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I GENERAL INFORMATION

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

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

strategy, coordinates its operating subsidiaries (the Finmeccanica Group or, simply, the

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

space and defence. The Group also has important businesses in the energy and

transportation industries.

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

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

II BASIS OF PREPARATION AND ACCOUNTING STANDARDS

USED

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

accounts of the Finmeccanica Group for the financial year ending 31 December 2005 are

the first financial statements to be prepared in accordance with the international

accounting standards (IFRSs) endorsed by the European Commission, supplemented by

the relevant interpretations (Standing Interpretations Committee - SIC and International

Financial Reporting Interpretations Committee - IFRIC) issued by the International

Accounting Standard Board (IASB). The quarterly report at 31 March 2006 has been

prepared in accordance with the IASs/IFRSs issued by the International Accounting

Standard Board (IASB) and with IFRS 1 ‘First-time Adoption of International Financial

Reporting Standards’, as is approved at the closing date of these consolidated financial

statements. Specifically, the standards used are those that have been endorsed by the

European Union and which are contained in the following EU regulations: nos.

1725/2003, 707/2004, 2236/2004, 2237/2004, 2238/2004, 2086/2004, 211/2005,

1751/2005, 1864/2005, 1910/2005, 2106/2005 and 108/2006.

The entire legislation was acknowledged by CONSOB which, by resolution no. 14990 of

14 April 2005, required that companies whose shares are admitted to trading in a EU-
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regulated market prepare their consolidated financial statements in accordance with

IFRSs (instead of the individual local GAAPs) from the financial year beginning 1

January 2005.

The IFRS used in preparing the quarterly report are supplemented by the IFRIC

interpretations applicable at the reporting date. At the date of preparation of this report,

certain aspects of adaptation and interpretation by the relevant official bodies, as well as

the process of endorsement by the European Commission, have yet to be completed. As

a result, there may be further changes or supplements to such standards and

interpretations which could result in the Finmeccanica Group being required or opting to

alter the accounting policies adopted in preparing these quarterly report.

The general principle used in preparing the financial statements at 31 March is the cost

method, except for the recognition of derivative instruments and some financial assets,

which must or - to the extent of financial assets – can be recognised at fair value under

IAS 39.

The accounting standards specified below have been applied consistently for the

comparative periods presented.

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

Preparation of the quarterly report required management to make certain estimates. The

main areas affected by estimates or assumptions of particular importance or that have

significant effects on the balances shown are described in Section 4.

The quarterly report at 31 March 2006 prepared in accordance with IFRS was not

audited.
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III ACCOUNTING STANDARDS ADOPTED

III.1. Standards and scope of consolidation

The Group quarterly report at 31 March 2006 includes the statements of the

companies/entities included in the scope of consolidation (‘consolidated entities’), which

have been prepared in accordance with the IFRSs adopted by Finmeccanica Group.

Subsidiaries and entities controlled jointly
In particular, the entities over which Finmeccanica exercises a controlling power, either

by directly or indirectly holding a majority of shares with voting rights or by exercising

a dominant influence through the power to govern the financial and operating policies of

an entity and obtain the related benefits regardless of the nature of the shareholding,

have been consolidated on a line-by-line basis.

Not consolidated on a line-by-line basis are those entities which, because of the

dynamics of their operations (e.g. consortia without shares and controlling interests in

equity consortia which, by charging costs to their members, do not have their own

financial results and the financial statements of which do not, net of intercompany assets

and liabilities, have material balances) or their current status (e.g. companies that are no

longer operational, have no assets or personnel, or for which the liquidation process

appears to be essentially concluded), would be immaterial to the Group's situation in

both quantitative and qualitative terms. These holdings have been consolidated using the

equity method.

Participating interests in entities (including special-purpose entities) over which control

is exercised jointly with other parties are consolidated proportionally (so as to

incorporate only the value of the assets, liabilities, costs and income proportional to the

percentage held without, therefore, including the holdings of the other parties).

