the principal telecommunication groups such a
Vodafone, France Telecom Group and Telefonica:

= Vodafone: Germany — creation of the new Databagpansion of the national VolP network
through the launching of a seventh VolP node antharease in IP inter-connections with other
operators;

= France Telecom Group:

France — completion of the network inclusion tests the new i-SSW release with its
operating system; launching of a seventh VolP nod#gasing the overall capacity of
the VolIP network in order to offer Large Enterprismnectivity services;

Spain — Orange awarded lItaltel the SIP businessitrg solution for the connection of the
IP exchanges of large enterprises and the publigrastration;

= Telefonica: Spain — Global Solution awarded Italtke contract for the engineering and
implementation of a Unified Communication & Collahtion system on three Data Centers,
respectively in Europe, the US and APAC, which ng@sa70,000 clients and the backbone IP
network.

Other important objectives in 2012 included:

= Spain — Generalita di Catalunya developed the Datater solution offered by Italtel

[12]
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= Belgium — Belgacom added to its VolP network thevitaltel operating system

= Poland — TK Telecom was acquired as a new ltalteht with an offer of new i-MCS products on
a virtualised platform, components of the IMS &NetMatch-Msuite

= Middle East — DU awarded ltaltel a significant erdor IP interconnection solutions with other
operators

= North Africa — Maroc Telecom acquired a ItaltelI?asolution to interconnect the Contact Centers
with IP technology

Finally, we highlight that in 2012 Italtel Spaircesved the GOLD partner certification from Cisco.

LATAM Market

In 2012, the ltaltel Group in the LATAM region méamed its position as a key player on the ICT ratdnd as
one of the principal Global System Integrators acG products in Brazil, Argentina, Peru and Col@mb
Unfortunately, the overall financial situation d@dltel created difficulties in the sourcing of Gismaterials and
services, resulting in a significant drop in revesin 2012: revenues amounted to Euro 93.0 millieducing

18% on 2011.

In Brazil, the principal client TIM Brasil, as ast of the Italtel procurement problems susperaléalge part
of expenditure: this impacted both revenues andyimsr

In Columbia and Peru, thanks to the access to ledlit lines the impact from the difficulties iawcing Cisco
materials and services was mitigated however.

Development and positioning of the Italtel offer

Despite the market, financial and operating ditfies outlined, 2012 for Italtel was a very impartaear for
the development and focusing of the offer in linhwthe evolution of the telecommunications market.

Amid growing competition with the OTT’s (Over Thef), telecommunication operators have re-launched o
fixed and mobile broadband and high-speed broadbaabled services and have sought all avenueshpmsi
monetise the quality of their network service, jgaitarly suited for video services (streaming, wdenferences)
and for transactional services (payment, identignagement). Service quality, when guaranteed byankt
interconnection, justifies the “Sending Party Netkv®ays” principle i.e. payment for the sendingtrafific, a
significant change from the net neutrality besbeftoncept which to date has governed the operatiche
internet and replaced the all “free” concept irs tanvironment.

An in-depth understanding of these shifts sincel2@ds driven Italtel to completely refresh its prodportfolio
with four highly innovative new product families:

= The IMCS systemlialtel Multimedia Communication Sujtevhich includes all functions of the
IMS 3GPP release 9 standard, with release 10 diyréan development. In addition to these
functions, IMCS updates and innovates all NGN fiomd (for the transit and interconnection
networks), which have for some time been a featir¢he Soft Switchesn which ltaltel is a
European market leader.

= The Netmatchsystem, acting as a Session Border Controllerirfrconnection between the IP
networks and managing the distribution of the Sgha (Netmatch § as Border Gateway for
interconnection between IP networks with centrdlisentrol of the SIP signalNgtmatch B
Media Gateway for interconnection between IP nekwaand traditional TDM (Time Division
Multiplexing networks) and finally as the DiametBouting Server for the operation of the
Diameter signal utilised by new generation 4G/LNetfnatch ) mobile networks.

= TheWeGatesystem which is a new generation Access Gatewaylém) for the fixed high speed
broadband networks with copper/fiber hybrid acd€dser To The Curb) in VDSL technology and
with fiber access (Fiber To The Home) in GPON textbgy.
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= The IQAC system (ltaltel Quality Access Contrgllexhich operates on the agent software
principle enables a simulation of client behavionrcomplex networks and precisely measures the
perceived end to end quality and is coupled with findings from traditional records based on
parameters directly readable within the networknelsts.

The IMS system (IP Multimedia System) is the brafnthe new generation networks. The system enables
analysis of the connection requests, the messagksha transactions originating from terminals €pdlones,
Smartphones, Video Communication Terminals, PCabldts, POS’s, Sensors etc.), authorising them and
directing them within the network towards the restad terminals or applications. The IMS platform stated,

is of significant strategic importance for telecoumitation operators as on the one hand it enathles t
transformation of the traditional networks into ngeneration “ALL IP” networks and on the other emtes the
value of the networks, facilitating the provisiohmany innovative services. The transformation tef fixed
access network into a NGAN (Next Generation Acddssvork) will take place with the development otass
technologies which begins with FTTC (Fiber To Theband evolves towards FTTH (Fiber To The Home). |
both phases the traditional voice services, th@lsupentary services and the emerging services taigitsanks

to the IMS platform, to the IP protocol (that oétimternet). The transformation of the mobile netwmwards

the LTE (Long Term Evolution) architecture will ®lplace quickly. Also in this architecture the ttiadhal
voice and messaging (SMS) services will migrattheolP protocol and therefore the IMS platform widlve an
essential role in the migration and transformatiénhe mobile network. The Operators which utils®th the
fixed network and the mobile network will certainghift naturally, even if not immediately, towards
convergent system, or rather one capable of magasgirvices on two types of networks (which therefall
curtail the role of the access networks).

The IMS global market in 2012 exceeded USD 1,00@ianiand will grow at a rate of at least 10% ovee
coming years. This amount does not include thdtiomdl telephone to VolP and VoLTE telelphone ratipn
services featuring, as previously stated, New Gaiwer fixed and mobile networks and therefore theeeted
return is even greater.

With the Broadband Networks, and to a greater éxtéth the new generation networks and High Speed
Broadband Networks, in addition to the natural tetbgy replacement process, based on like-fordigersices
offered, many new services may be provided:

= VolIP and VOLTE (voice on the IP protocol on fixadd mobile networks)

= Messaging and Instant Messaging

= HD Videocommunication and Videoconferencing acewdo the emerging HDVC standard
= Downloading and Streaming of Multimedia contenugit, Video, Books, News)

= Transactions (Payments, Authorization, Identitynslgement, eccetera)

= |n the future Monitoring and Setting (importante “Internet of things”)

As highlighted, today the totality of these sergica number of which still in the embryonic stages offered
thanks to intelligence (Web & Aps) external to tiedecommunication networks or above them (OTT). The
central feature of the OTT offer is the lack okirtperability between platforms which, on the othand, is the
principal feature of the telecommunication netwsekvices.

The intelligent networks’ focus, of which IMS is aentral pillar, is to maintain the majority of thalue
internally, creating a large part of the aboveestadervices internally and offering to the OTT tenfaces and
“service basics” which enable a simpler and morergréul development of further important applicasoand
the delivery of multimedia content.

The position of Italtel within the IMS technology an integral part of the new Industrial Plan amavhich we
will dedicate an important part of our Research Begtelopment. It is expected that with over 30€eexchers
with extensive technical knowledge, particularlysioftware, state of the art development can beechout of
the IMS systems and the network interconnectiortesys. We are involved in an on-going fashion in the
development of international standards of the padcinternational certification groups and coopiera with
these bodies will increase in the coming months.

The architecture of our system is comprised offtlewing elements:
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= |-MCS (ITALTEL Multimedia Communication Su)teprincipally comprising the Control Layer —
Interrogating / Serving / Emergency Call Sessiont@i Function (I/S/E-CSCF) which ensures the
addressing of the Application Server, in line wiltle services subscribed and described as triggers
on the user profile and creating, in addition, aigadaptation functionality for terminals; the
Service Layer can provide a) Multimedia TelephoMMTEL): services defined by the VolP
profile for any user type; -b) Conferencing: mukidia conference services to the VoIP user; -c)
Lawful Interception: support services to the ingring and tracing under applicable legal
interception regulations, in line also with the neetwork and additional services, such as for
example the interception of HD Voice; and finallyporh the Border Layer for the signal
management functions of the border elements foirtteeconnection of the IP networks with the
other Breakout Gateway Control Function (BGCF) meks, with the other traditional Media
Gateway Control Function and Signalling Gateway deom (MGCF and SGWF) networks and
with the H.248 access networks (IM-SSF and AGCF)PES

= |-RPS (ITALTEL Routing & Policy Server), such aselfia Resource Broker and DNS/ENUM
servers. For this latter functionality i-RPS actsaadataless network which utilises the DB i-TDS
as a repository.

= |-TDS for the Data Layer with HSS: the DataBaserest the control and service profile. It is
invoked by the CSCF for authentication and callugeand by the Application Server for
downloading of the service profile. It is availabte a compact solution and distributed on the
Unified Data Convergence (UDC) model within the S@Mhitecture.

= i-NEM, as the Neutral Element Manager of the Soiytor as a FCAPS operating and mediation
element towards superior systems (OSS).

The second pillar of the development strategy altdt products is thé&letmatchsystem, in its S, B and M
versions, which is the basis of the new telecomuatiin network interconnection strategy in the dmweent
towards “All IP” networks. This product, which ir022 had fully matured it functions, was launchedtlom
operator networks and can operate under a singtevaae and software platform:

=  to ensure the orderly and profitable transftion from traditional networks in TDM protocol toe
IP networks and from the mobile 2G/3G networkd L TE networks (and also “All IP” networks),

= to ensure interoperability between VolP and VoL BE/&es and high definition video communication
services between the various IP networks,

= to implement the Session Border Controllercfions on the NNI interphase between operator
networks ensuring QoS, trans-codification functjoii’s (NAT) addressing transformation functions,
Session Data Recomgeneration functions for the necessary taxatioctfans of the sending of traffic
and security and network decoupling functions,

=  to guarantee quality of service to the intarmction between OTT'’s and telecommunication opesat
offering packet inspection and charging (monetisgtfunctions of the high quality traffic sent dret
broadband and high speed broadband networks aft@eators and finally to provide a programming
interface to ensure that the interconnection agchite is managed in an optimised manner in the
various application contexts (Software Defined Nats: SDN),

= to be used in the corporate networks to manhgdP PBX signal, to carry out Media Termination
Functions to decouple the conduct and servicesladlai between corporate networks from those
necessary for the SIP trunking functions of therafme networks which connect the corporate network,

= to allow, thanks to an effective implementataf the operational interface, the insertion ia fystem
in the network in the simplest, quickest and mastitive manner also by operators not particularly
expert in the field,

=  to scale between a low number of contemponasmesactive sessions to a maximum of 50,000 session

typical of the large operator networks with the gbiity, in addition, to implement smaller size
solutions in “lite” virtualised versions, hostedasoftware version in Client Data Centers.

A further unique aspect of Italtel solutions comsethe “centralised control” approach of the irdennection
networks which allows a differentiation between thest effort” interconnections which therefore lvdbntinue
to transfer the majority of Internet data from thearanteed quality interconnections. This architecensures
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the option to utilise on simple Border Gatewaidetmatch B the IP interconnection and Media Gateways
(Netmatch Nifor the TDM inter-connection with centralised tah functions implemented in the iIMCS system
(BGCF: Border Gateway Control FunctionsMGCF: Media Gateway Control Functions and IBCF:
Interconnection Border Control Function) in ordercentrally coordinate and control the addressihgadfic
flows according to the required QoS and the loadingditions of the network or the possibility tontml
networks with true Session Border Controllers comaeal through the Diameter protocol of the Routing a
Policy functions implemented in the iRPS system.

This centralised approach to the control of conmiggtfunctions is increasingly successful and agihg the
future basis for the Software Defined Networks.

The value of the global SBC systems market in 284&eded USD 300 million and will grow at a rateabf
least 20% over the coming years. Very recentlyntiaeket leader, Acme Packet, with which Italtel fasmany
years acted as a Value Added Reseller, was acqigirddSD 1.3 billion by the US Software Company &ea
indicating the significant development potentiattié segment.

Italtel, finally, significantly renewed in 2012 itstalogue also in relation to IT technologiestddticing a new
style for the provision of services based on-den{@idud Computing) supply. In fact the proposedigoh can
be implemented also in a Cloud/XaaS environmentNmxt Generation Data Center infrastructure. The
virtualisation technology for real time communicatti services provides Telecommunication Operatotd wi
further operating cost containment advantages atabkshes a development path compatible with therging
service provision models to our Clients. Anothegngéficant innovation feature of Italtel's Researahd
Development concerns the adoption of “agile” opagamethodologies, in particular SCRUM, which cam b
applied to the full spectrum of products. The tiams in fact began in June 2011 and was extenadedaf
minimum of one year to all personnel involved i tiesign, development, integration and validatiblow
Products. Thanks to this significant alteratiortha work model, which involves the entire Compdtsltel can
respond extremely effectively to the changing neddhe market, based on the complexity of projettis level
of innovation which this requires and any accelagabr slowing factors, according to the businesgggmance
of Clients.

The significant development of the offer portfolio 2012 described above concerns the range ofelltalt
proprietary products.

A further incisive development took place and amntis to evolve within the offer of professionalvsegs, by
which services are provided by specialised CompeteDenters within Italtel, providing highly spegald
know-how (demonstrated by a number of importantti@eations), Test Plant where it is possible tettand
consolidate the configurations for a speedy inclusif the solutions in the client networks and oft®are
Tools which enhance and complete the standard nsykeems integrated by ltaltel.

As described in detail in the comments concernimgtelecommunications market, a significant prdpaorof
operator investment has focused on the developwfetiie new generation mobile networks. In this reark
Italtel, in addition to the development of the IM8d the VOLTE functionalities described in detdibae, will
position itself as a full player in the integratiamd transformation of mobile networks within anll“AP”
environment. The highly developed know-how involedecoming a pioneer in the transformation offtked
networks according to the “All IP” paradigm drives today to establish this position also on the itaob
networks.

In addition, according to that laid down in 201he tcapacity of Italtel in the OSS fields was enleaihdor
telecommunication operators, of the high definitistheoconference networks which improve the funiand
architecture of the Unified Communication & Collahtion networks and finally in the Data Centerdgelvhere
in 2012 at least two solutions of great significameere implemented, i.e. the Italy Cloud Data Ceatel the
implementation of the Data Center for the Italiamy

Therefore, in addition to the traditional and wedtablished IP Networking Competence Centers, dolers
have been added or enhanced, specifically:
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The “Mobile Network Competence Center” where, tiglo a multivendor approach, Italtel has
integrated important modules of the core networkl af the packet network of the mobile
broadband networks. The principal systems we iategare: The EPC (Evolved Packet Core) the
PCRF (Policy Control and Routing Function) the IMOGLTE (Voice Over LTE), the HSS data
repository, the charging system and the related 'Ste Wi-Fi systems for the
telecommunication operators and in the future tBmall Cells” which will form the basis of the
new coverage strategy in the 4G era, the manageofiéme Diameter protocol which will fulfil on
the LTE mobile networks the same role which the Signal carried out for many years on the
TDM networks and finally the functions and applioat for Deep Packet Inspection (DPI).

The “OSS Competence Center” has been, togethbrthgt IP Networking Center, a long-standing
Competence Center for Italtel. In 2012 it was esitexly renewed and refocused, bringing to the
market capacity in all areas of the eTOM model Wwhgcthe reference point for telecommunication
operators. Tools development and the integratiomafket standard components are managed by
Italtel within the Assurance, Provisioning, InverytoMediation and Security areas and, more
recently, within the Business Intelligence and DAtarehousing environments.

The “Data Center Competence Center” where, wighmultivendor approach, Italtel integrates and
demonstrates its Test Plant, the capacity to imefegnall of the Data Center infrastructures, the
Computing, Storage (EMC and NETAPP) and Networkstguctures and the Virtualisation

environments with particular reference to VMwared a@rchestration, such as for example
CORDYS.

The “Collaboration & Video Competence Center” whealso through a multivendor approach,
Italtel integrates and demonstrates its Test PIBnEBX networks in various technologies, with a
particular emphasis on CISCO technologies, bottiittoal and Cloud oriented, such as the new
and most recently sold HCS suite, together with @JS to Telefonica Global Solutions. In
addition to the integration function of the IP PBXtworks, the GOLD certification was recently
awarded by MICROSOFT for the integration of the &yproducts, of the family of products for
messaging (EXCHANGE), of the products for the depaient of the Social Enterprises
(SHAREPOINT), which is added to the significant inbow already established for the CISCO
suite WEBEX SOCIAL. Finally the most advanced centof expertise for Italtel within the
“Collaboration & Video Competence Center” is witlile Video HD segment, where the capacity
to integrate the TELEPRESENCE CISCO solutions & tharious ranges, the POLYCOM
solutions and the availability of integration amaniscoding functions established within the Italtel
iIMCS andNetmatchproducts (which was officially certified with LYN©Gf MICROSOFT) have
established lItaltel as the best system integratdhe Italian market.

In summary, 2012 was a crucial year in which Itattade a sure and determined step forward in eskaiy its
market positioning, innovating and enriching itstfmio of proprietary products with:

The iIMCS (taltel Multimedia Communication Sujteystem,

The Netmatch system.

The WeGate system with the new generation AcGagésway (modem).
The iQAC (Italtel Quality Access Controller) ssms.

and innovating, in a multivendor approach, the fpba of professional services with the creation of
Competence Centers:

The traditional “IP Networking Competence Cehter
The “Mobile Network Competence Center”

The “OSS Competence Center”

The “Data Center Competence Center”

The “Collaboration & Video Competence Center”

These important advances in quality allow us t&k lmthe future with optimism, confident in the s from
the correct execution of the Industrial Plan.
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Development and Innovation

European projects

In 2012 Italtel carried out industrial research aleelopment activity within collaborative Europeamjects
under the Seventh Framework Programme of the Earopgnion in the areas of ICT (Information &
Communication Technologies) and Security.

The IP (Integrating Project) activities ANIKETOSrtmued in the year together with 16 internatiopattners,

for the drawing up and creating on a prototypellefan ICT platform for the composition of service

The IP (Integrating Project) MobileCloud projectigities began, together with 17 international pars, for the
architectural development of the mobile networkotlyh the virtualisation of core network functiotiak
according to Cloud Computing paradigms.

In November 2012 ltaltel presented a proposal basethe SEC 2013 Programme of the Seventh Framework
Programme within the Security area called SAFFQ: (8t Against Forest Fire over Regional areas)tfa
creation of an integrated system to manage largke swisis situations, which can facilitate the lege of
communications, coordination, control and informatbetween the various parties involved in handtimg
event.

Subsidised loans and grants for Development and lmmvation

In 2012 Italtel S.p.A. income in this regard tothleuro 873 thousand, of which Euro 746 thousandearing
Research projects capitalised in previous yearsdafierred. Grants amounted to Euro 1,965 thousahde
Euro 6,234 thousand of subsidised loans were redeivhe above stated incentives were based omwlibaving
domestic and international regulations:

= Rotating Funds - Ministry of University and ResdmaAssistance Fund, established by Law 297/99
and previous;

= Rotating Fund - Ministry for Economic Developmédr@chnological Innovation Fund, established
by Law 46/82 (Article 14).

= Enacting Regulation of the Fund for Competitivétiyd Development, which financed three major
areas of Industrial Innovation Technology: Enerdficiency, Sustainable Mobility and Made in
Italy, Ministry for Economic Development decreed\idirch and April 2008.

= Enacting Regulation of the European CommissiotherSeventh Framework Programme.

In relation to national projects begun and carmed in previous years, in 2012 the second levelistenal
inspection for the PNGN project was carried outwvaitsuccessful outcome.

In June 2012 the SURE project activities conclu@gtira Wideband Detection for Risk Management in e-
health), a project financed by the Lombardy Regiod developed in collaboration with universitiesl ather
Lombardy businesses.

The PA-IMS (Access Platform — IP Multimedia Subsys} project, whose activities concluded in 200&iaéd

in the meeting of June 1, 2012 the final approvdhe MISE Technical Committee for technologicalavation.

In 2012 the preliminary activities continued, urtdken by INVITALIA, on the Telecom ltalia & Italtel
Programme Contract, previously suspended by theisitin of Economic Development due to a lack of
financing in a non-eligible area (North) and remtetewith a SOUTHERN focus.

