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REPORT ON OPERATIONS

1.  Significant events in the first half of 2006 and events subsequent to
closure of the accounts for the period

Industrial transactions

Helicopters. Agusta Westland signed an agreement on 28 February 2006 with the British
company Sloane Helicopters Ltd. to distribute civilian helicopters on the UK and
Republic of Iredland markets. The agreement with Sloane Helicopters will further
consolidate Agusta Westland' s position in the UK light, bi-turbine helicopter market for
VIP and Corporate use. It will also pave the way for further growth in the emergency
medical services and law enforcement markets.

Defence electronics. The early months of 2006 saw the completion of the acquisition of
Datamat S.p.A., an Italian company that develops and designs air and naval mission
systems and integrated solutions in the defence, space, government, healthcare, banking,
finance and tel ecommuni cations sectors.

In the previous year, Finmeccanica S.p.A. had initially acquired 52.7% of Datamat for
around €mil. 151. A public offering was subsequently launched for the remaining
Datamat shares available, at a price of €9.65 per share, which was completed for a total
value of about €mil. 89 in the first few days of 2006. After the offering, Finmeccanica
held around 89% of the share capital, including treasury shares aready held by the
company. On 1 March 2006, the Finmeccanica Board of Directors decided to begin the
process of delisting Datamat shares by launching a residua public tender in accordance
with Article 108 of Legidative Decree 58/1998 once the statutory percentage holding
had been reached. On 12 June 2006, Finmeccanica completed a series of additional
acquisitions of atotal of 272,000 ordinary Datamat shares, equal to 0.959% of Datamat’s
share capital. This exceeded the 90% necessary to launch the residual offering.

In accordance with current legislation, the duration and procedures of the offering,
which will be launched at a price set by Consob, will be agreed with Consob and the

Borsa ltaiana



Meanwhile, the process of merging Elsag and Datamat began, with the aim of ensuring

that they are managed on a unitary basis.

Aeronautics. On 19 January 2006, Aermacchi S.p.A. (now Alenia Aermacchi S.p.A.)
and Hellenic Aerospace Industry (HAI) signed a Memorandum of Understanding
governing the terms and conditions of their cooperation on a programme to develop the
next generation M-346 advanced training aircraft. Under the Memorandum, HAI
becomes the prime Greek contractor of the programme and will be responsible for a
series of activities, such as the design, manufacture and assembly of major aircraft parts,
such as the rear fuselage. In addition, HAI will manage the work of other Greek
companies participating in the programme as sub-contractors.

The Greek company’s will be responsible for about 10% of the international project
activitiesto develop and manufacture the aircraft and its sub-systems.

For Alenia Aermacchi, HAI's participation marks an important step in the company
strategy to boost the M346 project internationally by establishing highly-qualified
partnerships to develop this cutting-edge programme for advanced training aircraft.

On 27 April 2006, Alenia Aeronautica and L-3 Communications signed a Memorandum
of Understanding with Boeing Integrated Defense Systems. Under the agreement,
Boeing Integrated Defense Systems will participate in the Global Military Aircraft
Systems (GMAYS) joint venture for C27J aircraft, set up in 2005 to take part in the Joint
Cargo Aircraft (JCA) programme for the US Army and Air Force. Boeing will be fully
involved in GMAS, including the development of a specific version of the aircraft
requested by the US armed forces and, in the event of selection, in manufacturing the
C27Jin the United States. Boeing's arrival boosts the C27J team, which, in addition to
the companies already mentioned, includes leading components and system suppliers
such as Dowty, Honeywell, Lockheed Martin and Rolls-Royce.

Furthermore, Boeing Integrated Defense Systems participation in GMAS could
contribute to the development special versions of the aircraft that satisfy any additional,

future requirements of the US armed forces.

