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Finmeccanica Group

Report on operations at 30 September 2007

The results for the first nine months of the year

Highlights

€mil Sep-07 Sep-06 Change Dec-06

New orders 9,861 10,231 -4% 15,725
Order backlog 36,247 34,084 35,810
Revenues 9,117 8,524 7% 12,472
Operating result before the amortisation of non-
current assets valued within the scope of business

combinations (EBITA*)
502 472 6% 902

EBIT 484 472 3% 878
Net result 294 612 -52% 1,020
Net invested capital 7,843 7,087 11% 6,188
Net debt 2,485 2,184 14% 858
FOCF -1,432 -1,149 -25% 506
EBITA*/Revenues 5.5% 5.5% 0 p.p. 7.2%
ROI 13.7% 13.1% 0.6 p.p. 17.7%
ROE 13.7% 17.2% -3.5 p.p. 20.5%
EVA® -61 -70 * 13% 257
R&D costs 1,233 1,199 3% 1,783
Employees (no.) 59,882 57,705 58,059

Before examining the results at 30 September 2007, it should be noted that:

 during 2006, changes were made in the recognition of development costs as a

result of changes in the regulatory framework. Consequently, beginning with the

2006 annual report, reference is now made to "revenues" rather than to "value of

production". For further details on these changes, see the section concerning the

"effects of changes in the accounting standards adopted" (Note 3.2);

 with regard to goodwill from acquisitions in previous years, on 31 December

2006, the process of defining the portion of price allocation with calculation of

the relative amortisation was completed. Therefore, for the purpose of
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It is also noted that on 31 August 2007, the United States Government

Accountability Office (GAO) requested, for the second time, that the US Air Force

reconsider its decision of November 2006 to award Boeing Ltd. a contract for 141

search and rescue helicopters. As a result thereof, the contract award was

rescinded, with the bidding reopened; the consortium formed by Finmeccanica

(AgustaWestland Bell) and Lockheed Martin will participate in the bidding on the

basis of the requisites to be specified.

 Aeronautics: Following the success of the sale of the C27J craft to the United

States Air Force (supply of 78 aircraft, the first two of which were ordered in

September 2007, with the others to be commissioned in tranches through 2013),

the C27J was selected by Romania for seven aircraft and the related order is now

in the process of being perfected.

With reference to the EFA programme, it is noted that the contract between the

Saudi Arabian and British governments was signed for the supply of 72 aircraft

and the related logistical support.

Finally, with reference to the Superjet 100 programme, the company, Superjet

International S.p.A., was incorporated in July 2007 by Wing Ned B.V., a Dutch

company owned by Alenia Aeronautica S.p.A. (51%) and Aviation Holding

Company Sukoi (49%). Operating from a head office in Venice, the new company

will be responsible for the marketing, sale and delivery activity in the U.S. and

Europe, as well as post-sale assistance on the aircraft for the entire world market.

Several contractual aspects are still to be defined with the partner as a necessary

condition to the start-up of the production and marketing activities.
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 Defence Electronics:

o Avionics segment: further orders for the EFA programme and related

logistics (Q1, Q2 and Q3) and countermeasure systems (Q1, Q2 and Q3);

o Land and sea command-and-control and communication systems segment:

orders for air traffic control systems from Trinidad and Tobago (Q2) and

for logistics (Q1 and Q2);

o Integrated communication networks and systems: the order for the second

lot of the TETRA Interpol contract (Q2); further orders for EFA

communication systems (Q1, Q2 and Q3) and the NH90 communication

systems (Q3); and the order by BAE Systems for communication and

datalink systems for a Middle Eastern programme (Q2);

o Information and security technology,: the extension of sorting and

automation services for the Hybrid Post in Russia (Q3); the signing of a

framework agreement with Telecom Italia for the provision of secure

network products and services and business and management processes

support (Q2); the receipt of a variety of new orders from the Italian Post

Office for extending the new network and integrated coding services

systems (SISC) (Q2);

o Value-added services for security applications: the supply of a broad-band

infrastructure and applications for territorial monitoring for the Region of

Abruzzo (Q3).

 Aeronautics:

o Military segment: the EFA Future Enhancements order to develop the

weapons system in order to enhance the craft's performance and operating

capacity (Q1); logistics for the second EFA lot (Q2 and Q3); the agreement

for the supply of two ATR 42 MP patrol boats to Nigeria (Q2); and the order

for the supply of the first two C27J aircraft to the U.S. military (Q3);

o Civil segment: orders of the GIE-ATR consortium that received orders for 75

aircraft (24 in Q1, 27 in Q2 and 24 in Q3); the order for the B767 aircraft

(Q1) and B777 aircraft (Q2); and the additional lots (Q1, Q2 and Q3) of the
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A321 and Falcon programmes, engine nacelles, and transformation of cargo

aircrafts.

 Space:

o Commercial segment: the renewal of the contracts for multi-year, high-value

television services, particularly for Sky (Q1); the contract for the Indonesian

Palapa D satellite (Q2); the order by the Norwegian company Telenor for the

Thor 6 satellite (Q2); the first four lots for 48 Low Earth Orbit (LEO)

satellites for the second-generation Globalstar constellation (Q1, Q2 and Q3);

the contract through a 50-50 partnership with EADS Astrium for the supply

of Arabsat 5A/5B satellites (Q3); the order for the Russian payload Loutch

(Q3);

o Military segment: the order for the completion, launch and operational

management of the Sicral 1B military telecommunications satellite (Q3); and

the first two tranches of order in relation to the Armasat programme (Q1 and

Q2);

o Earth observation segment: the contract concerning the Cosmo programme

for the completion of the fourth satellite (Q1); the first lot of the Sentinel 1

order for the Global Monitoring for Environment and Security (GMES)

programme for territorial control and security (Q2); new orders for the supply

of territorial monitoring and management services (Q1 and Q3);

o Navigation and infomobility segment: additional orders related to the Galileo

(the in-orbit validation phase) and EGNOS programmes (Q1 and Q2).

 Defence systems:

o Missile systems: the contract from the British Ministry of Defence for

activity on the Rapier anti-aircraft defence system (Q3); orders to upgrade the

German Patriot systems (Q1) and RAMs (Rolling Airframe Missile) (Q2);

and orders to upgrade the battery of Aspide air-defence missiles (Q1);

o Land, sea, and air weapons systems: orders for four 76/62SR cannons and for

machine guns to Malaysia (Q1) and for three 76/62 SR cannons from Oman
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(Q2); and the order for the supply of 16 40-mm "Twin Compact" arms

systems to the Turkish Navy (Q3);

o Underwater systems: orders for 22 launch systems for Lynx helicopters from

Germany (Q2) and for additional activities relating to MU90 light torpedoes

from Australia (Q2).

