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Report on operations at 31 December 2015

Group results and financial position

Key performance indicators (“KPI”)

-z

2015 2014 (%) Change
New orders 12,371 12,667 (2.3%)
Order backlog 28,793 29,383 (2.0%)
Revenue 12,995 12,764 1.8%
EBITDA 1,866 1,569 18.9%
EBITDA Margin 14.4% 12.3% 2.1p.p.
EBITA 1,208 980 23.3%
ROS 9.3% 7.7% 1.6 p.p.
EBIT 884 597 48.1%
Net result before extraordinary transactions 253 15 n.a.
Net result 527 20 n.a.
Group Net Debt 3,278 3,962 (17.3%)
FOCF 307 65 n.a.
ROI 15.7% 12.7% 3.0 p.p.
ROE 6.2% 0.4% 5.8 p.p.
Workforce 47,156 54,380 (13.3%)

® Figures restated (except for the workforce) as a result of the reclassification of the operations in the Transportation sector,

which were disposed of in 2015, to discontinued operations

Please refer to the section entitled “Non-GAAP performance indicators” for definitions”.

From 2014 the Group data no longer include the contribution given by the Joint Ventures invested in by the Group (which mainly
include ATR in the Aeronautics sector, MBDA in the Defence Systems sector and JVs in the Space sector). The Group’s business
conducted through the JVs and their strategic and financial importance remain unchanged, while for reporting purposes the JV's
contribution is only recognised at the level of profitability ratios (EBITA, EBIT and Net Result) as a result of the valuation at equity
and, from a financial point of view, limited to the dividends collected. In 2015 the main Group’s JVs recorded total revenues of €bil.

2.9 as concerns Finmeccanica’s share: as a result, the Group’s aggregate pro-forma revenues come to about €bil. 15.9.

2015 was a turning point for Finmeccanica from the points of view of strategy and organisation, operations
and cash flow. The first challenging objectives set in the January 2015 business plan were fully attained,
including the disposals in the Transportation business, the adoption of the new operational and
organisational model with the launching of the “One Company” and the attainment of distinctly better results

which were higher than expectations.

The various initiatives are aimed at reconsidering the Group’s positioning in terms of business areas and
product portfolios, defining and implementing a new operational governance model and pursuing the
Group’s goals in terms of efficiency improvements, reorganisation and development. This occurs within the
context of a different relationship with the market that is characterised by a greater attention to the selection
of the contracts to be gained, which, together with improved industrial performances, ensures an increasing

stability and quality of the order backlog. These actions fall within the scope of the Group’s strategy to focus
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most of its efforts on the Aerospace, Defence and Security business that is more defined while ensuring

adequate levels of profitability and cash generation.

In particular, with reference to the main events that marked the 2015 financial year, the following must be

noted:

e On 2 November 2015 Finmeccanica completed the sales in the Transportation business to Hitachi. The
transactions, which take at completion Finmeccanica’s disposal plan launched since 2011, required that
Finmeccanica transfers to Hitachi its stake in Ansaldo STS (equal to 40% of the share capital),
AnsaldoBreda’s businesses in the rolling stock segment and the facilities held by the subsidiary FGS.
All this, together with the agreement reached at the end of 2014 for the sale of the BredaMenarinibus
business to Industria Italiana Autobus, as well as with that reached with the Danieli group in relation to
Fata and those relating to the transfer of some non-strategic operations falling within the scope of
DRS’s business, made it possible for Finmeccanica to focus on its core Aerospace, Defence & Security
activities. At closing, Finmeccanica received €mil. 761 for the sale of AnsaldoSTS shares and €mil 68
for the facilities sold by FGS, whereas the value of the AnsaldoBreda going concern was negative by
€mil. 38. Therefore, the total cash-in of about €mil. 790 allowed Finmeccanica to reduce its Group Net
Debt by around €mil. 600 (considering the deconsolidation of the overall positive net financial position
of the businesses sold) and to generate a capital gain of €mil. 248 in the 2015 income statement;

e in the process of turning the Group companies into divisions in order to give it more effective
governance and better industrial efficiency, on 24 September 2015 Finmeccanica’s Board of Directors
approved the transactions to merge OTO Melara S.p.A. and Whitehead Sistemi Subacquei S.p.A. by
incorporation into Finmeccanica and to partially spin-off Alenia Aermacchi S.p.A., AgustaWestland
S.p.A. and Selex ES S.p.A. into Finmeccanica S.p.A., the legal prerequisite for the completion of the
evolution of Finmeccanica, which, consistent with the new organisational and operating model, has
transformed itself from a holding company managing a number of legally separate operating companies
to a single company that, using a division-based structure, will be able to fuse their industrial profiles
with its own direction and control activities. These corporate transactions became effective (in terms of
accounting and tax) on 1 January 2016, giving rise to a legal entity with about €bil. 8 in revenues and
about 28,000 employees (€bil. 11 and about 40,000 employees, respectively, when considering the
foreign subsidiaries falling within the scope of the “One Company” organisation). In accordance with
the Group’s new governance, direction and control are centralised while business operations have been
decentralised into seven divisions (Helicopters, Aircraft, Aerostructures, Airborne & Space Systems,
Land & Naval Defence Electronics, Defence Systems, Security & Information Systems), which have
been provided with powers and resources so as to ensure a complete end-to-end management of the
related scope of business, with consequent full responsibility of the relevant income statement and

which operate, together with the entities outside the One Company perimeter — (mainly DRS, which is

9
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subject to a Proxy regime and the JVs) within four sectors (Helicopters, Aeronautics, Electronics,
Defence & Security Systems, Space) which are assigned coordination functions and tasks;

e in terms of results of operations and cash flows, Finmeccanica recorded a considerable growth in its
profitability in 2015, with increased EBITDA of around 20% compared to 2014, an improved EBITA of
about 25.0%, an EBIT that nearly doubled and a Net Result before Extraordinary Transactions, obtained
by subtracting the capital gain from the sales onf the Transportation sector from the result, which was
17 times higher than that recorded in 2014 (€mil. 253 against €mil. 15 in 2014). The increase was even
more significant at the Net Result level (including the abovementioned capital gain), which came to 26
times the 2014 profit, passing from €mil. 20 a €mil. 527. Similarly, free operating cash flow achieved
€mil. 307 compared with €mil. 65 in 2014, with a 372% increase, which, with the successful disposals
in the Transportation business, contributed to slashing the Group’s debt to under €bil. 3.3 (down by
17.0% compared to the end of 2014), with a debt-to-equity ratio coming back to a level of below 1.

The actions referred to above were accompanied by a review of Finmeccanica’s funding sources in order to
take advantage of favourable market conditions and of the strengthening in the Group’s industrial
fundamentals. This gain of strength was also demonstrated by the upward revision of the outlook (from
negative to stable) assigned to Finmeccanica by all the ratings agencies. With this in mind, in July
Finmeccanica finished renegotiating its five-year revolving credit line (due date extended to July 2020),
obtained in September 2014, receiving a sizable reduction in the margins, which is expected to have a
positive impact on future borrowing costs, and reducing the credit limit from €bil. 2.2 to €bil. 2.0, in line
with the goal of gradually lessening the working capital financing needs as set out in its industrial plan.
Furthermore, in the course of the financial year, we completed the repurchase (totalling a nominal amount of
€mil. 515) of a portion of the Group’s outstanding bonds, which has significantly reduced the gross debt
(equal to about 8.0% compared to 2014, despite an unfavourable exchange rate effect on the debt

denominated in USD and GBP) and has improved the projected borrowing costs for the next few years.

The primary changes that marked the Group’s performance compared with that of the previous year are
described below. A more thorough analysis can be found in the section covering the trends in each business
segment. As far as this is concerned, the breakdown by sector set out below fits in with the structure adopted
on the reporting date, so Defence Systems are shown as a sector in itself and not within Defence and Security
Electronics, as will be the case from 2016 onwards after the new organisational model described above is
adopted. Furthermore, it should be noted that, as a result of the transactions with Hitachi, the comparative
data relating to the 2014 financial year have been restated, including the results of Ansaldo STS and of the

businesses sold by AnsaldoBreda under the item “discontinued operations”.

10
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AN

Helicopters

Defence and Security
Electronics

- of which: DRS
- of which: SES
Aeronautics
Space
Defence Systems
Other activities

Eliminations
Total

December 2015 December 2014 (restated) Change %

New — Order poienues EBITA ROS% ~ NeW  Order oo enues EBITA ROS % New — Order oo enues EBITA ROS %
orders  backlog orders backlog orders  backlog

3910 11717 4479 558 12,50% 4556 12249 4376 543 12,40%  (14,2%)  (4,3%) 24%  28% 0,1p.p.
6.700 10.293 5266 424 810% 5074 8765 4980 207  4,20% 320%  17.4% 5,7% na  39pp.
1822 1816 1627 114  7,00% 1464  1.499 1.413 22 1,70% 245%  211%  151%  na  53pp.
4879  8.484 3655 310 850%  3.612  7.285 3577 185  520% 351%  16,5% 22% 67,6% 33p.p.
1741 6170 3118 312 10,00%  3.113 7730  3.144 237  750%  (44,1%) (202%)  (0,8%) 31,6%  2,5p.p.
- - - 37 n.a. - - - 52 n.a. n.a. n.a. na. (28,8%) n.a.
686  1.233 459 88 19,20% 209 1.005 495 89  18,00% na.  227%  (7,3%) (1,1%) 12p.p.
110 215 208 (211) (70,80%) 138 9.407 308 (148) (37.20%)  (203%) (97.7%) (251%) (42.6%) (3‘:;’2)
(776)  (835) (625) - na  (423) (9.773) (629) - na  (835%)  91,5% 06%  na n.a.
12371 28793 12995 1208 9,30%  12.667 29.383  12.764 980  7,70% Q3%  (2,0%) 18% 233% 1,6 p.p.

11
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Commercial performance

New orders showed a slight decrease (-2.0%) compared to 2014 due to the decline reported in the
Helicopters and Aeronautics sectors — which were affected by some deferments of orders in the Defence
segment and by the moment of crisis in some markets, with specific reference to Oil&Gas for Helicopters -
which was substantially offset by the significant increase reported in Defence and Security Electronics (+
€bil. 1.6), attributable to a good commercial performance of DRS, which was also reported in international
markets, and to significant orders in SES (including an order for naval systems under national programmes,

which also benefited Defence Systems), as well as by a favourable exchange rate.

The book-to-bill ratio was equal to 0.95, showing a slight decrease compared to 2014 (when it was equal to
0.99).