Finally, the CAMP project (Context Aware Mobilityidform), part of the “Sustainable Mobility” initi@es of
the 2015 Industry programme, developed over theetlgear period 2009-2011 and with Italtel as deaér of
13 industrial partners and universities, saw thechesion of the experimental development activiiireslune
2012.
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In 2012 Italtel S.p.A. was particularly active metpresentation of projects in response to natiandlregional
tenders.

Within the PON 2007-2013, two projects presenteditbitel S.p.A. were awarded grants within the Micr
District and Nano System environment (ENERGETICchmmlogies for energy and energy efficiency and
HIPPOCRATES: Development of Micro and Nano-techg@e and Advanced Systems for the Protection of
Health) under the tender for the creation and/aretigpment of “Technological Districts and PubliavRte
Laboratories — SOUTH".

In response to the tender, the pre-selection phase passed and the executive project is currerdlpgb
prepared subsequent to the feasibility study pregder the new Public-Private partnerships (SI-Labrvice
Innovation Network Laboratory).

Also in the PON 2007-2013, responding to the “Sn@ities and Communities” notice, Italtel presentedr
project ideas: OVERGRID (in the Smart Grid enviramt), SmartFSE - Electronic Health Form (in the 8ma
Health environment, through the Micro and Nano &yst District), ITINERIS (in the Smart Mobility
environment) and HERMES (in the Smart Mobility eoviment).

The OVERGRID and Smart-FSE project ideas passegrthselection phase; on the request of the Minisir
Universities and Research the ideas were combiniéd ethers presented within the same environments,
resulting in the creation of two executive projecespectively called i-NEXT (in the Smart Mobilisnd Smart
Grid environments) and Cluster OSDH SmartFSE-St#yiwmethe Smart Health environment). In Octob@d2
both executive projects were awarded grants.

In the PON 2007-2013 — “National Technology Clustemvironment Italtel was included in the propiasitfor
the National Energy Cluster called ENERCLUSTER Jatmrating in the creation of one of the four potge
called “Smart Secondary Substation” and coordinaie&NEL- Distribution. The project focused on tBmart
Grid theme and concerns the ICT development ofraeny stations.

Finally, also within the PON 2007-2013 environméntresponse to the “Smart Cities” national tendteifel
was involved in the drawing up of eight projectadeconcerning various themes: within the Regiomaiuity
environment (Secure-GEOssLIFE-SmartS), in the Heattvironment (Prevention Citadel), in the Transpod
mobility environment (SUSTAIN and Marconi), in tl&mart Grids environment (Lampedusa Smile), in the
Sustainable Architecture environment (SIGMA), ire tAging of society environment (Aging and Cognitive
Deterioration) and in the Cloud Computing enviromin@®ecision Theatre). Italtel was the leading pantthree

of the above stated initiatives.

In the regional environment, Italtel participated the Lombardy Region and Ministry for Universitiaad
Research tender for combined presentations withlgleascope projects (ICT environment), Energhepolis
(Energy environments renewable and sustainableuress) the ICT District in Health (ICT environment
health sector) and Milano Digitale (ICT environmefithese combinations were approved in July 20X2ran
aggregated in the “ENERGY” Energhepolis Cluster anthe “SMART COMMUNITIES” Cluster (Igeascope,
Milano Digitale and the Health ICT District). Théd@ve-stated clusters will receive future finangapport
following the issue of specific Tenders.

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-CdC).

”

In 2012, public funds were again insufficient tgpart the tax break mechanism on costs incurredefeearch
and development.

The financial situation of the principal subsididtgltel S.p.A. and its consequent credit ratingdered the
company ineligible for disbursement by the credgtitutions supporting subsidised financing and riflative
grants.

The Directors consider that with the capitalisatpyaviously outlined and the outlook of the Grothe credit
system may reassess the Group and grant the catidij necessary to attain the loans and grantainesngly
approved by the respective Ministries.
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Corporate governance and social responsibility

Board of Directors

The Board of Directors of Italtel Group S.p.A., dffice until the approval of the financial staterterf
December 31, 2012, is comprised of nine Directors.

The Board of Directors of the principal subsididtgitel S.p.A., in office until the approval of tHenancial
statements of December 31, 2012, is also compakathe Directors.

In accordance with the Restructuring Agreement,BERtraordinary Shareholders’ Meeting of Italtel B.pof
March 15, 2013 adopted a new version of the By-lawkich establishes, among other issues, a number of
amendments to the composition and the functioninth® Board of Directors. However, under the traongi
clause of the new By-laws, the functioning of theaBl of Directors will continue to be considerediemnthe
corresponding provisions of the pre-existing Bydauntil the conclusion of mandate of the currentaiglo
Parallel or similar amendments were adopted on Mai; 2013 by the Extraordinary Shareholders’ Megptf
Italtel Group S.p.A. in relation to the compositiand functioning of the Board of Directors.

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.

Four independent directors, both executive (culyettie Chief Executive Officer) and non-executivgth a
wide range of skills and experience, sit on therBsa&f Directors of Italtel Group S.p.A. and Italgep.A..

Remuneration of Directors and Statutory Auditors

The remuneration of the Directors and Statutory ifawd of Italtel Group S.p.A. for the carrying oot their
duties - also in other consolidated companiesasifollows:
(thousands of Euro)

2012 2011
Directors® 1,012 1,061
Statutory Auditors 128 105

(1) For the two Independent Directors (other tHem@hairman and the Chief Executive Officer), fagit role as members of the Internal
consultative committees, set up by the parent compihe respective Shareholders’ Meetings appravéatal amount of Euro 50,000
(which will be paid by ltaltel S.p.A.) for each ¢&l year and for the duration of the mandate. Reraiion of Euro 8,000 was approved
for the external member (in addition to the Chamjnaf the Supervisory Board as per Legislative Bec231/01 for each year of the
mandate. The 2012 amount includes also the remtioreffar the offices of Chairman and Chief Execat®fficer, as established by the
relevant contracts and including all emolumentsotiéng to these parties for the above-stated dffieed/or Directorships in Group
companies, including the Parent Company.

Committees

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

I nternal Committees

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

I nternal Control Committee

During the year the Internal Control Committee ywasly the Audit Committee) met periodically, apping
the Audit plan for 2013 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.
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During the year, meetings took place with the Boafr&tatutory Auditors and the Independent Auditrio
examine issues of common interest.

Remuneration Committee

The remuneration policy of the Group ensured in20tht 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 that the 20&@pgresults targets were missed and thereforenalid
issue MBO's to the beneficiaries. Furthermore tf@a Seniors Managers subject to evaluation by tharGittee,
for 2013 the so-called “Group financial objectivegre not set.

Management and Control organisational model

In 2012 the Model adopted by the Company for trev@ntion of offences under Legislative Decree 23012
was updated. The sixth edition of the Model amended updated was submitted for the approval of the
Supervisory Board meeting of February 14, 2013witicbe approved by the Board of Directors of l&hIS.p.A.

in the initial months of 2013.

The updates concerned:

= Adjustment to the new categories of offences distadrl by Legislative Decree No. 231/01 in 2011,
regarding environmental offences;

= Introduction of a new Special Part concerning eonunental offences;
= Company organisational adjustments.

The disclosure activities concerning Legislativeci2e No. 231/2001, the Ethics Code and the Manageamnel
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 verdyihe correct application of the Management andti©b
Organisational model as per Legislative Decree BR1/2001. In particular, the audit activity conceithe
correct application of the measures drawn up fer ghevention of industrial and intellectual progetights
offences. The corporate departments impacted were:

= Marketing and Communications;
= |ntegration and development of IT systems

The Audits highlighted general compliance of thatonl elements established in the various enaginagocols
and the corrective actions, where identified, weaely completed in 2012 and in part scheduledfiit3.

The Compliance Officer of Italtel S.p.A. providedgwing updates to the Supervisory Board (comprisingy
members of the Board of Directors, the Internal ilidanager, the Compliance Office and the Manadehe
Italtel offices at Palermo-Carini) and to Seniorhfdgement concerning activities carried out forititieoduction
and supervision of the Model.

The Supervisory Board also:

= approved, following consultation with the Board @ifectors of Italtel S.p.A., the PR0O231-S025
“Prevention of environmental offences” protocol;

= verified of the results of the information recalveeriodically in accordance with Protocol 231;
= approved the Compliance Office activities for 2@1® the relative budget.

Conflict of Interest Regulation

In 2012 the monitoring of cases of conflict of irest of Italtel S.p.A. personnel with legal repraaéive 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 N¥8), repealed Articles 19 to 19.8 and 26 of AttaehtrB of
Legislative Decree No. 196 of 2003, consequently dhbligation to prepare and update the data piotect

document was removed.
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Human resources, the environment and quality assurece

Human resources

The employees of Italtel Group at December 31, 2@ibered 1,720, of which 185 overseas (at DeceBiher
2011 numbering 1,806, of which 180 overseas). Téw hires in the year numbered 48, of which 38 ea&ss
with 134 departures, of which 99 voluntary depasuand 35 under leaving incentives. Of the toitimted, no
Senior Managers were hired while 4 internal prooratiwere made. There were 23 departures in the gear
31/12/2012 Senior Managers in the workforce numbei®. Personnel are broken down into the following
departments: Development and Innovation (37%), iBer(29%), Commercial (26%) and Administration and

Staff (8%). Slightly less than half (49%) possedSedrees, while approx. 47% held Diplomas.

Personnel by
category - 31/12/2012

Personnel by
department - 31/12/2012

Personnel
by qualification - 31/12/2012

senior
managers
4%

N
managers
employees‘/q

74%

g&a
8%
d&i

service
29%

0,
37% ? s&mkt.
26%

other
4%

_\'
degree/l_ diploma
49% \‘- 47%

Employees includes 3 blue-collar
workers.

Organisation

During the year the Company organisational moded developed both in the sales and in the operatioess,
also as a result of the drawing up of the new ItréalsPlan which was a significant event in 201Ze&er
product differentiation, improvement in the netwodnd systems integration market approach, theamwent

of expanding existing markets, improved cost coitipity and overall efficiency of the organisatias a whole
were at the heart of the organisational redesigyicels, establishing, on the one hand, a single &tadanit

dedicated to Service Providers in the EMEA marked an the other the joining into a single ProducitU
(called Network & System Integration) of the prawsotwo respectively dedicated to the integrationthef

CISCO networks (Cisco & ICT Solutions) and the depeent of the Professional and Integration Sesvice
(System Integration and Advances Professional 8esyi Global Account Managers assigned to the ipahc
clients worldwide were introduced within a businelelopment model which will increasingly mirrdret
management processes of the Global Key Customers.

Industrial relations

With regard to Industrial Relations, no significawvents were reported in the first half of 2012Apnil, in fact,
the first year of the Extraordinary Temporary Ldf-8cheme for reorganisation concluded for a maxmuof
170 workers, with rotations of 3 months for 45 eoygles. The Scheme therefore continued for its skgear

(April 12, 2012 — April 11, 2013) — according toetlagreement signed on December 14, 2011 for the sam

number of employees. The Solidarity Contract was aised for 1,078 employees, with a reduction erage
hours of 25%, also concluding on April 11, 2013orfArJune the deterioration in the economic, prosacind
financial position in the initial months of 2012réed the company to report to the trade union dsgdions the
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need to declare 500 surplus employees, citing #esl rior recourse also to instruments to structuraltiuce
departures at the end of the second year of thea@dinary Temporary Lay-off Scheme for reorgamisat
(April 2013), in accordance with the new Industidan 2012-2016. On November 22, 2012 a memorandum
was signed at the Ministry of Economic Developmentvhich Italtel and the trade union organisatiagseed
upon, following an extensive review of the finamceconomic and market situation of the Compang,dbntent
of the Industrial Plan which provides for a sigesfint industrial cost restructuring in order to eastelivery of
the necessary company rescue objectives, partigularelation to personnel costs, committing thelwes
however to identify socially sustainable solutioriBo fully implement that agreed, on 17.1.2013 in
Assolombarda an operative agreement was signedtidition to a Solidarity Contract for 961 individsiawith

an average reduction in hours of 26%, also thrahghextension for a further year (until April 1012 of the
Extraordinary Temporary Lay-off Scheme for reorgatiobn, which will involve a maximum of 270 workers
with rotations of 4 months for 60 individuals. Iddition to these two instruments, the opening @fability
procedure to structurally reduce redundancies W&s @rovided for. The ratification of the agreensetdok
place in March 2013 at the Ministry of Labour aratial Policy.

Staff Training

In 2012 more than 15,000 hours of training werevigked with approximately 1,000 participations arsD1
training events of various types. The training \atti focused on technological aspects concerninth libe
maintenance and further addition of Cisco certifrass and the development of skills required fomne
partnerships (Microsoft, Juniper, AMDOCS). Virtisgdtion (VMware) skills were also the subject ofttitag, in
addition to updating on the new SAP functionalitigs relation to innovative processes, the trainaogirse
concerning the introduction of the AGILI-SCRUM metivlogies was particularly significant, with thejediive
to assist the new department in the productionodifnéire.

In relation to management, the training initiati@sthe PGMP (Program Management Professionalfiatdn

the experimentation of an individual coaching sesvand the participation of a number of qualifiedrdgers at
training events of the ELIS Consortium (IT strategand support of Business) and of the Studio Asditio
(specialised workshops and the introduction ofReemanent Updating Service) are highlighted. A nemds
meetings were also held between the CEO and yousgalyers to promote the increased engagement of such
managers.

Also in 2012 Training Financing was widely availedwhich covered the entirety of Manager trainihgough
the Fondirigenti and contributed approximately 6@%éhe training of white-collar staff and Managénsough
the Fondimpresa.

Stock options plans

No significant events are highlighted.

Environment and Health

In line with ltaltel Policy, the environmental aspe of company offices were verified and compliamath
existing regulations and the application of besiremmental practices were confirmed.

In particular the Carini Office passed in March 8Q inspection concerning the 1ISO 14001 Certificat
attained in 2001.

From 2011 Italtel stepped up its focus on the probissues concerning Energy Management, in paeruhe
activity introduced on the Energy Management sohgi market in the “Smart City” environment and fa t
same time introduced significant energy savingoasti investment, monitoring of consumption andrtiative
corrective actions, automation of operating systerdscation of personnel and restructuring of tlieas utilised
enabled the consolidation of the excellent resoft2011 and the achievement, at company leveluahér
energy reductions of 14%, of methane gas of 2%0ahdG of 24%.

The evaluation of health and security risks, cdrriait in collaboration with the workers’ represeives,

confirmed that no new risk factors were introdufeitbwing the alteration of the organisational sture and
confirmed also the efficiency of the control systéfhe improvement opportunities identified were gady
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introduced and monitored. Particular attention fezsised on the activities carried out at clientcef§ with the
implementation of all of the coordination initia¢is, including a close vetting of suppliers, necsssa

guarantee security “in the field”. In relation tedith issues, the company health service providegnployees
approximately 4,500 medical visits under the legaigations, for general and first aid activityr fareventative
measures, including the flu vaccination campaidaretl to all employees.

Quality

Italtel - as always - places particular attentiongoiality concerning products, solutions and sesjibut also in
relation to the performance of processes, fulfillin addition environmental, health and securityuieements.

Italtel confirmed also for 2012 compliance with t@eality Management System for the ISO 9001 stahdar
renewing the certification which has been held sit®92. Ongoing re-examination of corporate praEess
addition, is one of the instruments used to evaluatd select internal initiatives to improve compan
performance.

In relation to the products developed, the relatwafigurations are certified according to the #lmmagnetic
safety compatibility standards and created in ataure with environmental impact minimisation créeffor
example: the RoHS - Restrictions of Hazardous @wlosts Directives); in relation to this, the Company
enrolled in the Manufactures of Electrical and Hiegic equipment Register - guarantees that estadyi by the
European Union (WEEE - Waste Electrical and Eledtr&Equipment) in relation to the disposal of prouat
the end of their life cycle.

Great attention in fact has been focused on custameds, also through the carrying out of Customer
Satisfaction Campaigns, considered as indispensiidguments to ensure the improvement of company
performance. In fact Customer Satisfaction is asobdated practice for some time within Italtel asdne of

the principal sources used to select projects aitidtives to improve performance. These practiogslve the
periodic contacting of clients through interviewesrried out through web-based techniques which rcthve
entire ambit of the client-supplier relationship.
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Other events in the year

Potential significant liabilities

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

In October 2012, the judgement was filed conceritivggcase taken by one of the ex-TCS Directorgrmdr
CEO of Italtel. The case made against Italtel psimpcivil liability was entirely rejected.

Tax inspection in Brazl

On December 19, 2007, the Tax Agency of the Sth®ao Paulo in Brazil issued an Infraction Noticel &
penalty to the Group Company Italtel Brasil Ltda ifmportation operations carried out between 2082 2005.
Under this notice the Tax Agency alleged a violatimncerning the payment of ICMS taxes and a \imiafor
the use of tax credits on the tax to reduce thengay of the amount owing, in addition to applyirepplties and
interest on the disputed amounts. The overall amfourthe alleged violations and relative penaltesl interest
totals approx. Euro 18 million. Italtel did not e#ee a favourable outcome at the first level ofgonént, nor at
the second level in 2009 and an appeal has beea atatie third level. This last appeal is currestigpended
as the States of Sao Paulo and Espirito Santo $igned an agreement concerning ICMS tax on comalerci
transactions carried out before March 2009. Thieegent was enacted through Decree No. 56.045/206d0
will regularise the tax situation, cancelling aditds relating to ICMS tax. Italtel Brasil has pregghand sent a
request to ensure recognition of the cancellatfdh®payables demanded by the Infraction Notice.

In December 2011, the Tax Agency of San Paolo ceragdla tax inspection and informed the companyahat
legal requirements to avail of the above-mentioAgdeement between the states of San Paolo anditBspir
Santo had been complied with. In October 2012 thal fdocument was issued, therefore closing the cas
without the incursion of any liability. At the santine, a similar document was issued concerning tig
second infraction deed relating to the subsequetibg (year 2006).

Tax disputein Italy

Currently Italtel has a number of pending tax dispuat the Milan Provincial and Regional Tax Consiois
which concern inspections by the Tax Agency - Lardly Region - Office of Large contributions, inagbn to
the tax periods 2004, 2005 and 2006. In summarngeuthese tax inspections the Agency principallgtested
in relation to IRES (i) the non-recharging CRDR dstment Ill S.a.rl. (48.77% shareholder of ItafBroup
SpA) of interest charges and costs related to Igeausted in relation to the Leveraged Buy-Out openaunder
which in 2002 Italtel Group S.p.A. (previously t&ll Holding S.p.A.) acquired the company ltaltep.8.
(through Italtel Acquisition S.p.A.) for an amouritapprox Euro 19.5 million for 2004, Euro 18.9 Iroih for
2005, Euro 17.5 million for 2006 and Euro 16 mitlitor 2007; in addition (ii) the non-deductibilibf costs for
services in favour of Italtel S.p.A. by group comigs not resident for tax purposes in Italy asfabiling the
relevance requirement or lacking appropriate suppmprdocumentation for an amount of approx. Eurd 5.
million for 2004, Euro 2.9 million for 2005, EuroS3million for 2006 and Euro 1.2 million for 2007.

In relation to the years 2004-2006, the higher ineamposed for IRES purposes did not result in payalties
or interest, in that fully offset through the uddax losses carried forward.

On November 6, 2012 the hearing before the MilaoviAcial Tax Commission Section 22 took place,
concerning the assessment notices for 2004. Oruggb20, 2013 the Commission filed the relativegjments,
both entirely in favour of Italtel, with expenseslged against the Agency.

On February 11, 2013 the hearing before the MilaaviRcial Tax Commission Section 16 took place,
concerning the assessment notices for 2006. Orukgb25, 2013 the judgements were filed, parti@lfavour

of Italtel. In particular, the Commission judged waounded the tax recovery for IRES purposes efribn-
recharging to CRDR Investment Il S.a.r.l. of imstr expenses, while confirming the other issues bot
concerning IRES and IRAP.
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The Company will appeal for the partial reform loé judgement before the Milan Regional Tax Comrarssn
accordance with law.

For the tax period 2007 the Tax Agency — LombarégiBn - Office of Large Contributions in relatiom the
above-stated issues requested payment of highe® Bkes of Euro 5.7 million, penalties of Euro Biflion

and interest of Euro 0.9 million (calculated adlavember 30, 2012).