On 20 June 2006, Finmeccanica and Sukhoi Aviation Holding, and their subsidiaries,
Alenia Aeronautica and Sukhoi Civil Aircraft Company (SCAC), signed a draft



agreement to embark upon a strategic partnership for the Russian Regiona Jet (RRJ)
progranme. The RRJ programme entails the design, development, manufacture,
marketing, and provision of technical support for a family of new-generation regional
75- and 100-seater jets. Once the final agreement has been negotiated and signed, Alenia
Aeronauticawill acquire a stake of 25% plus one share in SCAC (subject to approval by
the Russian government) and will have a corresponding share of the devel opment of the

RRJ programme.

Space. On 19 January 2006 in Berlin, Galileo Industries (a consortium that includes
Finmeccanica, EADS Astrium, Thales SA and Galileo Sistemas y Servicios) and the
European Space Agency (ESA) signed a contract worth around €bil. 1 to develop and
build the first four satellites for the European Galileo satellite navigation system and the
related earth infrastructure . The Galileo project (the response of the European Union
and the ESA to the US Global Positioning System (GPS)) also includes Telespazio
S.p.A., a Finmeccanica and Alcatel company, which will supply all services related to
satellite launching and orbit placement and the management of subsequent operations. In
this context, Finmeccanica is part of the consortium created by the merger of two
consortiums, Eurely (Finmeccanica S.p.A., Alcatel S.A., AENA and Hispasat) and
iNavSat (EADS, Thales and Inmarsat), to negotiate the contract to operate the system.
Finmeccanica' s participation in the consortium is a golden opportunity for its satellite
services business, since it allows the Group to operate as a leading actor in a project of
global scope and is particularly strategic for new value-added applications (PRS- public
regulated services, infomobility, security, etc.).

A mgjor landmark in the project was reached when Italy was awarded one of the two
Congtellation and Mission Control Centres and the Performance Evaluation Centre for

the new satellite navigation system.

Defence Systems. In January 2006, MBDA completed its acquisition of LFK GmbH,
Germany’s leading missile system manufacturer. Announced last year, the acquisition
was formalised following approval by the European Commission and the German
government. With this operation, MBDA (of which Finmeccanica holds 25%; the other
shareholdersare BAE Systems and EADS) has further consolidated its global leadership



in guided missiles and has taken another step forward in rationalising the European offer
in this sector. The merger of the two companies will aso increase MBDA' s international
collaborative relationships in Europe and in transatlantic programmes, as well as boost

its overall system and product capacities.

As part of its efforts to leverage its civil activities, the plan to list Ansaldo STS S.p.A.
(head of a group that comprises Ansaldo Trasporti - Sistemi Ferroviari S.p.A. (ATSF)
and Ansaldo Signal N.V.) on the Italian stock exchange was completed. On 8 March
2006, Consob gave its approval, after Borsa Italiana (the Italian stock exchange) had
agreed to list the company. On 24 March 2006, 52.17% (52,174,000 shares) of the
company with institutional and retail investors was placed on the market at a price of
€7.80 per share. Thefirst day of trading in the company’ s shares was 29 March 2006. In
the days that followed, the banks that led the placement consortium exercised their
greenshoe option to acquire an additional 7,826,000 shares (7.83% of share capita), at a
price of €7.80 per share, raising the amount placed to 60%. The stock is listed on the
STAR section of Borsa Italiana's electronic stock exchange. The new industrial
company will benefit fully from the highly complementary skills of the two companies
ATSF will enjoy greater opportunities to penetrate foreign markets, thanks to the
commercia network and international profile of Ansaldo Signal, a global leader in the
railway signalling sector, while Ansaldo Signal will increase its ability to compete with
integrated systems, thanks to ATSF s design and system specialisations.

On 6 August 2006, Finmeccanica signed agreements to reorganise its equity investment
in AvioGroup S.p.A. (formerly Aero Invest 1 SA, which holds the equity interest in
Avio Sp.A., a company that develops and manufactures large engines and mgor
aeronautical and space components).