The Group’s order backlog, characterised by an increasing soundness, which was the result of a more

rigorous selection of the orders to be gained, ensures about two and a half years of production for the Group.

EE R I S

Business performance

Revenues recorded a slight increase of 2.0% over the corresponding period of 2014, mainly attributable to
the appreciation of the US dollar and the pound sterling against the euro, benefiting the Defence and Security
Electronics segment (especially DRS), and, to a lesser extent, the Helicopters segment.

A sharp improvement was also reported, both as a whole and in the main sectors, by all the profitability
indicators, with an increase of 19% in EBITDA compared to 2014, 23% in EBITA and 1.6 p.p. in the
operational profitability. This significant growth, which witnesses the success of the actions taken to
improve industrial process and optimise costs, was attributable, in particular, to the Defence and Security
Electronics segment, as a result of the forecast improvement in the profitability of certain business areas of
the Security & Information Systems Division and of the benefits arising from ongoing reorganisation and
efficiency improvement operations involving industrial units and processes. In carrying out a comparative
analysis with the same period in the previous year, it should be noted that the income statement for 2014
reported an expense of about USDmil. 100, relating to a specific DRS programme. However, even if this is
excluded, a comparison with 2014 reflects the positive effects of the actions taken by Finmeccanica in the
sector. The result reported in the Aeronautics sector was also significant, as a consequence of a higher
contribution from ATR and also thanks to a positive effect of the USD/€ exchange rate, as well as of an
increasingly strong performance recorded in the Helicopters sector (with a ROS of 12.5%), while the decline

recorded in the Space sector was attributable to the costs recorded on a specific programme.

12
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There was also an even greater improvement in EBIT (+ 48%), despite a slight increase in amortisation
associated with the intangibles involved in business combinations (due to exchange rate differences) as a

result of the lesser impact of restructuring costs and non-recurring costs (from €mil. 299 to €mil. 226).

The net result before extraordinary transactions was significantly positive (€mil. 253 up by 17 times the
2014 profit, equal to €mil. 15), as a result of the improvement in EBIT and lower financial costs, despite the
fact that they include costs (€mil. 50) arising from the buy-back of a portion of the Group’s bond issues,
which were only partially offset by increased taxation (attributable to the effects on deferred tax arising from
a reduction expected in tax rates starting from 2017, partially offset by a lower impact of the IRAP tax

following the review of the taxable base, and to provisions set aside for tax risks).

The total net profit posted a total value equal to 26 times that recorded in 2014 (for a positive value of €mil.
527 compared to €mil. 20 in 2014), which also benefitted from the capital gain arising from the disposals in
the Transportation business (€mil. 248), as well as from the results of the operations disposed of until the
closing date and from the capital gain realised by DRS at the time of the transfer of minor businesses.

Below is shown the income statement for the two periods compared:

2014 0
(€ millions) Note 2015 (restated) Change % Change
Revenues 12,995 12,764 231 1.8%
Purchase and personnel expense * (11,448) (11,166)
Other net operating income/(expenses) (**) 58 (182)
Equity-accounted strategic JVs (***) 261 153
EBITDA 1,866 1,569 297 18.9%
EBITDA Margin 14.4% 12.3% 2.1p.p.
Amortisation, depreciation and impairment
losses (F***) (658) (589)
EBITA 1,208 980 228 23.3%
ROS 9.3% 7.7% 1.6 p.p.
Non-recurring income/(expenses) (112) (93)
Restructuring costs (114) (206)
Amortisation of intangible assets acquired as
part of business combinations (98) (84)
EBIT 884 597 287 48.1%
EBIT Margin 6.8% 4.7% 2.1p.p.
Net financial income/(expense) (Frx**) (438) (448)
Income taxes (193) (134)
Net result before extraordinary
transactions 253 15 238 n.a.
Net result related to discontinued operations
and extraordinary transactions (FHFEFF) 274 5
Net result 527 20 507 n.a.

Notes to the reconciliation between the reclassified income statement and the statutory income statement:

*) Includes “Purchases and Personnel expense” (net of restructuring costs and non-recurring costs) and “Accruals
(reversals) for final losses on orders”.

13
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(**) Includes the net amount of “Other operating income” and “Other operating expenses” (net of restructuring costs,
impairment of goodwill, non-recurring income/(expense) and accruals (reversals) for final losses on orders).

(***)  Includes the effects of the valuation, classified under the “Share of profits (losses) of equity-accounted investees”, of
strategic investments only.

(****)  Includes “Amortisation, depreciation and impairment losses”, net of the portion referable to intangible assets acquired as
part of business combinations.

(*****) Includes “Financial income”, “Financial expense” (net of the gains (losses) relating to extraordinary transactions) and
“Share of profits (losses) on equity-accounted investees” (net of the results of strategic joint ventures).

(******) Includes “Profit (loss) from discontinued operations” and “Gains (losses) relating to extraordinary transactions

(acquisitions and disposals)”.
**k kK %k

Financial performance

Cash flows in 2015 improved considerably over the corresponding period of 2014, in particular in the
Defence and Security Electronics and Helicopters sectors. FOCF posted an overall result of €mil. 307 (€mil.
65 in 2014), showing an increase (+372%)that was attributable to cash flows generated from operating
activities and, to a lesser extent, to lower investments, including as a result of some disposals of properties
and plants completed in the period.

This improvement in performance had a positive impact on Group Net Debt, which decreased by 17% down
to €mil. 3,278 as a result of the FOCF for the period, partially offset by the negative effect arising from the
conversion of the debts in GBP and USD, the completion of the disposals in the Transportation business,
which allowed net receipts of about €mil. 790 to be realised, entailing a benefit of about €mil. 600 on the
Group’s debt, considering the deconsolidation of the overall positive net financial position of the businesses
sold. Key operations also included the amount collected from the disposal of some minor businesses falling
within the scope of DRS’s business (on the contrary, the 2014 data included the amount collected from the

disposal of the engine business operated by Avio).

The movement in cash flow is broken down below:

2014 %
(€ millions) 2015 (restated) Change Change
Funds From Operations (FFO) (*) 1,446 1,227 219 17.8%
Change in working capital (596) (560)
Cash flows from ordinary investing activities (543) (602)
Free Operating Cash Flow (FOCF) 307 65 242 n.a.
Strategic transactions (**) 836 239
Change in other investing activities (***) (19) 1)
Net change in loans and borrowings (576) (394)
Dividends paid - -
Net increase (decrease) in cash and cash equivalents 548 (91)
Cash and cash equivalents at 1 January 1,495 1,455
Exchange rate differences and other changes 18 34
Cash and cash equivalents at 1 January of discontinued operations (290) -
Net increase (decrease) in cash of discontinued operations - 97
Cash and cash equivalents at 31 December 1,771 1,495
*) Includes “Cash flows used in operating activities” (net of “Change in working capital”) and dividends collected.
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(**) Includes “Sales on Transportation segment” and the share of “Other investing activities” classified as “Strategic
transactions”.
(***)  Includes “Other investing activities” (net of dividends collected and operations classified as “Strategic transactions”)..

Compared with the values posted in 2014, it should be noted that they were affected by the enforcement of
guarantees for the Indian contract in the Helicopters sector, although this was partially offset by the higher
dividends received from joint ventures.

During the year, Net Financial Debt changed as follows:

307 @07)
|
(836) 152
3.962
3.278
31 December 2014 Net debt of discontinued FOCF Strategic transactions Exchange rate and other effect 31 December 2015

operation

Net capital invested showed a decrease as a result of a change in the perimeter which mainly arose from the
deconsolidation of the Transportation sector. In order to facilitate the comparison, a pro-forma statement of
financial position at 31 December 2014 was prepared (which was not restated pursuant to IFRS5), in the
same way as for the Net Debt and excluding the Transportation sector, which showed a slight increase in the
invested capital, mainly attributable to the translation effect on net assets in USD and GBP, as reported

below:
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(€ millions) Note 31 December Reported 31 31 December
2015 December 2014 2014 Pro
forma

Non-current assets 12,558 12,518 12,148
Non-current liabilities (3,676) (3,434) (3,378)
Capital assets *) 8,882 9,084 8,770
Inventories 4,337 4,578 4,318
Trade receivables (**) 6,375 7,676 6,262
Trade payables (***) (9,962) (11,705) (10,201)
Working capital 750 549 379
Provisions for short-term risks and charges (736) (749) (738)
Other net current assets (liabilities) (F***) (1,320) (1,082) (1,038)
Net working capital (1,306) (1,282) (1,397)
Net invested capital 7,576 7,802 7,373
Equity attributable to the Owners of the Parent 4,280 3,511 3,511
Equity attributable to non-controlling interests 22 343 343
Equity 4,302 3,854 3,854
Group Net Debt 3,278 3,962 4,269
Net (assets)/liabilities held for sale (FHFr) (4) (14) (750)

Notes to the reconciliation between the reclassified and the statutory statements of financial position:

*) Includes all non-current assets net of “Fair Value of the residual stake in Ansaldo Energia”, and all non-current liabilities,
net of “Non-current loans and borrowings”, respectively.

(**) Includes “Contract work in progress”.

(***)  Includes “Progress payments and advances from customers”, adjusted in 2014 to take into account the adjustment related
to the Fyra contract.

(****)  Includes “Income tax receivables”, “Other current assets” (excluding “Hedging derivatives in respect of debt items”), net

of “Income tax payables” and “Other current liabilities " (excluding “Hedging derivatives in respect of debt items”).
(*****)  Includes the net amount of “Non-current assets held for sale” and “Liabilities associated with assets held for sale”.

Group net financial debt breaks down as follows:

31 of Reported of
December which 31 which

2015 current December current
(€ millions) 2014
Bonds 4,397 121 4,761 131
Bank debt 389 96 472 110
Cash and cash equivalents (1,771) (1,771) (1,495) (1,495)
Net bank debt and bonds 3,015 3,738
Fair value of the residual portion in portfolio of
Ansaldo Energia (131) (124)
Securities - - - -
Current loans and receivables from related parties (122) (122) (161)  (161)
Other current loans and receivables (45) (45) (45) (45)
Current loans and receivables and securities (298) (330)
Hedging derivatives in respect of debt items 41 41 (24) (24)
Effect of transactions involving Fyra contract - - 41 41
Related-party loans and borrowings 401 399 431 425
Other loans and borrowings 119 83 106 73
Group Net Debt 3,278 3,962

31 of
December  Which
2014 Pro current

forma
4,761 131
465 103
(1,205) (1,205)
4,021
(124)
(130)  (130)
(43) (43)
(297)
(9 (24)
4 41
428 422
100 67
4,269

The reconciliation with the net financial position required by CONSOB Communication no. DEM/6064293 of 28 July 2006 is

provided in Note 20 to the consolidated financial statements.
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Net bonds showed a decrease as a result of the buy-back operations carried out in the period (in a nominal
amount of €mil. 515), which was partially offset by a negative exchange rate effect on the debt denominated
in GBP and USD, while the balance of bank debt and cash and cash equivalents was the result of higher cash

flows and the amount collected from the disposals in the Transportation business.