The IRES tax requests, increased by the relatimalpes and interest, are due to the fact thafTdoe Agency
passively accepted the position of the Supreme t@dEivil Cassation with judgment No. 16333 of Sapber

26, 2012 according to which, on assessment, pdssels may not be automatically deducted from higher
declared profits. In particular, according to thgp@&me Court, the Tax Agency may not automaticadiguct
available tax losses in that this deduction mayy diake place following the express declaration lné t
contributor. In addition, the Tax Agency considetied costs at point (ii) non-deductible for IRAPrpaoses and
recovered the VAT deducted in accordance with Aati® of Presidential Decree No. 633/1972.

The amount of the higher tax (VAT and IRAP) and femalties imposed based on the above-mentioned tax
inspections, amount overall to approx Euro 5.3iaml(plus interest).

In relation to the tax declarations concerning 206@ Company proposed an agreed settlement irrdannoe
with Article 6, paragraph 2 of Legislative Decree.I218 of June 19, 1997.

It must be considered that the charges made inioeldo IRES, VAT and IRAP in the tax declarations
concerning the tax periods from 2004 to 2007 magiia&n up also in relation to the subsequent yearsyears
which may be similarly affected by charges concegrthe loans sourced in relation to the above-roaat
Leveraged Buy Out operation, in addition to coststfie provision of inter-company services. In Jagw2013

the Tax Agency — Lombardy Region — Office of La@entributions undertook a tax inspection for tharge
2008, 2009 and 2010 concerning IRES, VAT and IRA® withholding tax obligations.

Currently Italtel, supported by one of its tax adltsnts opinions, considers that these potentaillties

represent only a possible risk and therefore didnmake any provision. Given the complexity of thspdted

issues and the significant amounts concerned, & m@vever considered appropriate to provide thsegmte
disclosure.
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Comment and analysis on the Income Statement, thealance Sheet and the
Financial Situation

The present section reviews the income statematdnbe sheet and financial position of the Group2f@12
and 2011.

Income Statement

The reclassified income statement for 2012 and 29tdported below.

(thousands of Euro)

2012 2011 Changes
Revenues from sales and services 331,394 405,413 (74,019)
Profitability after external costs 109,503 146,534 (37,031)
% of revenues 33.0% 36.1%
Personnel costs (96,274) (108,035) 11,761
Operating expenses (24,377) (27,442) 3,065
Operating grants 873 4,332 (3,459)
Gross operating margin (10,275) 15,389 (25,664)
% of revenues (3.1)% 3.8%
Capitalisation of Research & Development costs 19,702 23,689 (3,987)
Other costs and income 34,895 20,243 14,652
Restructuring and refinancing charges (10,960) (8,083) (2,877)
EBITDA 33,362 51,238 (17,876)
% of revenues 10.1% 12.6%
Depreciation, amortisation and write-downs (31,844) (171,053) 139,209
EBIT 1,518 (119,815) 121,333
Net financial charges (18,783) (17,776) (1,007)
Loss before taxes (17,265) (137,591) 120,326
Income taxes 5,102 (7,177) 12,279
Discontinued activities profit/(loss) - (37) 37
Net loss for year (12,163) (144,805) (132,642)

Revenues from sales and services in 2012 amounté&tlito 331,394 thousand, decreasing overall by Euro
74,019 thousand (-18.3%) on 2011 (revenues of EQ080413 thousand).

In greater detail, revenues from Italian Opera{@edecom Italia and Other Italian operators) coottrd overall

by Euro 35,566 thousand. Revenues from Telecona ltahounted to Euro 89,571 thousand, compared ito Eu
112,580 thousand in 2011 - a reduction of Euro @3B,thousand. Revenues from the Other Local Operator
(OLO) amounted to Euro 58,796 thousand, comparé&tuto 71,353 thousand in 2011 - decreasing Eurg5¥2,
thousand.

Revenues from Public Administration and Large Horiees totaled Euro 45,019 thousand - from Eur@®5,
thousand in 2011, reducing Euro 19,988 thousarn@ {98). Revenues in this sector were also impacyethd
poor economy, in particular in the Industry, FiragcRetail sector.

Revenues from Overseas Operators amounted to B&;008 thousand compared to Euro 156,473 thousand i
2011, increasing as a percentage of total reveinoes38.6% in 2011 to 41.6%.

EMEA revenues increased from Euro 42,450 thousar&il to Euro 44,984 thousand in 2012 (+6.0%, roEu
2,534 thousand), while in the Latam area revenwesedsed from Euro 114,023 thousand in 2011 to Euro
93,024 thousand in 2012, a reduction of Euro 20tB88sand (-18.4%).
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In the EMEA area, lItaltel - despite the investmeuntbacks by operators - consolidated its positlmsth in
relation to proprietary products and also Systetadration activities, strengthening its positioeréfore within
the Vodafone, France Telecom and Telefonica Groups.

The reduction in revenues in the Latam area wasifsigntly impacted by the Group financial crisisieh
created problems in the sourcing of Cisco matel(gde principal business area), with a consequerthér
impact on revenues.

In relation to Overseas Operators, revenues frompemies of the Telecom Group decreased from Eujf@861
thousand in 2011 to Euro 43,217 thousand in 20E2i{e 17,868 thousand, -29.3%).

Profitability after external costs decreased frof11%6 in 2011 to 33.0% in 2012, particularly duethe
contraction in proprietary products and serviceerexes from Telecom lItalia and TIM Brasil.

Personnel costs in 2012 totaled Euro 96,274 thausampared to Euro 108,035 thousand in 2011, dsiciga
therefore by Euro 11,761 thousand (-10.9%). Thecatan is principally due to the reduced averagekfarce
in the year and the effects of the agreements digiith the Trade Unions in January 2012.

2012 net operating expenses amounted to Euro 24fR¥isand, a significant improvement therefore ¢Eur
3,065 thousand, -11.2%) on the previous year (Ridrd42 thousand).

Operating grants from public bodies against reseqmojects reduced on the previous year (- Eur®%3,4
thousand) following the block on projects financka: to the particular situation at Italtel (restunimg process
as per Article 18is of the Bankruptcy Law).

The Gross Operating Margin reduced from a prdfiEoro 15,389 thousand in 2011 to a loss of Eur@21®
thousand in 2012 (- Euro 25,664 thousand). In palgr, the above-indicated containment both of qams|
costs and of net operating expenses enabled alpa@tiovery of the lower profitability after extaincosts (-
Euro 37,031 thousand), further impacted by the toammount of operating grants received (- Euro 3,459
thousand).

The capitalisation of R&D costs is lower than tmeypous year by Euro 3,987 thousand.

The account Other costs and income increased fnmome of Euro 20,243 thousand in 2011 to Euro 3,89
thousand in 2012, an improvement of Euro 14,652ghnd. The composition of this account was quitéeeda
and in 2012 included, among others, non-recurri@m$é concerning the derecognition of the rentatreoh of
the Castelletto — Settimo Milanese area for Eur@8P2 thousand and income from Telecom lItalia ofoEur
10,000 thousand. The 2011 account featured nomiaglitems such as provisions and prior year inedor
Euro 19,074 thousand.

The restructuring and refinancing charges, finaihgluded costs incurred for employee departureschvh
amounted in 2012 to Euro 6,983 thousand (Euro 8j0@®Bisand in 2011) and expenses concerning the
refinancing operation of Euro 3,977 thousand (zeithe previous year).

EBITDA in 2012 amounted to Euro 33,362 thousanddneie margin of 10.1%), decreasing by Euro 17,876
thousand (-34.9%) compared to Euro 51,238 thousatitk previous year.

EBIT in 2012 totaled Euro 1,518 thousand, compéaoesh EBIT loss of Euro 119,815 thousand in 20Hictv
was impacted by the write-down of goodwill of Eut80,000 thousand. Excluding this write-down, EBIT
decreased by Euro 8,667 thousand after deprecijaimortization and write-downs of Euro 31,844 tlaoubs
(Euro 41,053 thousand in 2011).

Net financial charges totaled Euro 18,783 thousaondjpared to Euro 17,776 thousand in the previaas,y
increasing by Euro 1,007 thousand (+5.7%).

Net currency differences increased from lossesund B,902 thousand in 2011 to gains of Euro 906ithad in
2012.
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Net interest charges rose from Euro 13,913 thouga@11 to Euro 16,337 thousand in 2012. The mseeof
Euro 2,424 thousand is principally due to the redtign of default interest on the short and mediong-term
bank payable unpaid on maturity and until the ¢ifecdate of the approval of the restructuring agrent, net
of the contribution from improved reference intémages in 2012 compared to 2011.

Other net income and charges decreased from inodaaro 1,039 thousand in 2011 to charges of Eu8563
thousand in 2012, reducing by Euro 4,391 thouseeldting for Euro 3,061 thousand to the absen@Dii? of
prior year income recognised in the first half @12 from the settlement of the liability of a siamilamount
based on the residual valuation of an IRPEG rebéygaid by the Tax Agency, for Euro 3,638 thoulstmthe
mark-to-market value of forward operations in USI&xs, a gain in 2011 of Euro 1,795 thousand ahuks in
2012 of Euro 2,062 thousand, net of the positiiecefof Euro 1,348 thousand following the canceadiatin
2012 of bank commissions no longer due following Brebt Restructuring Agreements signed on Decethber
2012.

The Group pre-tax result reports a loss of Eur@@5 thousand compared to the loss of Euro 137 fa@dsand
in 2011.

The income tax account reports income of Euro 5thoRsand, while in the previous year reportingrgba of
Euro 7,177 thousand.

The increase of Euro 12,279 thousand comparedet@itbvious year is principally due to the increab&uro

10,189 thousand of deferred tax income, in additiorthe fact that in 2011 withholding taxes charged
Argentina in the years 2005-2011 judged as nonwezedle for Euro 2,554 thousand were recogniseithéo
income statement.

The 2012 Net Result reports a loss of Euro 12,h684and, compared with a loss in the previous ge&uro
144,805 thousand.

Balance Sheet
The balance sheet at December 31, 2012 and 20&pdsted below.

(thousands of Euro)

31/12/2012 31/12/2011 Changes

A) Fixed capital 307,783 358,945 (51,162)
B) Working capital (48,964) (30,458) (18,506)
C) Employee benefit provisions (25,581) (28,359) 2,778
D) Other non-current liabilities and other provisio (9,387) (38,626) 29,239
Total net capital employed 223,851 261,502 (37,651)
E) Net debt 265,956 290,454 (24,498)
F) Consolidated shareholders’ equity (42,105) (28,952) (13,153)
Share capital 131,427 131,427 -
Other reserves including the net result (173,532) (160,379) (13,153)
Total Debt and Net Equity 223,851 261,502 (37,651)

| nvestments

Investments in the year totaled Euro 23,646 thadisahwhich Euro 21,888 thousand in intangible tssad
Euro 1,758 thousand in property, plant and equigmen

Specifically, Euro 19,703 thousand was investedavelopment and Innovation activities and Euro 3,18
thousand in software applications acquired undémited use licenses and software development pteje
Property, plant and equipment increased by Euro tB88sand, concerning industrial equipment, prialyp
relating to equipment utilised for the developmehsoftware solutions and for the test plant favdarcts to be
launched.
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The reduction of fixed capital at December 31, 2@behpared to the previous year is principally doehte
conclusion of the rental contract of the Castallebmplex with the consequent derecognition ofithigding,
originally recognised under fixed assets as per 1&Sor a gross value of Euro 49,000 thousand,atggted at
December 31, 2012 for Euro 6,533 thousand andas® of the deposit concerning this contract foroEL®
million.

Financial Highlights
The table below reports the breakdown of workingitedin 2012 and in 2011 and the changes:

(thousands of Euro)

2012 2011 Change
Inventories 32,941 33,148 (207)
Trade receivables 96,867 107,965 (11,098)
Trade payables (156,197) (147,400) (8,797)
Tax receivables 2,724 2,781 (57)
Other receivables and assets 34,918 25,219 9,699
Current income tax payables (399) (1,697) 1,298
Other payables and liabilities (59,818) (50,649) (9,169)
Changes in working capital (48,964) (30,633) (18,331)

The net debt was as follows:

(thousands of Euro)
31/12/2012 31/12/2011 Changes

Short-term bank loans 257,716 235,404 22,312
Medium/long-term loans (bank and subsidised) 36,455 83,898 (47,443)
Other financial payables 834 1,076 (242)
Accrued expenses and deferred expenses 7,212 1,313 5,899
Gross debt 302,217 321,691 (19,474)
Cash and cash equivalents on hand (1,467) (717) (750)
On demand bank current accounts (33,191) (26,643) (6,548)
Short-term financial receivables (1,594) (3,718) 2,124
Prepayments and accrued income 9) - 9)
Other working capital securities - (159) 159
Net debt 265,956 290,454 (24,498)

The net debt at December 31, 2012 totaled Eur®363housand and reduced by Euro 24,498 thousangdared
to Euro 290,454 thousand at December 31, 2011tadthes reduction in the gross debt for Euro 19 #ibdisand,
the increase in liquidity and cash and cash egemialfor Euro 7,298 thousand, offset by the rednodin short-
term financial receivables for Euro 2,124 thousand.

The gross debt reduced by Euro 19,474 thousand;ipaily due to the derecognition of the finanask operation
for Euro 48,239 thousand, offset by the increasshort-term financial payables pertaining to Grdageign

subsidiaries of Euro 3,251 thousand, the increésalisidised loans, net of repayments, for Eur@& thousand
and the increase in accrued financial expenseBuUor 5,899 thousand due to the non-payment of baakest in
expectation of the approval of the Debt RestruotuAgreement. Short-term financial payables ina@ddsy Euro
18,000 thousand, relating to two bridge loans dgoe Euro 13,500 thousand by Unicredit S.p.A. &wdEuro

4,500 thousand by Telecom ltalia Finance.

Short-term financial receivables reduced by Eul®2 thousand, principally due to the reductionhef mark-to-

market value of currency hedging operations, whéthuced from a gain of Euro 1,617 thousand at Dbeei31,
2011 to a loss of Euro 446 thousand at Decembet@D.
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Cash and cash equivalents increased by Euro 7{#8&dnd, due to the cash flow generated from fingnc
activities for Euro 29,135 thousand, net of thehdémw absorbed from operating activities for E@®thousand
and from investment activities for Euro 21,303 tend.

Financial risk management

Liquidity risk
Liquidity risk occurs when the Group does not hotdneets difficulties in sourcing the necessarydfito 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 operatingi\dites in a
timely manner.

The cash flows, financing requirements and theidity of the companies of the Group are monitored a
managed centrally under the control of the Groupa$ury, 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 within the Debt Restructuring Agreement stjoa December 11, 2012.

The subsidiary Italtel S.p.A. undertook in 20120ad debt restructuring process due to a lack oitalapnd
changes in the economic outlook upon which the ipusvindustrial Plan was based, declaring in acourd
with Article 67, paragraph 3 letter d) of the Bamitcy Law on September 16, 2010 a serious liquiclisis.

The restructuring drawn up by the Company is basethe industrial plan approved on November 28,2201
which establishes for, in addition to the trade &indncial 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.

Following negotiations with all interested partidse Debt Restructuring Agreement provided for féilowing
capital, financial and industrial rescue measuoedtéltel S.p.A.:

a. the recapitalisation of the Company for Euro 158,232, achieved through the issue of equity financi
instruments as per Article 2346, sixth paragraphthef Civil Code, through: (a) conferment by the
Lending Banks of their receivables deriving frome tmedium-long term loan contract for Euro
89,342,969, (b) conferment by UniCredit of its iigable from the interest rate swap contracts (with
maturity extension previously agreed in 2010) fard=9,192,303; (c) conferment by Cisco of its trade
receivables concerning the supply of Cisco prodtecisaltel, for Euro 50 million and (d) confermemy
Telecom lItalia Finance of the bridge loan of Eurb aillion which will be issued to Italtel immedéy
following the filing of the court petition; in aditn to the measures outlined above, the Restrinctur
Agreement establishes for a further automatic caier of bank receivables for a maximum Euro
29,516,100 into equity financial instruments, ia ttase in which, on the maturity on the RCF criaulis
in June 2017, the Company has utilised, in fullropart, the Support Lines described in the subsetu
letter b;

b. the new financing for a total of Euro 51,000,00Dbf two of the Lending Banks (UniCredit and BPM)
for Euro 36,500,000, through the signing of a neanl contract; (ii) by Telecom ltalia Finance, farr&
4.5 million and (iii) by Cisco for Euro 10 milliorin the form of the granting of new trade receiesbl
against new supplies for Euro 5,000,000 and therebdd repayment 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 tharehmade available by Unicredit) and by Cisco,dditon
to all of the TI bridge loan for a total of Euro &8llion; in addition to the fresh resources indethabove,
the Restructuring Agreement establishes for thensitment of the Banks, Cisco and Telecom lItalia
Finance to make available two further precautioramyditioned lines (defined as Supporting Finamce i
the Restructuring Agreement), for a total amounEofo 39,783,451, of which (A) Euro 15,800,000 to
guarantee the payments of outside creditors, ahd@Bo 23,983,451 to cover the non-issue of loams a
contributions established by the Plan;
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the signing of a new medium-long term loan contfact total Euro 63,124,174 to refinance the nesid
exposure from the loan contract signed on May 2®22(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 Decenthkr 2017, 2018 and 2019, with the exception of a
lower share held by ABC Bank of approx. Euro 2.9iam, which will be repaid in a single solution on
December 31, 2019 and (b) the suspension of iritpegsnents;

a renegotiation of the terms and conditions of tbeolving 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 amendngent
to the amounts and usage forms of the existingitctiees 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 & thlative repayment until June 30, 2013; (d) the
granting of a further share of the sums currentilysed for an advance line on invoices for an antaf
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 @oatance with this contract until June 30, 2017;
amendments to both loan contracts, including: édig suspension of interest payments (other thage

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 inrttpiired
amount to ensure that sufficient available cashwvailable to cover the short term liquidity needs o
Italtel;

the rescheduling of repayments to three installmanthe years 2017, 2018 and 2019 and the suspensi
until the end of 2017 of the payment of interesttoaloan which Unicredit currently holds with telin
accordance with theledging Amounts Assignment and Rescheduling Agréesh&eptember 16, 2010,
under which, inter alia, a number of amounts dudtddiel were extended following the resolutiontioé
interest rates swap contracts in place at that date

the granting by Cisco to Italtel, in departure frtm contractual agreements in place concerningipay
conditions for the supply of Cisco products, whiakolves the possibility to accumulate payables to
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;

the commitment of Telecom ltalia to purchase gaats services from Italtel for an invoicing amouft o
at least Euro 120,000,000 per year, for the 2011B1period, as outlined in greater detail in the
Restructuring Agreement;

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 Agreementdted September 30, 2000;
the previously stated significant corporate reoizgtion in accordance with the previously outlined
agreement with the Ministry of Economic Developmamd the principal trade unions.

Through credit contributions from the Banks, Cisow Tl and the simultaneous issue of EFI's, ItaBgd.A.
covered the losses, re-establishing its equityparax. Euro 100.7 million. With the recovery of thapital
position, the debt structure of the Company alspraves, both through the injection of new finanod as a
result of the amendments made to the loan cortmawtitions in place.

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

The significant nature of the actions and the appateness of the Restructuring Agreement, in galgr in
ensuring the payment of outside creditors to theemgent, provided the basis for its approval by Mikan
Court.

The Directors believe therefore that the funds eradlit lines described above, in addition to thgseerated

from operating and financial activities, will petmthe Group to fully repay outside creditors andetnthe
requirements deriving from investment activitiespriing capital management and repayment of debt in
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accordance with their maturities over the duratdrthe Industrial Plan. In addition, the liquidity the first
months of the year is in line with that indicataedhie declared liquidity plan.

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 maximum theoretical exposure to credit riskatember 31, 2012 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 175,569 thousaadr¢ 182,412 thousand at December 31, 2011).

Financial assets are recorded in the financiabstahts net of the write-downs calculated on théshEghe risk
of non-fulfilment by the counterparty, determinaezhsidering 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 receivableDetember 31, 2012 trade receivables for Euro 96,86
thousand (Euro 107,965 thousand at December 311)20&re recorded, net of write-downs of Euro 9,172
thousand (Euro 8,678 thousand at December 31, 2011)

At December 31, 2012 overdue trade receivables ataduo Euro 13.2 million (Euro 10.5 million at [sber
31, 2011).

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 Naiétbe Notes to the consolidated financial statesien

Transactions with related parties

In relation to activities with related parties Iretyear, reference should be made to the sectitnirvthe Notes.
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Significant events

Under the Debt Restructuring Agreement signed ocebwer 11, 2012 between ltaltel, Italtel Group atiter
Group companies, the lending banks, Telecom Itaii Cisco Systems reached an important agreemetitefo
amendment of the rental contract conditions in @ladth the company Nabucco R.E. S.r.l. concernimg t
offices at Settimo Milanese in the Castelletto libga

The contract signed on June 9, 2011, with concfuagreed for December 31, 2025, for a total of é&ry and
an annual rental payment of Euro 8.1 million, wessalved.