All controlled entities are consolidated at the date on which control was acquired by the

Group. The entities are removed from the consolidated financial statements at the date

on which the Group relinquishes control.
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Business combinations are recognised using the purchase method, whereby the acquirer

purchases the equity and recognises all assets and liabilities, even if merely potential, of

the acquired company. The cost of the transaction includes the fair value at the date of

purchase of the assets sold, the liabilities assumed, the capital instruments issued, and all

other incidental charges. Any difference between the cost of the transaction and the fair

value at the date of purchase of the assets and liabilities is allocated to goodwill. In the

event the process of allocating the purchase price should result in a negative difference,

this difference is recorded as an expense immediately at the purchase date.

In the case of purchase of controlling stakes other than 100% stakes, goodwill is

recognised only to the extent of the portion attributable to the Group Parent.

Amounts resulting from transactions with consolidated entities have been eliminated,

particularly where related to receivables and payables outstanding at the end of the

period, as well as interest and other income and expenses recorded on the income

statements of these enterprises. Also eliminated are the net profits or losses posted

between the consolidated entities along with their related tax adjustments.

The consolidated entities all close their financial years on 31 December. The quarterly

report at 31 March 2006 has been prepared based on the ending balances at 31 March.

Other equity investments
Investments in entities over which significant influence is exercised, which generally

corresponds to a holding of between 20% and 50%, are accounted for either using the

equity method or at fair value. In the case of the equity method, the value of the

investment is in line with shareholders’ equity adjusted, when necessary, to reflect the

application of IFRSs, and includes the recognition of goodwill (net of impairments)

calculated at the time of purchase, and to account for the adjustments required by the

standards governing the preparation of consolidated financial statements. Unrealised

gains on transactions between the Group and its associates are eliminated to the extent of

the Group’s interest in the associates. Unrealised losses are also eliminated unless the

transaction provides evidence of an impairment of the asset transferred.
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Any value losses in excess of book value are recorded in the provision for risks on

equity investments if there is an obligation to cover these losses.

The fair value of equity investments, in the event this method applies, is calculated based

on the bid price of the last trading day of the month for which the IFRS report was

prepared (in this case 31 March 2006).

III.2. Segment information

The Group considers the organisation by industry to be ‘primary’, as company risks and

benefits are influenced significantly by differences in the products and services

provided, with the organisation by geographic area being ‘secondary’, as company risks

and benefits are also significantly influenced by operating in different countries or

different geographic areas.

III.3. Currency translation

Identification of the functional currency

The balances of the financial statements of each Group entity are presented in the

currency of the primary economy in which each enterprise operates (the functional

currency). The consolidated quarterly financial statements for the Finmeccanica Group

have been prepared in euros, which is the functional currency of the Group Parent.

Translation of transactions denominated in a foreign currency
Items expressed in a currency other than the functional currency, whether monetary

(cash and cash equivalents, receivables or payables due in pre-set or measurable

amounts, etc.) or non-monetary (advances to suppliers of goods and/or services,

goodwill, intangible assets, etc.), are initially recognised at the exchange rate prevailing

at the date on which the transaction takes place. Subsequently, the monetary items are

translated into the functional currency based on the exchange rate at the reporting date,

and any differences resulting from this conversion are recognised in the income

statement. Non-monetary items continue to be carried at the exchange rate on the date of

the transaction, except in situations where there is a persistent unfavourable trend in the
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Development costs
This account includes costs related to the application of the results of research or other

knowledge in a plan or a project for the production of materials, devices, processes,

systems or services that are new or significantly advanced, prior to the start of

commercial production or use, for which the generation of future economic benefits can

be demonstrated. These costs are amortised over the entire period in which the future

earnings are expected to be realised for the project itself. If such costs are reimbursed in

whole or in part by the customer or fall within the scope of costs defined by Group

standards as ’non-recurring costs’, they are recognised under inventories (Section 4.1).

Research costs, on the other hand, are expensed in the period in which they are incurred.