 Energy:

o New units segment: a gas turbine and related alternator for the Algeciras site

(lot 2) and the Vlore site (both in Q1); the order from Finland for a gas

turbine (model V94.2 plus) and related alternator (Q2); two contracts with

Algeria (Batna and Larbaa) for the customer Sonelgaz for the construction of

two 300 MW electrical plants (both in Q2); the doubling at the Larbaa site in

Algeria for the construction of another 300-MW plant equipped with two

V94.2 open-cycle gas turbines (Q3); a 400-MW plant in Algeria at the M'Sila

site (Q3); two contracts in Russia with Power Machines for the supply of five

TG V64 3.A with related generators and auxiliary systems for the combined-

cycle plants of Tyumen, central part of Western Siberia and Pervomaiskaya,

in the Saint Petersburg area (both in Q3); the procurement of an order in

South Africa for the supply of two 170-MW TG V94.2, with generators and

auxiliary systems, for the open-cycle peak plant located at Port Elizabeth

(Q3);

o Service segment: important orders in renewable energy related to the

refurbishment of four hydroelectric assemblies, two hydroelectric generators,

a hydroelectric plant and revamping a steam turbine (Q1); a contract with

Iran for a set of 5 blades (Q2); the revamping of a steam turbine for the

Algeciras plant (Q2); a maintenance contract for the Batna and Larbaa plants

in Algeria (Q2); and spare parts for the new plant at the M'Sila site in Algeria

(Q3).

 Transportation:

o Signalling segment: orders by the mining firm Rio Tinto in Australia (Q1, Q2

and Q3), orders relating to the Chambers Street station of the New York
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The main research and development activities regarded:

 Helicopters:

o financed programmes: the development of technologies, mainly for military

purposes, for a new helicopter of the 6-7 ton class named the A149 and

development of multi-role versions of the BA609 convertiplane for national

security purposes;

o research for product upgrades: the activity of developing and certifying

customised work requested by final customers for the AW139 and Agusta

Grand helicopters;

o changes to base models: the activities carried out with respect to civil,

government and military contracts.

 Defence Electronics:

o the continuation of development of the EFA programme electronic-scan radar

systems for avionics, and the fine-tuning of the UAV FALCO prototypes;

o the development of naval and land-based command and control systems and

the completion of development of air-traffic control radar systems;

o the completion of the TETRA technological network and activities in the new

product families such as ad hoc networks, WIMAX, software radio and

switch all IP.

 Aeronautics:

o the development of the civil programmes, including the B787, A380, engine

nacelles and B767 Cargo;

o in the military segment, the activities related to the second tranche of the

EFA, the M346, the C27J, AMX, Tornado, JSF, ATR ASW, UAV

(Unmanned Air Vehicle);

o other research and development activities continued into aerostructures and

integration systems.
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 Space:

o the study and development phases of the Syracuse 3 and Sicral 1B (SAR

radar, altimeter, and radiometer) programmes, dual-use systems for security

and civil protection (Cosmo), and scientific programmes (Alma, Bepi-

Colombo, Goce, Herschel-Plank);

o the development of platforms and solutions for the provision of navigation

and infomobility services, Galileo, GIS (Geodatabase), and LEO

applications.

 Defence systems:

o the continuation of development related to: the Meteor air-to-air missile in

the missile segment; the guided multiple launch rocket system as part of land

and naval weapons; and the Black Shark heavy torpedo in the underwater

system segment.

 Energy:

o development of strategic technologies for gas turbines and other critical

projects connected with the technological autonomy of the blades;

o rationalisation of development activities for steam turbines, especially

alternators.

 Transportation:

o in the signalling segment, the projects intended primarily for alignment to

new requirements both in the rail and mass-transit segments and the

development of on-board equipment.

The number of employees at 30 September 2007 stood at 59,882 employees, an

increase of 1,823 from the 58,059 of 31 December 2006. This rise is mainly due to

positive balance of turnover in all segments, in addition to the change in the scope of

consolidation.
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Employees (No.)

09 2007 12 2006 Change

n Helicopters 9,363 8,899 5%
n Defence Electronics 19,052 19,185 -1%
n Aeronautics 13,000 12,135 7%
n Space 3,339 3,221 4%
n Defence Systems 4,164 4,275 -3%
n Energy 2,929 2,856 3%
n Transportation 6,924 6,677 4%

Other activities 1,111 811

59,882 58,059

16%

32%

22%

6%

7%
5%

12%
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Significant events during the first nine months of 2007 and after the end of the

quarter

Industrial transactions

Within the Helicopters division, on 7 February 2007, AgustaWestland and Boeing

signed a memorandum of understanding for the joint production of the next generation

of Chinook transport helicopters for the Italian army and other future vertical take-off

and landing (VTOL) craft both for the domestic market and for international

opportunities.

At the end of August, the United States Government Accountability Office (GAO)

requested, for the second time, that the US Air Force reconsider its decision of

November 2006 to award Boeing the contract for 141 search and rescue helicopters. As

a result thereof, the contract award was rescinded, with the bidding reopened; the

consortium formed by Finmeccanica (AgustaWestland Bell) and Lockheed Martin will

participate in the bidding on the basis of the requisites to be specified.

In September, AgustaWestland manifested its interest in becoming PZL - Swidnik's the

future strategic partner and taking an investment in the company's capital if the Polish

authorities were to confirm the intention of privatising the company. The initiative

would facilitate even closer collaboration between the two companies, and would

guarantee additional growth opportunities for PZL - Swidnik.

In the Defence Electronics division, activities were completed that led to

Finmeccanica's acquisition of all of the share capital of Datamat S.p.A., a company

which develops and builds avionics and naval mission systems, and integrated solutions

in the defence, space, government, healthcare, banking, finance and telecommunications

sectors. Following the acquisition of the entire share capital of Datamat S.p.A, efforts

got under way for a merger between Datamat S.p.A. and Elsag S.p.A.; the merger was

completed on 1 August and thereafter, the company took on the name of Elsag Datamat

S.p.A.
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systems to monitor critical infrastructures, as well as communications and homeland

security systems and integrated postal automation systems.

In the security segment, Finmeccanica is part of an Italian project for an electronic ID

card involving a number of domestic companies; the project is currently at a standstill in

light of the need for additional analyses to perfect various aspects of the project and the

consequent agreement between the participants.

With regard to the Aeronautics division, on 5 April 2007, Alenia Aeronautica and

TsAGI, the Russian central aero-hydrodynamics institute, signed a partnership

agreement for the research, development, and design of aerostructures for civil craft, as

well as for joint projects in the field of advanced aerodynamics and other design

activities for next-generation aircraft.

On 20 February 2007, an inter-governmental agreement was signed by the Italian

Ministry for Economic Development and the Russian Federation's Ministry of Industry

and Energy concerning the trade agreements in effect between Finmeccanica and

Sukhoi Aviation Holding and their respective subsidiaries, Alenia Aeronautica S.p.A.

and Sukhoi Civil Aircraft Company (SCAC), in relation to the programme for the

"SuperJet 100" family of 75-100 seat regional jets. In June 2007, the agreement between

Alenia Aeronautica S.p.A and SCAC was signed. Based on this agreement, Alenia

Aeronautica will acquire a 25% plus one share stake in SCAC and will have the right to

a corresponding share in the programme. In July, Alenia Aeronautica S.p.A. and Sukhoi

established a joint venture, Superjet International (51% Alenia Aeronautica S.p.A. and

49% Sukhoi), as described in further detail in the preceding section of this report.