In the course of 2015 the Group factored receivables without recourse for a total carrying value of
approximately €mil. 1,262 (€mil. 1,082 in 2014).

To meet the financing needs for ordinary Group activities, Finmeccanica obtained a revolving credit facility
renegotiated with a pool of Italian and international banks in July 2015 for €mil. 2,000. The terms and
conditions of this agreement are described in the section “Financial Transactions”. At 31 December 2015, in

the same way as at 31 December 2014, the credit line was entirely unused.

Finmeccanica had additional unconfirmed short-term lines of credit of €mil.745, which also were entirely
unused at 31 December 2015, as well as unconfirmed, unsecured lines of credit of approximately €mil. 2,992

at such date.

EE R I S

Below are the key performance indicators by sector:

Helicopters

The 2015 performance showed revenues and EBITA essentially in line with the previous year, excluding the
positive effect of the foreign exchange rate on translating the financial statements of companies with
functional currencies other than Euro, with a ROS of more than 12%. With regard to commercial
performance, a reduction was recorded compared to 2014, to be attributable to the difficulty in concluding
new contracts because of the crisis presently affecting certain reference markets, also in relation to the

performance of the Oil&Gas sector.

New orders. The fall was due to the difficulties that have been mentioned before and particularly to the
Oil&Gas sector crisis which affected the levels of the orders of both the AW139 aircraft and the new
AW189 and AW169 machines. The major orders for the year included the order which was placed by the
UK Miinistry of Defence for the provision of logistic support and maintenance services for the fleet of
AW101 Merlin helicopters.

Revenues. The increase in revenues was due to the positive effect of the foreign exchange rate on translating
the financial statements of companies whose functional currencies are not the euro. The fall in revenues
caused by the Oil&Gas sector crisis, on the AW139 and AW189 lines in particular, the gradual reduction in
work on the CH47 programme for the Italian Army and the modification of the NH90 programme were

partly set off by the rise in revenues from the AW159/Lynx programmes, the start of operations on the new
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AW169 aircraft and higher revenues from AW139 and AW189 lines for other applications. With respect to
the new AW189 and AW169, although the ramp-up in production proceeded at a slower pace than expected,
in the first quarter FAA validation for the EASA certification issued in 2014 was received and EASA

certification was obtained in July.

EBITA. This was essentially in line with 2015, excluding the positive effect of the foreign exchange rate on
translating the financial statements of companies with functional currencies other than Euro. Despite some
difficulties and slowdowns that are peculiar to the phases when the production of new aircraft is started, the
Group’s profitability remained at excellent levels, benefitting from the considerable contribution given by
high-margin well-established products, such as AW139, and by the Product Support, as well as by the
constant attention the company pays to improving operational efficiency and cost reduction.

Outlook. It is expected that the environment in which the Group is operating will still be characterised by the
crisis of some relevant markets, in particular in relation to the performance in the Oil&Gas sector (which
gave a contribution of about 5.0% to the revenues of the sector in 2015). However, the Group expects that in
2016 its production volumes will remain substantially in line with those gained in 2015, with a book-to-bill
ratio tending to 1, while still reporting a sound double-digit profitability, thus benefitting from the actions
taken to improve operational efficiency and optimize costs, as well as from a gradual entry into full operation
of the production of new aircraft.

Defence and Security Electronics

SES - The results for 2015 showed an excellent commercial performance and a considerable improvement in
the results of operations and cash flows, which were supported by the expected recovery in profitability in
some business areas and by the contribution given by the ongoing advantageous reorganisation and

efficiency improvement plans.

New orders: Noticeably higher than for the same period of 2014 as a result of the acquisitions recorded by
the Land & Naval Defence Electronics division, including the contract with the Italian Navy relating to a
landing helicopter dock (LHD) and 7 offshore patrol vessels (OPV) as part of the recently introduced
programme to modernize the fleet (“Naval Law”). Also worth mentioning among the main contracts
obtained, in the Security & Information Systems division, is the order for the modernisation of the Canadian
air traffic control agency’s radar system, the supply of a parcel sorting system in England and an order which
was finalised at the end of the last quarter for continuing the programme for the creation of a nationwide

mobile radio service based on the Tetra communication standard (Tetra PIT) for the police forces.

Revenues: There was growth mainly attributable to the favourable impact of pound sterling/euro exchange

rates, showing revenues substantially in line with the previous year in all the Divisions.
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EBITA: Considerable increase due to the expected improvement in profitability in certain business areas in
the Security & Information Systems Division, the benefits associated with the ongoing reorganisation plan
and the increasing contribution from efficiency improvement operations involving industrial units and
processes. This factor, together with the good performance recorded by the Airborne & Space Systems
Division and the confirmation of the margin levels of the Land & Naval Defence Electronics Division,
allowed a ROS of 8.5% to be realised in 2015 (compared to 5.4% in 2014).

DRS - The key performance indicators are provided below in US dollars in order to more clearly illustrate

the changes that occurred:

New orders Revenues EBITA ROS %
DRS (USDmil.) 2015 2,022 1,805 126 7.0%
DRS (USDmil.) 2014 1,945 1,877 31 1.7%

2015, in line with forecasts, was characterised by a good commercial performance and by a substantial
improvement in profitability, which had been penalised in the second quarter of 2014 by expenses of around
$mil. 100 associated with a programme to develop and produce a goods handling and transport system for

aircraft.

New orders. The level of orders gained in 2015 was higher than those recorded in the previous year and was
characterized by important acquisitions made in foreign countries, including the order from the Canadian
Army under the LRSS (Light Armoured Vehicle - Reconnaissance Surveillance System) programme. The
main acquisitions for the domestic customer included orders for the main propulsion drive on the Ohio class
submarine of the US Navy, for the supply of ENVGs (Enhanced Night Vision Goggles) and for additional
activities on the MFoCS (Mounted Family of Computing Systems) programme for the US Army.

Revenues. Substantially in line with 2014; the higher production volumes in the Maritime & Combat Support
systems segment offset the expected decline in deliveries of infra-red products and systems to the US Army,

as well as in services in support of troops in areas of operations.

EBITA. In addition to the mentioned impact of the expenses connected with a specific programme reported in
2014, the result benefitted from growth and higher profitability in the Maritime & Combat Support System
and Aviation, Communication & Homeland Security businesses, which setoff the abovementioned decline in

other business areas.

Sector outlook. With reference to DRS, although some important challenges will have to be faced in relation
to programmes under development and to the growing competitive pressure in the relevant markets, it is
expected that the positive trend reported in 2015 will be confirmed in 2016, with a further increase in
profitability. If we exclude the New orders effect of the different business perimeter which is being affected
by the disposals of non-core businesses that occurred at the end of 2015, the Revenue volumes are expected

to record a slight increase, thus confirming the turnaround with respect to the trend that affected DRS in the
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past financial years. On the contrary, with reference to the other components of the sector, a further
improvement in profitability is expected in 2016, in line with the trend recorded in the course of the financial
year just ended; this target will be supported by a gradual recovery in the Security & Information Systems
Division, also thanks to an order backlog that will be more sound and profitable than in the past and to the
good performance that will be recorded by the Land & Naval Defence Electronics and Airborne & Space
Systems Divisions. This will occur despite the pressure put on margins by the strong competition in the
relevant markets and the decreasing contribution of important and profitable programmes nearing
completion. This improvement will be strongly supported by the increasing benefits arising from the actions

taken to streamline and improve efficiency of industrial processes.

Aeronautics

In line with the results reported for the first half of 2015, the performance for the year was good from a
production standpoint, particularly for the B787 programme, with 132 fuselage sections and 74 stabilisers
being delivered (compared with 113 fuselage sections and 82 stabilisers delivered in 2014), and for the M346
aircraft, for which 19 units were delivered to the Italian Air Force and to Israel (against deliveries of 10
aircraft in 2014). Furthermore, note the delivery of the first F35 aircraft assembled at the Cameri plant to the
Italian Air Force at the beginning of December 2015.

As part of the process of reorganising the industrial structure, work was completed on transferring the C27J
fuselage assembly activities from the Capodichino plant to the Caselle plant in order to concentrate all
aircraft assembly activities in one industrial site. Furthermore, efforts continued to improve industrial

processes and optimise engineering and reduce procurement and overhead costs.

New orders. The reduction was due to fewer new orders both in the Aircraft Division, which was affected by
the deferred formalisation of major orders abroad and, to a lesser extent, from the domestic customer for
trainer aircraft, and in the Aerostructures Division, for the expected decline in the orders for the B787 and
ATR programmes. The major orders gained in 2015 included those for the production for the B787, ATR
and A380 programmes in the Aerostructures Division, while, in the Aircraft Division, they included those
for logistical support activities for EFA and M346 aircraft, as well as those received from Lockheed Martin
for F35 productions and the contract for the supply of two C27J aircraft to the air force of an African

country.

Revenues. Business volumes overall were in line with the result at the end of 2014 both for the
Aerostructures Division and in the Aircraft Division. Specifically, in the Aerostructures Division, higher
revenues from the ATR and A380 programmes offset lower foreign supplies for the B787 programme, while,
in the Aircraft Division, the increased productions for the M346 programmes offset a decline in revenues for

the defence aircraft and the C27J transport aircraft.
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EBITA. The profitability in the sector showed an improvement (with a ROS of 10%), which was supported
by the performance recorded by the Aircraft Division, in particular in the segment of defence aircraft, and by
the significant increase in the ATR’s result, which also benefitted from the positive effect of the USD/€
exchange rate, while some critical issues reported in the Aerostructures Division appeared to be not yet fully
resolved.

Outlook. In 2016 it is expected that the Sector will record a slight decline in its revenues, which are affected
by lower production volumes in the Aerostructures Division as a result of the transfer of some external
“pass-through” supplies to Boeing for the B787 programme and of reduced rates on the A380 programme.
As far as the profitability is concerned, which was not affected by the abovementioned transfer of pass-
through activities, in 2016 it is expected that the levels recorded in 2015 will be strengthened, also thanks to
additional stronger actions taken to improve industrial efficiency and review the procurement and production
processes and aimed at improving the performance of the Aerostructures Division, as well as at reducing
production costs and stabilizing the M346 and C27J programmes in the Aircraft Division, so as to also
mitigate the effect of a lower contribution given by high-margin programmes.