Industrial patent and intellectual property rights
Patents and intellectual property rights are carried at acquisition cost net of amortisation

and accumulated impairment losses. Amortisation begins in the period in which the

rights acquired are available for use and is calculated based on the shorter of the period

of expected use and that of ownership of the rights.

Concessions, licences and trademarks

This category includes: concessions, i.e. government measures that grant private parties

the right to exclusive use of public assets or to manage public services under regulated

conditions; licences that grant the right to use patents or other intangible assets for a

determinate or determinable period of time; trademarks that establish the origin of the

products of a given company; and licences for the know-how or software owned by

others. The costs, including the direct and indirect costs incurred to obtain such rights,

can be capitalised after receiving title to the rights themselves and are amortised

systematically over the shorter of the period of expected use and that of ownership of the

rights.

Goodwill

Goodwill recognised as an intangible asset is associated with business combinations and

represents the difference between the cost incurred to acquire a company or division and

the Group’s share of the sum of the values assigned, based on current values at the time

of the acquisition, to the individual assets and liabilities of the given company or
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division. As it does not have a definite useful life, goodwill is not amortised but is

subject to impairment tests conducted at least once a year, unless market and operational

factors identified by the Group indicate that an impairment test is also necessary in the

preparation of interim financial statements. In conducting an impairment test, goodwill

is allocated to the individual cash-generating units (CGUs), i.e. the smallest financially

independent business units through which the Group operates in its various market

segments.

Goodwill related to the acquisition of consolidated companies is recognised under

intangible assets. Goodwill related to associated companies or subsidiaries not

consolidated on a line-by-line basis is included in the value of the investments.

III.5. Property, plant and equipment

Property, plant and equipment is measured at purchase or production cost net of

accumulated depreciation and any impairment losses. The cost includes all direct costs

incurred to prepare the assets for use, as well as any charges for dismantlement and

disposal that will be incurred to return the site to its original condition.

Charges incurred for routine and/or cyclical maintenance and repairs are expensed in full

in the period in which they are incurred. Costs related to the expansion, modernisation

or improvement of owned or leased structural assets are only capitalised to the extent

that such costs meet the requirements for being classified separately as an asset or part of

an asset. Any public capital grants related to property, plant and equipment are

recognised as a direct deduction from the value of the asset to which they refer.

The value of an asset is adjusted by systematic depreciation calculated based on the

residual useful life of the asset itself. In the period in which the asset is recognised for

the first time, the depreciation rate applied takes into account the period of actual use of

the asset. The estimated useful lives adopted by the Group for the various asset classes

are as follows:

Years

Land indefinite

Buildings 20-33
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Plant and machinery 5-10

Equipment 3-5

Other assets 5-8

In the event the asset to be depreciated is composed of distinct elements with useful lives

that are significantly different from those of the other constituent parts, each individual

part that makes up the asset is depreciated separately, in application of the component

approach to depreciation.

This item also includes equipment intended for specific programmes (tooling), although

it is depreciated, as with other non-recurring costs (see Section 4.1), on the basis of units

manufactured in relation to those expected to be produced.

The gains and losses from the sale of assets or groups of assets are calculated by

comparing the sales price with the related net book value.

III.6. Investment properties

Investments that generate income independent from company operations are classified as

‘investment properties’. These investments are measured at purchase or production cost,

increased by any related incidental expenses and reduced by accumulated depreciation

and any impairment losses.

III.7. Impairment of intangible assets and property, plant and equipment

Assets with indefinite lives are not depreciated or amortised, but are rather subject to

impairment tests at least once a year to ascertain the recoverability of their book value.

For assets that are depreciated or amortised, an assessment is made to determine whether

there is any indication of a loss in value. If so, the recoverable value of the asset is

estimated, with any excess being recognised in the income statement.

If the reasons for such writedowns should cease to obtain, the asset’s book value is

restored within the limits of its net book value; the writeback is also taken to the income