On 13 June 2007, Finmeccanica, through Alenia North America (a subsidiary of Alenia

Aeronautica), in partnership with L-3 and Boeing, was awarded an important order in

the United States. The C27J aircraft, designed, developed and produced by Alenia

Aeronautica, was selected by the US Army and Air Force as the new tactical transport

aircraft within the scope of the Joint Cargo Aircraft (JCA) programme. The C27J team,

led by L-3 Integrated Systems with Alenia North America, Boeing Integrated Defence

Systems and Global Military Aircraft Systems (GMAS, a company owned 50% by
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Alenia Aeronautica and 50 % by L-3), was awarded an initial contract in the amount of

$2.04 billion to supply 78 aircraft. The U.S. Armed Forces plan to purchase 145 aircraft,

of which 75 for the Army and 70 for the Air Force, and with an estimated total of 207

aircraft over 10 years, for around $6 billion.

On 19 June 2007, on the occasion of the Le Bourget Air Show, Alenia Aeronautica

signed a Letter of Intent with Dassault Aviation and Saab for a strategic cooperation in

the field of unmanned surveillance systems (UAV MALE - Medium Altitude Long

Endurance), for defence, security and civil applications. The purpose of the

collaboration, which joins the current cooperation in the area of unmanned combat

systems (Neuron Programme), is to define and develop a system that meets the

requirements of most European countries. Alenia Aeronautica, as project leader, has

already proposed expanding the collaboration to include other European partners, so as

to support and develop all the technological product capabilities at both a platform level

and that of electronic and communication systems.

With regard to the Space division, following authorisation by the European Commission

on 4 April 2007, Thales took the place of Alcatel-Lucent in two joint ventures, Alcatel

Alenia Space - which was then renamed Thales Alenia Space (67% Thales and 33%

Finmeccanica) - and Telespazio (67% Finmeccanica and 33% Thales).

With regard to the European Galileo satellite navigation programme, a consortium

("concessionaire") was formed by Finmeccanica S.p.A. and other major European

companies in the industry to oversee the building and launching of the system and to

negotiate the contract to operate the system. The concessionaire's difficulties in raising

the needed funds and assuming the entire technical risks associated with the programme

led the European Council to revise the implementation plan and to suggest as an

alternative solution that the project would be financed solely with public funds. Methods

for finding these funds will be discussed over the next few months by EU entities.

The situation prompted an effort to redefine the industrial organisation for the

construction of the infrastructure in order to improve its efficiency and to resolve critical

issues tied to the respective duties under the programme. Under existing agreements, the
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infrastructure will be built by European Satellite Navigation Industries ("ESNI") –

formerly Galileo Industries, a company that is owned by Finmeccanica S.p.A., EADS

Astrium, Thales SA and Galileo Sistemas y Servicios – which is in charge of the system

and of awarding contracts to domestic manufacturers, using a mechanism agreed among

the various countries participating in the project.

However, management of the programme has proven to be rather complex and

considerable delays in implementation have accrued causing the European Space

Agency's ("ESA") to request substantial changes to the configuration of contracts and a

reduction in the role of ESNI.

At the European level, although the roles and funding methods are being redefined, the

Galileo project remains a priority objective of great strategic importance at both a

technological level and with regard to applications in the field of satellite navigation,

especially with reference to the wide range of its potential uses in the security and

infomobility segments.

On 18 October 2006, as part of the broader efforts to develop the company's civil

businesses, Finmeccanica signed a memorandum of understanding with the Russian

railway in order to begin a partnership concerning the manufacture, distribution, and

technical support services for rolling stock and rail transport infrastructures.

In that regard, on 9 February 2007, the Russian railway, the Ferrovie dello Stato

group, and Finmeccanica signed a memorandum of understanding aimed at developing

commercial partnerships for international projects of mutual interest, particularly in the

field of high-speed trains, which could also include the Moscow-St. Petersburg line. The

first act of this partnership will involve Saudi Arabia with the participation in the tender

for the Jedda-Mecca-Medina high-speed line with an estimated value of some USDbil. 6.

On 5 July 2007, Finmeccanica, Ferrovie dello Stato and the Russian Railways (RZD)

were pre–qualified for the tender.

In March, during the Italy-Russia summit held in Bari, Finmeccanica also signed a new

industrial cooperation agreement with the Russian railway, which defines the timing and

procedures for implementing high-priority projects, such as: the development of a new

regional train; the application of technology and capacity already available to Selex

Sistemi Integrati S.p.A. in order to create safety and security systems; the development
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by Telespazio S.p.A. of a satellite observation system to monitor landslides near the

Tuapse-Adler railway line.

On 25 May 2007 Finmeccanica, the Russian railways (RZD) and the Russian National

Science Institute (VNIIAS) signed an agreement in Sochi for cooperation in the railway

signalling systems sector. The agreement calls for a new railway signalling system built

by Ansaldo STS to be used on existing Russian railway lines and stations. This

innovative system can be adapted to the entire Russian railway network and may be used

for any type of traffic (on medium-speed lines and high-speed lines).

On 5 February 2007, two conventions were also signed by AnsaldoBreda S.p.A., the

Province of Pistoia, the University of Florence, and Istituto Fedi aimed at creating a

laboratory located in Pistoia for dynamic mechatronics simulations and applied research

and innovation in the rail transport industry.

On 6 July 2007, the agreement for the merger of Ansaldo Segnalamento Ferroviario

S.p.A. and Ansaldo Trasporti - Sistemi Ferroviari S.p.A. was signed following the

acquisition of the entire share capital of Ansaldo Segnalamento Ferroviario S.p.A from

Ansaldo Signal NV effective as of 1 July 2007. The merger transaction will have legal

effect as of 1 November 2007. The integration of the railway signalling and transport

systems businesses could lead to growth in size and overall profitability, expansion in

international markets and entry into new business segments.

Finally, it is noted that on 9 October 2007, Ansaldo Fuel Cells, a Finmeccanica

company coordinated by Ansaldo Energia, and L–3 Communications Combat

Propulsion Systems signed a collaboration agreement for the development and

marketing of systems for energy generation with the use of fuel cells. The agreement

contemplates cooperation between the two companies for the purpose of developing

marketing activity in the U.S. and joint product development for the military segment, as

well as the possibility of setting up a joint venture for offering products and services to

the U.S. government.
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Against this backdrop, Finmeccanica and ENEA, acting upon the Appellate Court's

recommendation to try to come up with a conciliatory settlement, came to an agreement

in 2004 to examine the practicability of a settlement which was not however

implemented until Legislative Decree n. 159 of 2007 because of the lack of the financial

resources needed.
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II. GENERAL INFORMATION

Finmeccanica is a company limited by shares based in Rome (Italy), at Piazza Monte

Grappa 4, and is listed on the Milan stock market (S&P/MIB).