Space

2015 was marked by a good commercial performance, which saw the acquisition of major orders for the
supply of telecommunications satellites, including the order placed by the French Directorate General for
Armaments for a military satellite and for earth observation, including in particular the order placed by the

European Space Agency (ESA) within the European Copernicus programme.

Although production volumes during the year recorded a slight increase compared to 2014, mainly due to the
manufacturing segment, the result of operations reported a decline due to the costs recognised on a specific

programme.

The significant events that occurred in 2015 included the launch of the military satellite SICRAL 2 by an
Arianespace vector from the European Space Centre in Kourou in the French Guiana, within the cooperation
programme of the lItalian Defence Ministry and of the French General Directorate for Armaments.
Furthermore, work continued on the Second Generation of the COSMO-SkyMed System for Earth

observation and on the programme for the construction of the Galileo satellite navigation.

Outlook. In 2016 the Group expects to record an increase in the revenues in this sector, which will be mainly
attributable to the manufacturing segment especially to the production for telecommunications programmes,

and to recover adequate profitability levels, with the consequent improvement of the result of operations.
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Defence Systems

The initial signs of a recovery in orders were seen in 2015, with orders up compared to 2014, despite the
continuing drop in production volumes due to the expected decline in activity on land, sea and air weapons

systems. EBITA was in line with 2014, which thereby improved profitability.

New orders. The increase affected the land, sea and air weapons systems segment and the underwater
systems segment. Major new orders include those relating to the new Naval Law, orders for the Italian
FREEM programme, the contract for the retrofit of VBM aircraft for the 1% Brigade of the Italian Army, an
additional domestic order for the development of the ammunition programme named “Vulcano” and logistics

contracts from various countries.

Revenues. The decrease was the result of the gradual completion of a number of domestic programmes in the
land weapons line and of orders for supplying munitions to foreign customers, along with the effect of

postponements in finalising new orders.

EBITA. In line with last year’s figures owing to the increase in deliveries by the missile systems segment on
major export programmes, which set off the lower revenues and a deterioration in profitability from
underwater systems resulting from a review of the possibility of recovering some capitalised development
costs.

Outlook. In 2016 the Group expects an increase in its revenues in this sector, which will be supported by the
start of production on important programmes to be acquired in the course of the year, as well as a further
improvement in profitability. Finally, it should be noted that, starting from 2016, the contribution of the
Defence Systems sector will be shown within the scope of the Defence and Security Electronics sector, in

line with the new organisational and operational model.

Other performance indicators

2015 2014 (*) Change
FFO 1,446 1,227 17.8%
Research and development expenses 1,426 1,500 (4.9%)
Net Interest (296) (307) 3.6%

(*) The comparative figures restated as a result of the reclassification and of the subsequent disposal of the operations in the
Transportation sector to Discontinued Operations.

Please refer to the section entitled “Non-GAAP alternative performance indicators” for definitions.

The section “Finmeccanica and sustainability” contains a more detailed description of Research and

Development expenses.
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""Non-GAAP" alternative performance indicators
Finmeccanica’s Management assesses the Group’s performance and that of its business segments based on a
number of indicators that are not envisaged by the IFRSs. Specifically, EBITA is used as the primary
indicator of profitability, since it allows us to analyse the Group’s marginality by eliminating the impacts of
the volatility associated with non-recurring items or items unrelated to ordinary operations.
As required by CESR/05-178b Recommendation, below is a description of the components of each of these

indicators:

. New orders: this includes contracts signed with customers during the period that satisfy the contractual

requirements for being recorded in the order book.

° Order backlog: this figure is the sum of the order backlog for the preceding period and new orders,

less revenues during the reference period.

o EBITDA: this is given by EBITA, as defined below, before amortisation, depreciation and impairment

losses (net of those relating to goodwill or classified among “non-recurring costs”).
° EBITDA Margin: it is calculated as the ratio between EBITDA and revenues.

° EBITA: it is arrived at by eliminating from EBIT, as defined below, the following items:
- any impairment in goodwill;
- amortisation and impairment, if any, of the portion of the purchase price allocated to intangible
assets as part of business combinations, as required by IFRS 3;
- restructuring costs that are a part of defined and significant plans. This item includes personnel
costs as well as any and all other costs deriving from the reorganisation (e.g. impairment of assets,

costs for the closure of sites, relocation costs, etc.);

- other exceptional costs or income, i.e. connected to particularly significant events that are not

related to the ordinary performance of the business.
EBITA is then used to calculate return on sales (ROS) and return on investment (ROI).

A reconciliation of Income before tax and financial expense, EBIT and EBITA is shown below (the

reconciliation by segment is reported in Note 9):

(€ millions) 2015 2014

Income before tax and financial expenses 623 444
Equity-accounted strategic JVs 261 153
EBIT 884 597
Amortisation of intangible assets acquired as part of business combinations 98 84
Restructuring costs 114 206
Non-recurring (income) expense 112 93
EBITA 1,208 980

Non-recurring expenses are related to expenses due to the settlement of certain ongoing disputes and

to writedowns which reflect management’s estimates in respect of the Group’s exposure in countries
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considered at risk. Restructuring costs refer to ongoing proceedings chiefly relating to Defence and

Security Electronics and Aeronautics.
° Return on Sales (ROS): this is calculated as the ratio of EBITA to revenue.

. EBIT: this is obtained by adding to EBIT (defined as earnings before “financial income and expense”,
“share of profits (losses) of equity-accounted investees”, “income taxes” and “result from discontinued
operations”) the Group’s share of profit in the results of its strategic Joint Ventures (ATR, MBDA,
Thales Alenia Space and Telespazio), reported in the “share of profits (losses) of equity-accounted

investees”.

° Net result before extraordinary transactions: this is the Net Result before the result from
discontinued operations and the effects of the extraordinary transactions (acquisitions and disposals).

Below is the reconciliation:

(€ millions) 2015 2014

Net result 527 20
Net result of Discontinued Operations 9) (55)
Effect on extraordinary transactions (265) 50
Net result before extraordinary transactions 253 15

. Group Net Debt: this includes cash, financial receivables and current securities, net of (current and
non-current) loans and borrowings and of the fair value of derivatives covering financial debt items.
An improvement factor of this indicator is that this item includes the measurement of the residual
interest in Ansaldo Energia, which is classified under non-current assets in consideration — and
assuming the exercise as well as in light of the creditworthiness of the other party — of the put & call
rights based on which this amount will be paid by Fondo Strategico Italiano to Finmeccanica. Until
2014 a factor worsening the net debt figure was that it included an amount of €mil. 41 relating to the
settlement agreement regarding AnsaldoBreda’s Fyra contract with the Dutch railways. The
reconciliation with the net financial position required by the Consob communication no.
DEM/6064293 of 28 July 2006 is reported in Note 20 to the consolidated financial statements.

. Free Operating Cash-Flow (FOCF): this is the sum of the cash flows generated by (used in)
operating activities (excluding the changes in the Group Net Debt), the cash flows generated by (used
in) ordinary investing activities (investment and divestment of intangible assets, property, plant and
equipment, and equity investments, net of cash flows from the purchase or sale of equity investments
that, due to their nature or significance, are considered “strategic investments”) and dividends. The
calculation of FOCF is presented in the reclassified statement of cash flows shown in the section

“Group results and financial position”.

o Return on Investments (ROI): this is calculated as the ratio of EBITA to the average net capital

invested in the two comparative periods.
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Return on Equity (ROE): this is calculated as the ratio of the net result before extraordinary

transactions for the financial period to the average value of equity in the two comparative periods.
Workforce: the number of employees recorded in the register on the last day of the period.

Funds From Operations (FFO): this is cash flow generated by (used in) operating activities net of

changes in working capital. The FFO also includes dividends received.

Research and Development expenditure: the Group classifies under R&D all internal and external
costs incurred relating to projects aimed at obtaining or employing new technologies, knowledge,
materials, products and processes. The item includes:

- development costs capitalised even if covered by grants;

- research costs, whose activity is at a stage at which it cannot be demonstrated that the activity will
generate future economic benefits, or development costs for which the accounting requirements
for capitalisation do not obtain, are expensed as incurred,;

- research and development costs reimbursed by the customer as part of existing contracts (which

fall under the scope of work in progress from an accounting viewpoint).

Net interest: this is calculated as the sum of the items “Interest”, “Premiums (paid) received on IRSs”
and “Commissions on borrowings” (see the Note on “Financial income and expense” of the

consolidated financial statements™);

Change in working capital: this is equal to the change in trade receivables/payables, contract work in
progress and progress payments and advances from customers and inventories, net of changes relating
to the Fyra contract held by AnsaldoBreda. The latter item is included, in the reclassified statement, in

the “Net change in other loans and borrowings”. The reconciliation is as follows:

(€ millions) 2015 2014
Change in trade receivables/payables, work in progress/progress payments

and inventories (637) (605)
Payments on Fyra contract 41 -
Change in working capital (596) (605)
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Outlook

Finmeccanica operates in markets and business that are, by their nature, affected by current political,
economic and social uncertainties, including tensions in Europe and the Middle East, low oil prices,
immigration and the threat of terrorism. In this context, Finmeccanica continues its evolution, focusing in

particular on activities aimed at:
° strengthening its positioning in terms of business areas and product portfolio; and
o improving the efficiency and effectiveness of its key industrial processes.

Implementation of this is being made through the New Organisational and Operational Model, following the

set-up of the “One Company” structure.

The results achieved in 2015 underline the soundness of the Industrial Plan that was approved in early 2015,
and the expectations for 2016 confirm its main strategic guidelines and objectives. For 2016 the Group
expects a further growth in profitability, with ROS at around 10%, in line with what has been already
communicated, sustained by a sharp improvement in productivity ratios. An improvement is also expected in
the ability to generate cash, which will allow the Group to achieve at the end of 2016 the target of Net Debt

originally forecasted at the end of 2017, so one year ahead of last year’s guidance.
In 2016 Finmeccanica forecasts:

. Revenues in line with 2015, taking account of a reduced business perimeter (as a consequence of the
completion of the transfer of “pass-through” activities on B787 and the disposal of the non-core
businesses of DRS and FATA). This confirms that the Group is increasingly focused on businesses

that are able to ensure adequate levels of profitability and cash generation;

° Further growth in operating profits, mainly driven by the confirmation of a gradual improvement trend
in the performance of the divisions of the Electronics, Defence & Security Systems Sector and by the
consolidation of the results recorded in the Aeronautics segment in 2015, supported by he strong
profitability of the Helicopters segment;

o An improvement in its ability to generate cash, which will be driven by the above mentioned factors,

combined with careful management of working capital and a greater selectivity in its investments.

