CONSOLIDATED STATEMENT OF FINANCIAL POSITION LINE ITEMS

(millions of euros) 12/31/2012 | 12/31/2011 TYPE OF CONTRACT
Net financial debt
Non-current financial assets
Intesa Sanpaolo group 241 239 Hedging derivatives
Mediobanca group 24 30 Hedging derivatives
Total non-current financial assets 265 269
Securities other than investments
(current assets)
Generali group 2 Bonds
Intesa Sanpaolo group 1 Bonds
Mediobanca group 5 Bonds
Total securities other than
investments (current assets) 8
Financial receivables and other
current financial assets
Intesa Sanpaolo group 27 Hedging derivatives
Mediobanca group 1 Hedging derivatives
Total financial receivables and
other current financial assets 10 28
Bank accounts and deposits with Intesa Sanpaolo
Cash and cash equivalents 279 278 Group
Non-current financial liabilities
Intesa Sanpaolo group 280 233 Revolving Credit Facility, hedging derivatives and loans
Mediobanca group 87 99 Revolving Credit Facility and hedging derivatives
Total non-current financial
liabilities 367 332
Current financial liabilities
Current accounts, hedging derivatives and payables to
Intesa Sanpaolo group 73 56 other lenders.
Mediobanca group 2 1 Hedging derivatives
Financial liabilities from previous corporate-related
Telefonica group 1 transactions
Total current financial liabilities 75 58
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(millions of euros) 12/31/2012 12/31/2011 TYPE OF CONTRACT

Other statement of financial

position line items

Trade and miscellaneous

receivables and other current

assets
Supply of telephone and data transmission services,
peripheral data networks, connections, storage,
applications services and supply of
telecommunications equipment and services for

Generali group 16 19 foreign holdings
Factoring services, supply of telephone, MPLS and
international data network services, ICT services,
Microsoft licenses, Internet connectivity and high-

Intesa Sanpaolo group 104 98 speed connections
Supply of telephone and MPLS data network services

Mediobanca group = 1 and marketing of data and VolP devices
Interconnection services, roaming, broadband access
fees, supply of “IRU” transmission capacity and

Telefénica group 96 99 software

Other minor companies 3 3

Total trade and miscellaneous

receivables and other current

assets 219 220

Miscellaneous payables and other Deferred income relating to the supply of “IRU”

non-current liabilities 2 3 transmission capacity to the Telefonica Group

Trade and miscellaneous payables

and other current liabilities

Al International Investment group 1 1 Purchase of TV content rights
Payable from sale of trade receivables from our
suppliers, fees for technological top-ups, commissions
for payment of telephone bills by direct debit and

Intesa Sanpaolo group 177 86 collections via credit cards

Mediobanca group 1 1 Credit recovery activities
Interconnection and roaming services, site sharing, co-
billing agreements, broadband line sharing and

Telefénica group 73 79 unbundling

Other minor companies 1

Total trade and miscellaneous

payables and other current

liabilities 253 167

CONSOLIDATED STATEMENT OF CASH FLOWS LINE ITEMS

(millions of euros) 2012 2011 TYPE OF CONTRACT
Purchase of intangible and tangible Capitalization of costs associated with unbundling in
assets on an accrual basis 1 1 Germany to the Al International Investment Group
Dividends paid

Telco 129 174

Other minor companies 10 17

Total dividends paid 139 191
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On February 23, 2012, a settlement agreement was reached between the Telecom Italia Group and
Telefonica Germany over certain claims connected with the sale of the investment in HanseNet in 2010.
As established by the internal Procedure for the management of related party transactions, this
agreement was submitted, after the Steering Committee’s review, to the approval of the Committee for
Internal Control and Corporate Governance which expressed a favorable opinion. Further details are
provided in the Note “Contingent liabilities, other information, commitments and guarantees”.

Transactions with pension funds

The most significant amounts are summarized as follows:

SEPARATE CONSOLIDATED INCOME STATEMENT LINE ITEMS

(millions of euros) 2012 2011 Type of contract
Employee benefits expenses Contributions to pension funds

Fontedir 12 12

Telemaco 65 73

Other pension funds 5 6

Total employee benefits expenses 82 91

CONSOLIDATED STATEMENT OF FINANCIAL POSITION LINE ITEMS

(millions of euros) 12/31/2012 12/31/2011 Type of contract
Trade and miscellaneous payables

and other current liabilities Payables for contributions to pension funds

Fontedir 4 4

Telemaco 21 24

Other pension funds 2

Total trade and miscellaneous

payables and other current

liabilities 25 30

CONSOLIDATED STATEMENT OF CASH FLOWS LINE ITEMS

(millions of euros) 2012 2011 TYPE OF CONTRACT
Dividends paid 1
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Remuneration to key managers