The Finmeccanica Group is a major Italian high technology organisation. Finmeccanica

S.p.A., the holding company responsible for guiding and controlling industrial and

strategic operations, coordinates its subsidiaries (the Finmeccanica Group or, simply, the

Group), which are especially concentrated in the fields of helicopters, defence,

aeronautics, space, energy and transportation.

III. FORM, CONTENT AND APPLICABLE ACCOUNTING STANDARDS

Pursuant to Article 82 of the Issuers Regulation no. 11971/99 as amended and

integrated, the consolidated quarterly report of the Finmeccanica Group at 30 September

2007 has been prepared in accordance with IAS 34 'Interim Financial Reporting' issued

by the International Accounting Standards Board (IASB), as ratified at the date of

presentation of this quarterly report.

In application of Regulation (EC) No. 1606/2002 of 19 July 2002, the consolidated

quarterly report of the Finmeccanica Group at 30 September 2007 was prepared in

accordance with the international accounting standards (IFRS) ratified by the European

Commission, supplemented by the relevant interpretations (Standing Interpretations

Committee - SIC and International Financial Reporting Interpretations Committee -

IFRIC) issued by the International Accounting Standard Board (IASB).

The accounting principles used in the preparation of this quarterly report and the basis

for preparation are the same as the accounting principles and basis for preparation used

in the preparation of the consolidated annual financial statements at 31 December 2006

and the quarterly financial statements at 30 September 2006, with the exception of the

changes described in Note 3.2.
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Preparation of the consolidated quarterly report required management to make certain

estimates. The main areas affected by estimates or assumptions of particular importance

or that have significant effects on the balances shown are described in Note 3.

All figures are shown in millions of euros unless otherwise indicated.

This consolidated quarterly report prepared in accordance with IFRS has not been

audited.

III.1 Treatment of income taxes applied in the preparation of interim reports and
the seasonality of operations

Treatment of taxes

In the interim financial statements, income taxes are estimated by applying the expected

effective tax rate to the interim pre-tax result.

Cash flows relating to operations

The businesses in which the Group is primarily active are characterised by a high

concentration of cash flows from customers in the closing months of the year. This

pattern affects both the interim cash flow statements and the volatility of the debt

situation of the Group over each interim period, which shows a marked improvement in

the final months of the calendar year.

III.2 Effects of changes in accounting principles adopted

Non-recurring costs

Non-recurring costs were previously classified by the Group among inventories. In

2006, the regulations implementing Law 808/1985 underwent profound changes.

Specifically, special rules were carved out for programmes involving national security or

of European interest. As a consequence, non-recurring costs reported as intangible assets

are offset by subsidies received, whereas royalties are paid to the funding agency based

on sales of goods that use technologies developed under these programmes. In contrast,
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the obligation to repay the amount without interest is still valid for programmes other

than the aforementioned.

The related payable has been classified among other current or non-current liabilities

based on the assumed date of repayment.

The primary changes compared with balance sheet and income statement at 30

September 2006 are:

• the reclassification of non-recurring costs among intangible assets, due to the overall

redefinition of the accounting treatment of these items and in adherence with the

practices developed following the introduction of the IFRS;

• the reclassification of payables pursuant to Law 808 for "civil" programmes that

were classified among other current or non-current liabilities, based on the assumed

date of repayment, while funds relating to national security programmes were offset

against the related non-recurring costs, recognised among intangible assets. In the

event where funds exceed capitalised costs, the difference has been classified among

other liabilities;

• the recognition of non-current receivables from the Ministry of Economic

Development (MED) with regard to the current value of funds pursuant to Law 808

relating to national security projects where receipt of payment is deferred;

• the recognition of payments for royalties relating to sales already made but not yet

paid to the funding agency;

• the increase in non-current assets and liabilities. In the past, these items where

entirely classified within working capital.

In order to provide a better comparison of the income statement and the statement of

cash flows for the same period of 2006, it should be noted that:
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As a result, costs related to this plan are reported as defined-benefit plan costs in 2007

and calculated in accordance with the actuarial rules set out by IAS 19, whereas they

were accounted for as defined-contribution plan costs in 2006.

Effects of the reform of severance pay legislation (The 2007 Finance Law and

enabling acts)

In respect of the severance pay contributions (TFR), recognised as a defined-benefit plan

through 31 December 2006, Law 296 of 27 December 2006 ("2007 Finance Law") and

the subsequent decrees and regulations issued in 2007 introduced significant changes

concerning the destination of the accrued severance pay contributions within the context

of the reform of the pension system.

Specifically, employees may direct new funds allocated as severance pay towards

supplementary pension plans or they may elect to have the funds remain with the

company (for companies with 50 or fewer employees), or be transferred to INPS, the

national social security institute (in the case of companies with more than 50

employees). Based on these rules and on the generally agreed interpretation of them, the

Group has decided that:

- severance pay contributions accrued as of 31 December 2006 shall be treated as a

defined-benefit plan, measured using actuarial rules without, however, including

the component relating to future salary increases. The resulting difference

between the new calculation and the previous amount recognised is treated as a

curtailment in accordance with IAS 19, paragraph 109, and is recognised in the

income statement along with the actuarial profits and losses not previously

recognised under the corridor method. The estimated effects of this curtailment

are reported the account "Costs for purchases and personnel";

- subsequent severance pay contributions, whether paid towards the supplementary

pension plan or paid into a treasury account held with INPS, are to be treated as

contributions to defined-contribution plans. The estimated actuarial component

has been excluded from the calculation of the accrued cost.
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IV. SIGNIFICANT ISSUES

IV.1 Non-recurring costs

The costs incurred for design activities, prototype development and customisation to

technical and operating specifications if clearly identified - if financed by Law

808/1985, which governs state support to promote the competitiveness of companies

operating in the aeronautics and defence industries - are classified by the Group as

intangible assets. Such costs are stated net of benefits received or to be received under

Law 808/1985 for programmes qualifying as important for national security or similar

purposes. For these programmes, the Law 808/1985 benefits are recognised as a

decrease in capitalised costs, while the royalties due to the funding agency are

recognised in the accounts upon verification of satisfaction of the requirements of the

applicable law (sale of products incorporating technology eligible for legal subsidies).

As to "Other programmes", non-recurring costs are reported as part of "non-recurring

costs", while financing received is reported among "other liabilities" at the nominal

value, with a distinction being made between the current and non-current portions based

on the expected date of repayment. In both cases, non-recurring costs are suspended

between intangible assets and amortisation on the basis of units manufactured in relation

to those expected to be produced. Such costs are subject to impairment tests performed

at least annually until development is completed, and thereafter if the outlook of the

obtaining of contracts changes due to the absence of or delay in expected orders. The test

is performed on the basis of the projected sale plans, generally over five years, in

consideration of the especially long life-cycle of the products being developed.

IV.2 Financing for GIE ATR aircraft

In order to enhance its competitive position, GIE ATR facilitates customer financing by

providing specific guarantees to third parties (an approach taken by its direct

competitors); in the past, this activity has also been conducted through special-purpose

entities.