On January 10, 2013 a new property rental contrest signed with effect from December 31, 2012, tvhic

establishes:

a reduction in the contractual duration from 1%rgeto 6 years, automatically renewable for a
further 6 years, with cancellation permitted throd@® months notice;

the payment of a rental charge for the first tvearg of Euro 8.1 million and, for the subsequent
years, following the reduction in the spaces ocedipan annual rental of Euro 4.0 million;

the non-application of ISTAT revaluations on réwtsarges until December 31, 2018;

the maintenance of the bank guarantee previousigtgd to the Lessor in accordance with the
Contract signed on June 9, 2011 for a maximum gueeal amount of Euro 12 million until
December 30, 2017 and subsequently the issue efasarety in a form and for an amount which
the parties shall agree;

the loss of the deposit of Euro 10 million provdday Italtel S.p.A. as guarantee of the obligations
under the rental contract signed on June 9, 2011;

the allocation of ordinary maintenance expensély;, borne by the Lessee in relation to the rented
spaces and the extraordinary maintenance dividedeka the Lessor and the Lessee.

Under IAS 17, based on the contractual conditidins,new rental contract may be classified as amatipg
lease and consequently the rental charges musichgnised as a cost to the income statement ifl aqaaunts
for the duration of the lease.

Following the signing of the new contract, on Debem31, 2012 the original sale and lease-back tiparavas
derecognised which resulted in an overall gainluekog the tax effect, of Euro 22.8 million, due tioe
cancellation of the residual financial liability &uro 48.2 million and the deferred income conaggnihe
suspended gain of Euro 27.0 million, net of thevadtie of assets recognised to the balance shegufo 42.4
million and the value of the deposit of Euro 10limil.

Deferred tax assets of Euro 8.5 million, calculategrevious years on the value of the suspendedajaEuro
27 million, were recognised as costs to the 20tarre statement.
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Subsequent events after year-end

Following the 2012 year-end, all legal acts werenpleted to implement the measures established by th
Restructuring Agreement, including the signing efwrloan contracts, the settlement with Teleconidtahd the
deferment of the Cisco receivables (in this regafdrence should be made to that outlined in datgilage 33

of the consolidated financial statements).

In relation to capital operations, the Extraordin&hareholders’ Meeting of March 27, 2013 of IltaBgoup
S.p.A. approved the full coverage of the loss ofcE181,125,333, according to the balance sheeteatm@ber
31, 2012 prepared by the Company in accordanceAnwttble 2446, paragraph 1 as follows:

i. for Euro 524,376 through the use of the legaéree and the future treasury share buy-back reserv
ii. for Euro 130,600,957 through the reductionl share capital from Euro 131,426,652 to Euro@25,

Following the above-stated motion the share capithkcribed and paid-in at March 27, 2013 amoutatétliro
825,695 and continues to be comprised of 17,762s8@6es, without par value, of which 8,881,488 €Ias
shares and 8,881,488 Class “B” shares.

On March 27, 2013 with the confirmation and extengideed of the lien established on November 290 2tk
shareholders of Italtel Group S.p.A., overall respraing 98.673% of total shares issued, confirrhedekisting
lien on company shares and extended it in guaraftdee new loan contracts signed by Italtel S.prAfavour
of all secured creditors as identified under thétRestructuring Agreement.

Particularly in relation to the recapitalisationtbe subsidiary Italtel S.p.A., on March 27, 201atél Group
S.p.A,, as the sole shareholder of Italtel S.pafaproved in extraordinary session, to fully cover lbss of Euro
169,165,031, according to the balance sheet atrbleme31, 2012 prepared by the Company in accordaithe
Articles 2446, paragraph 1 and 2447 of the Civitl€as follows:

i. for Euro 114,858,248 through the reductiontleé share capital from Euro 116,858,248 to Euro
2,000,000;

ii. for Euro 54,306,783 through the use of thargholders’ equity reserve of a similar amourgatzd
following the subscription of the Equity Financiaktruments in accordance with Article 2346, sixth
paragraph of the Civil Code, for a total of Eurd 115,272, of a par value of Euro 1, convertible
into shares of the Company on the occurrence ofitevestablished under the relative clause,
subscribed through the conferment of receivableghef company for a similar amount, in the
proportions illustrated below.

The subscribed and paid-in share capital of Itaigd.A. at March 27, 2013 amounted therefore tooEur
2,000,000, comprising 2,000,000 shares of a parevaf Euro 1, following the implementation of theverse
stock split approved by the Extraordinary SharetiadMeeting of March 15, 2013 (under which eachrsh
was allocated a par value of Euro 1), all heldhgygole shareholder Italtel Group S.p.A..

On March 27, 2013 with the confirmation and extensileed of the lien established on November 290201
Italtel Group S.p.A. confirmed the existing lien kaltel S.p.A. shares and extended it in guaranfethe new
loan contracts in favour of all secured creditarsdentified under the Debt Restructuring Agreement

In addition to the above-stated equity financiatinments subscribed through conversion of paydbleguro
153,035,272, the Extraordinary Shareholders’ Megetof March 15, 2013, also in accordance with the
provisions of the Restructuring Agreement, approtresl issue of additional equity financial instrurtgefor
Euro 29,516,100. These additional instruments bl subscribed through a further conversion of plagab
exclusively on the verification of a number of cdiwhs established by Article 3.2.8 of the Restuuicty
Agreement, concerning the non-repayment of thepetgines” by maturity. Therefore this conversisronly a
possibility. The Extraordinary Shareholders’ Megtitherefore approved the share capital increas¢hef
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company up to a maximum Euro 182,551,372 (equHiidcssum of the instruments already subscribed lanskt
that may be subscribed), exclusively to service &rtyre conversion of equity financial instrumeritso

company shares.

The Equity Financial Instruments are convertible iordinary shares in the ratio of 1 new sharesfiwh Equity

Financial Instrument.

The instruments were subscribed in compliance thi¢hfollowing table and will be convertible intoashs on

occurrence of the pre-established events.

Creditor Number of Equity Financial Instruments
subscribed

Unicredit 52,642,905
BPM 14,482,770
GE Capital 27,015,412
Banco Popolare 1,464,728
Centrobanca 1,464,728
Banco di Brescia 1,464,728
Cisco 50,000,000
Telecom ltalia Finance 4,500,000
Total 153,035,272

In addition, under the lien signed on March 27,2@e equity financial instruments subscribed bjedem
Italia Finance SA and CISCO Systems (Italy) Swere undertaken as a lien in favour of securediteredas

established by the Debt Restructuring Agreement.

On March 27, 2013 the shareholders’ equity of étaB.p.A., due to the operations described abaa@eased
from a negative Euro 52,306,783 to a positive Ei{{0,728,489.
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Outlook

The development of the process initiated in thet firalf of 2012, concluding with the capitalisatiof the

principal subsidiary Italtel S.p.A. and the finaalaiescue and the establishment of the credit leegssary for
the delivery of the industrial plan currently rees the full commitment of management to its exeout
according to the timeframe and manner previoustiicated. Therefore, the initial months of the yeaamre

dedicated to the preparation of the internal répgrsystem to group companies and also externalyrder to
ensure effective monitoring reports and in linehwvtfte reaching of the monthly goals.

Based on the initial indications, having reviewaé tesults for the first two months of 2013 andssgjuent
months, it is considered that, despite the diffiesl presented by an unfavourable economic antigadlclimate,
the Italtel Group is proceeding according to thduktrial Plan.

Settimo Milanese, March 27, 2013

For the Board of Directors

The Chief Executive Officer
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FINANCIAL STATEMENTS

Consolidated balance sheet at December 31, 2012 &l 1

(thousands of Euro)
Note  31/12/2012 31/12/2011

Assets

Non-current assets

Property, plant and equipment @) 18,165 66,905
Goodwill (8) 167,215 167,215
Other intangible assets 9 34,295 36,395
Investments valued under the equity method (10) 194 194
Medium/long term financial assets (12) 177 169
Other assets (12) 7,523 17,991
Deferred tax assets (13) 80,214 70,076
Total non-current assets 307,783 358,945

Current assets

Inventories (14) 32,941 33,148
Trade receivables (15) 96,867 107,965
Tax receivables (16) 2,724 2,781
Other receivables and assets a7 34,918 25,219
Short-term financial assets (18) 1,603 3,877
Cash and cash equivalents (29) 34,658 27,360
Total current assets 203,711 200,350
Discontinued non-current assets (42) - 179
Total assets 511,494 559,474
Net equity and Liabilities
Net Equity
Share capital (20) 131,427 131,427
Reserves (22) 11,507 11,507
Treasury shares (22) (10,983) (10,983)
Other reserves including the net result (23) (174,056) (160,903)
Group Net Equity (42,105) (28,952)
Share capital and reserves pertaining to minamigrest - -
Total Net Equity (42,105) (28,952)
Liabilities
Non-current liabilities
Employee benefit provisions (25) 25,581 28,359
Provisions for risks and charges (26) 9,275 11,289
Medium/long term financial liabilities (27) 36,455 83,898
Other liabilities (28) 112 27,337
Total non-current liabilities 71,423 150,883
Current liabilities
Trade payables (29) 156,197 147,400
Current income tax payables (30) 399 1,697
Other payables and liabilities (31) 59,818 50,649
Current financial liabilities (27) 265,762 237,793
Total current liabilities 482,176 437,539
Discontinued non-current liabilities (42) - 4
Total liabilities 553,599 588,426
Total net equity and liabilities 511,494 559,474
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2012 and 2011 Consolidated Income Statement

(thousands of Euro)

Note 2012 2011

Revenues from sales and services (32) 331,394 405,413
Other income (33) 56,437 46,457
Purchase of materials and services (34) (252,559) (288,796)
Personnel costs (35) (104,655) (117,876)
Depreciation, amortisation and write-downs (36) (31,844) (171,053)
Other operating costs (37) (18,200) (10,197)
Change in inventories (38) 912 (7,682)
Internal cost capitalisations on fixed assets (39) 20,033 23,919
EBIT 1,518 (119,815)
Financial income (40) 14,154 17,375
Financial charges (40) (32,937) (35,151)
Net income/(charges) from valuations of investmemtger the net equity method - -
Loss before taxes (17,265) (137,591)
Income taxes (41) 5,102 (7,177)
Loss from normal operations (12,163) (144,768)
Discontinued activities profit/(loss) (42) - (37)
NET LOSS FOR THE YEAR (12,163) (144,805)

Group share (12,163) (144,805)
Minority interest share -
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2012 and 2011 Consolidated Comprehensive Income &tment

(thousands of Euro)

2012 2011
Net loss for the year (12,163) (144,805)
Profits (losses) from conversion of accounts ofre@as companies (989) (333)
Total other profits/(losses) directly recorded to neequity (989) (333)
Total comprehensive loss (13,152) (145,138)
Group share (13,152) (145,138)

Minority interest share - -
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Consolidated Cash Flow Statement at December 31,2ZDand 2011

(thousands of Euro)

2012 2011
A - Opening cash and cash equivalents (net shortsta debt) 27,360 67,495
B — Cash flow from operating activity
Loss for the year (including minority interests i)a (12,163) (144,805)
Depreciation, amortisation and write-downs 31,844 171,053
Losses on disposed asséts (24,863) (2,780)
Reversal of financial liabilities (739) (3,061)
Increase in deferred tax asset (10,138) (149)
Increase / (Decrease) of employee benefits prawssio (2,778) (1,618)
Changes in other provisions (2,014) (10,169)
Cash flow from activities before changes in workingapital (20,851) 8,471
Change in working capital
(Increase) / Decrease in receivables 1,635 24,282
(Increase) / Decrease in inventories 207 (2,298)
(Increase) / Decrease of other assets 468 2,015
Increase / (Decrease) in trade and other payables 18,563 (59,583)
Total changes in working capital 20,873 (35,584)
Total (B) @ 22 (27,113)
C — Cash flow from investing activities
(Investments) and divestments in holdings and #@esir (8) 120
(Increase) / Decrease in other financial assets 2,274 (1,051)
Divestment of fixed assets 77 249
Investments in property, plant and equipment (1,758) (3,508)
Investments in intangible assets (21,888) (24,565)
Total (C) (21,303) (28,755)
D —Cash flow from financing activities
Granting and repayments of short-term loans 16,701 23,992
Granting and repayments of non-bank short-termdoan 4,500 -
New loans at subsidised rate 6,234 -
Repayment of loans to third parties (4,108) (7,052)
Share capital increase payment - -
Granting of finance leases - 449
Repayment of finance leases (586) (439)
Purchase and sale of treasury shares - (40)
Increase / (Decrease) in other financial liabiitie 6,394 (1,230)
Total (D) 29,135 15,680
E — Cash flow for the year (B+C+D) 7,854 (40,188)
Other shareholders’ equity changes (556) 53
F — Closing cash and cash equivalents 34,658 27,360

(1) These include Euro 2,080 thousand concerning trersel of the long-term portion of the gain realism the sale of the industrial building of Castidt
and Euro 32,817 thousand following the cancellatibbecember 31, 2012 of the Leaseback of the (Bztttebuilding recognised in 2011. The amount of
Euro 24,863 thousand includes also other gain/fosséhe year and the loss of the deposit of E@,000 thousand, also relating to the renegotiation
the rental contract of the building at Castelletto.

(2) This amount includes the payment of current tage€tiro 6,527 thousand and Euro 6,568 thousanpecésely in 2012 and 2011.

(3) The interest income received in the year amourttdtlito 71 thousand and interest expenses paiédoEairo 9,121 thousand.
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Statement of changes in shareholders’ equity for #hyears ending
December 31, 2011 and 2012

(thousands of Euro)

Minority

Group Share interest TOE’“ Net
share quity
Share Reserves Treasury Other Total
capital shares reserves
including the
result
Balance at January 1, 2011 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:
Purchase of treasury shares - - (40) - (40) - (40)
Balance at December 31, 2011 131,427 11,507 (10,983) (160,903) (28,952) - (28,952)
Change in consolidation area - - 1) 1) - (1)
Comprehensive Loss - - - (13,152) (13,152) - (13,152)
Balance at December 31, 2012 131,427 11,507 (10,983) (174,056) (42,105) - (42,105)
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Notes to the consolidated financial statements

Note 1 - Introduction

I ntroduction

Italtel Group S.p.A. (hereafter the Parent Compaisy)a corporation company with registered office in
Castelletto, Settimo Milanese (MI) and is held tigb ordinary "A" shares, as described on pager648c77%
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, 2012, ar
presented in Euro, being the currency in which@mneup 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 Eurgsuoleerwise indicated.

’

Compared to December 31, 2011, two companies ettitedonsolidation scope.

The Russian company ltaltel O.0.0. in liquidatiarich in the previous year was recognised in tharfcial
statements as held-for-sale, completed the ligwdatrocess and was wound-up on May 31, 2012.

The company lItaltel N.G.A. S.p.A. was placed iruidation on April 17, 2012 and with the conclusiointhe
process was wound up with effect from October 29,22

Financial Statement Presentation

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

The changes made are indicated below.
Changes to accounting standards, interpretatiodsemendments applied after January 1, 2012:

& IFRS 7 - (Additional Disclosure - Transfers of &irtial Assets): under Regulation No0.1205/2011
issued by the European Commission on November @2] 2he amendments to IFRS 7 "Financial
Instruments : additional disclosure - Transferg-wfancial Assets" were approved, which supplement
the disclosure on financial instruments with refieesto the transfer of financial instruments tocdiés
the risks to which the Company remains exposedeiation to the assets transferred. The new
provisions require, among others, additional dsate in the case in which the company carries out
significant transfers of financial assets closthwyear-end.

The standard did not have any eféecthe Group consolidated financial statements.

& The amendment to IAS 12 — Income taxes requiréiiemto value deferred taxes deriving from an
asset based on the method by which the carryingevaf this asset will be recovered (through
continuous use or through sale). Following theseradments SIC 21 — “Income taxes — Recovery of
revalued non-depreciable assets” is cancelled.

The standard did not have any effecthe Group consolidated financial statements.
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Changes to accounting standards, interpretatiodsarendments applied after January 1, 2013:

Amendments to IAS 1 - Disclosure in the financithtements of other components in the
comprehensive income statement: on June 6, 2012l&em (EC) 475/2012 was published in the
Official Gazette of the Commission of June 5, 204Zich adopted the Amendments to IAS 1 —
Disclosure in the financial statements of other ponents in the comprehensive income statement. The
objective of the amendments to IAS 1 is to clafifie presentation of the increasing number of
components of other comprehensive income and tetdle users of financial statements to distinguis
between the items of other comprehensive incometwiriay or may not be reclassified subsequently
to profit or loss. The amendments to IAS 1 are iggpirom financial statements for periods beginning
July 1, 2012.

On June 6, 2012 Regulation (EC) 475/2012 of then@sion of June 5, 2012 which adopts the
amendments to IAS 19 — Employee benefits was phagdisThe amendments to 1AS 19 focused on the
accounting processes of defined benefit plans tlidrdong-term benefits and of termination benefits
The principal amendments concern:

- defined benefit plans: actuarial profit/losses é&med remeasurements) must be immediately and
fully recognised to the comprehensive income statémThe option which permitted the non-
recognition of actuarial profit/losses if classifisvithin a certain “corridor” and to defer them if
outside this “corridor” (so called corridor apprbaevas eliminated:

- other long-term benefits (for example seniority bees): the actuarial profit/losses renamed
remeasurements must be recognised to net equitthéncomprehensive income statement.
Immediate recognition to the income statement mallonger be permitted;

- elimination of the “expected return on plan semicassets” and of the “interest cost” which will
be replaced by a new total called “net interesdfcelated applying to the net liability (therefdhe
gross liability net of plan servicing assets) tlgcdunt rate currently utilisable only for the gsos
liability;

- request of further additional information to belimted in the explanatory notes to improve the
highlighting of risks relating to defined beneflaps;

- termination benefits: according to the new standledfactor on which recognition to the financial
statements is based concerns whether or not thefibéa revocable. For these purposes,
termination benefits may essentially be broken dowmtwo types:

0 benefits related to a wider restructuring planwhich the entity may not revoke the offer
and the employee has no alternative to acceptanddis case the offer is considered
irrevocable on the communication of the lay-offrpta the affected parties;

o individual benefits which the company may in theosevoke at their discretion until
acceptance by the employee: in this case the dfémomes irrevocable when the
employee accepts.

On December 29, 2012 Regulations 1254, 1255 ai® t@ncerning the updating of International
Accounting Standards were published in the Eurofificial Gazette (No. 360). In greater detail:

Regulation 1254/2012 approved thiefong standards:

= |FRS 10 — Consolidated Financial Statements, whbbgective is to establish a single consolidated
financial statement model which establishes coragtsoh basis for the consolidation of all types of
companies. In achieving this objective, the pritegpincluded in IAS 27 (Consolidated and
separate statements) were therefore incorporatethvweonsequently was republished amended,
and the interpretation concerning SIC 12 (Constibda— specific purpose entities). The new
standard provides also further indications for de¢ermination of control in cases in which it is
difficult to ascertain.

= |FRS 11 - Joint arrangements, whose objective &stablish the accounting standards which must
be utilised by companies involved in joint agreeteein reaching this objective the following
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were therefore cancelled: i) IAS 31 (investmentint ventures) ii) SIC 13 interpretation (jointly

controlled entities — non-monetary contributions u@nturers). While the existing principles are
based on the legal form of the agreement to estalfie accounting methodology to be utilised,
IFRS 11 focuses on the nature of the rights andgatibns deriving from the agreement. In
particular, the new standard removes the possitititrecognise joint ventures according to the
proportional consolidation method; consequently timeist be recognised exclusively according to
the net equity method.

IFRS 12 — Disclosure of interest in other entjtiedhose objective is to strengthen and in part
replace the disclosure obligations for subsidiapmpanies, for joint arrangements and for
associated companies and other non-consolidategamnstructures. In achieving this objective it
was necessary to republish (also amending) IASSEpdrate Financial Statements) and IAS 28
(Investments in associates and joint ventures).

The same regulation also states that in relatmnthe non-adoption of IFRS 9 (financial
instruments) by the Union, all references to thiandard must concern the current 1AS 39
(financial instruments: recognition and measurejnent

these standards the IASB indicated January01l3 s the effective date; however the European

Commission in approval through Regulation 1254 ec®mber 11, 2012 postponed by one year the
application date which was therefore establishedoaseriods beginning from January 1, 2014 (or
subsequent for new entities or with different reéijpordates).