In 2012, the total remuneration recorded on the accrual basis by Telecom Italia S.p.A. or by companies
controlled by the Group in respect of key managers amounts to 18 million euros (18.4 million euros in
2011), analyzed as follows:

(millions of euros) 2012 2011
Short-term remuneration 14.0 (1) ‘ 15.7 (5)
Long-term remuneration 1.9 (2) ‘ 1.4 (6)
Employment termination benefit incentives 1.0 (3) ‘ 0.05 (7)
Share-based payments (*) 1.1 (4) ‘ 1.2 (8)
18.0 | 18.4
(1) of which 1.4 million euros recorded by the Latin American subsidiaries.
(2) of which 0.6 million euros recorded by the Latin American subsidiaries.
(3) of which -0.5 million euros recorded by the Latin American subsidiaries.
(4) of which 0.3 million euros recorded by the Latin American subsidiaries.
(5) of which 2.5 million euros recorded by the Latin American subsidiaries.
(6) of which 0.5 million euros recorded by the Latin American subsidiaries.
(7)  of which 0.05 million euros recorded by the Latin American subsidiaries.
(8) of which 0.3 million euros recorded by the Latin American subsidiaries.

(*) These refer to the fair value of the rights, accrued to December 31, under Telecom Italia S.p.A. and its subsidiaries share-based
incentive plans (PSG, TOP 2008 and LTI 2011/2012).

Short-term remuneration is paid during the year it pertains to, and, at the latest, within the six months
following the end of that year.
Long-term remuneration is paid when the related right becomes vested.

In the 2012, the contributions paid in to defined contribution plans (Assida and Fontedir) by Telecom
Italia S.p.A. or by subsidiaries of the Group, on behalf of key managers, amount to 580,000 euros
(344,000 euros in the 2011).

In 2012, Key managers, that is, those who have the power and responsibility, directly or indirectly, for
the planning, direction and control of the operations of the Telecom Italia Group, including directors, are

the following:

Directors:

Franco Bernabé

Marco Patuano

Managers:
Andrea Mangoni

Simone Battiferri

Franco Bertone
Franco Brescia
Stefano Ciurli
Antonino Cusimano
Luca Luciani
Antonio Migliardi
Giuseppe Roberto Opilio
Piergiorgio Peluso
Luca Rossetto
Alessandro Talotta
Paolo Vantellini

(1) from August 1,2012
(2) to September 25, 2012

Executive Chairman and Chief Executive Officer of Telecom Italia S.p.A.

Domestic Managing Director and Chief Operating Officer of Telecom ltalia S.p.A.

South America General Manager @

Head of Administration, Finance and Control & International Development (2
Head of Top Clients & Public Sector 3

Head of Business 4

Direccion General Ejecutiva (CEO) Telecom Argentina
Head of Public & Regulatory Affairs

Head of Supply Chain & Real Estate ©®)

Head of Corporate Legal Affairs

Director Chairman of TIM Brasil ©

Head of Human Resources and Organization
Head of Technology

Head of Administration, Finance and Control ()
Head of Consumers

Head of National Wholesale Services

Business Support Officer ®

(3) from February 23, 2012 to December 26, 2012

(4) from December 27,2012
(5) to December 17,2012
(6) to May 4,2012

(7) from September 26, 2012
(8) from December 18, 2012
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Note 40
Equity compensation plans

Equity compensation plans in effect at December 31, 2012 are used for retention purposes and as a
long-term incentive for the managers and employees of the Group.

However, it should be noted that these plans do not have any significant effect on the economic result or
on the financial position and cash flows at December 31, 2012.

A summary is provided below of the plans in place at December 31, 2012; for further details on the
plans already in place at December 31, 2011, please refer to the consolidated financial statements of
the Telecom ltalia Group at that date.

Description of stock option plans

° Telecom Italia S.p.A. Top 2008 Stock Option Plan
This plan refers to options granted on April 15, 2008 to the then chairman and chief executive
officer, originally for 11,400,000 options, exercisable at the end of the vesting period, expiring
after three years from the grant date at a price of 1.95 euros per option. The exercise period is
from April 15, 2011 to April 15, 2014. Each option gives the right to one Telecom lItalia S.p.A.
ordinary share.
75% of the options granted (equal to 8,550,000 options) are not subordinate to performance
targets and is still valid while the remaining 25% (equal to 2,850,000 options) was forfeited in
2010 because the performance targets were not reached. During 2012, no options were
exercised, with the situation having remained unchanged compared to December 31, 2011.
Unexercised options expire at the end of the plan.

° Tim Participacoes S.A. Stock Option Plan

2011 Plan

A long-term incentive plan for managers in key positions in the company and its subsidiaries was
approved by the shareholders’ meeting of Tim Participagoes S.A. on August 5, 2011. The exercise
of the options is subordinate to reaching two performance objectives simultaneously: the increase
in value of the company’s ordinary shares and the performance of the prices of the company’s
shares against a reference index, defined by the directors of Tim Participacdes S.A. and composed
principally of the share price of other companies in the telecommunications, information
technology and media sectors.