Where, due to the effect of the guarantees provided or the content of other contractual

provisions, it is felt that substantially all risks and benefits attaching to aircraft sale
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contracts have not transferred to customers, the sale is not recognised as such in the

financial statements. Rather, the entire transaction is recognised as a lease, postponing

the recognition of profits (until such time as the risks are eliminated through the

recognition of deferred income) and carrying the aircraft among the Group’s assets,

undergoing normal depreciation. If, however, the transaction is structured in a manner in

which substantially all risks and benefits are transferred to the customer, it is booked as a

loan or a financial lease, with the sale being recognised upon delivery and the financial

component being recognised under financial income on an accruals basis. If contracts

envisage a buy-back clause or a residual value guarantee, the transaction is booked as a

sale only if the present value of the guarantees can be considered immaterial with respect

to the overall value of the transaction; otherwise, the aircraft is carried as a Group asset

and depreciated. All likely risks associated with transactions carried out by GIE ATR are

measured on the basis of a prudent valuation conducted by management and are either

deducted directly from the carrying value of the asset or are recognised under provisions

for risks and charges.

IV.3 Hedging long-term contracts against foreign-exchange risk

In order to hedge exposure to changes in flows of receipts and payments associated with

long-term construction contracts denominated in currencies other than the functional

currency, the Group enters into specific hedges for the expected individual cash flows in

respect of the contracts. The hedges are effected when the commercial contracts are

finalised, except where the award of the contracts is felt to be highly likely as a result of

existing framework contracts. Exchange-rate risk is normally hedged with plain-vanilla

instruments (forward contracts); in some cases, however, in order to protect the Group

against the persistent adverse trend in the US dollar, the Group has entered into more

structured transactions that, while substantively hedging the positions, do not qualify for

hedge accounting under IAS 39. In such cases, as in all cases where hedges prove to be

ineffective, changes in the fair value of such instruments are booked immediately to the

income statement as financial income (charges), while the underlying instrument is

valued as if it were exposed to exchange-rate fluctuation. Hedges in the former case are

treated as cash-flow hedges, considering as ineffective the part relating to the premium
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or to the discount in the case of forwards or to the time value in the case of options,

which is booked among financial income (charges).

IV.4 Recognition of the equity investment in STMicroelectronics NV (STM)

The equity investment indirectly held in STM was designated as ‘available for sale’.

Accordingly, the carrying value is adjusted at each balance-sheet or interim balance-

sheet date to market value (bid price), recognising changes in fair value, in a specific

equity reserve (reserve for assets available for sale), which will be reversed to profit or

loss only if and when the equity investment is sold.

IV.5 Provisions for risks and estimates of final costs of long-term contracts

The Group operates in sectors and with contractual arrangements that are especially

complex. They are recognised on a percentage-of-completion basis. Margins reported in

the income statement are a function of both the state of completion of the contracts and

the margins that are expected to be recognised for the completed contract. Accordingly,

the correct reporting of work in progress and of the margins on contracts not yet

completed requires management to make a careful estimate of the final costs and

expected increases as well as delays, extra costs and penalties that could reduce the

expected margin. To provide better support for this activity, the Group has equipped

itself with contract-management and risk-analysis instruments designed to identify,

monitor, and quantify the risks associated with such contracts. The amounts reported in

the financial statements and in the interim reports represent management’s best estimate

at the reporting date using such supports.

In addition, the Group’s operations regard sectors and markets where many disputes are

settled only after a considerable period of time, especially in cases where the customer is

a government entity, making it necessary for management to estimate the outcome of

such disputes. The main potential loss situations classified as "probable" or "possible"

(no provision is recognised for the latter) are discussed further below.
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VI. SEGMENT INFORMATION

Primary basis

The Group operates in a variety of industry segments: helicopters, defence electronics,

aeronautics, space, defence systems, energy, transportation and other activities.

For a more detailed analysis of the main programmes, prospects and operating indicators

for each segment, see the section of this report discussing performance by division. The

table below shows the results for each segment at 30 September 2007, compared with

those of the same period of the previous year:

30 September 2007
Helicopters Defence

Electronics
Aeronautics Space Defence

Systems
Energy Trans-

portation
Other Elimin-

ations
Total

Revenue from external

customers

2,066 2,086 1,077 553 611 749 1,017 180 8,339

Revenue from other

segments

18 376 419 40 108 2 37 34 (256) 778

Operating profit (loss) 213 119 106 23 30 46 15 (68) 484

Net financial income
(charges) (44)

Share of earnings of
companies in which
investments are held

1 1 8 (1) 9

Taxes (155)

Profit ( loss) associated
with discontinued
operations
Profit ( loss) for the
period 294

Group
269

Minority interests 25

Investments 115 159 573 18 34 13 17 15 944

30 September 2006

Helicopters Defence
Electronics

Aeronautics Space Defence
Systems

Energy Trans-
portation

Other Elimin-
ations

Total

Revenue from external

customers

1,940 2,097 1,089 503 620 630 978 135 7,992

Revenue from other

segments

9 347 240 16 108 1 21 23 (233) 532

Operating profit (loss) 183 125 115 22 38 38 39 (88) 472

Net financial income
(charges) 324

Share of earnings of
companies in which
investments are held

1 (1) (2) (1) (6) (9)

Taxes (174)

Profit (loss) associated
with discontinued
operations (1)
Profit (loss) for the
period 612

Group
594

Minority interests 18

Investments 44 446 246 55 89 9 15 6 910
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The assets and liabilities booked to the segments at 30 September 2007 and at 31

December 2006 are reported in the tables below:

30 September 2007

Helicopters Defence
Electronics

Aeronautics Space Defence
Systems

Energy Transportat
ion

Other Eliminations Total

Assets 5,424 6,772 4,784 1,016 2,270 1,203 1,908 3,433 (3,490) 23,320

Liabilities 3,331 4,020 4,410 548 1,639 1,149 1,578 4,913 (3,626) 17,962

31 December 2006
Helicopters Defence

Electronics
Aeronautics Space Defence

Systems
Energy Transportat

ion
Other Eliminations Total

Assets 5,142 6,398 4,551 1,090 2,289 1,108 1,837 4,303 (3,447) 23,271

Liabilities 3,086 3,732 4,257 639 1,666 1,056 1,729 5,572 (3,796) 17,941

Secondary basis

The Group revenues are broken down geographically as follows (based on the

customer's country of reference):

30 September
2007

30 September
2006

Europe 6,788 6,570

North America 1,000 924

Other 1,329 1,030

9,117 8,524

Assets are geographically distributed as follows:

30 September
2007

31 December
2006

Europe 22,909 22,819

North America 349 351

Other 62 101

23,320 23,271

The investments are allocated on the basis of the locations where they are actually made:
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30 September
2007

30 September
2006

Europe 907 895

North America 34 13

Other 3 2

944 910

VII. NOTES TO THE QUARTERLY FINANCIAL STATEMENTS AT 30

SEPTEMBER 2007

To give additional information on the Group state of affairs, statements of

reclassification for the ‘Income Statement’, the ‘Balance Sheet’, the ‘Net debt’ and

‘Cash flow statement’ have been prepared.