Regulation 1255/2012 amends/includes the folloveatagndards:

The inclusion of the new IFRS 13 — Fair value measent, which defines a single framework for
the fair value measurement and provides a compatde on the fair value measurement of
financial and non-financial assets and liabiliti€se new standard does not introduce significant
changes in relation to the use of the fair valug,rather indicates how to measure the fair value
when its application is required or permitted.

The amendments of IFRS 1 — First time adoptiolBfS, in particular for the paragraphs (D26/30)
concerning the “serious hyperinflation” principln particular the amendment states that if an
entity decides on transition to IFRS to measuretasand liabilities at fair value and to utilisésth
fair value as a replacement of cost in the opebizgnce sheet/financial position in compliance
with IFRS, in the cases of serious hyperinflatitve first financial statements that the entity
prepares in compliance with IFRS must explain how why the entity had a functional currency
which presented both of the following characterstand why it subsequently ceased to possess
them:

(@) for all entities with operations and accountsthis currency a general index of
reliable prices is not available;

(b)  the possibility of exchange between the curyeand a relatively stable foreign
currency is not available.

The entry into force is established for periodsibeigg January 1, 2013.

Regulation 1256/2012 amends the following standards

Amendment to IFRS 7 — Financial Instruments: aoidél disclosure adjusting an error concerning
the non-elimination of paragraph 13 (accountingnilation) with updating of Regulation 1205
(Official Gazette No. 305 23.11.11). The presentadment eliminates paragraph 13 and includes
paragraphs 13A-13F.
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= Following the amendments introduced to IFRS 7, B®Swas simultaneously amended (Financial
instruments: presentation).

The entry into force of the regulations takes placaccordance with the elimination of paragraph 13
(applicability from January 1, 2013) and of theestamendments (from January 1, 2014).

e On March 5, 2013 Regulation (EC) 183/2013 of tloenthission of March 4, 2013 was published in the
Official Gazette L 61 which adopts the amendment$FRS 1 First time adoption of International
Reporting Standards — Governement loans. The amemdnio IFRS 1 concern government loans at
interest rate lower than market rates and the tibbgeds to exempt new users of the IFRS from full
retrospective application of the relative provisiaan passage to IFRS. Therefore the amendments to
IFRS 1 introduced a new exception to the retrospeeapplication of the IFRS, requiring new users to
comply with the provisions established by IAS 39Financial instruments: Recognition and
measurement and of IAS 20 — Accounting for govemmrmgrants and disclosure on government
assistance prospectively to government loans icepte passage to IFRS.

Companies must apply the amendments to IFRS 1eafatiest from the initial date of their first
financial year from January 1, 2013.

The accounting principles described below wereiagph a uniform manner for all the periods presdnt

Note 2 - Accounting Principles Adopted

Consolidation method

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

voting rights, or through the exercise of a domtnafluence 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, withaierence to the actual holding in the company. &tistence of
potential exercisable voting rights at the balastoeet date is considered in order to determine@ont

The financial statements used for the consolidatiere prepared at December 31, 2012 and are thiepargd
and approved by the Board of Directors of the iilial companies, appropriately adjusted, where sgarg, in
accordance with the accounting principles of theepiacompany.

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

The criteria adopted for the line-by-line consdlida of the fully consolidated subsidiary companiesre as
follows:

= the assets and liabilities, the charges and tbenie are recorded line-by-line, attributing, where
applicable, the relative minority share of net ¢guaind of the net result, from the date on which
control is assumed to that on which it is trangféroutside the Group.

= the business combinations, in which the contramfentity is acquired, are recorded applying the
purchase method. The acquisition cost is repreddmyethe fair value, at the purchase date, of
assets sold, of liabilities incurred and of capitatruments issued, and any other accessory charge
directly allocated. The difference between the &tion cost and the current value of the assets
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and liabilities acquired, if positive, is allocaténl Goodwill, and if negative 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 withet reciprocal payables and receivables also
eliminated, in addition to the costs and revenunekthe financial income and charges;

= the gains and losses deriving from the sale dfamesof the investment in a consolidated company
are recorded in the income statement for the amoamesponding to the difference between the
sales price and the corresponding fraction of #sets and liabilities sold.

The holdings in companies in which the Italtel Grobas a significant influence (hereafter associated
companies), which is presumed to exist when thegmage holding is between 20% and 50%, are resedni
under the net equity method, with the exceptiorthef cases in which the application of this methodhie
investment does not impact the balance sheet awachdial situation of the Italtel Group. In theseses the
investment is carried at cost. The applicatiorhefriet equity method is described below:

= the book value of the investments is aligned ® tlet equity of the company adjusted, where
necessary, to reflect the application of the actingrprinciples of the Parent Company and include,
where applicable, the recording of any goodwilntiiged at the moment of the acquisition;

= the profits and losses pertaining to the Italteb@p are recognised in the consolidated income
statement at the date when the significant infledmegins and until the date of termination. Where
losses in the investee result in a negative neityeghe book value of the investment is written
down and any excess pertaining to the Group isrdecbin a specific provision only when the
Italtel Group is committed to comply with legal iomplicit obligations of the associated company
or in any case to cover the losses. The equitygdmpf the associated companies not derived from
the income statement are recorded directly as td@mds to the reserves;

= the gains and losses not realised generated aatap® between the Parent Company/Subsidiaries
and the associated companies are eliminated fgpahepertaining to the Italtel Group. The losses
not realised are eliminated except when they reitess permanent impairment in value.

The financial statements of the companies in thesclidation scope are prepared in the primary casrén
which they operate (the functional currency). Tlsolidated financial statements were prepared uro,E
which is the functional currency of the Parent Camp The rules for the translation of financiatestaents of
companies which operate in a currency other tharktiro are the following:

= the assets and the liabilities were translatedgufie exchange rate at the balance sheet date;
= the costs and revenues are translated at thegeverahange rate for the period;

= the “Translation reserve” includes both the foreigxchange differences generated from the
translation of foreign currency transactions atte different than at the balance sheet date and
those generated from the translation of the opesirageholders’ equity at a different rate than that
at the balance sheet date;

= the goodwill and the fair value adjustments relgtethe acquisition of a foreign entity are trelate
as assets and liabilities of the foreign entity tmadslated at the exchange rate at the balan&t she
date;

= in the preparation of the consolidated cash fltatesnent the average exchange rates for the year
are used to convert the cash flows of foreign slises.

The exchange rates applied are reported below.
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At December 31

At December 31,

2012 Average 2012 2011 Average 2011
Argentinean Peso 5.84032 6.48641 5.74525 5.56769
Russian Ruble 39.9262 40.3295 40.8846 41.765
Kenyan Shilling 108.571 113.591 123.759 109.832
Brazilian Real 2.50844 2.7036 2.32651 2.4159
UK Sterling 0.810871 0.8161 0.867884 0.8353
US Dollar 1.28479 1.3194 1.39196 1.2339
Polish Zloty 4.18474 4.074 4.12061 4.458
Arab Emirates Dirham 4.71899 4.84617 5.11258 4.75237
Peruvian Nuevo Sol 3.39012 3.36777 3.83386 3.48747
Saudi Arabian Riyal 4.81826 4.94838 5.22032 4.85236
Oman Riyal 0.494494 0.50776 0.535643 0.497949

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

Summary of the main accounting principles and policies

The Consolidated Financial Statements were preperemtcordance with the cost criteria, except isesa
specifically described in the following notes whehe fair value was applied and are presented, evhet
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 @sechr production cost, net of accumulated depieniand
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 originatit@n.

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 areattd as
assets and depreciated over their residual useéulwhile the residual value of the component sobj®

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 availabt ready for use, based on the estimated Udefuiet of the
recoverable value.

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

= Land in leasing 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 equipmentl dheir residual value are reviewed annually andatgxd,
where necessary, at the end of each year.

Land, excluding leased land, is not depreciated.
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When the asset to be depreciated is composed efately identifiable elements whose useful lifefedi
significantly from the other parts of the asset, tlepreciation is made separately for each paheoésset, with
the application of the component approach principle

B - Leased assets

The assets held through finance lease contractsrewtihe majority of the risks and rewards relaedhe
ownership of an asset have been transferred ttighel Group, are recognised as assets of thelt@roup at
their fair value or, if lower, at the current valokthe minimum lease payments. The correspondiatgity 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 aretehis not a reasonable certainty of the trandfermmership of
the asset at the normal expiry date of the contmadhis case, the depreciation is over the danatif the lease
contract. Any gains realised on the sale of leass@ts are recorded under deferred income anddeztor the
income statement over the duration of the leas&a@cin

The leased assets where the lessor bears the tpajbthe risks and rewards related to an assetem@ded as
operating leases. Costs related to operating leaseecognised on a straight-line basis over thatin of the
lease.

C — Intangible Assets

An intangible asset is a non-monetary asset, ifigoe and without physical substance, controllabtel
capable of generating future economic benefits.s&éhessets are recorded at purchase and/or prauwctsb,
including the costs of bringing the asset to itgent use, net of accumulated amortisation, and@ssyin value.
Interest charges matured during and for the dewedop of intangible assets are charged directlyéoincome
statement. Amortisation begins when the asset afladle for use and is recognised on a systematsishin
relation to the residual possibility of use andstlmver the estimated useful life of the assetofi¢he residual
recoverable value.

(i) 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. Thisdt subject to systematic amortisation but aggériimpairment
test is made on the carrying value in the accouft® impairment test on goodwill is carried outlesst
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, ueit of
selling costs, and the relative value in use ($ee dubsequent point D for further details conceynime
determination of the value in use). Goodwill may be restated in subsequent years.

When the reduction in value deriving from the isstigher than the value of the goodwill allocatedhe cash
generating unit the residual amount is allocatetthéoassets included in the cash generating upitdportion 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 theepiion of
development costs recorded under intangible asdeta 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 demmated,;

= the intention to complete the project and sell ititangible assets generated from the project is
demonstrated;
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= a potential market exists or, in the case of mdkruse, the use of the intangible asset is
demonstrated for the production of the intangilsigets generated by the project;

= the technical and financial resources necessamhécompletion 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.

(i) Industrial patents and intellectual propertights, licenses and similar rights
The charges relating to the acquisition of indastpatents and intellectual property rights, lienhand 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 iifi@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 thigiatt the fair value of the estimated future cdstv$ 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 utilising a pred&count rate that reflects the current markeessment of
the time value of money, and the specific risksttif 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 betweendheverable value and zero.

E - Financial Instruments

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

= Loans and receivablethey are financial instruments, principally rélgtto trade receivables, non-
derivative, not listed on an active market, fromckhfixed or determinable payments are expected.
They are stated as current assets except for amduetbeyond 12 months from the balance sheet
date, which are classified as non-current. Onahitecognition these assets are measured at fair
value and subsequently at amortised cost, on this béthe effective interest rate. When there is
an indication of a reduction in value, the asseeiiiced to the value of the discounted future cash
flows obtainable. The losses in value are recognisehe income statement. When, in subsequent
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periods, the reasons for the write-down no long@stethe value of the assets is restated up to the
value deriving from the application of the amonrtigmst where no write-down had been applied.

= Available-for-sale investmentshey are non-derivative financial instrumentstthae explicitly
designated in this category or are not classifiedriy of the previous categories. These financial
assets are valued on initial recognition at falugand the valuation gains or losses are allodated
an equity reserve. They are recognised in the iecstatement only when the financial asset is sold,
or, in the case of negative cumulative changesnwheés considered that the reduction in value
already recorded under equity cannot be recovdfed.debt securities only, if in a subsequent
period the fair value increases and the increaseabgectively be related to an event which occurs
after the impairment was recognised to the incomatments, the impairment is eliminated, with
the amount reversed recognised to the income staitenin addition for debt securities the
recognition of the relative returns based on theréised cost method are recognised to the income
statement, together with the effects relating ®¢hanges in exchange rates, while the changes in
exchange rates concerning AFS capital instrumestsegognised to the specific net equity reserve.
The classification as a current or non-currenttadspends on the strategic choices concerning the
length of time the asset is held for and from tlagling properties of the asset; they are recognised
to current assets when realisation is expectedmwith 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 lItaltel Group has tremsfall 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 ¥peoted cash flows and of the internal yield ifiigia
determined. The financial liabilities are clasgfiender current liabilities, except when the Ifaeoup has an
unconditional right to defer their payment foreadt 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 liabiliteognised at fair value. The derivatives are diasksas 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 theafsdhange 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 theghs 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.

The satisfaction of the requirements establisheti$y39 for the purposes of hedge accounting isoderally
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 instrunise

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

[52]



Consolidated Financial Statements

F — Inventories

Inventories are recorded at the lower of purchasproduction cost and realisable value represehiethe
amount that the Company expects to obtain fronr gede in the normal course of operations. The obsaw
material, consumables, finished products and gaodalculated 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 to fiir value and if in another currency at the entr
exchange rate at the balance sheet date. In ardatdulate the net liquidity, the current accounttuded in the
account "Short-term financial liabilities" are detkd from the cash and cash equivalents.

H - Shareholders’ equity

(i) Share capital
The share capital is the amount of the subscrilmedpaid-in capital of the Parent Company. The cesistly
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 lggal
reserve through provisions recognised in accordaiteArticle 2430 of the Civil Code, which are neased by
1/20" of the net profits of the Parent Company until taserve reaches 1/®f the share capital of the Parent
Company. Once 1/50f the share capital is reached the reserve ulissquently reduced for any reason - is
integrated with annual provisions as indicated a&bov

(i) Treasury shares

In the case in which the Parent Company or anyeotithe Italtel Group acquires shares of the Ra@ampany
the value of the shares acquired is deducted fromsalidated net equity until the shares are caedealt sold.
The value of treasury shares comprises the acigmsipbsts under the FIFO (First In First Out) meth@he
economic effects deriving from any subsequent agdaecorded to net equity.

(iv) Other reserves including the net result

These include the results in the present periododpdevious periods for the part not distributedmovisioned
to reserves (in the case of profits) or recapiali€n the case of losses), the fair value of #m#ging derivatives
on future transactions, net of the relative taxe&ffsee point E - 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.

| - Employee Benefits

(i) Employee benefit provisions

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

The defined benefit plans, which include employegving 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 quaifgsa benefit
due to employees based on a defined benefit plamrdcognition in the financial statements of ardef benefit
plan requires an estimate of the value of the sesvimatured by employees for their employment serin
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current and previous years through actuarial teples and the discounting of these services in otaler
determine the current value of Italtel Group commeihts. The determination of the current value eflthltel
Group commitments is made using the Projected Cr@atlit 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 sermaured at the
valuation date; therefore, the total liability isrmally proportioned based on the ratio betweersthgice years
matured at the valuation date and the total nurobgears at the expected settlement of the berefaddition,
this method considers future increases in remuioeradf whatever nature (inflation, merit, contrgadtrenewals
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 annutdrést 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 previoeary The annual discount rate adopted was the wdlilne iBoxx
Corporates A with duration between 7 and 10 yeftiseavaluation date.

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 phevious period. In this case, the amount exceetld¥p 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 criterac@ordance with the new regulations.

Account was taken of the effects deriving from tleev 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 employreervice in the future and are therefore consitldedined
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 issfi€arent
Company shares free of charge accompanied by @ption exercisable at the end of a pre-establigieenbd. In
addition, a number of directors, employees, marsagad key contributors are beneficiaries of a stuton
plan.

In accordance with IFRS 2 - Share-based paymeémes;urrent value of the rights allocated is esshield for the
stock options at the allocation date, applying Black & Scholes method and for the allocated shares
recognising the current value of the share at tlegation 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.
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These plans provide that, in the case of the gootaif the Company, the option exercise periodshaoaight
forward. The Company has taken into consideratiese 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, tlue wd the allocation of the exercised stock opijon
net of the direct costs attributable to the tratisacfor the part equal to the nominal value of th
shares issued, is allocated to the share capithl thne remaining part recognised as a changeein th
"Reserves” account;

= In the case in which shares held in portfolio atéised, the book value of the shares utilised
represents a decrease of the "Treasury Shareslratcand the difference between this value and
the value of allocation of the exercised stockamirepresents a change in the "Reserves” account.

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

J - Provisions for risks and charges

Provisions for risks and charges relate to costs epenses of a defined nature and of certain obgile
existence whose amount or date of occurrence isrtaia as of the balance sheet date. Provisionseameded
when: (i) the existence of a current obligatiompiiebable, legal or implied, deriving from a pasesety (ii) it is
probable that compliance with the obligation wakult in a charge; (iii) the amount of the obligatican be
reasonably estimated. Provisions are recordedeatdlue representing the best estimate of the antbahthe
Company would rationally pay to discharge the dadlimn or to transfer it to a third party at thedrale sheet
date. When the financial effect of the time is figant and the payment dates of the obligations loa reliably
estimated, the provision shall be discounted ataterage cost of debt to the company; the incredgbe
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 yrear
which the programme is formalised and it is expethat the restructuring will take place.

The provisions are periodically updated to reftbet changes in the estimate of the costs, of the feriod and

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

the provision was recorded.

The notes illustrate the potential liabilities repented by: (i) possible obligations (but not ptdégderiving
from past events, whose existence will be confirmeeti on the occurrence or otherwise of one or more
uncertain future events not fully under the contifolhe entity; (ii) current obligations derivingo past events
whose amount cannot be reliably estimated or whdgknent will likely not incur a charge.

K — Recognition of revenues from sales and services

Revenues from sale are recognised on the effettavesfer of risks and rewards typically connecteithw
ownership.

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 o dbsts
incurred.
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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 portioflse 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 andcgsgold or consumed in the year or when there fsitare
utility.

N — Income taxes

Current income taxes are calculated based on tirmate 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 bodkiegain the financial statements. The deferredassets are
recognised only for those amounts for which itrigsh@able there will be future assessable incomedtover the
amounts.

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

Current and deferred income taxes are recordedhéniricome 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 gemsation
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 into Eging the exchange rate at the transaction date.

The foreign exchange gains and losses resulting fle settlement of transactions and from the atins 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.

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 imtites to the accounts. The final outcome of theats in the
financial statements which use the above-menti@stinates and assumptions may differ from thoserteg
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in the financial statements due to the uncertaivttich 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 oétastimates
and for which a change in the underlying conditionghe assumptions may have a significant impacthe
rested consolidated financial statements are prikfscribed below:;

Impairmentsin accordance with the accounting principles eggpby the Group, the tangible and
intangible assets with definite life are verifiedascertain if there has been a loss in value wikich
recorded by means of a write-down, when it is adergd there will be difficulties in the recovery
of the relative net book value through use. Thdfieation of the existence of the above-mentioned
indicators requires the Directors to make valuaibased on the information available within the
Group and from the market, as well as historicpegience. In addition, when it is determined that
there may be a potential reduction in value, theugrdetermines this through using the most
appropriate technical valuation methods availablee same valuation techniques are applied for
the determination of the recoverability of goodwihese verifications are carried out at least
annually. The correct identification of the indicest of the existence of a potential reduction in
value as well as the estimates for their detern@natepends on factors which may vary over time
impacting upon the valuations and estimates madadiirectors.

Depreciation of tangible fixed asseBepreciation represents a significant cost fer @roup. The
cost of property, plant and equipment is deprediate a straight-line basis on the estimated useful
life of the asset. The useful life of the fixed etssof the Group is determined by the Directors
when the fixed assets are purchased. This is baisete historical experiences for similar fixed
assets, market conditions and considerations mglati future events which could have an impact
on the useful life, such as changes in technoldderefore, the effective useful life may be
different from the estimated useful life. The Grqugriodically evaluates technological and sector
changes to update the residual useful life. Thisodee update could result in a change in the
depreciation period and therefore in the depremiatharge in future years.

Deferred tax assetghe accounting of the deferred tax assets is n@muehe basis of the
expectations of future assessable income. The tiatuaf the expected assessable income in order
to record the deferred tax asset depends uponréaatoich may change over time and result in
significant effects on the valuation of the defdrtax assets.

Provisions for legal and tax riskprovisions are recorded against the legal andalffisisks
representative of the risks. The value of the miowis recorded in the financial statements relating
to these risks represents the best estimate at#dtatmade by Management. This estimate results
in the adoption of assumptions concerning factongclv may change over time and which may,
therefore, have significant effects compared topitesent estimates made by the Directives for the
preparation of the Group consolidated financiaestents.