Under the terms of the agreements, based on an enterprise value of €bil. 2.57 ,
Finmeccanica (and Carlyle for the part pertaining to it) will sell around 30% of
AvioGroup to Cinven investment funds for a total gross amount of around €mil. 430.
Finmeccanica will simultaneously buy back a 15% stake in AvioGroup for an amount
currently estimated at around €mil. 150, a figure which could vary slightly subsequent to

definition of the financial structure of the acquisition. New shareholders agreements

10



between Finmeccanica and Cinven to manage the Avio group provide for rights with
regard to governance and shareholdings that are equivalent to those currently in force.
Before closing of the operation, which is expected to take place by the end of the year
once the necessary regulatory authorisations have been granted, Finmeccanica will have
the right to exercise its option to increase its stakein AvioGroup up to 30%.

Please note that a number of Group companies changed their name during the period:
Aermacchi S.p.A. became Alenia Aermacchi S.p.A, Officine Aeronavali Venezia S.p.A.
became Alenia Aeronavai S.p.A and S.I.A.- Societa Italiana Avionica S.p.A. became
AleniaSIA Sp.A.

Financial transactions

In the first six months of 2006, Finmeccanica did not carry out any new transactions on
the capital market. As a result, medium-long term debt did not undergo any significant
variations, recording an overall sum of around €1,735 at accounts closure (according to

IAS/IFRS) and an average debt life of around 9.5 years.

The following table summarises the outstanding bond issues at 30 June 2006, including

the issues placed on the market by Finmeccanica Finance S.A ..

Issuer Year of | Maturity | Counter- | Annual Type of offering IAS values
Issue date value Coupon recognized
Amount €mil.
(€/000) Q)
Finmeccanica
Finance S.A. 1997 16 Jan 6 3.30% | Japanese ingtitutional 6
2007
Finmeccanica
Finance S.A. D 2002 30 Dec 297 | variable Italian retail 292
2008
Finmeccanica
Finance SA. 2 2003 8 Aug 501| 0.375% | European institutional 425
2010
Finmeccanica European institutional
Finance SA. 3 2003 12 Dec 500 5.75% 511
2018
Finmeccanica S.p.A. | (4) 2005 24 Mar 500 | 4.875% | European institutional 501
2025
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D

2

3

(4)

Bonds offered solely to the general public in Italy and listed on the TLX market
operated by Trading Lab Banca S.p.A. — Unicredito Italiano Group. Although they
were issued within the framework of a Euro Medium Term Notes programme
(“EMTN”) with a maximum of €bil. 2, the bonds are governed by specific
regulations under Italian law. Transaction authorised pursuant to Article 129 of
Legislative Decree no. 385/93. Prospectus filed with Consob on 4 December 2002
(authorisation notified with note No. 2079342 of 3 December 2002).

Bonds exchangeable for a maximum number of 20,000,000 shares in
STMicroelectronics NV (STM) at a conversion price of €25.07 per share.
Beginning three years after issue, Finmeccanica Finance may require that the bond
be exchanged if the average price recorded for the 30 business days prior to the
date bondholders were notified is more than 125% of the conversion price. At
maturity, Finmeccanica Finance may redeem the bonds in cash or, upon receipt of
prior notice of no less than 15 business days, with a combination of STM shares
valued at the average price recorded over the 5 previous business days, and with
cash for the difference. Transaction authorised pursuant to Article 129 of
Legidative Decree no. 385/93. The bonds are listed on the Luxembourg Stock
Exchange.

The bonds have been issued under the EMTN programme with a maximum of
€hil. 2. The entire issue was converted from fixed rate to variable rate for the first
two years of the bond term. Transaction authorised pursuant to Article 129 of
Legidative Decree no. 385/93. The bonds are listed on the Luxembourg Stock

Exchange.

A number of interest rate transactions involving these bonds were carried out to
enable the Company to benefit from low variable rates throughout 2005, with an
effective rate of around 3.25%. Starting in 2006, the effective interest rate will
revert back to an average of about 5.80%.