For ease of understanding and comparability, below are the main changes in the scope of

consolidation:

 Alenia North America-Canada Co and Global Military Aircraft Systems LLC,

accounted for during the same period of last year using the equity method, were

consolidated on a line-by-line and proportional basis, respectively;

 Lmatts LLC and Global Aeronautica LLC, accounted for during the same period

of last year using the equity method, were consolidated using the proportional

method;

 Alenia Composite S.p.A., accounted for during the same period of last year using

the equity method, was consolidated on a line-by-line basis;

 on 30 March 2007, under agreements with BAE Systems, Finmeccanica

purchased control of the remaining 25% of Selex Sensors and Airborne Systems

S.p.A.;
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 Seicos S.p.A, accounted for during the same period of last year using the equity

method, was consolidated on a line-by-line basis starting from the 2006 financial

statements;

 Energy Service Group Ltd was consolidated on a line-by-line basis starting from

28 July 2006, following the purchase of the remaining 55% of the share capital;

 Thomassen Turbine Systems BV was consolidated on a line-by-line basis,

starting from the 2006 financial statements, after its purchase;

 the LFK GmbH group, purchased on 1 March 2006 from the joint venture

MBDA, was consolidated using the proportional method (25%) as from that date;

 AgustaWestland Australia Pty Ltd, formed on 14 February 2007, was

consolidated on a line-by-line basis;

 Alenia Improvement S.p.A., formed in December 2006, was consolidated on a

line-by-line basis starting from 1 January 2007;

 AgustaWestland Malaysia SDH BHD, formed on 14 August 2007, was

consolidated on a line-by-line basis starting from that date;

 starting from 1 January 2007, BredaMenarinibus S.p.A. was once again

consolidated on a line-by-line basis. The company had been classified among

discontinued operations;

 BayemChernie & Protac, purchased in August 2007 from MBDA SAS, was

consolidated on a proportional basis (25%) starting from that date;

 Alkan SA was deconsolidated starting from May 2007 following its sale by

MBDA SAS;

 Westland Technologies Canada Ltd was deconsolidated following its closure

starting from 14 June 2006;

 HR Gest S.p.A., of which 70% was sold in December 2006, was consolidated

using the equity method as from that period;

 the following merger was carried out last year:

- with date of efficacy 1 July 2006 Westland do Brasil - Commercio e

Representacoes Ltda was merged into Sobrahel - Societade Brasileira Ltda,

which changed its corporate name to AgustaWestland do Brasil Ltda;
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 the following mergers were carried out this year:

- Securteam S.r.l. was merged into Amtec S.p.A. with date of efficacy 1

January 2007;

- Ote S.p.A. and Prod-El S.p.A. were merged into Selex Communications

S.p.A. with date of efficacy 1 January 2007;

- Datamat S.p.A., Elsag Domino S.p.A. and Keycab S.p.A. were merged into

Elsag S.p.A. (which changed its corporate name to Elsag Datamat S.p.A.) with

date of efficacy of 1 August 2007.

The ‘Income Statement’ includes figures for the periods 1 January through 30 September

2007 and 1 July through 30 September 2007 and for the comparative periods as well, but

only from the date of purchase and until the date of sale (or date of efficacy of the deed).

The ‘Balance Sheet’ at 31 December 2006 does not include figures for the Groups and

companies which were consolidated starting from 2007.

Always with reference to data comparability, the first nine months of 2007 have been

marked by changes in the euro against the main currencies of interest for the Group.

Specifically, the currency exchange rates at 30 September 2007 and the average

exchange rates for the period showed, for the main currencies, these changes from 2006:

final exchange rates for the period (euro/US dollar +7.12% and euro/pound sterling

+3.63%); average exchange rates for the period (euro/US dollar +7.46% and

euro/sterling pound – 1.21%).

Below are the exchange rates adopted for the currencies that are most significant for the

Group:
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At 30 September 2007 At 31 December

2006

At 30 September 2006

average
exchange
rate for

the period

closing
exchange

rate for
the

period

closing exchange
rate for the year

average
exchange

rate for the
period

closing
exchange

rate for the
period

US Dollar 1.34439 1.41790 1.31700 1.24416 1.266

Pound Sterling 0.67654 0.69680 0.67150 0.68472 0.6777

The table below shows the consolidated results for the first nine months and the third

quarter of 2007.
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Income from adopting the consolidated taxation mechanism for IRES purposes (a

tax introduced by Legislative Decree 344/2003) from 1 January 2004 was

considered in the calculation of income taxes. According to this mechanism, there is

only one taxable income for all the Group companies included in the scope of

consolidation.

This option makes it possible to offset the tax results (taxable income and losses in

the consolidation period) of the participating companies. As a result, the quarterly

report includes the benefit resulting from the tax losses for the period up to the limit

of the taxable income included in the consolidated tax base. This income was then

allocated to all the consolidated companies reporting a fiscal loss.

With regard to the Group Parent, the consolidated income statement includes neither

current taxes (as there was no taxable income during the period at issue) nor net

deferred tax assets, as there is a lack of the prerequisites established by the

applicable accounting standard.

 Group assets are classified as discontinued operations when they are about to be

sold. Therefore, the balance sheet includes assets and liabilities attributed to this

business segment, net of impairment charges to realign the carrying value with the

fair value (sales value less transaction costs). Similarly, the results of the operations

identified as discontinued have been shown separately on the income statements.

During the period, “net (assets) liabilities held for sale” included, among other

things, Group assets and liabilities attributable to the manufacture of trucking

systems through the subsidiary BredaMenarinibus S.p.A.. Similarly, the income

statement components were separately indicated in the item “net result from

discontinued operations”. These components had been classified under discontinued

operations in preparation for a subsequent sale. Following the failure to finalise a

purchase offer from third parties, the Group believes that, although it pursues the

valorisation of these assets with a view to a possible sale, the implementation of this

plan cannot be considered highly probably, as required by IFRS 5, if there are no

advanced negotiations. Therefore, the assets of BredaMenarinibus have been

reclassified as “continuing operations”.
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The table below shows an analysis of the consolidated balance sheet at 30 September

2007.
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subsequently increased to ECU 25 million. On 22 January 2004, the decision to

open proceedings was published in the EU Official Journal.

The Italian authorities submitted their own observations to the Commission on 30

January 2004.

In response to requests of third parties, the Commission requested further

information from the Italian Government, which was provided in the latter part of

May 2004. Further exchanges of requests and information between the Commission

and the Italian Government continued in the second half of the year. With its letter

of 22 June 2005 C(2005)1813, received by the Permanent Representation of Italy in

the EU on 24 June, the European Commission informed the Italian Government of

its decision to extend the scope of the current proceedings to additional projects of

the aforementioned companies that had initially been excluded by the Commission

itself. The Italian Authorities submitted their reply to the Commission on 29

November 2005. On 19 December 2005 the Commission served on the Italian

Government further considerations filed by a third anonymous party, and the

Government replied accordingly on 24 February 2006. In addition to a meeting held

on 3 May 2006 between the Italian Government and the Commission, further

written inquiries and information were subsequently exchanged. At the moment, this

procedure deeply affects the application principles of Law no. 808/85;

Finmeccanica will follow the issue with special attention with the assistance of local

counsel. At present, information is being exchanged between the Italian

Government and the Commission before the latter issues its final decision. For this

dispute and for the “Enea” dispute (as described in another part of the report on

operations), the Italian Government established a process for reaching settlement of

both disputes by issuing Decree Law 259(32) of 1 October 2007;

o In November 1997 in relation to a contract commissioned by Prepa, the Puerto

Rican Electric Power Authority, the company Abengoa awarded to Ansaldo Energia

a sub-supplier contract for expansion work on the San Juan, Puerto Rico power

plant.