The 2016 full year guidance are summarised below:

2015 amounts 2016 outlook
Orders (€bil.) 124 122 -12.7
Revenues (€bil.) 13.0 122 -12.7
EBITA (€mil.) 1,208 1,220 - 1,270
FOCF (€mil.) 307 300 - 400
Group Net Debt (€bil.) 3.3 Lower than 3

®) Exchange-rate assumptions: €/USD 1;15; €/GBP 0.75
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Related party transactions
Related parties have been identified in accordance with the provisions of the international accounting
standards and of the relevant CONSOB (the Italian Commission for Listed Companies and the Stock

Exchange) regulations.

The transactions, which are carried out and regulated at arm’s length, relate to business (disposals and
purchases of goods and services in the course of the Group’s usual operations), financial (ordinary financing
granted/obtained and the charging of related interest income or expense) and other relationships (including
all residual activities, as well as contractually-governed transactions of a tax nature, for those companies
participating in the national tax consolidation scheme).

It should be noted that in 2010 Finmeccanica issued (and on 13 December 2011, 19 December 2013 and 22
December 2015 it updated) a specific “Procedure for Related Parties Transactions” (hereinafter referred to as
the “Procedure”) pursuant to CONSOB Regulation no. 17221 of 12 March 2010, as amended and
supplemented (hereinafter referred to as the “Regulation”), as well as in implementation of Article 2391-bis
of the Italian Civil Code. The abovementioned Procedure is available on the Company’s website
(www.finmeccanica.com, under Corporate Governance area, Related Parties section).

Pursuant to Article 5.8 of the Regulation, in 2015 no transactions of greater importance, as defined by Article
4.1.a) of the abovementioned Regulation, nor any other related party transactions that materially impacted
the financial position or results of the Finmeccanica Group and of Finmeccanica S.p.a., were carried out in
the reporting period; furthermore, no changes or developments took place in relation to the related party
transactions described in the 2014 Report on Operations.

Finally, it should be noted that, in implementing the corporate rationalisation and reorganisation programme,
focusing on the financial activities performed by Finmeccanica Finance S.A. for Finmeccanica S.p.a., the
process of transferring Finmeccanica Finance S.A.’s assets and liabilities to Finmeccanica S.p.a., started in
2014, was completed in 2015.

CONSOB Market Requlation, Article 36

In accordance with CONSOB provisions contained in the Market Regulation and specifically Article 36 of
Resolution 16191/2007, Finmeccanica performed the verifications on the Group subsidiaries that were
incorporated and are governed under the laws of non-EU Member States and that, as a result, were deemed
“material” based on the requirements under Article 151 of the Issuers’ Regulations adopted with CONSOB
Resolution 11971/1999, as finally amended by CONSOB Resolution no. 18214/2012. As regards the non-EU
foreign subsidiaries (DRS Technologies Inc, Meccanica Holdings USA Inc, AgustaWestland Philadelphia
Co) identified based on the above regulations and in compliance with the provisions of local laws, these
verifications revealed the existence of an adequate administrative and accounting system and the additional

requirements envisaged in said Article 36.
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Information pursuant to articles 70 and 71 of Issuers' Regulations

By resolution of the Board of Directors on 23 January 2013, the Company adopted the simplification regime
under Articles 70/8 and 71/1-bis of the Issuers’ Regulations, adopted with CONSOB Resolution 11971/1999,
as subsequently amended and supplemented. By this resolution, the Company chose the option to make
exceptions to the obligation to issue the documents required by the law when transactions of greater
importance (such as mergers, spin-offs, capital increases by means of the contribution of assets in kind,

acquisitions or disposals) occur.

Industrial and financial transactions
Industrial transactions. In 2015 the following industrial transactions were carried out:

. Completion of the disposal of the AnsaldoBreda and Ansaldo STS businesses, the effects being those
already described at the beginning of this report;

. Disposal of non-core businesses of the DRS Technologies group. In 2015 DRS completed the
disposal of some non-core businesses in the sectors of Aviation, Communications and Homeland
Security (partly to IAP Worldwide Services and partly to the US Coast Guard), as well as the disposal
of a stake of 30% in N2 Imaging Systems LLC to United Technologies. These transactions were a step
in the process of strategic reorganisation and of the review of the product portfolio of DRS
Technologies;

° Disposal of 100% of Fata S.p.A.. On 6 October 2015, Finmeccanica and the Danieli Group signed an
agreement for the sale of 100% of Fata S.p.A. and of its subsidiaries in the USA, India, China and
UAE, excluding the stake held in Fata Logistic Systems S.p.A. and some outstanding assets items
which were separated before the closing of the transaction, which occurred in March 2016. Fata, a
company with 200 employees, designs turnkey industrial plants and also works on metal lamination
plants; its sale is a further step in the implementation of the Industrial Plan, whose aim is to
concentrate the Group on its core businesses of Aerospace, Defence and Security, and strengthen its
position in these sectors;

° Other actions included the signature of the Memorandum of Understanding with the Corporacién de
la Industria Aeronautica Colombiana S.A. (whose main activity is to provide maintenance services
and logistic support for the Colombia armed forces) - for the assessment of opportunities for
collaboration in the business lines of the manufacture of spare parts, logistic support and helicopter
maintenance services, as well as within the scope of collaboration in marketing Finmeccanica’s dual
turbine helicopters in Colombia (e.g. AW139, AW169, AW189) both for civil and military use — and
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the start of a project of construction, on the part of AgustaWestland do Brasil Ltda, of a new industrial
centre at Itapevi (near Sdo Paulo) by 2016, with a maintenance hangar, final assembly line, training
centre with simulators, spare parts warehouse, workshops and other premises for servicing. This
project, supported by Investe S&o Paulo (an agency linked to the “Secretariat of Economic
Development, Science, Technology and Innovation”), would enable Finmeccanica - AgustaWestland
to boost its industrial presence in Brazil and raise its turnover from selling logistic and maintenance

services in what the Group considers a key area.

Financial transactions. In 2015, the Group engaged in a number of financial transactions.

More specifically, in January 2015, the process of replacing Finmeccanica Finance S.A. with Finmeccanica
S.p.A. as the issuer of outstanding bonds was completed. The transaction was approved in November 2014
as part of an additional process of gradually centralising all Group financial activities within Finmeccanica
S.p.A.. As of today, Finmeccanica S.p.A. is the issuer of all the bonds denominated in euros and pound
sterling placed on the market under the Euro Medium Term Notes Programme (EMTN). Finmeccanica
S.p.A. also continues to guarantee all the bonds issued by Meccanica Holdings USA, Inc. on the US market.

On 8 July 2015, Finmeccanica announced an offer to holders of its euro-denominated bonds to tender their
bonds for repurchase (Tender Offer Memorandum) in an effort to make the best use of the proceeds from the
disposals in the Transportation sector and thereby reduce its gross debt and the associated borrowing costs.
The transaction, worth a total nominal amount of €mil. 451, was carried out at the market values for the
individual bonds, plus a premium to encourage investors to tender their bonds. It was structured so as to
maximise the financial return, giving priority to those bonds whose Net Present Value (NPV) was such so as
to ensure that the saving on borrowing costs would exceed the initial repurchase cost. The transaction was
successfully completed on 20 July 2015 and overall will ensure a significant saving on borrowing costs in the

future.

The recalculated nominal values of the notes repurchased are as follows:

Year of Maturity ~ Currency  Nominal amount outstanding Annual Nominal amount outstanding

issue before buy-back (mil.) coupon after buy-back (mil.)
2009 2019 GBP 400 8.000% 319
2013 2021 € 950 4.500% 739
2009 2022 € 600 5.250% 555
2012 2017 € 600 4.375% 521

In November 2015, Meccanica Holdings USA also took steps to repurchase, in more than one tranche, a total
amount of USDmil. 68 of bonds due 2039 and 2040, with coupons of 7.375% and 6.25%, respectively,
which had been issued by the company in 2009 in a total amount of USDmil. 300 and USDmil. 500. The

total average purchase value was 102.7% of the nominal value, with an average annual return of 6.50%.
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Otherwise than for the provisions governing bonds issued on the Euromarket, it is not necessary, for said

bonds which are currently held in the portfolio, to take steps for them to be cancelled immediately.

The Group’s bonds are governed by rules with standard legal clauses for these types of corporate
transactions on institutional markets that do not require any undertaking with regard to compliance with
specific financial parameters (financial covenants) but they do require negative pledge and cross-default
clauses. Based on negative pledge clauses, Group issuers, Finmeccanica Spa and their “Material
Subsidiaries” (companies in which Finmeccanica Spa owns more than 50% of the share capital and represent
at least 10% of Finmeccanica’s consolidated gross revenues and total assets) are expressly prohibited from
pledging collateral security or other obligations to secure their debt in the form of bonds or listed financial
instruments or financial instruments that qualify for listing, unless these guarantees are extended to all
bondholders. Exceptions to this prohibition are securitisation and, starting from July 2006, the establishment
of assets for the use indicated in Article 2447-bis et seq. of the Italian Civil Code. On the contrary, the cross-
default clauses give the bondholders the right to request early redemption of the bonds in their possession in
the event of default by the Group issuers and/or Finmeccanica and/or any “Material Subsidiary” that results

in a failure to make payment beyond pre-set limits.

Furthermore, the €mil. 2,000 Revolving Credit Facility contains financial covenants. More specifically, the
covenants require Finmeccanica to comply with two Financial ratios (the ratio of Group net debt - excluding
payables to the joint ventures MBDA and Thales Alenia Space - to EBITDA must be no higher than 3.75 and
the ratio of EBITDA to net interest must be no lower than 3.25) tested annually based upon the consolidated
data at the end of the year. These covenants, in accordance with contractual provisions providing for this
option, have also been extended to the EIB loan, currently outstanding in the amount of about €mil. 324, in
addition to certain loans recently granted to DRS by US banks totalling USDmil. 75. In relation to this
Annual Financial Report, there was full compliance with said covenants (the two ratios are 1.6 and 6.2,

respectively).