The bonds have been issued under the EMTN programme with a maximum of
€bil. 2. Transaction authorised pursuant to Article 129 of Legidative Decree no.
385/93. The bonds are listed on the Luxembourg Stock Exchange. A number of

interest rate transactions were carried out to optimise funding costs.
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(5) The differentia between the face value of the bond and the value posted in the
financial statementsis due to the classification of accrued interest as an increasein
the value of the debt, and the recognition of issue discounts as a reduction in that
value. Furthermore, with regard to the issue of the exchangeable bond referred to
in note (2), IAS 39 requires the separation of the debt component from the call
option embedded in the instrument. The debt component is measured using the
market interest rate at the issue date rather than the nominal rate, while the option
component is subject to periodic measurement at fair value. At 30 June 2006, as a
result of the application of this methodology the debt recognized was €mil. 76 less
than the face value of the bond; this difference will gradually narrow as the
maturity date approaches.

All Finmeccanica Finance SA bond issues are irrevocably backed by Finmeccanica
Sp.A.

All of the above bond issues are governed by rules containing standard legal clauses for
these kinds of transactions carried out by corporations. The terms and conditions of the
Finmeccanica issues do not require any commitment regarding specific financial
covenants, but they do include so-called negative pledge and cross default clauses.

Under the negative pledge clauses, the issuers Finmeccanica Finance S.A., Finmeccanica
S.p.A. and their material subsidiaries (companies in which the issuer or guarantor holds
more than 50% of capital or which represent at least 10% of its overall revenues) are
specifically and exclusively prohibited from providing guarantees for financial
transactions that partially benefit one or more creditors, excluding therest of the latter.
Securitisation transactions and, as of July 2006, the establishment of segregated assets
pursuant to articles 2447 bis et seg. of the Italian Civil Code, are exempt from this
prohibition.

All bonds issued by Finmeccanica S.p.A. and Finmeccanica Finance SA have been
assigned a medium-term credit rating by the three international rating agencies, Moody’ s
Investors Service, Fitch and Standard and Poor’s. Specifically, at the date of this Report,
these credit ratings were A3 (Moody’s) and BBB (Fitch and Standard and Poor’s), al

with a stable outlook. The Moody’s credit rating in the previous financial year improved
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two levels advancing from Baa2 to A3, after a methodological revision by the Agency
regarding the level of correlation in the relationship between the companies and

governments where a government holds a stake in the company.

Furthermore, as part of its centralisation of finance activities, Finmeccanica S.p.A has
obtained credit lines and guarantees sufficient to meet Group needs. Specificaly, it holds
a medium-term revolving credit line of €mil. 1,200 agreed in 2004 with a pool of
national and foreign banks, whose interest rate terms improved during the previous
financial year thanks in part to Moody’s improved credit rating. This transaction is also
governed by negative pledge clauses. At 30 June 2006, the credit line had not been used.
Finmeccanica also has additional short-term, unconfirmed credit lines amounting to

around €mil. 1,200 and unconfirmed guarantees amounting to around €mil. 1,800.
Following the close of the period, on 21 July 2006 the EMTN bond-issue programme

was extended for an additional 12 months, for a maximum of €bil. 2, under which the

issues described in notes (1), (3) and (4) were carried out.
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2. Finmeccanica Group Results

Highlights
€ millions Jun-06 changﬁ Dec-05
Orders 7,973 1% 15,383
Order backlog 35,185 32,114
Value of production 5,965 20% 11,469
EBIT 305 22% 735
Net profit 575 n.a. 396
Net invested capital 6,231 5,670
Net financial debt 1,462 1,100
FOCF -508 41% 501
ROI 14.2% 20p.p. 17.5%
ROE 18.5% 3.5p.p.  9.6%
EVA® 6 217
R&D expenditure 872 23% 1,742
Employees (no.) 57,479 56,603

Prior to examining the results at 30 June 2006, it should be recalled that the
Finmeccanica Group’s scope of consolidation has undergone a number of changes,
caused principally by mergers and moves to strengthen the Group’s Aerospace and
Defence presence:

e Defence Electronics: in 2005, the BAE Systems Plc (BAE) agreement and the

acquisition of Datamat S.p.A.;

e Space: in 2005, the Alcatel S.A. (Alcatel) agreement;

e Defence Systems: in 2006, MBDA's acquisition of LFK GmbH.
The different times when these transactions took place, particularly those in 2005, the
varying contributions to consolidated results of these new enterprises and, in certain
cases, a lack of data regarding the prior period performance of the incoming entities
means that it has not aways been possible to provide a like-for-like comparison of the
figures below, particularly earnings figures.
In an effort to provide accurate figures for internal Group growth, comments have been

provided on discrepancies between the two periods being compared. Approximations of
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values have been limited as far as possible, implicitly incorporating the effects of the

changes to the scopeof consolidation as noted above.