In connection with the contract between Abengoa and Prepa, American

International Insurance Company of Puerto Rico (“AIIP”), a member of the AIG

group, issued a performance bond and a payment bond, each in the amount of
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VIII. FINANCIAL RISK MANAGEMENT

This section describes the operating criteria adopted to manage foreign exchange risk,

interest rate risk and equity risk relating to listed shares held.

The application of IFRSs by Finmeccanica involves the adoption of fair value to

measure the total portfolio of derivatives. In this respect, the IFRS and related

interpretations effectively make a distinction between derivatives considered to be for

hedging purposes, for which it is possible to apply hedge accounting, with changes in

fair value recognized in the balance sheet, and those for which hedge accounting is not

possible and which must be recognized at fair value in the income statement as well as in

the balance sheet.

Exchange rate risk management is governed by the directive issued by Finmeccanica in

December 2002. The goal of the directive remains that of creating uniformity in

management criteria based on industrial - not speculative -strategies so as to contain

risks within specific limits by carefully and constantly assessing all foreign currency

positions. The methodology adopted calls for the systematic hedging of commercial cash

flows resulting from the assumption of contractual commitments of a specific nature as

either buyer or seller, thereby ensuring current exchange rates at the date of acquisition

of multi-year contracts and neutralizing the effects of exchange rate fluctuations.

Therefore, at the moment of receiving payment from a customer (or making payment to

a vendor), which takes place at the current exchange rate on that day, the related hedging

transactions are extinguished in order to offset the effects of the difference between the

current exchange rate and the rate of the hedging instrument. The effectiveness of the

hedge is tested at least at each interim or year-end reporting date using mathematical and

statistical methods. In the event that, due to its nature or following such tests, a

derivative instrument held should be found to no longer be an effective hedge, the fair

value of the instrument is immediately recognised through profit or loss. In the event the

designation of the instrument as a hedge should continue to be supported by the tests of

actual and future effectiveness, the cash-flow hedge accounting method of recognition is

adopted.
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(millions of euros)
RECEIVABLES at 30 September 2007

Non-
current
financial

receivables

Other
non-

current
receivables

Current
financial

receivables

Trade
receivables

Other
current

receivables

Total

Joint ventures(*)
MBDA SAS 54 54
GIE ATR 35 35
Thales Alenia Space SAS (+) 1 28 29
Aviation Training International Ltd 10 1 11
Telespazio S.p.A. 1 1 2
Telbios S.p.A. 1 1

Consortiums (**)
Trevi - Treno Veloce Italiano 9 9
C.I.S. DEG 9 9
Saturno 4 4
Filobus Vesuvio 3 3
Thamus 3 3
Telaer 2 2
CREO - Centro Ricerche Elettroniche 2 2
SESM - Soluzioni Evolute per la
Sistemistica e i Modelli 2 2
Ferroviario Vesuviano 1 1
Sistemi Navali Selenia-Elsag 1 1

Total 12 0 34 366 37 449
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(millions of euros)
RECEIVABLES at 31 December 2006

Non-
current
financial

receivables

Other
non-

current
receivables

Current
financial

receivables

Trade
receivables

Other
current

receivables

Total

Consortiums (**)
Saturno 35 35
Trevi - Treno Veloce Italiano 24 24
CMS Italia 14 14
C.I.S. DEG 6 6
Filobus Vesuvio 3 3
Telaer 2 2
CREO - Centro Ricerche Elettroniche 2 2
Thamus 2 2
S3Log 2 2
SESM - Soluzioni Evolute per la
Sistemistica e i Modelli 2 2
Ferroviario Vesuviano 2 2
Ferroviario S. Giorgio Volla 2 2
Contact 1 1
Sistemi Navali Selenia-Elsag 1 1

Total 16 - 26 377 35 454
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communications, the continuation of development of the TETRA network and of

portfolio products, and activities on new product families, such as ad hoc networks,

WiMAX, software radio, and switch all IP.

At 30 September 2007, there were 19,052 employees, a decrease of 133 employees from

31 December 2006, mainly related to the rationalisation of the Italian portion of the

avionics segment.
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During the first nine months of 2007, the principal activities in the military division were

as follows:

 Alenia Aeronautica: Eurofighter (EFA) production and logistics and the

continuation of development; production of the C27J aircraft, particularly

production for the Italian air force, to which the first two aircrafts have been

delivered, and for Greece, to which six aircrafts have been delivered (of the 12

ordered by the Greek Air Force, a total of eight been delivered as at 30

September 2007), production for Lithuania and Bulgaria; the continuation of

upgrades to the Tornado aircraft and the modernisation of avionics (ACOL) of

the AMX; design and planning activities for the JSF aircraft; production and

logistics for ATR 42 MP crafts for the Italian Guardia di Finanza and harbour

office; and, in the unmanned aerial vehicles (UAV) segment, activities for the

Neuron programme and new testing of the Sky-Y prototype;

 Alenia Aermacchi: the production and logistical support for the MB339 and

SF260 training aircraft, production for the EFA and AMX programmes, and

further development and test flights of the new M346 training aircraft;

 Alenia Aeronavali: development and production for the B767 tanker

programme; the overhaul and logistical support for the B707 Tanker and

AWACS; and return to airworthiness of the G222 aircraft.

In the military transport aircraft segment, Alenia Aeronautica, through its subsidiary

Alenia North America Inc. and in partnership with L-3 Communications and Boeing,

achieved significant commercial success in the US market. On 13 June, the C27J aircraft

was selected by the US Army and Air Force as the new tactical transport aircraft within

the scope of the Joint Cargo Aircraft (JCA) programme. The C27J team was awarded an

initial contract in the amount of $2 billion to supply seventy-eight C27J aircrafts (54 for

the US Army and 24 for the US Air Force), the first two of which were ordered in

September 2007, with the remaining craft to be ordered in lots through 2013. The US

armed forces’ plans call for the purchase of 145 aircrafts, of which 75 for the Army and

70 for the Air Force, with orders that could total of 207 aircrafts.
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The civil activities of Alenia Aeronautica for the first nine months of 2007 mainly

involved the following orders:

 Boeing: production of components for fuselages and control surfaces for the

B767 and B777 aircraft. Specifically, development and sales activities

continued for the new B787, the manufacturing of which started at the end of

2006 in the new facilities at Grottaglie (central sections of the fuselage) and

Foggia (horizontal tail wings). During 2007, delivery was made the first four

sections of the fuselage and the first two series of horizontal tail wings for B787

aircrafts, which were subsequently transported to the South Carolina (USA)

facilities of Global Aeronautica LLC (a joint venture between Alenia North

America Inc and Vought Aircraft Industries Inc.) to be assembled with the other

sections of the fuselage manufactured.