Guarantee Provisionalongside the plant supplied, the Group guaranteehnical assistance for a
determined period subsequent to sale. The costeoang the value of the assistance which must
be provided, in fulfilment of the guarantee givés.estimated by management. The value of the
provisions recorded in the financial statementatired) to these costs represents the best estimate a
that date made by Management. This estimate reisuttse adoption of assumptions concerning
factors which may change over time and which miagrefore, have significant effects compared
to the present estimates made by the Directiveshferpreparation of the Group consolidated
financial statements.
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Note 5 - Disclosure on financial risks

Credit risk

In relation to the group objectives and policiemearning 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.

I nterest raterisk

The Group utilises external debt sources and isvslsbrt term liquidity in deposit accounts. In didadi, the
Group companies factor receivables deriving frogirtbommercial activities on an ongoing basis. Cfaesnin
the market interest rates impact on the cost andrref the various forms of loans, commitments &awdoring
of receivables with an effect on the net financizrges 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 operationsta a lesser extent sales operations in U.S.aBolAs the
Euro is the functional currency of the consolidafiedncial statements of the group, any changeasenEuro/
U.S. Dollar exchange rate have the following efect

= Anincrease in the value of the Euro has postiifects on operating profits and negative effects o
revenues from sales and services;

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

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

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 financialtestnents
prepared in accordance with IFRS approved by thefaan Commission the derivative contracts must be
valued at their relative fair value at the balasheet date. The notional of these derivatives aotdris detailed

as follows:

Forward(*) Other forms(*) Total
December 31, 2012 8,413 - 8,413
December 31, 2011 26,965 - 26,965

(*) At exchange rate of December 31

At December 31, 2012 and 2011 the fair value ofdmévative contracts was as follows:

31/12/2012 31/12/2011
Exchange risk hedges (446) 1,617

A number of Group subsidiaries are located in coemtnot within the Eurozone. As the Group refeeenc
currency is the Euro, the income statements oftlhespanies are converted into Euro at the averagjgange
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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 trasdlaitto Euro
at varying exchange rates. In accordance with tleeunting principles adopted, the effects of thesmnges are
recorded directly in equity, in the account Tratislareserve.

The Group monitors the principal exposure to exgkarnisk; 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 statements

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 transition either with regard to the classification of the
accountsin the financial statementsor in relation to their measurement and, therefore, to the
consequent effects on the balance sheet and income statement

The effects of the transition to IFRS approved iy European Commission, both in terms of reclasgitins
and of adjustments to the consolidated balancet sttekanuary 1, 2004 (transition date) and at Déeer81,
2004, in addition to the consolidated net equityatuary 1, 2004 and at December 31, 2004 and(bé 2
income statement, are highlighted in the notebéacbnsolidated financial statements at Decembge2@15.

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

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

Historical 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 3:

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 3:

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 3:

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

2012 Land Industrial Plant and  Industrial Other Fixed assets Total
buildings machinery equipment assets in progress

Historical cost

Balance at January 1, 2012 13,380 60,031 28,207 51,470 88,978 469 242,535

Increases - 55 329 832 433 109 1,758

Write-downs/write-backs - - - - (20) (20)

Disposals (13,053) (35,947) (21) (236) (8,300) - (57,557)

Translation reserve - - 17) - (143) - (160)

Reclassifications - 50 102 189 116 (414) 43

Balance at December 3:

2012 327 24,189 28,600 52,255 81,084 144 186,599

Accumulated depreciation

Balance at January 1, 2012 (870) (16,033) (24,295) (47,848) (86,584) - (175,630)

Depreciation (870) (3,106) (702) (2,255) (938) - (7,871)

Write-downs/write-backs - - - - - -

Disposals 1,740 4,793 12 217 8,267 - 15,029

Reclassifications - - - - (104) - (104)

Translation reserve - - 22 - 120 - 142

Balance at December 3:

2012 - (14,346) (24,963) (49,886) (79,239) - (168,434)

Net book value

Balance at January 1, 2012 12,510 43,998 3,912 3,622 2,394 469 66,905

Balance at December 3:

2012 327 9,843 3,637 2,369 1,845 144 18,165

Property plant and equipment increased overalllnp B,758 thousand.
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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
832 thousand.

Disposals, amounting to Euro 57,557 thousand, decl&uro 49,000 thousand, depreciated for Euro 6,533
thousand, concerning the cancellation of lands lantilings under finance leases following the digsoh of

the rental contact of the Castelletto offices (BettMilanese), in accordance with the Restructusggeement.
The new rental contract, signed on January 10, 20&3with effect from December 31, 2012, estabtisbe the
reduction of the contractual duration and of theuah rent and is classifiable as an operating leaserding to
International Accounting Standards.

For further details on the operation, referencaikhbe made to pages 8 and 36 of the DirectorsbRep

During the year Other assets were also disposddrdturo 8,557 thousand, of which Euro 7,089 thadsa
concerning the scrapping of obsolete or damaged faDPdepreciated.

At December 31, 2012 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 gusaim favour of UniCredit S.p.A. in relation tetlvans
received by ltaltel S.p.A. and described in Note 27

Note 8 - Goodwill

The account goodwill and the relative movementsevesr follows:

31/12/2012 31/12/2011
Value at January 1 167,215 297,215
Increases - -
Write-downs - (130,000)
Value at December 31 167,215 167,215

The Goodwill originated following the assumptionfafl control of the ex-ltaltel S.p.A by the preuvs parent
company ltaltel Acquisition S.p.A, called ltaltelpSA., after the merger be incorporation and remmés the
difference between the acquisition cost and thesalisated net equity at December 31, 2000, nethef t
accumulated amortisation at December 31, 2003 lamdvtite-down of December 31, 2009 and December 31,
2011.

In relation to the intangible assets with indeénitiseful life, including Goodwill, IAS 36 requirethe
measurement of the recoverable value at least dyrarad when indications exist of a possible loss/alue.
The Recoverable Value of an asset is the highevdzat the Fair Value Net of Sales Costs and its & aluJse.
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 bfeéd to carry out impairment tests, indicatingt tteese 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 beveer
from an asset. The calculation of the Value in bfsan asset involves an estimate of the future a#fkiws and
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 commitedrn from improvements in the conditions of useeztpd in
the future. The discount rate reflects the curraatket valuations and the risks specifically conegdo the
businesses assets.

According to IAS 36 the best indication of the Pdalue of an asset is the price defined withinradbig sales
agreement between independent counterparties, tedjiy costs directly associated to the operatidme
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standard indicates that, in the case in which #éhessagreement does not exist, the fair valuetimated based
on the best available information in order to refflihe 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 détexin market practice based on the future expectsh

flows from the asset. The Fair Value therefore madgo be estimated utilising models based on therdut
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 poteptiachaser

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 generatdt lparent
company and those of the foreign subsidiariesgtbep of assets of the CGU for the control of Goitldwere
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 assets’.

In relation to the methodologies, the estimatethefRecoverable Value were carried out in relatothe Fair
Value approach, as described in detail above, baretthe Discounted Cash Flows (the DCF method) aand
number of market multipliers. The forecast finahdiata for application of the methodologies areppred on a
consolidated basis and denominated in Euro andeléom the 2012-2016 Plan of the Italtel Group rappd
by the Board of Directors on November 28, 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 paragmafotise Director’'s Report), the Recoverable Valdehe
assets for the control of the Goodwill was estimaterelation to the commitments and based on fir@rlata
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 periodutdre
cash flows of four years and a residual value ¢ated 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 theajiry financial structure for the companies in Heetor. The
discount rate is the weighted average of the redksing to the principal countries of activity tife group,
calculated with similar methods and consistency.

The parameters relating to the average ratesadilis the preparation of the impairment test apgdoby the
Board of Directors on December 3, 2012 for the D&SEmate of the Recoverable Value of the assetheof
CGU on a consolidated basis are as follows, withicetion in brakets of the corresponding rates teutiat
December 31, 2012:

= income from assets without risk based on an tlecteyield, at a recent date, of government
benchmark securities at 10 years of 5.0% (4.5%eaebber 31, 2012);

= cost of risk capital (KE) estimated with a CAPM aeband equal to 9.5% (8.8% at December 31,
2012);

= weighted average cost of capital correspondinghéo KE rate based on the financial structure
entirely comprising own capital and therefore eqa&.5% (8.8% at December 31, 2012);

= nominal growth rate of perpetual cash flows (GeRat line with the inflation rate of the Euro and
equal to 2.0% (2.0% at December 31, 2012).

For the multipliers reference was made to the mis of the value of capital employed by a numtbier
companies listed in the sector. The multipliers cawn the forecast results for 2014. In greater ikleta
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FV/EBITDA multiplier equal to 4.4 and an FV/EBIT thplier of 5.9 were utilised. The multipliers were
applied to EBITDA and EBIT forecasts of the Italtdtoup for 2014, net of the amortisation of reskaand
development charges and forecast restructuring.cost

Based on the methods and the parameters desctioed,ahe impairment test of December 3, 2012 &stedul
the Recoverable Value of the assets of the CGUarconsolidated financial statements of Euro 2@0ami

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 theC@W/Aate would result in a decrease (increase) ef th
recoverable value of the assets of Euro 20 millfegain on a like-for-like basis (including the WAQ®@&te), an
increase (decrease) of 50 basis points of the @-Rautld result in a decrease (increase) of thevexable value

of assets for Euro 12 million.

The Directors, within the preparation of the fin@hcstatements at December 31, 2012, highlightesl th
following considerations:

= The Business Plan prepared by the Board of Dirsctm November 28, 2012, based on the
consolidated data at December 31, 2012 and theoeadosfinancial performance of the Italtel
Group in the first months of 2013, was substantiedinfirmed.

= The parameters concerning the average ratesedtifier the DCF estimate of the Recoverable
Value of the assets of the CGU on a consolidatesisbapdated at December 31, 2012, do not
highlight significant changes compared to thosésetl for the impairment test approved by the
Board of Directors on December 3, 2012, carriedbyuh leading consultancy company and issued
on the same date.

Therefore the Directors consider the value of gdbhdwmder the impairment test approved by the Boafd
Directors on December 3, 2012 as confirmed.
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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

Balance at January 1, 2011 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 3.

2011 1,104 34,797 493 1 36,395
Increases 1,921 19,703 264 - 21,888
Write-downs (5) - (37) - (42)
Disposals (5) - - - (5)
Translation differences (2) - - - 2)
Amortisation (1,509) (22,463) - 1) (23,973)
Reclassifications 475 - (441) - 34
Balance at December 3

2012 1,979 32,037 279 - 34,295

The investments in intangible assets amounted to E11,888 thousand. In particular Euro 19,703 thodswas
invested in research and innovation activities &uwtlo 2,185 thousand in industrial patents and latglal
property rights, which principally concerned softevaapplications acquired under license for unlichitene
periods and software development projects.

In 2012 and 2011, the Research and Developmenitagicarried out by the Italtel Group were asdais:

31/12/2012 31/12/2011
Research and Development activities carried out 33,627 45,764
of which:
- capitalized 19,703 23,689
- recognised to the Income statement 13,924 22,075
Amortisation in the year of development costs 22,463 28,600

The net value of intangible assets generated ialigramounted to Euro 32,037 thousand and Euro934,7
thousand respectively at December 31, 2012 and.2011

Note 10 - Investments valued at equity

The account investments valued at equity repotteddllowing movements:

31/12/2012 31/12/2011
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, 2012 none of the associated corapdmaid securities listed on regulated markets.
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Note 11 - Medium/long term financial assets

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

Equity investments  Securities other than Financial Total
in other companies equity investments Receivables and
other non current
assets
Balance at January 1,
2011 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
Acquisitions / movements
in the year - - 15 15
Reclassifications - - - -
Disposals / liquidations - - - -
Write-down / revaluations (7) - - (7
Balance at December 31,
2012 125 1 51 177

The investments in other companies are all valuecbsat with the exception of the investment in Alicab
Netherlands N.V. wound up in 2011, which was clessias available-for-sale and valued at fair value

The write-down of Euro 7 thousand of investmentetiner companies concerns the Italtel Telesis atingo in
liquidation.

The book value of the other financial assets agprates their fair value.

Note 12 — Other assets

This account Other assets is comprised of:

31/12/2012 31/12/2011
Guarantee deposits 1,255 11,020
Tax receivables 497 496
Tax reimbursements requested 6,132 6,844
Others 12 4
Other non-current receivables doubtful debt provisi (373) (373)
Total 7,523 17,991

The reduction in guarantee deposits on the preweas of Euro 9,765 thousand is mainly due to tiss bf the
deposit of Euro 10,000 thousand following the disson of the finance lease contract for the indastarea of
Castelletto.

On tax reimbursements requested for repaymentesttenatures at an annual rate of 2% (Euro 113 #émous
2012). During the year Euro 825 thousand, concgroapital, was received from the Tax Agency coniogrn
the IRPEG 2003 tax credit requested for repayment atilised to offset the payment of tax assesssnent

concerning the collection of amounts due, on a igfoval basis, for the pending cases at the Fiestley Tax
Commission for VAT and IRAP declarations 2004/2005.

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

The book value of the other assets, net of prowgsiapproximates their fair value.
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Note 13 - Deferred tax assets

This account Deferred tax assets is comprised of:

31/12/2012 31/12/2011
Deferred tax assets 83,970 73,861
Deferred tax liabilities (3,756) (3,785)
Total 80,214 70,076

The Group compensated the deferred tax assetsadnilities as the legal right to compensation exist

The breakdown of deferred taxes by type was agvist!

Deferred tax assets Deferred tax liabilities
31/12/2012 31/12/2011 31/12/2012 31/12/2011

Temporary differences originate from:

- Capital grants and operating grants - - 2,146 2,760
- Accelerated depreciation - - 134 134
- Doubtful debts provision 2,696 2,602 - -
- Inventory obsolescence provision 15,269 14,764 - -
- Amortisation and depreciation 157 157 - -
- Other provisions for risks and charges 3,441 4,298 - -
- Surplus interest charges carried forward 13,046 13,046 - -
- Other 41 1,039 629 -
- Temporary differences concerning foreign subsie$ain

accordance with local tax laws 2,823 119 - -
- Deferred tax asset relating to tax losses ofet&.p.A. 46,351 28,365 - -
- Deferred tax asset relating to tax losses ofdheign

subsidiaries 146 326 - -
Changes on adoption of IFRS
- Discounting employee leaving indemnity provision - - 832 873
- Gain on sale and finance leases - 7,915 - -
- Restatement of land under finance lease at Cattelle - 1,230 - -
- Adjustment in measurement of amortisation and
depreciation of fixed assets - - 14 14
- Discounting of the payable for personnel mobility - - 1 4
Total 83,970 73,861 3,756 3,785

At December 31, 2012 and 2011 the principal subsjditaltel S.p.A. reports tax losses carried fadya
respectively, of Euro 168,548 thousand and Eurq1Bthousand. Against the above-stated lossesrddftax
assets for Euro 46,351 thousand and for Euro 28/8fifsand respectively at December 31, 2012 antl 2@te
recorded as it was considered that Italtel S.p@uldt benefit from the use of these losses from 2845
established by the Industrial Plan 2012-2016, insateration of the fact that the relevant tax ragjoh
establishes the possibility for their use to offsey taxes due, without time limit and no longelydn the five
subsequent years to recognition. This consideratian established also in the Industrial Plan apgoon
February 26, 2013 which records for the period 2PQ27 deferred tax assets for an amount of betkeea 75
and Euro 90 million.

The principal change in the year concerns the effethe derecognition of the finance lease comtfac which
the balance of deferred tax assets relating togtie from the Sale and Lease Back operation susgketal
deferred income and the restatement of financeingasnd recorded directly to the Shareholders’ iqu
account for Euro 8,490 thousand was recorded tonttmne statement.
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At December 31, 2012 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#ssory charges are deductible in the correspgrtdin
period up to a limit of 30% of the gross ordinapeanating result. The excess may be deducted freesaable
income in subsequent years, without time limitsisTtew regulation generated the recognition of Wletetaxes
concerning the financial charges to be carried &mdaas deductions in coming years for Euro 47,488%dand
for a value of Euro 13,046 thousand.

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

At December 31, 2012 and 2011 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

31/12/2012 31/12/2011 31/12/2012 31/12/2011
- Restatement of land under finance lease at Castel - 1,230 - -
Total - 1,230 - -
Note 14 - Inventories
The account inventories and the related movemeaits as follows:
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
2012 Raw materials, 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 6,239 19,761 57,102 307 83,409
Changes in the year (121) 9,046 (7,557) 443 1,811
Balance at December 31 6,118 28,807 49,545 750 85,220
Inventory obsolescence provision
Balance at January 1 (6,226) (8,521) (35,514) - (50,261)
(Provision) / utilisation 120 (2,060) (78) - (2,018)
Balance at December 31 (6,106) (10,581) (35,592) - (52,279)
Closing inventories
Balance at December 31 12 18,226 13,953 750 32,941

Advances comprise contractual advances paid fopl&gnot yet received of goods to be recognisedieun

inventories.
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At December 31, 2012 and 2011 Inventories act asagiees for loans in place at that date.

Note 15 - Trade receivables

The account trade receivables is composed as fellow

31/12/2012 31/12/2011
Receivables from customers 105,953 116,557
Receivables from non-consolidated subsidiaries - -
Receivables from associated companies 86 86
Cumulative write-down of receivables (9,172) (8,678)
Total net receivables 96,867 107,965

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

31/12/2012 31/12/2011
Balance at January 1 8,678 8,656
Changes in the year:
- Increases 543 106
- Utilisations (39) (84)
- Translation differences of foreign currencies (10) -
Balance at December 31 9,172 8,678

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

The utilisations concern the release of the prearysurplus provision for Euro 30 thousand.

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

The book value of the trade receivables approxisidteir fair value.

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

(thousands)

31/12/2012 31/12/2011
Foreign currency Euro Foreign currency
US Dollar 34,453 26,113 33,252
UK Sterling 97 119 420
Brazilian Real 18,856 6,974 18,839
Peruvian Nuevo Sol 1,047 311 388
Polish Zloty 4,840 1,188 5,676
Saudi Riyal 1,878 380 4,991
Colombian Peso 1,599,365 686 -
Guatemalan Quetzal - - -
Philippine Peso 1,193 22 430
Oman Riyal 34 67 33

Note 16 - Income tax receivables

The account receivables for current taxes at Deee@b, 2012 amounted to Euro 2,724 thousand (a¢ber
31, 2011 totaling Euro 2,781 thousand), represgritia excess of the taxes paid for IRAP and by sfomeign
companies.
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Note 17 - Other receivables and assets

This account Other receivables and assets is ceewpdf:

31/12/2012 31/12/2011
Employee receivables 2,917 3,024
Social security institution receivables 1,861 962
Prepayments and accrued income 995 852
Short-term tax receivable 8,251 9,374
Receivables from the state for subventions and grant 7,595 9,434
Other various receivables 15,035 3,149
Cumulative write-down of receivables (1,736) (1,576)
Total 34,918 25,219

The employee receivables referred principally twaamdes provided for work transport (Euro 1,619 Hamd)
and the portion of salaries paid by the companielt&.p.A. to employees in December 2012 for thgsdin
which the Solidarity Contract was applied and ideld in the payslip of the subsequent month (Eur® 96
thousand).

Social security institution receivables include #om@ount of receivables of ltaltel S.p.A. from th¢PIS for
advance salary payments to personnel in the Exiirgemy Temporary Lay-off Scheme for the April — Beter
2012 period.

The Ministry of Labour approved the second yeathefreorganisation plan with Decree of December2p42

and subsequently INPS authorised the Company tite sthie amounts advanced to employees under the
Extraordinary Temporary Lay-off Scheme from Janu20¥3.

Prepayments and accrued income concern costsedatihg to the subsequent year.

The tax receivables principally comprise withholgltaxes paid abroad.

The receivables from the State for subventionsgradts refer to capital grants of the companydtatp.A. for
research and development projects, for which soresdse certainty exists of their recognition ungaragraph 7
of IAS 20.

Other receivables include an amount of Euro 10@@0isand recognised by Telecom lItalia S.p.A. urlder
Restructuring Agreement, approved by the Milan €oarFebruary 26, 2013, as indemnity for requestderby
third parties to Italtel S.p.A. within the acquisit agreement of Italtel signed on June 30, 2000.

The book value of the other assets approximatesfiievalue.

Note 18 - Short-term financial assets

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

31/12/2012 31/12/2011
Securities other than equity investments - 159
Other financial receivables 1,024 1,544
Short-term financial prepayments and accrued income 9 -
Financial receivables from non-consolidated subsiets 570 557
Derivative financial instruments - 1,617
Total 1,603 3,877

Other financial receivables principally concernaigables for interest matured with factoring coniparwith
whom tax receivable cession contracts were signgdevious years.