€mil. In the 6 months to 30 June
2006 2005
Revenues 5,706 4,721
Change in work in progress, semi-finished goods
and finished products 259 237
5,965 4,958
Costs for purchases and personnel (5,508) (4,578)
Depreciation and amortisation (182) (155)
Writedowns (5) (20)
Restructuring costs (15) (10)
Other net operating income (costs) 50 46
EBIT 305 251
Net financial income (charges) 375 (64)
Income taxes (105) (82)
NET PROFIT (LOSS) BEFORE 575 105

DISCONTINUED OPERATIONS
Result of discontinued operations - -

NET PROFIT (LOSS) 575 105

Finmeccanica Group’s consolidated results for the first six months of 2006 are not
entirely representative of the trend for the financial year as a whole since more than half
of Group activity is concentrated in the second half of the year. Compared with 30 June
2005, the value of production has increased by 20% and EBIT by 22%; in terms of
organic growth, they have increased by 9% and 15% respectively. The return on sales
(ROS) was unchanged from the 5.2% posted for the same period of the previous
financial year. Likewise, new orders acquired are broadly the same for the two periods
under comparison. As for the Group’s profitability ratios compared with the previous
financial year (last year's figures in brackets), return on net invested capital (ROI)

16



amounted to 14.2% (12.2%), Group EVA®* was a positive €mil. 6 (negative €mil. 8),
and return on equity (ROE) amounted to 18.5% (15.0%).

The first six months of 2006 closed with a consolidated net profit of €mil. 575 (€mil.105
in the first six months of 2005). Excluding the capital gain from the public offering to
sell 60.0% of Ansaldo STS Sp.A. (around €mil. 405 net of the impact of the
consolidated taxation mechanism), profit amounted to €mil. 170, an increase of €mil. 65
compared with the same period of the previous financial year. This is due mainly to an
increase in EBIT (Emil. 54), while the improvement in net financial income (charges)
(€mil.22) was partially offset by greater taxation this year (€Emil. 11).

kkhkkkkkkkhkkkikk*k

New orders acquired in the first six months of 2006 amounted to €mil. 7,973 compared
with €mil. 7,872 for the same period of the previous financial year. Around 56% of
overall new orders acquired can be attributed to the military market.

Orders

€ millions 06 2006 06 2005 change
m Helicopters 2,821 2,420 17%
m Defence Electronics 1,654 2,850 -42%
m Aeronautics 1,171 1,066 10%
m Space 331 267 24%
m Defence Systems 338 332 2%
m Energy 676 436 55%
m Transportation 1,143 836 37%

Eliminations and other

activities -161 -335

7,973 7,872

The main new orders acquired refer to:
e Helicopters: the acquisition of the initial lot of 70 Future Lynx helicopters by the

UK armed forces with a value of around €mil. 550 (2nOI quarter). The initial lot

'EVA®isa registered trademark of Stern Stewart & Co.
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covers the first 5 years (out of atotal of 25) of the IMOS contract for logistical
support of the entire EH 101 fleet deployed by the RAF and the Royal Navy,
with an overall value of €mil. 640, and of the MCSP contract to upgrade 30 EH
101 Merlin Mk 1 helicopters currently deployed by the Royal Navy, with an
overall value of €mil. 550 (both in 1% quarter);

Defence Electronics: €mil. 134 (1% and 2" quarter) for command-and-control
and communication systems for multi-mission Italo-French frigates (FREMM);
€mil. 114 (2 quarter) for the second delivery of EFA IRST avionics systems;
and €mil. 87 (2nd quarter) for FALCON, the UK Ministry of Defence’s principal
strategic communications programme. In the first six months of 2005,
performance by Defence Electronics benefited significantly (around €mil. 1,200)
from the order to produce the DASS (Defensive Aids Sub-System) for all
Eurofighter Typhoons in the second round of aircraft production;