The period of validity of the options is 6 years and the company does not have the legal obligation
to repurchase or settle the options in cash or in any other form.

In relation to the options assigned in 2011, a third of these options can be exercised at the end of
July 2012, another third after the first half of 2013 and the remaining third after the first half of
2014. Performance targets refer to the three years 2011-2013, measured in July of each year.

On the grant date of August 5, 2011, the exercise value of the options granted was calculated
using the average weighted price of the shares of Tim Participacdes S.A.. This average considers
the traded volume and the trading price of the shares of the company during the period of 30 days
before July 20, 2011 (the date when the board of directors approved the plan).

On August 5, 2011, the grantees of the options were granted the right to purchase a total of
2,833,596 shares.
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At December 31, 2012, a total of 944,520 options could be considered as vested. Up to that date
none of the plan beneficiaries had exercised the options to purchase during the period
established.

2012 Plan

On September 5, 2012, the shareholders’ meeting of Tim Participacoes S.A. approved the second
granting of stock options for managers in key positions in the company and its subsidiaries. In
keeping with the structure of the plan initiated in 2011, the exercise of the options is subordinate
to the simultaneous achievement of two performance targets:

— Absolute performance: increase in the value of Tim shares

— Relative performance: performance of Tim shares against a benchmark index composed of TLC
and Media Technology companies listed on the Bovespa and in the Bovespa index.

The period of validity of the options is 6 years and the company does not have the legal obligation
to repurchase or settle the options in cash or in any other form.

In relation to the options assigned in 2012, a third of these options can be exercised at the end of
September 2013, another third from September 2014 and the remaining third after September
2015. Performance targets refer to the three years 2012-2014, measured in August of each year.
On the grant date of September 5, 2012, the exercise value of the options granted was calculated
using the average weighted price of the shares of Tim Participagdes S.A.. This average considers
the traded volume and the trading price of the shares of the company during the period July 1 to
August 31, 2012.

On September 5, 2012, the grantees of the options were granted the right to purchase a total of
2,661,752 shares. As of December 31, 2012, there were no options that could have already been
exercised.

Description of other Telecom Italia S.p.A. equity compensation plans

. Long Term Incentive Plan 2010-2015 (LTI 2010-2015 Plan)
The Plan grants, to a selected number of Group management who are not already beneficiaries of
other long-term incentive plans, a cash bonus based on three-year performance measured against
pre-set targets, with the option of investing 50% of the bonus in Telecom Italia ordinary shares at
market price. At the end of the three-year performance period, if the manager decides to invest
half of the bonus, retaining these shares and maintaining an employment relationship with
companies of the Group for the next two years, the manager will have the right to the grant of an
equal number of free ordinary shares.
The performance targets are measured using the Total Shareholder Return of Telecom ltalia (TSR
Tl) and Free Cash Flow (FCF). In particular, the payment of 65% of the bonus will be linked to the
relative TSR Tl in the three years 2010-2012 whereas the payment of 35%, instead, will be linked
to an absolute performance indicator represented by the cumulative FCF during the period 2010-
2012.
The beneficiaries were identified in relation to the person’s organizational role and strategic
potential and the bonus was determined as a percentage of the beneficiary’s fixed annual
compensation.
At the start of the Plan, the total maximum bonus potentially available to the 121 beneficiaries at
the end of the three years was 8,754,600 euros, to be paid in cash in early 2013 in a variable
amount in relation to the level of the pre-set three-year 2010-2012 performance targets reached.
The option of investing 50% of the bonus in Telecom Italia ordinary shares would have determined,
at the time of the grant, a share capital increase in cash reserved for the beneficiaries for the
maximum equivalent of 4,377,300 euros, and this same amount was the maximum value of the
bonus grant and the relative bonus increase in capital.
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Beneficiaries of the Plan who subscribed to the shares and observed the terms and conditions
above, in early 2015 will be allocated profits, pursuant to Article 2349 of the Italian Civil Code,
through the issue of one bonus share for every subscribed share.

In reference to the situation at December 31, 2012, the total maximum bonus that may be granted
to the 117 beneficiaries is 8,236,350 euros; the maximum amount of the investment at market
price, and the relative capital increase in cash, is therefore equal to an equivalent amount of
4,118,175 euros, The maximum number of shares which may be assigned free of charge is the
same as the number of shares subscribed.

. Long Term Incentive Plan 2011 (LTI Plan 2011)

The plan, approved by the shareholders’ meeting on April 12, 2011, replicates the basic rationale

of the LTI 2010-2015 Plan. It covers Executive Management, Top Management and Selected

Management. The plan is formulated according to a rolling perspective so that, normally, each year

a new incentive cycle comes into effect, factored over the time frame of the company’s strategic

planning. An exception to this is the incentive plan for Executive Management, formulated in “one-

off” terms consistently with the standard term of the mandate.