Assets for hedging contracts decreased from aip®sialue of Euro 1,617 thousand at December 31120 a
negative value of Euro 446 thousand at Decembe?@®12, reclassified under short-term financial [ées.
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The book value of the other financial assets agprates their fair value.

Note 19 - Cash and cash equivalents

The account cash and cash equivalents is broken deviollows:

31/12/2012 31/12/2011
Cash at banks, financial institutions and post effic 33,191 26,643
Cheques 1,323 559
Cash 144 158
Total cash and cash equivalents 34,658 27,360

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

The amounts shown can be readily converted intb aad do not have a significant risk of changediue.

Note 20 — Share capital

At December 31, 2012, the subscribed and paidanesbapital amounts to Euro 131,427 thousand (e¢@ber
31, 2011, Euro 131,427 thousand), broken down l&sifs:

= Euro 61,426,652 divided into 8,881,488 Class "Adres;
= Euro 70,000,000 divided into 8,881,488 Class "frss.

Note 21 — Reserves

The account Reserves is composed as follows:

31/12/2012 31/12/2011
Legal reserve 28 28
Reserves not available for own shares in portfolio 10,983 10,983
Other provisions 496 496
Total 11,507 11,507
There were no changes in 2012,
Note 22 — Treasury shares
The account Treasury shares reports no movemeg1ia:
Balance at January 1, 2012 (10, 983)
Purchases -
Sales -
Balance at December 31, 2012 (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 dlairamount. In 2012 there were no movements.
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Note 23 — Other reserves including profit/(loss)

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

31/12/2012 31/12/2011
Prior year losses carried forward (166,744) (21,938)
Reserve for the coverage of losses 1/1 - 30/4/2@dtell Group S.p.A. 160 160
Translation reserve (468) 521
Allocation of stock options 706 706
Share exercise reserve 4,453 4,453
Loss for the year (12,163) (144,805)
Total (174,056) (160,903)

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

The translation reserve concerns the affects frbe donversion into Euro of financial statementstlof
subsidiaries who prepare their financial statemenésfunctional currency other than the Euro.

The movements in the translation reserve were |ks\fs:

2012 2011
Balance at January 1 521 854
Conversion of opening net equity and consolidatidogtments (900) (306)
Conversion of Profit/(loss) (89) (27)
Balance at December 31 (468) 521

At January 1, 2004, the date of first applicatidiRRS, 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 outsideleé 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, 2000 (a) a stock plan for all Italtebup
employees, (b) a stock option plan for ManagersiiddeManagers employed under long-terms contracts a
Directors of the companies of the Italtel Group éc)da paid-in share purchase plan with relatedkstptions,
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.

Ordinary Share plan

The shares allocated under the ordinary share gitaibute the voting right only for matters consitd by the
Extraordinary Shareholders’ Meeting until any paldiffer on the company shares. The holders of tiages
may dispose of the shares in any of the followiigpsions:
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= The shares may be freely transferred on a pulfféc of company shares. In this case, the shares
may not, however, be sold in the period betweerd&gs prior and 180 days subsequent to the
beginning of the public offer;

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

Stock Option Plan for Managers & Key Contributors.

The stock option plan for Managers & Key Contrilyetes reserved to Managers, Senior Managers uonder |
term contracts and Directors of Italtel Group, @ost the discretion of the Board of Directors loé ttaltel
Group or by executive members of the Board of Doecand establishes the free allocation of nonsfiexable
options, excluding under wills, for the purchasewfinary shares of the company. The assigned rptizature
on the basis of the following:

= 25% of the options allocated mature after two ydéam the allocation date;
= a further 25% of the allocated options maturerdfieee years from the allocation date;
= the remaining 50% of the allocated options ma#iier 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 ihwethe Italtel Group.

In December 2008, as established under regulatithes,rights options assigned in December 2000 were
automatically cancelled, following the passing operiod 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 yearsaly, in June 2012, as established under reguiati all
residual rights options concerning the final alkoa of June 2004 were automatically cancelledpfeing the
passing of a period of eight years.

Stock Option Plan and Purchase of Sharesfor the Key Managers

The stock option plan and purchase of shares reddor Senior Managers and Directors of the grauppmany
establishes the free allocation to Senior ManagedsDirectors of the Italtel Group of non-transkdeaoptions
(excluding under wills), on the condition of thegorsubscription to a minimum number of ordinanags 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 maturemgpire automatically cancelled following the pag®f a
period of eight years from the allocation date.

Note 25 - Employee benefit provisions

The employee benefits provisions are broken downlksvs:

31/12/2012 31/12/2011
Post-employment benefits 23,606 24,832
Indemnity for the advanced settlement of contract 1,909 3,467
Deferred employee benefits provisions for foreigmpanies 66 60
Total 25,581 28,359

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

The actuarial differences not recognised total argd of Euro 2,621 thousand in 2012 (Euro 304 twodisn
2011).

The charges for "Interest cost" amounted to Eud03 thousand in 2012 and Euro 1,237 thousand id.201
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The reviewed version of IAS 19 — Employee beneéitproved by the European Union on June 5, 20128s&h
application is obligatory from January 1, 2013,raduces significant changes and clarifications e t
recognition of employee benefits. In particulare thossibility to defer recognition of a part of thetuarial
profits and losses (so-called “corridor method”)résnoved. These “remeasurements” must immediatedty a
fully be recognised in the comprehensive incomtestant. In relation to the expected impacts forGbenpany,
the elimination of the corridor approach will invelthe recognition at January 1, 2013 of a negatiljestment
to the comprehensive income statement of Euro 2lé@lsand. The other impacts are currently beiadyaad.

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 liatyilconcerning post-employment benefits matured uride
pre-existing regulation. That matured after thesg@mreform represents a defined contribution jptethat 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:

31/12/2012 31/12/2011
ECONOMIC ASSUMPTIONS
Increase in the cost of living 2.00% annual 2.00% annual
Discount rate 2.50% annual 4.00% annual
Salary increases - -
Annual increase in postmploymer
benefit 3.00% annual 3.00% annual

DEMOGRAPHIC ASSUMPTIONS
Data of the Italian population recognised

Probability of death by the General Accountant of the State Italian population data recorded by
denominated RG48 ISTAT in 2002
Probability of invalidity Projections for 2010 from the INPS tables

by age and gender. This probability wasojections for 2010 from the INPS tables
created from the age and gender of thgy age and gender. This probability was
pensions at January 1, 1987, commencingcreated from the age and gender of the
from 1984. 1985 and 1986 relating to thensions at January 1, 1987, commencing
personnel of the credit divisionfrom 1984, 1985 and 1986 relating to the
personnel of the credit division
The annual frequencies capable of
resulting in a company plan which
involves the exit from the Company of
450 employees by 2014 were considered;
turnover frequency parameter of 5% for

Probability of dismissal 2013, 30% for 2014 and 7.5% for all Annual frequencies of 7.5% were
subsequent years considered
Probability of retirement The reaching of the first of the

pensionable requirements necessary for
General Compulsory Insurance in light of
the regulatory amendments from Januaty was assumed that the first pensionable
1, 2012 under the Monti provisions was requisites valid for the General
included Compulsory Insurance were reached
Probability of advances
Annual value of 3% was considered  Annual value of 3% was considered
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Changes in the post-employment benefits and otteetigions of the foreign companies were as follows:

31/12/2012 31/12/2011
Balance at January 1 24,892 27,120
Increase in the year 1,005 1,237
Increase in the year - foreign companies 11 25
Utilisations in the year (2,231) (3,458)
Utilisation in the year - foreign companies (5) (32)
Balance at December 31 23,672 24,892

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

31/12/2012 31/12/2011
Balance at January 1 3,467 2,857
Provisions in the year 1,500 2,695
Utilisations in the year (3,058) (2,085)
Balance at December 31 1,909 3,467

The provision in the year concerns the estimatehafrges to be recognised to personnel placed irilitgob
schemes in the period December 2008 — June 2011ingratted by the regulatory changes in relatioth&
pensionable date.

Note 26 - Provision for risks and charges

The account provisions for risks and charges aaddlated movements were as follows:

Contractual Other risks Total
guarantees

Balance at January1, 2011 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
Changes in the year:
- Increases - 807 807
- Utilisations (434) (2,382) (2,816)
- Translation differences (8) 3 (5)
Balance at December 31, 2012 69 9,206 9,275

The contractual guarantees represent the estimatie@ of costs to be incurred for the technicaistasce
guaranteed on plant sold.

The other risks provision of Euro 9,206 thousanBetember 31, 2012 (Euro 10,778 thousand at Deaedibe
2011) concerns the risks related to disputes irgness for Euro 4,804 thousand, future losses ork wor
progress for Euro 113 thousand, contractual risksEuro 2,218 thousand and tax and contributioksriglso

relating to foreign companies, relating to a nofirdel tax period for Euro 2,066 thousand, in additio client

supplementary indemnity for Euro 5 thousand.
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Medium/long term and short term financialiabilities

The accounts Medium/long term and short term fir@riabilities were broken down as follows:

31/12/2012 31/12/2011
Short-term lzaliuilizing Total Short-term Medium/long Total

term term
Secured loans 152,467 18,589 171,056 152,467 18,222 170,689
Unsecured loans - 401 401 - 401 401
Unsecured loans at subsidised ra 8,666 17,433 26,099 7,092 16,881 23,973
Liabilities for finance leases 153 32 185 616 48,394 49,010
Medium/long term loans 161,286 36,455 197,741 160,175 83,898 244,073
Short-term bank loans 91,930 - 91,930 75,229 - 75,229
Other short-term loans 4,500 - 4,500 - - -

Total payables to financial

institutions 257,716 36,455 294,171 235,404 83,898 319,302
Other payables 834 - 834 1,076 - 1,076
Accruals and deferred income 7,212 - 7,212 1,313 - 1,313
Total 265,762 36,455 302,217 237,793 83,898 321,691

The Debt Restructuring Agreement signed on Decerhbe?012, approved by the Milan Court on Febrefy
2013 in accordance with Article 18fis of the Bankruptcy Law, between ltaltel, Italteld@p and other Group
companies, the lending Banks, Telecom Italia arst@€Bystems, can be summarised as follows:

conversion into equity financial instruments giation of the secured loans to the Lending Banks
for a total of Euro 98,535 thousand. Of this amolniro 89,343 thousand will reduce the two
Senior 1 and Senior 2 credit lines equal to Eur@,4%7 thousand at December 31, 2012. The
medium/long-term debt, for a total of Euro 18,588usand, will reduce by Euro 9,192 thousand
following the conversion into equity financial instnents.

lengthening of maturity of the residual amounttpamversion of the medium/long-term bank debt
to December 2017, 2018 and 2019;

lengthening of the short-term credit lines to JW@7 for a total amount of Euro 135,183
thousand,;

issue of new financing by some of the Lending Baikisco Systems and Telecom ltalia for a total
of Euro 41,767 thousand, of which Euro 13,500 thadsissued by Unicredit S.p.A. and Euro
4,500 thousand issued by Telecom lItalia Financthersigning of the Restructuring Agreement to
support the short-term financial requirements ef@mpany.

The secured loans concern:

two credit lines (Senior 1 and Senior 2) for ELE2,467 thousand, fully utilised;

a medium/long term cash credit line for a maximeapital amount of Euro 3,063 thousand, fully
utilised,;

a long term loan for Euro 15,526 thousand inclgdirierest matured annually.

The unsecured loans at standard rates for Eurotiflisand represent part of a loan obtained in Z0df
Mediocredito Centrale S.p.A. and still in place feuro 2,938 thousand for research activities, oifctviEuro
2,537 thousand at subsidised rates.
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The unsecured loans at subsidised rates comprises lat rates between 0.5% and 0.886%, and concern
subsidised financing issued based on researchlogenent and industrial innovation laws.

The account Liabilities for finance leases reduftech Euro 49,010 thousand in 2011 to Euro 185 thodsn
2012 following the derecognition of the Sale anddea Back operation of the building at Castelle8ettimo
Milanese). The account at December 31, 2012 retatadinance lease contract signed by the compag®p11
for the purchase of electronic equipment from thppser T-Systems for a total value of Euro 449uiend,
repayable by March 31, 2014.

The above-stated medium/long term loans reportaif@ving movements:

2011 Secured loans Unsecured loans Unsecured loans at  Liabiliti es 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
2012 Secured loans Unsecured loans Unsecured loans at  Liabilities f or finance

subsidised rates leases
Opening balance 170,689 401 23,973 49,010
Granted 367 - 6,234 -
Reimbursements - - (4,108) (48,825)
Closing balance 171,056 401 26,099 185

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

31/12/2012 31/12/2011
- within one year 161,286 160,175
- between one and two years 6,086 7,737
- between two and three years 3,986 4,445
- between three and four years 2,165 4,398
- between four and five years 21,251 3,776
- over five years 2,967 63,542
Total 197,741 244,073

At December 31, 2012, the medium/long term loamduding the short-term portion, were as follows:

December 31, 2012 Variable rate Fixed rate Total

To be repaid

- within one year 152,467 8,819 161,286
- between one and two years 195 5,891 6,086
- between two and three years 206 3,780 3,986
- between three and four years - 2,165 2,165
- between four and five years 3,063 18,188 21,251
- over five years - 2,967 2,967
Total 155,931 41,810 197,741

Following the Debt Restructuring Agreement of Feloy26, 2013, the Company will re-establish theurities

and the conditions of the new loans which will eey@ those in place at December 31, 2012. The above
Agreement amended the parameters and the termsoaitions which are considered in the calculatbthe
financial restrictions.
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The account Bank loans amounting to Euro 91,930g#i0d at December 31, 2012 (Euro 75,229 thousand at
December 31, 2011), includes the use of Revolvieglit lines and the bridge loan of Euro 13,500 Hamal
issued by Unicredit S.p.A. under the Restructufggeement.

The further tranche of Euro 4,500 thousand of thdge loan, issued by Telecom lItalia Finance, @uded in
the account Short-term Loans from other lenderseBaon the Restructuring Agreement, this payablebei
converted into new equity financial instruments.

The account accruals and deferred income refeintéoest matured on financial payables not yetlexbtat
December 31, 2012.

Liquidity
Net liquidity at December 31, 2012 and 2011 waké&nadown as follows:

31/12/2012 31/12/2011
Cash and cash equivalents 1,467 717
On demand bank current accounts 33,191 26,643
Total 34,658 27,360
Below the changes in net liquidity of the group sgorted:

31/12/2012 31/12/201
Cash generated/(absorbed) by operating activities 22 (27,113)
Cash generated/(absorbed) by investing activities (21,303) (28,755)
Cash generated/(absorbed) by financing activities 29,135 15,680
Other shareholders' equity changes (556) 53
Changes in the year 7,298 (40,135)

In 2012, the Group generated liquidity for Euro9B2housand, against an absorption of cash of BQrb35
thousand in the previous year, as follows:

Cash generated by operating activities

The cash flows generated from operating activitieseased by Euro 27,135 thousand, from a net pbeorof
Euro 27,113 thousand in 2011 to a net generatidtuod 22 thousand in 2012.

The increase of Euro 27,135 thousand follows ameamed contribution of cash for Euro 56,457 thodsan
generated by the change in working capital, neheflower contribution of cash for Euro 29,322 thand from
operating cash flows before the change in workengjtal.

The change in working capital generated Euro 20,8i®isand from operating cash flow, while in 2011
absorbing Euro 35,584 thousand, with an increasleeitwo years of Euro 56,457 thousand.

The working capital changes consider the followimgjor factors:

= a reduction in the exposure to clients for Eu@35,thousand in 2012 against a reduction of Euro
24,282 thousand in 2011, with a decrease of Euf@dZ2thousand in 2012 compared to 2011;

= an increase in the exposure to suppliers for BH&;663 thousand in 2012 following a decrease of
Euro 59,583 thousand in 2011 with a net increadeuod 78,146 thousand.

= the change in the exposure to suppliers is dtieetatate of illiquidity of the company Italtel S
which, based on the payment plans subsequent toagpestablishes for the total reduction of the
exposure fully in compliance with law.

Cash absorbed by investing activity

In 2012, investing activity absorbed cash of Eutg323 thousand, against an absorption in the puewear of
Euro 28,755 thousand.
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Cash generated by financing activity

In 2012, financing activity generated cash of ER8p135 thousand against a generation of cash ipréngous
year of Euro 15,680 thousand. The increase of E8r455 thousand is essentially due to:

= an increase of Euro 7,624 thousand of Other ltadsl following the increase of Euro 5,899
thousand of accrued loan interest not paid at Dbeer81, 2012, which will be capitalised as
established by the Restructuring Agreement andnitrease of Euro 739 thousand following the
cancellation in 2012 of bank commissions no lordyex under the Debt Restructuring Agreement
signed on December 11, 2012;

= an increase of Euro 6,387 thousand of increasmtsloompared to the previous year.

Note 28 - Other liabilities

This account Other liabilities is comprised of:

31/12/2012 31/12/2011
Deferred income — gains on sale of property - 27,044
Medium/long-term mobility charges - 181
Medium/long term accruals and deferred income - -
Deposits 112 112
Total 112 27,337

The account Deferred income - gains on sale of gntgpdecreased due to the settlement of the findsase
contract of the industrial area of Castelletto ei@jon June 9, 2011.

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:

31/12/2012 31/12/2011
Supplier payables 156,045 147,264
Payables to associated companies 152 136
Total 156,197 147,400

The payables to the Telecom lItalia Group and tlsedCGroup are broken down in Note 43 — Transactiatis
related parties.

The book value of the Trade Payables approximatss fair value.
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The trade payables in currencies other than the,Elwe group functional currency, are listed below:

(thousands)
31/12/2012 31/12/2011
Foreign currency Euro Foreign currency
US Dollar 120,32¢ 89,696 113,433
UK Sterling 209 256 220
Argentinean Peso 29,814 4,596 12,081
Brazilian Real 8,122 3,004 8,066
Polish Zloty 221 54 15
Colombian Peso 1,389,77: 596 2,432,124
Peruvian Nuevo Sol 3,376 1,002 -
Saudi Riyal 553 112 -
Philippine Peso 474 9 474
Arab Emirates Dirham 175 36 150

Note 30 - Current tax liabilities

Current tax liabilities amount to Euro 399 thousaamtl Euro 1,697 thousand at December 31, 2012 and
December 31, 2011 respectively, representing tbenhe tax payables:

31/12/2012 31/12/2011
IRES - -
IRAP - -
Income taxes — foreign countries 399 1,697
Total 399 1,697
Note 31 - Other payables and liabilities
The account other payables and liabilities is bnotewn as follows:

31/12/2012 31/12/2011
Employee payables 23,066 23,251
Social security institution payables 1,424 3,799
Accruals and deferred income 13,450 8,417
Short-term portion Castelletto gain deferred income - 2,080
VAT 3,375 3,501
Withholding taxes to be paid 3,497 3,264
Other taxes 1,201 735
Customer advances 9,788 2,257
Other liabilities 4,017 3,345
Total 59,818 50,649

Employee payables include Euro 2,237 thousand comzeindemnities to be recognised in 2013 to pemsbd
of the company ltaltel S.p.A. with whom Industridlediation Agreements were individually signed as pe
Article 2113, paragraph IV of the Civil Code andtiéles 410 and 411, paragraph Il of the Civil Rrdaral
Code.

The short-term portion Castelletto gain Deferrecbme account decreased by Euro 2,080 thousandvfolio
the dissolution of the finance lease contract eflihilding at Castelletto - Settimo Milanese.

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

The following tables report the revenues from saled services in 2012 and 2011, broken down bytched
region.

i) Revenues from sales and services broken down by client

2012 2011
Telecom ltalid® 89,571 112,580
Other local operators 58,796 71,353
Large enterprises and Public Administration 45,019 65,007
Overseas Operators 138,008 156,473
Total 331,394 405,413
(a) Exclusively concerns Telecom ltalia S.p.A. and Tets Italia Sparkle S.p.A.
i) Revenues from sales and services broken down by region

2012 2011
Italy 183,520 238,007
Other European countries 48,439 47,844
Central and South America 93,222 114,428
USA 260 297
Africa 4,404 1,107
Asia 1,549 3,730
Total 331,394 405,413
Note 33 — Other income
This account Other income is comprised of:

2012 2011
Grants 873 4,332
Gains on disposals 34,933 3,138
Absorption of provisions and others 20,631 38,987
Total 56,437 46,457

Operating grants for Euro 873 thousand concernribanitons for costs incurred for research and dmwelent
activities (Euro 4,332 thousand in 2011).