Outstanding bond issues are given a medium/long-term financial credit rating by the three international
rating agencies: Moody’s Investors Service (Moody’s), Standard & Poor’s and Fitch. At the date of

presentation of this report, Finmeccanica’s credit ratings, compared to those preceding the last change, were

as follows:
Agency Last update Updated Previous
Credit Outlook Credit Outlook
Rating Rating
Moody's august 2015 Bal stable Bal negative
Standard&Poor's April 2015 BB+ stable BB+ negative
Fitch May 2015 BB+ stable BB+ negative

With regard to the impact of positive or negative changes in Finmeccanica’s credit ratings, there are no

default clauses linked to the credit ratings. The only possible effects deriving from further changes, if any, to
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the credit ratings refer to higher or lower finance costs on certain payables of the Group, especially with
reference to the Revolving Credit Facility. The interest rates applied to the utilisations of such credit line, in
fact, are based upon the Euribor plus a margin of 100 bps. This margin could be reduced down to a minimum
of 50 bps if Finmeccanica returns to an investment grade rating or increased up to a maximum of 220 bps if
Finmeccanica’s debt is given a rating below BB or if it is given no rating at all. Finally, it should be noted
that the Funding Agreement between MBDA and its shareholders provides, inter alia, that any downgrade of
the rating assigned to the shareholders will result in a gradual increase in the margins. Additionally, under a
pre-set rating limit (for at least two out of three rating agencies: BB- from Standards & Poor's, BB- from
Fitch and Ba3 from Moody’s) MBDA is entitled to determine the applicable margin each time. Finally, the
agreement provides for rating limits the achievement of which allows MBDA to request the issue of a bank
guarantee of its own liking from its shareholders, without which MBDA can suspend the subsequent
disbursement of funds.

On 5 May 2015 Finmeccanica renewed the EMTN programme for a further 12 months, keeping unchanged

the maximum amount of €bil. 4.

With regard to the Revolving Credit Facility, on 6 July 2015, in order to take advantage of favourable market
conditions and the industrial efficiency-enhancement actions undertaken, as well as the Group’s improved
business and financial outlook, Finmeccanica signed an agreement with the providers amending the terms of
the facility obtained in July 2014. The new terms envisage reducing the margin from 180 bps to 100 bps. In
line with the Group’s financial needs, Finmeccanica has simultaneously reduced the total amount of the

credit line from €mil. 2,200 to €mil. 2,000 and has extended the duration by one year, to July 2020.

Finmeccanica and the commercial scenario

The macro-economic trends that marked 2015 (e.g. expansive monetary measures in the Eurozone and the
consequent depreciation of the euro, the drop in oil prices below 30 USD/barrel, the end of sanctions on Iran,
the slowdown in the growth rates of newly industrialised countries with consequent lower demand for raw
materials, etc.) are having a significant impact on the industrial sectors in which Finmeccanica operates,

together with persistent pressure being exerted on public investment budgets.

The global Aerospace, Defence and Security market, as a whole, shows a positive trend with annual average
growth rates that are in the region of 3.1% in the next decade. The short-term scenario is one in which
defence expenditure budgets are expected to rise (+1.7% between 2016 and 2020, with an average annual

value higher than €bil. 1,500), mainly supported by some countries such as China, India and Saudi Arabia).

With reference to the “domestic markets” in which Finmeccanica operates, the United States still plats the
most substantial role with the main new generation systems programmes (multi-role aircraft, unmanned
systems, integrated command, control and communication systems, increasingly including cyber warfare).
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After the considerable reductions linked to the gradual withdrawal from business out of the theatre of
operations (e.g. Irag, Afghanistan), new investment expenditure has been rising since the beginning of 2016
with a trend of steady annual growth. Investments in cyber security/cyber warfare projects are particularly
substantial (total investments passed from €bil. 3 in 2013 to €bil. 4.9 in 2016). The United States will
continue its innovation process started with the Defense Innovation Initiative in order to keep the
technological advantage through new weapons programmes aimed at improving the acquisition processes of
the DoD and making them more flexible, also based on the model of innovative processes adopted by the

enterprises in the Silicon Valley.

The United Kingdom recently published a revised defence planning document (SDSR 2015), which made
provision for an increase of about GBPbil. 12 (about €bil. 16) in investments for new systems in 10 years,

with a total expenditure of GBPbil. 178 for the acquisition of weapons in the next decade.

The transformation that has occurred in the international scene in the last years has seen the NATO
Countries involved in the development of a new concept of defence and security with the aim of becoming
more efficient in operational terms in dealing with the new situation. As regards investments, this has given
rise to the need for the allied countries to adopt targeted measures aimed at countering the new threats, above
all in relation to the capacity of (i) situation awareness, (ii) protection, (iii) greater interoperability between
means and resources deployed in the theatres of operations and (iv) a prompt response of the force
projection. At the same time, in terms of reduction in operating costs, a humber of the allied countries have
launched structural reforms of their respective organisations and stocks, many of which are still being
implemented. At present the European Union is worldwide the region that is closer than any other regions to
a number of situations of continuing crisis, such as the Ukraine, the civil war in Libya, the “Islamic State”
between Turkey, Syria and Iraq, to which must be added the critical issues connected with the control of sea
and land borders that are affected by unstoppable migration flows from the crisis zones and, recently, the

terrorists attacks in the European capital cities.
In Poland, after a decline in 2016, a growth of 4.5% is expected until 2020.

The Italian Defence Ministry presents a substantially stable investment expenditure of around €bil. 4.5 per
year, including the funds made available by the Ministry of Economic Development and by the Naval Law.
The Italian Naval Law is a long-term programme for an expenditure of a total of €bil. 5.4 (of which
Finmeccanica’s share amounts to about €bil. 1.8) on the renewal of the Navy fleet, which includes building
seven Offshore Patrol Vessels (OPV) (plus an option for another three), a Logistic Support Ship (LSS) and a
Landing Helicopter Dock (LHD). Finmeccanica has the role of prime contractor for all the warships’ combat
systems and also provides sensors, including the new multi-function radars and naval and underwater
artillery subsystems. Finmeccanica is also responsible for the subsystems constructed by Elettronica (EW)

and MBDA (Missiles). A similar programme for the Army is under discussion.
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Analysis by business Sector

Aeronautics. The civil aviation segment, with an average annual market value of about €bil. 125 for the
next 10 years, will continue to show growth (around 2.0% on average per year). The demand is especially
driven by the countries in the areas of Asia and Middle East and by some macro-economic and technological
dynamics (i.e. a better financial stability of the major airlines furthered by low fuel costs, the gradual
availability of new technological solutions and advanced materials, the need to replace less-efficient
previous-generation aircraft). Within the commercial aircraft segment, which is the most important segment,
the most interesting dynamics concern the wide-body aircraft (i.e. aircraft with two aisles) sub-segment
thanks to the production ramp up on the latest generation of aircraft (B787, A350XWB). Demand in the
narrow-body aircraft (i.e., aircraft with a single aisle) sub-segment will be satisfied for another few years yet
by current models, fitted with higher-efficiency, lower operating costs and low environmental impact
engines, in expectation of the launch of new programmes, which is not expected to occur before the next
decade. 2015 was a particularly positive year for commercial aircraft, both in terms of deliveries and in terms
of backlog, with values higher than those posted in 2014 for both the two large manufacturers, Boeing and
Airbus. As to regional aircraft, the highest value, most dynamic segment is that of reaction engine aircraft;
however, the aircraft with turboprop engines, thanks to lower operating costs, maintain an important
applicative niche. Over the next few years, it is expected that a new generation of aircraft for regional
transport, equipped with features (operating range, transport capacity, speed) superior to those of aircraft that
is currently in service. From an industrial standpoint, more prudent policies are applied on the part of some
prime contractors to outsource the design and production of structural components, particularly composites,
but the market for outsourcing the supply of aerostructures will maintain annual growth rates of around 2%
in the next decade. The military aircraft segment, in part due to delays on a number of important supply
orders, presents an interesting growth trend over the next 10 years (although they are highly cyclical), with
an overall value of new deliveries higher than €bil. 500 and an average annual rate of around 8%. The most
important segment, in terms of numbers of deliveries and related value, is that of combat aircraft, in which
the programmes for (i) JSF F-35, (ii) the export of Rafale and Eurofighter and, even to a lesser extent, (iii)
the new Gripen E/F are very important. Finally, the advanced training aircraft and tactical transport aircraft
segments will also be characterised by interesting growth prospects, substantially liked to the development of
armed versions. Over the medium/long term, interesting opportunities in Europe may arise in relation to the
collaborative development of a new generation of unmanned vehicles (UAS — Unmanned Aerial Systems)
for long-persistence strategic surveillance, protection and monitoring, and reconnaissance and combat
applications. European projects mainly consist of: (i) the definition phase of the MALE 2025, a joint Airbus
Group, Dassault and Finmeccanica programme, and (ii) the FCAS Anglo-French feasibility study for a future
unmanned fighter aircraft, in which BAE Systems and Dassault are involved with the additional contribution

of Finmeccanica and of Thales in relation to on-board sensors and mission electronics. The extension of
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unmanned aircraft to the civil sector depends on the exact contents of the forthcoming regulations, which are
being discussed at the present time for safe navigation in non-segregated airspace. Overall, around 50% of
worldwide demand for military aircraft (manned and unmanned) comes from the United States and Western
Europe, where the greatest technological and industrial capabilities continue to be present, although there is a
gradual (but still limited) process under way of transferring technology to newly industrialised countries,

which are increasingly interested in developing their own local offering (e.g. India, China, Turkey).

Helicopters. There is still a trend towards a general decline in demand over the next ten years, with an
average annual value (referring to new helicopter deliveries) of around €bil. 22. This trend is in fact linked to
a limited growth in the civil segment and to a concurrent contraction in the military segment, due to lack of
new programmes. In the civil segment, demand will continue to concern aircraft equipped with the most
advanced performance features and lower operating costs, especially in the Oil & Gas segment, which is
currently affected by a continuing fall in oil prices. The military segment, by contrast, depends heavily upon
the developments in the US market, which experienced a peak in demand in 2014 due to significant orders
for the upgrading of fleets in operation for domestic industries. There has also been a major consolidation
with Lockheed Martin’s acquisition of Sikorsky. No new military programmes are expected either in Europe
or in the United States, partly offset by growing demand in other segments. However, it should be pointed
out that, over the medium/long term, the American JMR programme will become increasingly important, as
it will allow the development of a new generation of helicopters able to meet the most advanced operational

requirements (speed, range and rate of climb).
Defence and Security Electronics and Defence Systems

The value of demand in the Defence Electronics market is estimated as just over €bil. 90 per year for the next

ten years, with an annual growth rate of about 3% in the next decade. The rise is also the result of a
requirement for systems and equipment for air, land and sea applications with a higher technological content,
entailing a rise in their value. Specifically, the electronics for avionic use sector is driven by increasing
demand for (i) multi-purpose aircraft; (ii) surveillance systems and sensor equipment, especially maritime,
for both manned and unmanned aircraft; and (iii) integrated training and simulation solutions. The rise in
demand in the land segment is also due to requirements for integrated solutions, including cyber defence
and C41SR system modernization, as well as anti-aircraft defence solutions, within which one of the main
drivers consists of operational needs for heightened situation awareness capacity. The naval segment is also
growing at global level; the domestic market in particular is feeling the benefit of the recent Italian Naval
Law, which, as has already been mentioned, provides funds for building new vessels whose combat systems
are integrated and provided by the Land & Naval Defence Electronics Division. Some highly innovative
solutions stand out among these systems, such as the new AESA DBR (Active Electronically Scanned Array,
Dual Band Radar) with four fixed flats in dual array (X/C) and band-L radar with a revolving antenna. The
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average annual growth rate in the neighbouring security and information systems market is higher (about
5% in the period 2015-2024) than that of the defence market owing to the growing need for (i) surveillance
of sensitive areas and vital infrastructures (ii) cyber security and (iii) counter-terrorism tools. The Security &
Information Systems Division also operates in the markets for systems and sensors for air and sea traffic
management and control and information and automation systems. There is a growth trend in these three
segments too, as a result of increasing demand for air transport and technological innovation in the
information and digital fields with the consequent upgrading of these types of infrastructures and processes

in public authority offices.