Aeronautics: the GIE-ATR consortium, which received orders for 29 (2™
quarter) and 18 (1¥ quarter) aircraft, with an overall value of around €mil. 300,
and Alenia Aeronautica, which won the contract for of 10 C27J aircraft, worth
around €mil. 180, to the Turkish Navy and 5 C27J aircraft, worth around €90
mil., to Bulgaria (both quarters);

Space. order acquisitions for Turksat 3A and Cied 2 (1% quarter)
telecommunications satellites and orders for Arabsat 4AR and AMC1
commercia satellite payloads and additional acquisitions for the Galileo and
Egnos (2nd guarter) navigation programmes.

Defence Systems: orders for the delivery of missile systems: Tirgat (2 quarter)
long-range anti-tank; Exocet SM39 and Sea Wolf anti-ship to Chile (1¥ quarter).
In naval weapons, FREMM s for the Italian Navy (2nOI quarter), whose initial lot
(1% quarter) includes the underwater sector;

Energy: the combined-cycle power plant in Rizziconi, including scheduled
maintenance, worth around €mil. 500 (I* quarter) and strong growth in Service
orders, which increased from €mil. 116 in the first six months of 2005 and €mil.
294 at 30 June 2006;

Transport: in Signaling, the order for “automated train control systems’
(SCMT), both wayside and on-board, for Italy, worth around €mil. 70, and the

18



order for the Ghaziabad-Kampur stretch in India, worth around €mil. 60 (1st
guarter); in Systems, the extension, to 2010, of the operation and maintenance of
Copenhagen’s metro, worth €mil. 127 (1st quarter), and the driverless metros in
Thessaloniki (worth around €mil. 280) and Milan Line 5 (worth around €mil.
153), which also affected the vehicles segment (2nd quarter); and in vehicles, the
order acquisition for Sirios tram in Turkey, worth around €mil. 50, and the
supply contract for Line 2 of the Milan metro, worth around €mil. 40 (2nd
quarter).

At 30 June 2006, the order backlog totalled €mil. 35,185, compared with €mil. 32,114
a 31 December 2005, guaranteeing the Group coverage equa to three years of
production. The increase of €mil. 3,071 is due mainly to ordinary acquisition and order

volumes and client billing.

Order backlog

€ millions 06 2006 12 2005 change
m Helicopters 8,661 7,397 17%
m Defence Electronics 7,714 6,946 1%
m Aeronautics 7,189 6,865 5%
m Space 1,166 1,154 1%
m Defence Systems 4,087 3,869 6%
m Enerqy 2,587 2,329 11%
B Transportation 4,401 3,956 1%

Eliminations and other

activities -620 -402

35,185 32,114

The Group vaue of production at 30 June 2006 (equal to €mil. 5,965, compared with
€mil. 4,958 at 30 June 2005) met growth targets with a net increase of €mil. 1,007
(+20%), of which around €mil. 464 (9.0%) can be attributed to internal growth, and the

remainder - around €mil. 543 - to changes to the scope of consolidation.
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Value of production

€ millions 06 2006 06 2005 change
B Helicopters 1,348 1,168 15%
m Defence Electronics 1,737 1,209 44%
B Aeronautics 968 944 3%
m Space 349 373 -6%
B Defence Systems 512 469 9%
B Energy 426 338 26%
m Transportation 689 586 18%
Eliminations and other
activities -64 -129
5,965 4,958

Organic growth in the value of production was registered in Helicopters (15%), thanks
to the start of work on the VH 71 order for the President of the United States of
America, the increased production rate for the AW 139 line, and a greater volume of
product support, mainly in the United Kingdom. Defence Electronics and Aeronautics
also expanded, athough the latter increased its civil activities with a slight decline in
military activities following delays in order acquisitions. The dlight decline posted in
Space is due essentially to reduced activity in manufacturing. Defence Systems
register