The objective of the plan is to reinforce the connection between management’s compensation and,

on one hand, company performance defined in the 2011-2013 business plan (measured by the

cumulative Free Cash Flow in the three years 2011-2013 (so-called absolute performance: 35%

weighted), and on the other hand, the growth of value relative to a group of peers (measured by

the Total Shareholder Return (so-called relative performance: 65% weighted).

The plan calls for granting:

— to Selected Management, a cash bonus, with the option of investing 50% of the bonus in
Telecom ltalia ordinary shares at market price and the grant of bonus matching shares when
specific conditions are met two years after subscription;

— to Top Management, a 50% bonus in cash and 50% for rights to a bonus grant of Telecom lItalia
ordinary shares after two years;

— to Executive Management, a bonus in cash and an equivalent number of Telecom ltalia
ordinary shares determined when the person is included in the Executive Management group
of the Plan.

— OnJuly 7, 2011, the board of directors approved the start of the Plan. When the Plan started,
besides the Executive Chairman and the Chief Executive Officer, the Plan covered 17 Top
Managers and 128 Managers. The estimated maximum incentive for the three categories of
incentive beneficiaries at the start of the Plan was equal to:

— for Selected Management a total bonus of 9,789,300 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, including paid-in
capital, was equal to an equivalent amount of 4,894,650 euros. The maximum number of
shares which may be assigned free of charge is the same as the number of shares subscribed;

— for Top Management a total bonus of 6,512,400 euros, of which the equivalent maximum
amount of the bonus grant, and the relative increase in capital was 3,256,200 euros;

— for Executive Management a total bonus of 5,400,000 euros and a corresponding maximum
number of 5,795,234 shares, represented by treasury shares.

At December 31, 2012, besides the Executive Chairman and the Chief Executive Officer, 16 Top
Managers and 124 Managers are still beneficiaries of the Plan. For these two last categories, the
maximum incentive at December 31, 2012 is equal to:

— for Selected Management a total bonus of 9,211,350 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, is equal to an
equivalent amount of 4,605,675 euros. The maximum number of shares which may be
assigned free of charge is the same as the number of shares subscribed;

— for Top Management, a total bonus of 6,197,250 euros, of which the maximum equivalent
amount of the bonus grant, and the relative bonus increase in capital is 3,098,625 euros;
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. Long Term Incentive Plan 2012 (LTI Plan 2012)

In keeping with the long-term incentive structure decided in 2011, the shareholders’ meeting held

on May 15, 2012 approved the LTI Plan 2012-2014. The Plan covers Top Management and

Selected Management and excludes Executive Management.

The objective of the plan is to reinforce the connection between management’s compensation and,

on one hand, company performance defined in the 2012-2014 business plan measured by the

cumulative Free Cash Flow (so-called absolute performance: 35% weighted), and on the other
hand, the growth of value relative to a group of peers measured by the Total Shareholder Return

(so-called relative performance: 65% weighted).

The plan calls for granting:

— to Selected Management, a cash bonus, with the option of investing 50% of the bonus in
Telecom ltalia ordinary shares at market price and the grant of bonus Matching Shares when
specific conditions are met two years after subscription;

— to Top Management, a 50% bonus in cash and 50% for rights to a bonus grant of Telecom lItalia
ordinary shares after two years.

On June 28, 2012, the board of directors approved the start of the Plan. When the Plan started the

beneficiaries were 19 Top Managers and 127 Managers. The estimated maximum incentive for

the two categories of incentive beneficiaries was equal to:

— for Selected Management a total bonus of 9,581,850 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, including paid-in capital,
was equal to an equivalent amount of 4,790,925 euros, The maximum number of shares which
may be assigned free of charge is the same as the number of shares subscribed;

— for Top Management a total bonus of 7,161,000 euros, of which the equivalent maximum
amount of the bonus grant, and the relative increase in capital was 3,580,500 euros.

At December 31, 2012 this situation remained unchanged.
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Calculation of fair value measurement of the granted options and
rights

The fair value of the options relating to the “Top 2008 Plan” was calculated using the Monte Carlo
method according to the calculation parameters reported in the following table.
For the LTI Plans (2010-2015, 2011 and 2012), the following was measured:

e the debt component, determined as follows:

— the 65% linked to reaching TSR targets was calculated as the average of the levels of expected
bonus weighted by the probability of the relative TSR scenarios occurring - such probability is
measured using the Monte Carlo method;

— the 35% linked to reaching FCF targets was calculated as the bonus level according to the best
estimate of expected FCF by making reference to the data of the Telecom lItalia three-year plan;

e the equity component, determined as the theoretical value of the right to the bonus share calculated
as the fair value of a 24-month call option on the Telecom lItalia ordinary share, starting in three
years.