The target market of Defence Systems shows a total value of about €bil. 380 in the next ten years. It is

estimated that the land segment of this market will show an overall annual average growth rate of about
2.0%. However, in this context, some segments (wheeled vehicles) will be characterised by higher rates. The
naval segment is characterised by higher growth rates, which can be estimated at around 6% per year. The
land vehicles and weapons segment is worth about €bil. 85, with an increasing demand for solutions
capable of providing the military personnel engaged in operational missions with greater security. This will
lead to demand concentrating on lighter vehicles — both wheeled and tracked - that can be used more quickly
and flexibly, are more mobile and, above all, provide a high degree of protection against the threat from
small- and medium-calibre arms and improvised explosive devices (IEDs). Finally, innovative remote-
control technological solutions (UGV Unmanned Ground Vehicle) are being developed. In the naval
weapons segment (with a value of €bil. 16 over ten years), the greatest opportunities are tied to the
development of guided munitions systems to be used, above all, in coastal operations, which can guarantee a
degree of accuracy comparable with that of a missile but with substantial cost savings. The value of the
conventional munitions segment is about €bil. 55 over the next ten years, plus an estimate of about €bil. 11
over ten years for the guided munitions market (for sea and land use). The value of the underwater systems
segment is €bil. 33 over ten years and includes heavy (launched from naval platforms) and light (also
launchable from air platforms, particularly rotary wing aircraft) torpedoes, ATDS counter-measures and
embedded sonar systems. There is also rising demand for unmanned systems and integrated solutions for
protecting coastlines, ports and underwater infrastructures (underwater cables and pipelines). Finally, the
missile systems market will experience a slight increase, worth an estimated total of about €bil. 180 over the
ten years. The primary application segment relates to air defence systems, both land-based and on-board
naval platforms. The need to have new systems that provide greater versatility and attack precision and to
also protect urban areas and high-value civilian and military infrastructures are the main drivers in this
market. There are also to be benefits from the Naval Law for the Defence Systems Division with the supply
of 76 mm above-deck cannons and towed sonar arrays for underwater systems. In the Missile segment,

MBDA will provide missile systems.
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Space. The demand in the sector of space systems and services is estimated at around €bil. 90 a year, about
70% of which consists of manufacturing (satellites and probes, launch and space access systems, orbiting
infrastructures). The development trend in the sector is interesting, with growth rates of about 2% for
manufacturing, supported by civil and military government investment programmes, and of 6-7% for
services. There is still expected to be only a small increase in the private component of investments so that
industrial growth continues to depend on programmes of expenditure from national (e.g. NASA, lItalian
Space Agency, Ministry of Defence) and international (ESA, EU) entities, despite the fact that the growing
portion of demand for services comes from the commercial sector. At the same time the number of countries
with an active policy for the development of their work in the space sector continues to rise, both with
national programmes which seek to meet defence or security needs and with the creation of national Space
Agencies which seek to set processes in motion for transferring technology and supporting the birth of their
own national space industry. Demand in the military segment is driven by the supply of new satellites used
for Earth Observation and secure communications, while the expansion of the civil systems market centres
around programmes for replacing in-orbit satellite capacity and constructing new high-capacity global
constellations for Internet services, for telecommunications and the development of new scientific,
meteorological and navigation applications, including with the development of mini-satellites. The
development of dual-use (civil and military) architectures, systems and sensors is of growing importance,
since it makes it possible to optimise public investments. More specifically, in the space services segment,
there has been growing verticalisation of “Network Integrations” activities and of the space capacity
management on the part of satellite operators, a rising integration between service suppliers and
manufacturers, the development of integrated applications based upon the acquisition and processing of data
from a variety of sources (satellites, traditional and unmanned aircraft, ground-based systems) or based upon
different technologies (broadband satellite communications, digital terrestrial, communication networks,

etc.).
Competitive positioning of Finmeccanica

With reference to the scenario described above, Finmeccanica sets itself to strengthen its positioning in the
more attractive markets in which the portfolio of its products can benefit from its specific competitive
advantage. An analysis of its present competitive position, therefore, based on these two dimensions (an
attractive market and the portfolio’s capacity of penetration) leads to the following considerations regarding

the various business sectors.

Aeronautics. In the military aircraft segment, the Eurofighter is strengthening its position in export markets,

benefiting from the latest developments which have had an impact on its operational capacity and

performance, while the M346 is building on its leading position in the trainer aircraft segment in a growing

market (although it is a niche market), laying the foundations for the development of new versions DR/LCA
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and M345. Finmeccanica has an advantage in terms of performance and operational flexibility over the
competition in the tactical transport sector, which should be maintained by aiming to be more competitive in
cost and expanding its target market as opportunities present themselves (Multi-role, Gunship). In the
regional aircraft segment, ATR is still the market leader, with good prospects of a new generation model
being developed and launched, while the aerostructures segment is reaping the results of the action that has

been taken to increase industrial returns in an attractive market, with a medium/long-term visibility.

Helicopters. The group is still the leader in the Intermediate class of civil Helicopters and is also making
gradual progress in the Light Intermediate and Medium classes as a result of the “product family”
development policy, with the consequent offering of the new models AW169 and AW189 to the market. In
spite of a reduction in major acquisition programmes in the military segment, Finmeccanica’s products still
have a position in which there are prospects of improvement which exploit the dual applications of new
models (AW169M and AW139M), and new technologies (Multi-role Aircraft).

Defence and Security Electronics and Defence Systems. Overall, the business lines in this sector operate
in expanding markets of medium to high attractiveness. Finmeccanica’s leadership in some segments, such
as Radars, Electronic Warfare and naval systems, is the result of large-scale collaborative and/or national
projects which can be exploited with a view to maximising returns and potential expansion in neighbouring
markets. The Group’s position in the other business lines is based on one hand on the selective use of
“differentiators” and on the other hand on specific measures which not only ensure a role in captive
programmes but enhance competitiveness to foster outlets on international markets in which there is
increasingly fierce competition. In the Security sector Finmeccanica may take, in perspective, a role as an
international player in solutions concerning (i) security inside and on national borders, (ii) large-scale events
and (iii) the protection of vital infrastructures, taking advantage of the capacities of integration and use of
Finmeccanica’s Command and Control expertise and recent successful experiences (i.e. Glasgow
Commonwealth Games and Milan Expo 2015). The Group’s position as a main partner in the Cyber Security
sector has also been consolidated in the Italian, UK, NATO and EU captive markets and this business has
been expanded through new services, such as analytics & intelligence, but also through native cyber

embedded solutions within its proprietary products.

Space. The service business lines in this sector operate in markets in which satellite telecommunications and
geoinformation services on the whole are expanding, while the satellite operations segment is rising at a
lower growth rate. The Group’s leadership in satellite operations is due to large-scale European and national
programmes. In the telecommunications sector, Finmeccanica’s position is one in which there are
opportunities for growth by offering a range of services based on high-capacity satellite systems. The
development opportunities in the geoinformation sector depend on new applications for defence and security

purposes and supporting mission operations.
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Finmeccanica and risk management

RISKS ACTIONS
The Group is The major customers of the Group are national The Group continues  pursuing an
strongly governments or public institutions. Moreover, the international diversification policy, which

dependent on the
level of
expenditure of
national
governments and
public institutions

Cuts in public
budgets could
affect also grants
for the Research
and Development
activities of the
Group and, as a
consequence, also
the Group ability
to successfully
compete in global
markets

The Group also
operates in civil
sectors exposed to
crisis

Certain Group
companies were
previously

Group takes part in numerous international
programmes funded by the European Union or other
intergovernmental organisations. Therefore, the Group
is affected by the reduction in the expense budgets of
the public institutions. The expenditure programmes
adopted by governments may be subject to delays,
changes under way, annual reviews or cancellations, in
particular in periods with high instability like those that
mark the global economy now, due to, for example, oil
price trends. The Group’s industrial plans, as well as
the financial resources necessary for their
implementation, might be affected by significant
changes, with impacts not only on volumes and results,
but also on the Group debt, due to lower amounts
received as advances on new orders.

The tensions on public budgets could further reduce
public grants for R&D activities, for which the Group
invested €bil. 1.4 in 2015, considering the unavoidable
need to constantly improve its products portfolio. In
particular, in Italy, grants for R&D expenses for the
Aeronautics and Defence sectors, which are regulated
by Law 808/1985, represent the indispensable funding
for the research activities in the sector. A non-
compliance of the granting levels with those of the
other European competitors could negatively influence
the Group capacity of being successfully competitive,
due to a lower self-financing ability caused by the
complex economic scenario.

The Group is also potentially exposed to slowdowns in
certain non-public markets, which could affect the
spending capacity of certain customers. Delays or
reductions in the acquisitions of new orders, or the
acquisition of new orders on less favourable terms than
in the past, including financially, could reduce the
Group profitability and increase the Group’s financial
requirements during the performance of such orders.

As more fully explained in paragraph “Provisions for
risks and contingent liabilities” of the notes to the
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leads the same to compete not only in its main
markets (Italy, the UK and the US) but also in
emerging markets marked by high growth
rates, especially in the Aeronautics and
Defence markets, in order to be less
dependent on cuts that may be made by
individual countries. Moreover, under the
Group strategy, performance in the major
countries is constantly monitored in order to
ensure a timely alignment of activities
planned with customer needs and a strict
selection of its investments, through
assessment procedures of the potential returns
and their strategic capacity. In addition, the
organisation plan in which the Group is
involved, should guarantee, against the
reduction in the customers’ budgets, an
increased ability to compete in national and
international markets.