The disposal gains include the gain of Euro 34 @®nsand concerning the derecognition of the Sadelsase
Back operation of the building at Castelletto (E®673 thousand in 2011) and the gain from thessafe
property, plant and equipment in the year.

The account absorption of provisions and othersceors prior year income for Euro 4,760 thousanddEu
10,479 thousand in 2011), for Euro 578 thousandGiseo grants on the VIP Program contract and tR€ S
Agreement (Euro 3,602 thousand in 2011) and therpben of provisions for Euro 1,943 thousand (Euro
21,355 thousand in the previous year), in addittonincome of Euro 10,000 thousand relating to the
Restructuring Agreement signed on December 11, 201P concerning, among other issues, a compromise
agreement with Telecom Italia in relation to a egrof indemnities requested by Italtel to Telecaatid in
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accordance with Article 7 of the “Subscription aldare Purchase Agreement” dated September 30,(2609
in the previous year).

Note 34 - Purchase of materials and services

The account purchase of materials and servicebwden down as follows:

2012 2011
Purchases of materials 170,870 210,492
Purchases of services 81,689 78,304
Total 252,559 288,796
Note 35 - Personnel costs
The account Personnel costs is broken down asafsilo

2012 2011
Wages and salaries 71,050 76,879
Social security 20,555 25,540
Post-employment benefit 5,319 6,632
Mobility and other non-recurring charges 6,983 8,083
Others 748 742
Total 104,655 117,876

Personnel costs include non-recurring restructudhgrges for a total of Euro 6,983 thousand (Eu@83
thousand in 2011).

The average workforce decreased from 1,820 in 2017759 in 2012.

Note 36 - Amortisation, depreciation and write-dows

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

2012 2011
Development Costs 22,463 28,600
Other intangible assets 1,510 3,719
Land 870 870
Industrial buildings 3,106 3,107
Plant and machinery 702 671
Commercial and industrial equipment 2,255 2,996
Other assets 938 1,090
Goodwill write-down - 130,000
Total 31,844 171,053
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Note 37 - Other operating costs

This account Other operating costs is comprised of:

2012 2011
Other operating charges 16,506 8,483
Provisions for risks 807 1,446
Write-down of receivables 887 268
Total 18,200 10,197

The account other operating charges includes pear charges of Euro 2,624 thousand (Euro 1,650stra in
2011), in addition to Euro 10,000 thousand conceyrihe loss of the deposit paid as guarantee ofdahtal
contract for the building at Castelletto. This ¢ant, signed on June 9, 2011, was dissolved arldaeg by a
new rental contract with effect from December 3112

Note 38 - Change in inventories

The following table highlights the principle compmnts of the account:

2012 2011
Raw material, ancillary and consumables - (2)
Products in work-in-progress and semi-finished 7,773 (24)
Finished products and goods for resale (6,861) (7,656)
Total 912 (7,682)

Note 39 - Increases on internal works capitalised

The account increases on internal works capitalesedunted to Euro 20,033 thousand in 2012 (Eur8128,
thousand in 2011) and concerns the capitalisatbbtsngible and intangible fixed assets of the pdithn costs,
not including financing charges.

In 2012, the account concerned for Euro 19,703ghod (Euro 23,689 thousand in 2011) the capitadisadf
development costs with the characteristics desgrib¢he relative accounting principle.

Note 40 — Financial income and charges

The following table highlights the principal compnts of the account.

2012 2011
Charges Income Netcharges  Charges Income Net charges
(income) (income)
Currency differences 11,785 12,691 (906) 16,611 11,709 4,902
Interest 16,421 84 16,337 14,091 178 13,913
Other 4,731 1,379 3,352 4,449 5,488 (1,039)
Total 32,937 14,154 18,783 35,151 17,375 17,776
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Net financial charges total Euro 18,783 thousaminmared to Euro 17,776 thousand in the previous, yea
increasing by Euro 1,007 thousand (+5.7%).

Net currency differences improved from losses afoE44902 thousand in 2011 to gains of Euro 9064had in
2012,

Net interest charges increased from Euro 13,918stmed in 2011 to Euro 16,337 thousand in 2012. The
increase of Euro 2,424 thousand is principally doethe recognition of default interest on the shamt
medium/long-term bank payable unpaid on maturitg amtil the effective date of the approval of the
restructuring agreement, net of the contributi@mfimproved reference interest rates in 2012 coatpary 2011.

Other net income and charges decreased from inodriaaro 1,039 thousand in 2011 to charges of Ey85623
thousand in 2012, reducing by Euro 4,391 thouseeld{ing for Euro 3,061 thousand to the absen@9i? of
prior year income recognised in the first half 6.2 relating to the settlement of the liabilityao§imilar amount
based on the residual valuation of an IRPEG rebévpaid by the Tax Agency, for Euro 3,638 thoustmthe
mark-to-market of forward operations in US Dollaagjain in 2011 of Euro 1,795 thousand and a ln8812 of
Euro 2,062 thousand, net of the positive effecEafo 1,348 thousand following the cancellation 012 of
bank commissions no longer due following the DeéstRicturing Agreements signed on December 11,.2012

Note 41 - Income taxes

The income tax account reports income of Euro 5th@Rsand compared to charges of Euro 7,177 thdusan
the previous year. This includes: IRAP for Euro @86usand (Euro 1,200 thousand in 2011), foreigonme
taxes for Euro 4,836 thousand (Euro 3,712 thouga@811), lower taxes relating to previous yearsHaro 83
thousand (lower taxes for Euro 23 thousand in 20hl3ddition to deferred tax income of Euro 10,4&usand
(Euro 266 thousand in 2011).

The improvement of Euro 12,279 thousand comparetidrevious year is principally due to the inseaf
Euro 10,189 thousand of deferred tax income, irtahdto the fact that in 2011 withholding taxesaoed in
Argentina in the years 2005-2011 judged as nonwerable for Euro 2,554 thousand were recognisedh®
income statement.

Reconciliation of effective taxes relating to theo@ is broken down as follows:

2012 2011
Theoretical taxe® (4,748) (37,838)
Regional taxes 600 1,200
Argentina withholding taxes - 2,554
Difference between the tax rate on foreign entities 114 1,561
Non-deductible (exempt) tax components (826) 409
Write-down of Italtel S.p.A. goodwill not deductabl - 35,750
Deferred taxes not recorded on tax losses and tempdifferences 462 3,527
Positive items not subject to taxation (834) (119)
Other changes 130 133
Effective tax (5,102) 7,177

(a) Determined applying the theoretical tax rate 0627 to the pre-tax result

Note 42 — Discontinued assets

The non-current discontinued assets and liabijitreaddition to the net loss in 2011 from disconéd assets in
2011, refer to the company ltaltel Russia OOOduitiation.
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The Shareholders’ Meeting of the company of Novenite 2009 approved the initiation of a program tfoe
progressive reduction of operating activities insBa and following the conclusion of the prograne th
Shareholders’ Meeting of October 6, 2010 approwedpiacing in liquidation of the company and appsina
Liquidation Committee in St. Petersburg.

The liquidation has concluded and the company wasw up on May 31, 2012.

The Italian company ltaltel N.G.A. S.p.A. was pldée liquidation on April 17, 2012 and having camdéd the
process was wound up with effect from October 29,22

At the reporting date and at December 31, 2012discontinued or to be discontinued assets theredwist
following the exit from the consolidation scopetloé two entities indicated above.
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December 31, 2011 Trade Financial Trade payables Financial Other
receivables receivables payables payables

Subsidiary companies not

consolidated:

Italtel Telesis consortium

in liquidation - 557 - - -

Associated companies:

Cored - Reti Duemila consortium

in liquidation 59 - - - (52)

Hermes consortium in liquidation 27 - - - (84)

Other related parties:

Clayton Dubilier & Rice - - - - (148)

Telecom ltalia Group 35,217 - (291) - -

Cisco Systems Group 14 - (73,773) 3) -

Total 35,317 557 (74,064) (3) (284)

December 31, 2012 Trade Financial Trade payables Financial Other
receivables receivables payables payables

Subsidiary companies not

consolidated:

Italtel Telesis consortium

in liquidation - 570 - - -

Associated companies:

Cored - Reti Duemila consortium

in liquidation 59 - - - (59)

Hermes consortium in liquidation 27 - - - (93)

Other related parties:

Clayton Dubilier & Rice - - - - (145)

Telecom lItalia Group 28,512 - (714) (4,500) 10,000

Cisco Systems Group 287 - (83,143) 3) -

Total 28,885 570 (83,857) (4,503) 9,703
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In 2011 and 2012, the Italtel Group reports tratisas with related parties as follows:

Financial

2011 Sales Purchases .
income/(charges)

Other

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 - - - (1)
Telecom ltalia Group 205,875 (2,669) - -
Cisco Systems Group 5 (180,907) (143) 3,602
Total 205,880 (183,576) (131) 3,585

2012 Sales Purchases Financial income
/(charges)

Subsidiary companies not

consolidated:

Italtel N.G.A. S.p.A. (Estinta) - - (2) -

Italtel Telesis consortium

in liquidation - - 13 -

Associated companies:

Cored - Reti Duemila consortium

in liquidation - - - (5)

Hermes consortium in liguidation - - - (8)

Other related parties:

Clayton Dubilier & Rice - - - -

Telecom lItalia Group 151,057 (1,643) - 10,000

Cisco Systems Group 7,266 (129,200) - 578

Total 158,323 (130,843) 11 10,565

Other

In relation to senior managers with strategic resfalities, in 2012 and in 2011 emoluments werdumsd for
a total amount respectively of Euro 2,921 thousand Euro 3,843 thousand. These emoluments were as
follows:

2012 2011
Current Emoluments 2,815 3,677
Post-employment benefits 106 166
Total 2,921 3,843

A number of members of the corporate boards ofPtheent Company, in addition to a number of Key &eni
Managers of the Italtel Group participated in thidimary share plan (Plan A), the stock option pdeml the
purchase of shares for Key Managers (Plan C), dlitiad to a stock option plan for Managers and Key
Contributors (Plan B). Plan B is currently not eetas the options automatically expired eight yaftes vesting

in three tranches respectively in 2001, 2002 andume 1, 2004.
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Note 44 - Commitments

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

31/12/2012 31/12/2011
To be repaid
- within one year 9,918 2,165
- between one and two years 9,610 1,879
- between two and three years 5,367 1,809
- between three and four years 4,251 418
- between four and five years 4,000 432
- over five years 4,000 449
Total 37,146 7,152

A surety is in place of Euro 12,000 thousand issuef@vour of the lessor to guarantee rental paymen the
Castelletto - Settimo Milanese complex.

Note 45 - Independent Audit Firm fees

In accordance with Article 37, paragraph 16 of k&give Decree No. 39/2010, enacting amendmentheo
Civil Code, which supplemented Article 2427 of bwil Code with No. 16bis, the following table reports the
fees for 2012 for the auditing of accounts and oieevices provided to the companies of the Itaiteup by
PricewaterhouseCoopers.

Subsidiary
Italtel Group S.p.A. companies Italtel Group
Audit Services 47 328 375
Tax consultancy and other services - 32 32
Total 2012 costs for auditing and other services 47 360 407

Note 46 — Subsequent events

The events subsequent to December 31, 2012 argedpo the Directors’ Report.
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A) List of companiesincluded in the consolidation scope under the line-by-line method

Company name
(activities)

Registered office

Currency  Share capital

% held

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 Italtel Group S.p.A.
(telecommunication systems and
services)

Foreign subsidiaries

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

4) ltaltel S.A. Madrid Euro 7,353,250 100 ltaltel BV
(telecommunication systems) (Spain)

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

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

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

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

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

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

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

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

13) lItaltel Poland Sp.Zo.0. Varsavia Zloty 400,000 100 Italtel S.p.A.
(commerciale) (Poland)

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

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

16) lItaltel Peru S.a.c. Lima Nuevo 641,000 90 Italtel BV
(commerciale) (Peru) Sol 10 Italtel S.p.A.

B) List of companies valued under the net equity method

Company name RegisteredCurrency Share capital % held Book value

(activities) office

Italian associated companies

17) Cored - Consorzio Reti 2000  Milan Euro 260,000 30 Iltaltel S.p.A. 76
in liquidation
Broadband networks:

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

(transmission systems)
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C) List of other investmentsin subsidiaries and associated companies valued at cost

Company name Registered Curren  Share capital % held Book value

(activities) office cy

Non-consolidated Italian subsidiaries valued at caos

19) Iltaltel Telesis consortium Settimo Euro 516,456 100 Italtel S.p.A. 6
in liquidation Milanese
(integrated telematic systems)

Non-consolidated foreign subsidiaries valued at cbs

20) Italtel de Venezuela S.A. Caracas  Venez 940,000 95 ltaltel S.p.A. -
(commercial) (Venezuela)uelan 5 ltaltel BV

Bolivar

D) List of investmentsin other companies valued at cost

Company name Registered Curre Share % held Book value

(activities) office ncy capital

Other companies valued at cost

21) Cefriel - S.c.r.l. Milan Euro 100,350 5.8 ltaltel S.p.A. 36
(training and research)

22) Consorzio Milano Ricerche Milan Euro 186,431 8.3 ltaltel S.p.A. 15
(design and research)

23) Consel - Consorzio Elis perla Rome Euro 51,000 2.5 Italtel S.p.A. 1
Formazione Professionale
Superiore - S.c.r.l.

24) SISTEL - Comunicagoes, Monte de Euro 10,338,838 0.88 Italtel S.p.A. 29
Automacao e Sistemas S.A. Caparica 0.72 lItaltel BV 7
(telecommunication systems) (Portugal)

25) Parco Scientifico e Tecnologico Palermo Euro 13,531,173 0.04 Consorzio -
della Sicilia S.c.p.A. Italtel
(research) Telesis in

liquidation

26) Consorzio MIP - Politecnico di  Milan Euro 150,000 5.88 lItaltel S.p.A. -
Milano

27) Consorzio Nazionale Imballaggi Rome Euro variabile 0.005 Iltaltel S.p.A. 1
CONAI
(management of packaging)

28) Consorzio COFRIDIP Padova Euro 28,408.09 lItaltel S.p.A. 3

29) Distretto Tecnologico, Sicilia Catania Euro 600,000 4.55 Iltaltel S.p.A. 27

Micro e Nano Sistemi S.c.a.r.l.
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Note 48 — Key financial highlights of the companiescluded in the consolidation scope

(thousands of Euro)

Italtel Italtel Italtel Italtel Italtel Italtel
Balance Sheet Group S.p.A. BV  Belgium Deutschland France Sas
S.p.A. Sprl GmbH
Assets
Non-current assets
Property, plant and equipment - 17,53¢ - 3 4 40
Goodwill - 169,56¢ - - - -
Other intangible assets - 34,262 - - - -
Investments valued under the equity method - 194 - - - -
Medium/long term financial assets - 12,051 10,123 - - -
Other assets - 6,422 - - - 427
Deferred tax assets - 77,24¢ - - - -
Total non-current assets - 317,27¢ 10,123 3 4 467
Current assets
Inventories - 16,60¢€ - - 80 69
Trade receivables - 99,09z - 694 1,413 6,016
Tax receivables - 692 - - 7 -
Other receivables and assets 4 30,34t - - 23 90
Short-term financial assets - 2,76¢ - - 5,750 1,842
Cash and cash equivalents - 23,441 17 34 753 326
Total current assets 4 172,94 17 728 8,026 8,343
AFS non-current assets 2,308 - - - - -
Total assets 2,312 490,21¢ 10,140 731 8,030 8,810
Net equity and Liabilities
Net Equity
Share capital 131,427 116,85¢ 6,000 500 40 40
Reserves 11,507 - 3,353 12 2,769 4
Treasury shares (10,983) - - - - -
Other reserves including the net result (131,125) (169,165 (88) 214 3,316 1,411
Total Net Equity 826 (52,307 9,265 726 6,125 1,455
Liabilities
Non-current liabilities
Employee benefit provisions - 25,51¢ - - - -
Provisions for risks and charges - 9,287 559 - - 181
Medium/long term financial liabilities - 36,45t - - - -
Other liabilities - 112 - - - -
Total non-current liabilities - 71,36¢ 559 - - 181
Current liabilities
Trade payables 354 139,63: - 2 1,764 4,963
Current income tax payables - - - - - 263
Other payables and liabilities 13 47,22C 5 3 141 1,705
Current financial liabilities 1,119 284,30¢ 311 - - 243
Total current liabilities 1,486 471,157 316 5 1,905 7,174
AFS non-current liabilities - - - - - -
Total liabilities 1,486 542,52¢ 875 5 1,905 7,355
Total net equity and liabilities 2,312 490,21¢ 10,140 731 8,030 8,810
Income Statement
Revenues from sales and services - 257,67¢ - - 6,181 11,589
EBITDA 12,781 25,31¢ (116) (6) 2,194 2,100
EBIT 12,781 (6,229; (116) 9) 2,192 2,082
Net financial income/(charges) (330) (15,444 (53) - 68 47
Profit/(loss) before taxes 12,457 (21,673 (169) 9) 2,260 2,129
Net profit (loss) for the year 12,457 (14,539 (169) 9) 1,832 1,411
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(thousands of Euro)

Italtel Italtel Tel. Italtel Italtel Poland Italtel  Italtel Brasil Italtel Peru Italtel Italtel Italtel
S.A. Hellas U.K. Sp.Zo.0. Argentina S.A. Ltda S.a.c. Kenya Ltd Middle Arabia
EPE Ltd East Fz- Ltd
71 2 = - 106 259 52 14 5 74
5 - - - - 28 - - - -

47 - = - = - = 3 =
= 7 = 410 48 69 55 47 31 7
= - = - 2,649 174 263 - = -
123 9 = 410 2,803 530 370 64 36 81
1,018 8 = 504 12,488 428 2,141 12 - -
5,020 695 = 1,18¢ 10,444 7,001 4,421 34 155 380
= 288 = - 1,057 652 28 - - -
474 - 2 5 1,931 81 1,866 2 65 36
9,612 - = - 202 2,03¢ - - 245 -
2,583 613 = 163 1,487 2,55¢ 1,345 212 1,019 106
18,707 1,604 2 1,86C 27,609 12,75¢ 9,801 260 1,484 522
18,830 1,613 2 2,27C 30,412 13,28¢ 10,171 324 1,520 603
7,353 18 32 98 621 2,43€ 190 4 516 664
925 6 = 540 2,833 121 86 - 88 -
128 890 (632) (266) 490 1,162 697 (274) (417)  (1,860)
8,406 914 (600) 372 3,944 3,71¢ 973 (270) 187  (1,196)
- 37 - - - - - - - 29
= - = 39 = 69 - - - -
- - 574 - - - - - - -
= 37 574 39 = 69 = - = 29
5,169 528 22 1,222 24,795 6,09€ 7,458 445 1,235 1,394
= - = - = 118 = - 18 -
5,255 128 6 637 767 3,282 633 149 80 376
= 6 = - 906 - 1,107 - = -
10,424 662 28 1,85¢ 26,468 9,49€ 9,198 594 1,333 1,770
10,424 699 602 1,89¢ 26,468 9,567 9,198 594 1,333 1,799
18,830 1,613 2 2,27C 30,412 13,28¢ 10,171 324 1,520 603
15,783 1,274 = 1,054 27,331 27,265 20,983 167 1,247 198
56 96 (14) 228 1,941 2,41C 341 (40) 45 (822)
3) 93 (14) 228 1,878 2,304 309 (45) 43 (830)
55 1) - 52 (1,394) (480) (176) (13) 36 80
52 92 (14) 280 484 1,824 133 (58) 79 (750)
52 92 (14) 280 258 1,287 36 (58) 53 (750)
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Settimo Milanese, March 27, 2013

For the Board of Directors

The Chief Executive Officer
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Independent Auditors’ Report

INDEPENDENT AUDITORS’ REPORT

R

pwc

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 and its subsidiaries
(“Ttaltel Group Group”) as of 31 December 2012 which comprise consolidated balance sheet,
consolidated income statement, consolidated comprehensive income statement, statement of
changes in shareholders’ equity, consolidated cash flows statement and related notes. The
Directors of Italtel 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
21 December 2012.

3 In our opinion, the consolidated financial statements of Italtel Group Group as of 31 December
2012 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 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
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recommended by Consob. In our opinion, the Directors’ report is consistent with the
consolidated financial statements of Italtel Group Group as of 31 December 2012.

Milan, 12 April 2013

PricewaterhouseCoopers SpA
Signed by
Marilena Cederna

(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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