Parameters used to determine fair value - Telecom Italia S.p.A.

Plans/Parameters | Exercise | Current price/ Volatility | Period | Expected | Riskfree interest
price Spot dividends rate
(euro) (euro) (euro)
1)
(2) (3) (4)
TOP 2008 Plan 1.95 Market value Telecom ltalia 3 years 0.08 3.7485% at 6
Telecom ltalia (33.02%) and years
and other TLC other TLC
companies at companies
4/15/2008
LTI Plan 2010-2015 - 0.9219 33.4281%  5years 0.055 first 1.89% at 5 years
equity component year
0.06 second
year
LTI Plan 2011 - 0.8044 n.a. 3years 0.05 2.095% at 3 years

equity component
(Executive Management)

LTI Plan 2011 - 0.7298 n.a. 5 years 0.07 2.591% at 5 years
equity component

(Top Management and

Selected Management)

LTI Plan 2012 - 0.7745 n.a. 5 years 0.043 1.25% at 5 years
equity component

(Top Management and

Selected Management)

(1) In relation to the performance targets set in the Plan, consideration was given to the market prices of Telecom lItalia
shares and, if necessary, of other shares of the leading companies in the telecommunications sector at the grant date.

(2) In relation to the performance targets set in the Plan, consideration was given to the volatility values of the Telecom Italia
share and, if necessary, of the shares of the leading companies in the telecommunications sector.

(3) For the TOP 2008 Plans, dividends were assumed to be constant over the life of the options on the basis of the latest
dividends paid. For the LTI 2010 - 2015, LTI 2011 and LTI 2012 Plans the dividends were estimated on the basis of
Bloomberg data.

(4) The risk-free interest rate is considered the rate of government securities of the Federal Republic of Germany (the market
benchmark for transactions in euro) with expirations commensurate with the life of the option. Solely for the LTI 2012
plan, the rate is a zero coupon at 5 years (the curve is assumed to be the best indicator of the risk-free rate).
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Parameters used to determine fair value - Tim Participacoes S.A.

Plans/Parameters Exercise | Current price/ Volatility Period Expected Risk-free interest
price Spot dividends rate
(reais) (reais) (reais)
Stock option plan 2011 8.84 8.31 51.73% 6 years _ 11.94% per year
Stock option plan 2012 8.96 8.96 50.46% 6 years _ 8.89% per year

Effects on the income statement and statement of financial position

Compensation plans which call for payment in equity instruments are recorded at fair value which
represents the cost of such instruments at the grant date and is recorded in the separate income
statements under “Employee benefits expenses” over the period between the grant date and the vesting
period with a contra-entry to the equity reserve “Other equity instruments”. The part of the plans which
calls for the payment of compensation in cash is recorded in liabilities as the contra-entry of “Employee
benefits expenses”; at the end of each year the liability is measured at fair value.

Compensation plans which call for payment in equity instruments do not have significant impacts either
on the income statements or the statements of financial position or of cash flows at December 31,
2012.
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Note 41

Significant non-recurring events and

transactions

The effect of non-recurring events and transactions on equity, profit, net financial debt and cash flows of
the Telecom Italia Group is set out below in accordance with Consob Communication DEM/6064293 of

July 28, 2006.

The impact of non-recurring events and transactions at December 31, 2012 is as follows:

(millions of euros)

Equity Profit (loss)

Net financial  Cash flows

for the year debt

(*)
Amount - financial statements (a) 23,012 (1,277) 29,053 974
Expenses for corporate-related transactions - - 6 (6)
Restructuring expenses - Employee benefits
expenses (17) 47) 93 (93)
Other restructuring expenses (11) (112) (3)
Sundry expenses (32) (32) (2)
Gains on non-current assets 15 15 - -
Capital gains on sale of Matrix 48 48 (84) 50
Impairment loss on Core Domestic goodwill (4,016) (4,016) - -
Impairment loss on Media goodwill (105) (105) - -
Impairment loss on Argentina goodwill (168) (168) - -
Impairment loss on other non-current tangible and
intangible assets (Argentina and Media) (107) (107) - -
Impairment losses on non-current tangible assets for
restructuring (2) (2) - -
Net losses on disposal of other investments (2) 2) - -
Interest expenses and other finance expenses in
disputes (35) (35) 14 (14)
IRES tax recovery for IRAP tax on cost of labor (Law
Decree 16/2012) 319 319 - -
Total impact - (excluding Discontinued operations) (b) (4,113) (4,113) 34 (68)
Impact of Discontinued Operations (c) 2 2 10 (10)
Figurative amount - financial statements (a-b-c) 27,123 2,834 29,009 1,052