The Group pursues a strict policy as regards
the assessment and selection of the
investments through which it focuses the
resources available on the most efficient
programmes with the highest potential of
return.

The Group’s goal is to improve its industrial
efficiency and its ability to perform contracts,
while reducing overhead costs with a view to
enhance its competitive capacity.

The Group has taken all steps necessary to
more thoroughly examine any irregularities
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involved in
judicial
investigations

The Group
operates
significantly on
long-term
contracts at a
given price

consolidated financial statements, certain Group
companies and the Parent Company itself have been
involved in judicial investigations, some of which are
still underway. In this regard, the directors made
provisions where necessary, on the basis of the stage of
the legal proceedings and of the information obtained
and the analyses performed to date. However, further
developments presently unforeseeable and indefinable,
together with the possible consequential impact on
Finmeccanica’s reputation, could significantly affect
the Group’s performance and financial position, as
well as on its relationships with customers.

In order to recognise revenues and margins resulting
from medium- and long-term contracts in the income
statement of each period, the Group adopts the
percentage-of-completion method, which requires: (i)
an estimate of the costs necessary to carry out the
contract, including risks for delays and additional
actions to be undertaken to mitigate the risk of non-
performance and (ii) checking the state of progress of
the activities. Given their nature, these are both subject
to management’s estimates and, as a result, they
depend on the ability to foresee the effects of future
events. An unexpected increase in the costs incurred
while performing the contracts might determine a
significant reduction in profitability or a loss, if these
costs exceed the revenues deriving from the contract.
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and to prevent employees, directors and
suppliers  from repeating inappropriate
practices.

Finmeccanica’s goal is to regulate within the
Group the process of preparing and
authorising major contracts by issuing a
special Directive. In fact, starting with the
business proposal stage, Finmeccanica
controls the main performance and financial
parameters including the Economic Value
Added (EVA), which is one of the aggregates
used to evaluate the major contracts of
directly controlled and strategic companies.
Moreover, the Group reviews the estimated
costs of contracts regularly, at least quarterly.
In order to identify, monitor and assess risks
and uncertainties linked to the performance of
the contracts, the Group adopted Lifecycle
Management and  Risk  Management
procedures, aimed at reducing the probability
of occurrence or the negative consequences
identified and at timely implementing the
mitigation actions identified. Under these
procedures, all significant risks must be
identified from the offering stage and
monitored while the programme is being
carried out, by constantly comparing the
physical progress and the accounting status of
the programme. Top management,
programme  managers and the  risk
management quality, production and finance
departments are all involved in making these
assessments. The results are weighted in
determining the costs necessary to complete
the programme on an at least quarterly basis.
The Group is also committed to improving its
industrial efficiency and its ability to
precisely perform to customer specifications.
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During the
current activity,
the Finmeccanica
Group is exposed
to liability risks to
customers or
associated third
parties in
connection with
the proper
performance of
contracts, also
because of
activities
pertaining to sub-
suppliers

The Group’s debt
shows high level
and could have
an impact on the
Group’s
operational and
financial
strategies

The Group’s
credit rating is
also linked to the
opinions of the
rating agencies

As part of its activities, the Group may be held liable in
connection with (i) the delay in or non-supply of the
products or the services indicated in the contract, (ii)
the non-compliance of these products or services with
the customer’s requests, due to design and
manufacturing defects of products and services, for
example, and (iii) defaults and/or delays in marketing,
rendering of after-sale services and maintenance and
revision of products. These liabilities might arise from
causes that are directly ascribable to Group companies
or causes that are ascribable to third parties outside the
Group that act as suppliers or sub-suppliers for the
Group.

At 31 December 2015, the Group Net Debt amounted
to €bil. 3.3. This level of debt was previously affected
by the acquisition of DRS and by the negative
performance of the Transportation sector. Such debt
level, beside impacting the Group’s profitability as an
effect of the related borrowing costs, could affect the
Group’s strategy, limiting its operational and strategic
flexibility. Potential future liquidity crises could also
restrict the Group’s ability to repay its debts.

All Group bond issues are given a medium-term
financial credit rating by the three international rating
Moody’s
Standard and Poor’s and Fitch. At the presentation date
of this Report Finmeccanica’s credit ratings were: Bal
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agencies: Investors Service (Moody’s),
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The Group
performance
aforementioned
techniques.

In connection with these programmes the
Group is committed to improving its
industrial efficiency and its ability to
precisely perform to customer specifications.

continuously  monitors  the
of programmes using the
Lifecycle  Management

Following the acquisition of DRS
Finmeccanica reduced its level of
indebtedness through a successful capital
increase and the selling off of assets, with
particular reference to the Transportation and
Energy businesses. Moreover, Finmeccanica
seeks to continually reduce its debt by
keeping a close eye on cash generation.
However, the use of cash generated until 2014
by the Transportation sector did not enable a
further reduction of the debt level.

With specific regard to the exposure to
borrowing costs due to the high level of debt,
it should be noted that, in order to reduce
borrowing costs in future years, during 2015
the Group finalised the buy-back of a portion
of the Group’s outstanding bonds for a total
nominal amount of €mil. 515.

In 2015 the Group also renegotiated the
contractual terms of its revolving credit
facility setting the total amount at €bil. 2.0
and significantly reducing the applicable
margins. This credit line is an important
source of medium-term liquidity and, given
its amount and that it is a revolving facility, it
meets the Group’s working capital
requirements, in which collections are highly
seasonal in nature. The amount of this credit
facility is adequate and meets the Group’s
financial requirements.

As noted previously, the Group is actively
engaged in implementing actions identified
under the industrial plan for reducing its debt.
Moreover, the Group’s financial policies and
careful selection of investments and contracts
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The Group
realises part of its
revenues in
currencies other
than the
currencies in
which costs are
incurred,
exposing it to the
risk of exchange-
rate fluctuations.
A part of
consolidated
assets are
denominated in
US dollars and
pound sterling

The Group
operates in some
segments through
joint ventures, in
which the control
is shared with
other partners

with a stable outlook from Moody’s and BB+ with a
stable outlook from Fitch and from Standard and
Poor’s. The downgrading experienced from 2011 and
2014 was attributable to the deterioration in the
Group’s financial and economic performance, to the
delays in the execution of the expected disposal plan of
the Transportation and Energy sectors and, in part, to
the downgrade in the rating for the Italian Republic.
Overall, all rating agencies assigned the sub-investment
grade rating status to Finmeccanica. A further
downgrade in the Group’s credit rating, even with no
effect on the existing loans, could severely limit its
access to funding sources, as well as increase its
borrowing costs for existing and future loans, which
would have a negative impact on the Group’s business
prospects and its performance and financial results.

The Group reports a significant portion of revenues in
dollars and pounds, while costs can be denominated in
other currencies (mainly euros). Accordingly, any
negative changes in the reference exchange rate might
have negative effects (transaction risk).

Moreover, the Group made significant investments in
the United Kingdom and in the United States. Since the
reporting currency of the consolidated Group financial
statements is the euro, negative changes in the
exchange rates between the euro and the dollar and
between the euro and the pound sterling might have a
negative impact on the Group balance sheet and
income statement due to the translation of the financial
statements of foreign investees (translation risk).

The major joint ventures in the Aerospace, Defence
and Security area are MBDA, held at 25% (with
partners BAE Systems and Airbus Group), Thales
Alenia Space, held at 33%, and Telespazio, held at
67% (both with partner Thales) and GIE-ATR, held at
50% through Alenia Aermacchi (with Airbus Group).
The operations of the joint ventures are subject to
management risks and uncertainties, mainly due to the
possible arising of differences between the partners on
the identification and the achievement of operating and
strategic objectives, and the difficulties in resolving
any conflicts that may arise between them in the
ordinary course of business of the joint venture. In
particular, the joint ventures in which the Group has an
interest may be subject to decision deadlocks which
may ultimately lead to the liquidation of the joint
venture. In the case of liquidation of the joint venture
or sale of the interest by the Group, it may have to
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involve being constantly alert to maintaining
a balanced financial structure.

In seeking out strategies to pursue, the Group
always takes into account the potential impact
such could have in the indicators used by the
rating agencies.

In relation to this, it is pointed out that during
2015 all rating agencies  upgraded
Finmeccanica’s outlook from negative to
stable.

The Group continuously applies an organised
hedge policy to combat transaction risk for all
contracts using the financial instruments
available on the market.

Changes in the dollar and pound sterling
exchange rates also give rise to translation
differences recognised in Group equity that
are partially  mitigated through the
aforementioned pound and dollar issues.
Moreover, in intercompany financing
activities denominated in currencies other
than the euro individual positions are hedged
at the Group level.

The Group constantly follows, including
through the involvement of its own top
management, the performance of these
activities, in order to timely identify and
manage critical issues.
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The Group is a
sponsor of
defined-benefit
pension plans in
the UK and the
US and of other
minor plans in
Europe

The Group
operates in
particularly
complex markets,
where disputes
are settled after a
considerable
period of time and
following
extremely
convoluted
procedures. The
Group also
operates
numerous
industrial
facilities and is
therefore exposed
to environmental
risks

The Group
operates in
particularly
complex markets
which require
compliance with
specific
regulations

share or transfer technological skills or know-how that
were originally contributed to the joint venture.

Under the defined-benefit plans, the Group is required
to ensure a specific future retirement benefit level for
employees participating in the plan, assuming the risk
that the plan assets (stocks, bonds, etc.) are not
sufficient to cover the agreed-upon benefits. If the
value of plan assets is less than the agreed-upon benefit
level, the Group duly recognises the amount of the
deficit among liabilities; at 31 December 2015, this
amounted to €mil. 388. If the value of plan assets falls
significantly, for example due to high volatility in the
stock and bond markets, the Group must make good
this loss to plan participants, which therefore has a
negative effect on its own performance and financial
position.

The Group is party to judicial, civil and administrative
proceedings; for some of these, the Group has
established a specific provision for risks and charges in
the consolidated financial statements to cover any
potential liabilities. Some of these proceedings in
which the Finmeccanica Group is involved — for which
a negative outcome is unlikely or that cannot be
quantified — are not covered by the provision.

The Group’s business activities are subject to laws and
regulations protecting the environment and human
health that impose limits on air emissions and the
release of waste into the water and the soil and that
regulate the handling of hazardous waste and the
restoration of contaminated sites. Under current
regulations, owners and operators of contaminated sites
are responsible for pollution found on such sites and,
therefor