 Airbus: the design of components for the central section of the fuselage of the

A380, of a fuselage section for the A321 and of the tail cone and mechanical

wing components for the A340;

 GIE-ATR, in partnership with EADS-ATR: the production of the ATR 42 and

72 turboprops;

 Dassault Aviation: the fuselage section of the Falcon 2000 Extended Range and

the engine nacelles for the Falcon 900EX.

The activities of Alenia Aeronavali involved the transformation from passenger to cargo

craft of the MD10, MD11, B767-200, and ATR aircraft and related maintenance; those

of Alenia Aermacchi concerned the production of engine nacelles, and those of the GIE-

ATR consortium concerned the assembly and sale of the ATR craft.

With regard to the Superjet 100 programme, in June 2007, the agreement between

Alenia Aeronautica S.p.A and Sukhoi Civil Aircraft Company (SCAC) was signed.

Based on this agreement, Alenia Aeronautica will acquire a 25% plus one share stake in

SCAC and will have the right to a corresponding share in the programme. Furthermore,

on 23 July 2007, the company Superjet International S.p.A. was established. The

company is owned by Wing Ned B.V. (a Dutch company which is wholly owned by

Alenia Aeronautica S.p.A.), which has a 51% interest, and Aviation Holding Company
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Key activities in this area included:

 research and development phases for programmes such as:

- Syracuse 3, Satcom BW and Sicral 1B programmes (SAR radar, altimeter and

radiometer);

- dual-use civil and military navigation systems (Cosmo);

- science programmes (Alma, Bepi-Colombo, Goce, and Herschel/Plank);

 development of:

- platforms and solutions for satellite navigation /infomobility (Galileo);

- GIS platforms (Geodatabase);

- platforms for LEO applications;

- production technology for mobile and/or broadband applications;

- architectures and technologies for radar and optical instrumentation;

 studies relating to:

- future experiments on board the International Space Station;

- capsules, orbital infrastructure and manned re-entry craft.

The number of employees at 30 September 2007 came to 3,339, with an increase of 118

employees over the 3,221 at 31 December 2006 due to higher production in the

manufacturing segment and the development of satellite services.
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plants and components, 22% came from service activities, and 2% from nuclear work

processes.

The geographic distribution of new orders was also significantly different from the same

period of the previous year, with the breakdown at the end of the third quarter of 2007

being as follows: 87% abroad and 13% in Italy (at 30 September 2006, foreign orders

accounted for only 18% of the total). These results serve to strengthen Ansaldo

Energia’s international presence as both an original equipment manufacturer and an

independent service provider.

The most significant orders for the period were:

 in the systems and components segment: orders for the Algeciras (lot 2) and

Vlore plants (Q1) (both for a model V94.3A gas turbine and related alternator);

the order from Finland for a gas turbine (model V94.2 plus) and related alternator

(Q2); two contracts with Algeria (Batna and Larbaa) for the customer Sonelgaz

for the construction of two 300 MW electrical plants, each outfitted with two

V94.2 open cycle gas turbines (both in Q2); the contract with Iran for three

alternators (Q2); the doubling at the Larbaa site in Algeria for the construction of

an additional 300MW plant equipped with two V94.2 open-cycle gas turbines

(Q3); a 400MW plant at the M’Sila site in Algeria (Q3); two important contracts

in Russia with Power Machines (the leading Russian manufacturer of power

generation systems) for the provision of five V64 3.A gas turbines with related

generators and auxiliary systems for the Tyumen combined-cycle plants, the

centre of western Siberia and Pervomaiskaya in the St. Petersburg area (Q3); a

new order in South Africa for the provision of two 170MW V94.2 gas turbines

with generators and auxiliary systems for the open-cycle peak-load plant in Port

Elizabeth (Q3); and orders for plant and component alterations in both Italy and

abroad (Q1, Q2 and Q3);

 in the service segment: new orders in Italy in the renewables segment regarding

the refurbishment of four hydroelectric assemblies, two hydroelectric generators,

a hydroelectric plant, and revamping a steam turbine (all in Q1). The latter type

of order is indicative of the current market where there is growing awareness of
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cash flows needed to finance the high level of investment in product

development;

 review of processes from a Group perspective, in particular those that could

have an effect on the optimisation of areas with possible synergies, such as

information technology and real estate management;

 the issuance of specific directives aimed at the progressive alignment of cash

flows with income and expenses;

 continued development of a process for the dissemination of a Group

methodology for controlling and managing programmes, based on the

integration of the international standards of life cycle management, phase

review, project control, and risk management;

 within the scope of the Global Sourcing project in conjunction with

Finmeccanica Group Services, initiation of the exploration of new procurement

markets in several low-cost countries aimed at identifying opportunities for

savings by the Group companies. Under this project, the first agreement of

considerable industrial importance was signed with a Russian company for the

purchase of raw materials.

The efficiency of policy and coordination activities in the Corporate Affairs department

was further strengthened in its goal of reaching these objectives over the medium term

with a broad-based management-by-objectives (MBO) policy, which involved top

management and key resources from all companies within the Group. The correct

application and monitoring of the promotion of these objectives will represent one of the

principal aims in achieving the goals.
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Outlook

Performance in the third quarter of 2007 improved with respect to the performance in the

same period of the previous year and to the forecasts made at that time.

In the light of developments to date, there would appear to be no circumstances that

would alter the forecasts made for all of 2007 and announced along with the publication

of the results for 2006. The level of order backlog at 30 September 2007, roughly 12%

of which represents work that can be done during the last three months of the year, will

also contribute to reaching the performance objectives that have been set.

As a result, during 2007 we expect overall growth in Group revenues of between 4% and

10% with an increase in EBIT of between 8% and 14% over 2006.

We also expect Group Free Operating Cash Flow (FOCF) to remain substantially the

same, given the significant investments in the development of products and

communications, necessary to sustain Group growth, that will focus especially on

Aeronautics, Helicopters and Defence Electronics.

for the Board of Directors
Pier Francesco Guarguaglini

Chairman and Chief Executive Officer



138

Declaration of the officer responsible for the quarterly report at 30 September 2007

in compliance with Article 154-bis(2) of the Consolidated Finance Act (TUF)

I, Alessandro Pansa, as joint General Manager for Finmeccanica S.p.A. and the officer in

charge of preparing the company’s accounting documents, hereby declare, in accordance

with the provisions of Article 154-bis, paragraph 2, of the Consolidated Finance Act

(TUF, Testo Unico della Finanza), that the quarterly report for the period ended 30

September 2007 corresponds to the related accounting records and supporting

documentation.

Alessandro Pansa
Officer in charge of preparing

company accounting documents

Rome, 13 November 2007