(*) Cash flows refer to the increase (decrease) in Cash and Cash equivalents during the year.
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The impact of non-recurring items on the separate consolidated income
follows:

statement line items is as

(millions of euros) 2012 2011
Acquisition of goods and services, other operating expenses, change in inventories:

Restructuring expenses (14) -
Sundry expenses (32) (4)
Expenses for corporate-related transactions = (8)
Employee benefits expenses:

Restructuring expenses (25) (12)
Impact on EBITDA (71) (24)
Gains (losses) on non-current assets:

Gains on disposals of non-current assets 22 -
Net gain on disposal of Matrix 49 -
Net gain on disposal of Loquendo = 35
Impairment reversals (losses) on non-current assets:

Impairment loss on Core Domestic goodwill (4,016) (7,307)
Impairment loss on Media goodwill (105) (57)
Impairment loss on Argentina goodwill (168) -
Impairment loss on other non-current intangible and tangible assets (Argentina and

Media) (137) -
Impairment loss on non-current tangible fixed assets for restructuring 3) -
Impact on EBIT (4,429) (7,353)
Other income (expenses) from investments:

Net gain on disposal of EtecSA (Cuba) = 17
Net losses on disposal of other investments (2) (1)
Finances expenses:

Interest expenses and other finance expenses on disputes (47) -
Impact on profit (loss) before tax from continuing operations (4,478) (7,337)
IRES tax recovery for IRAP tax on cost of labor (Law Decree 16/2012) 319 -
Effect on income taxes on non-recurring items 46 5
Discontinued operations 2 (13)
Impact on profit (loss) for the year (4,111) (7,345)
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Note 42
Positions or transactions resulting from
atypical and/or unusual operations

In accordance with Consob Communication DEM/6064293 of July 28, 2006, a statement is made to the
effect that in 2012 the Telecom ltalia Group has not put into place any atypical and/or unusual
transactions, as defined by that Communication.
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Note 43

Other information

a) Exchange rates used to translate the financial statements of foreign

operations )

Year-end exchange rates

(statements of financial position) ‘

‘ Average exchange rates for the year |
(income statements and statements of ‘

cash flows)
(local currency against 1 euro) 12/31/2012 12/31/2011 Year 2012 Year 2011 |
Europe
BGN Bulgarian Lev 1.95580 1.95580 1.95580 1.95580
CZK Czech koruna 25.15100 25.78700 25.14441 24.59461
HUF Hungarian forint 292.30000 314.58000 289.29839 279.47926
CHF Swiss franc 1.20720 1.21560 1.20525 1.23256
TRY Turkish lira 2.35510 2.44320 2.31432 2.33825
GBP Pound sterling 0.81610 0.83530 0.81103 0.86775
RON Romanian leu 4.44450 4.32330 4.45814 4.23931
North America
usbD U.S. dollar 1.31940 1.29390 1.28538 1.39162
Latin America
VEF Venezuelan bolivar 5.66636 3.35994 5.21554 3.61338
BOB Bolivian boliviano 9.18302 8.96385 8.96600 9.74040
PEN Peruvian nuevo sol 3.36777 3.48747 3.39104 3.83245
ARS Argentine peso 6.48641 5.56769 5.84408 5.74419
CLP Chilean peso 631.72900 671.99700 625.01857 672.51441
Ccop Colombian peso 2,331.23000 2,510.57000 2,310.07238 2,569.51702
MXN Mexican peso 17.18450 18.05120 16.90575 17.29084
BRL Brazilian real 2.69619 2.42710 2.50953 2.32669
PYG Paraguayan guarani 5,573.15000 5,794.08000 5,676.67356 5,817.48337
uyu Uruguayan peso 25.59770 25.92850 26.02323 26.93149
Other countries
ILS Israeli shekel 4.92580 4.94530 4.95266 497723
(*) Source: data processed by the European Central Bank, Reuters and major Central Banks.
Telecom ltalia Group Note 43

Consolidated Financial Statements

Other information | 282



b) Research and development

Expenditures for research and development activities are represented by external costs, labor costs of
dedicated staff and depreciation and amortization. Details are as follows:

(millions of euros) 2012 2011
Research and development costs expensed during the year 40 68
Development costs capitalized 562 543
Total research and development costs (expensed and capitalized) 602 611

Moreover, in the separate consolidated income statement amortization charges are recorded for
development costs, capitalized during the year and in prior years, for an amount of 716 million euros.
Research and development activities conducted by the Telecom Italia Group are detailed in the Report
on Operations (Sustainability Section).
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c) Operating leases

Revenue related

The Group has entered into agreements for line lease and hosting which cannot be canceled. At
December 31, 2012 the amount of lease installments receivable is as follows:

(millions of euros) 12/31/2012 | 12/31/2011 ‘
Within 1 year 104 4
From 2 to 5 years 159

Beyond 14

Total 277 4

Expense related

The Group has entered into agreements for lease of properties, vehicle rental and hosting which cannot
be canceled. At December 31, 2012 the amount of lease installments receivable is as follows:

(millions of euros) 12/31/2012 12/31/2011
Within 1 year 247 215
From 2 to 5 years 481 605
Beyond 137 155
Total 865 975

d) Directors’ and statutory auditors’ remuneration

The total compensation due for the year 2012 to the directors and statutory auditors of
Telecom ltalia S.p.A. for carrying out such functions in the Parent and in other consolidated companies
amounts to 4.8 million euros for the directors and to 0.6 million euros for the statutory auditors. In
reference to the compensation to which the directors are entitled, it should be noted that the amount is
calculated by considering only compensation for corporate offices (in primis those under ex art. 2389,
paragraphs 1 and 3 of the Italian Civil Code) thus excluding the amounts relating to any employment
relationship with the companies of the Group and any non-monetary fringe benefits; for a complete and
detailed description of the compensation paid to the directors, reference should be made to the
Compensation Report, available at the Company’s headquarters and on the corporate website at the
following address: www.telecomitalia.com/shareholders.
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e) Summary schedule of fees due to the audit firm and other firms in

its network

The following schedule reports the fees due to PricewaterhouseCoopers S.p.A. (“PwC”) and to the other
firms in the PwC network for the audit of the 2012 financial statements and the fees referring to the
year 2012 for other audit and review services, for tax consulting services and for other services besides
audit rendered to the companies of the Telecom lItalia Group by PwC and other firms in the PwC network.
Out-of-pocket expenses incurred in 2012 for such services are also included herein.

PricewaterhouseCoopers S.p.A.

Other firms in the
PricewaterhouseCoopers network

Telecom | Subsidiaries Telecom Telecom | Subsidiaries Telecom Total
(in euros) Italia Italia Italia Italia PwC
S.p.A. Group S.p.A. Group network
Audit services 2,607,215 1,271,530 3,878,745 90,909 3,220,526 3,311,435 7,190,180
Verification services with issue of
certification 130,000 3,609 133,609 1,198 96,419 97,617 231,226
Tax consulting services - - - - 155,336 155,336 155,336
Other services:
agreed procedures on
regulatory accounting areas 55,000 - 55,000 - 88,064 88,064 143,064
accounting due diligence on
companies for divestiture and
acquisition 90,000 - 90,000 - - - 90,000
Total 2012 fees due for audit
and other services to the PwC
network 2,882,215 1,275,139 4,157,354 92,107 3,560,345 3,652,452 7,809,806
Out-of-pocket 320,573
Total 8,130,379
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Note 44
Events subsequent to December 31, 2012

Sale of La7 S.r.l.

On March 4, 2013 the board of directors of Telecom lItalia Media S.p.A., a subsidiary of Telecom lItalia
S.p.A., voted to grant a mandate to finalize the agreement for the sale of the entire investment in La7
S.r.l. to Cairo Communication S.p.A., excluding the 51% of MTV ltalia S.r.l., part of the Media Business
Unit. On March 6, 2013, Telecom ltalia Media and Cairo Communication signed an agreement for the
sale of 100% of La7 S.r.l..

Under the agreements reached, Telecom lItalia Media S.p.A. will receive a sale consideration of 1 million
euros. La7 S.r.l. will be recapitalized for a sufficient amount to ensure a positive net financial position, at
the transfer date, of no less than 88 million euros. This recapitalization will also contribute to reaching
the agreed level of equity of 138 million euros, at the transfer date.

As a result of the transaction, Telecom Italia S.p.A. has waived intragroup financial receivables, due from
Telecom ltalia Media S.p.A., for a total amount of 100 million euros.

According to the agreements, a long-term transmission capacity supply contract will also be entered into
between La7 S.r.l. and Telecom Italia Media Broadcasting S.r.I..

This sale allows the Telecom lItalia Group to terminate its financial support of La7 S.r.l. while keeping the
network operator Telecom lItalia Media Broadcasting S.r.l. within its scope of operations.

Based on the agreements described above and also taking account of the expected performance of La7
S.r.l. up to the sale, additional negative income statement impacts are expected for the year 2013, of
around 130 million euros, before amounts due to non-controlling interests.

The finalization of the sale is subject to the authorizations required under the applicable regulations.
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Note 45
List of companies of the Telecom Italia Group

In accordance with Consob Communication DEM/6064293 dated July 28, 20086, the list of companies is provided herein.

The list is divided by type of investment, consolidation method and operating segment.

The following is indicated for each company: name, head office, country and share capital in the original currency, in addition
to the percentage ownership of share capital, the percentage of voting rights in the ordinary shareholders’ meeting if different
than the percentage holding of share capital, and which companies hold the investment.

Name Head office | Currency | Share | % | % | Held by
capal Owmership Veling rights

PARENT COMPANY
TELECOM I TALIA S pA MILAN (ITALY) EUR 10.693.628.019
SUSSIDIARIES CONSOLIDATED LINE-BY-LINE
DOMESTIC BU
4G RETAIL 71, TURIN EUR 2402241 71.0000 TLC COMMERCIAL SERVICES .11
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
ADVANCED CARING CENTER Srl. ROME EUR 2,540,100 100.0000 TELECONTACT CENTER S.p.A

g activities and P market and surveys) (ITALY)
FLAGSHIP STORE BOLOGNA 151l BOLOGNA EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIF STORE BOLZANO 1 Srl. BOLZANO EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE CATANIA 15r. CATANIA EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE FIRENZE 1 Srl. FLOREMNCE EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIF STORE MILANO 1 5. MILAN EUR 50,000 100.0000 TLC COMMERCIAL SERVICES Srl
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE MILANO 2 5. MILAN EUR 50,000 100.0000 TLC COMMERCIAL SERVICES Srl.
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE MODENA 15rl. MODENA EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIF STORE ROMA 1 5rl. ROME EUR 50,000 100.0000 TLC COMMERCIAL SERVICES Srl
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE ROMA Z Srl. ROME EUR 50,000 100.0000 TLC COMMERCIAL SERVICES Srl.
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE SANREMO 1 Srl. SANREMO EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE TARANTO 1 5rl. TARANTO EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE TORINO 15rl. TURIN EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE VEROMA 1 Srl. VEROMNA EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
{marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
FLAGSHIP STORE VICEMZA 1 Srl. VICENZA EUR 20,000 100.0000 TLC COMMERCIAL SERVICES Srl.
(marketing of products and services in the field of fixed and mobile (ITALY)
telecommunications and all types of analog and digital devices)
HR. SERVICES S.rl. L'aQuILA EUR 500,000 100.0000 TELECOM ITALIA S p.A.
{personnel training and senices) (ITALY)
LT. TELECOM Srl. POMEZIA {ROME) EUR 7,000,000 100.0000 TELECOM ITALIA S p.A.
{other service activities connected with NCA information technology) {ITALY)
LAN MED NAUTILUS Lid DUBLIN usD 1,000,000 100.0000 TELECOM ITALIA SPARKLE SpA.

4 ications services, ir jon and mai wce of submari (IRELAND)
cable systems, managed bandwidth services)
LATIN AMERICAN NAUTILUS ARGENTINA S A BUENOS AIRES ARS 9,938,000 95,0000 LAN MED NAUTILUS Ltd
{managed bandwidth senices) (ARGENTINA) 5.0000 TELECOM ITALIA SPARKLE S.pA.
LATIN AMERICAN NAUTILUS BOLIVIA SrL LA FAZ BOB 1,747,600 99.9999 TELECOM ITALIA SPARKLE Sp.A.
(managed bandwidth senvices) (BOLIVIA) 0.0001 LATIN AMERICAN NAUTILUS USA Inc.
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LATIN AMERICAN NAUTILUS BRASIL Lida RIO DE JANEIRD BRL LATIN AMERICAN MAUTILUS BRASIL
PARTICIPACOES Ltda
managed bandwidth services BRAZIL 0.0001 LATIN AMERICAN NAUTILUS USA Inc.
LATIN AMERICAN NAUTILUS BRASIL PARTICIPACOES Lida 10 DE JAMEIRD BRL 8,844 865 99.9599 LAN MED NAUTILUS Ltd
(investment holding company) (BRAZIL) 0.0001 TELECOM ITALIA SPARKLE Sp A
LATIN AMERICAN NAUTILUS CHILE S.A. SANTIAGO CLP 13,101,482 259 100.0000 LAN MED NAUTILUS Ltd
mana: bandwidth senvices {CHILE}
LATIN AMERICAN NAUTILUS COLOMEIA Lida BOGOTA COP 240,225,000 1000000 LAN MED NAUTILUS Lid
managed bandwidth services] {COLOMBIA)
LATIN AMERICAN NAUTILUS PANAMA S A, PANAMA usD 10,000 100.0000 LAM MED MAUTILUS Ltd
rrana: bandwidth services)
LATIN AMERICAN NAUTILUS PERL S.A LIMA PEM 58,916,982 100.0000 LAN MED NAUTILUS Ltd
mana: bandwidth senvices {PERL
LATIN AMERICAN NAUTILUS St. Croix LLC VIRGIN ISLANDS usD 10,000 100.0000 LAN MED NAUTILUS Ltd
(managed bandwidth services) (UNITED STATES)
LATIN AMERICAN MAUTILUS USA Inc. FLORIDA 10,000 100.0000 LAN MED NAUTILUS Ltd
(managed bandwidth services) (UNITED STATES)
LATIN AMERICAN NAUTILUS VENEZUELA CA, CARACAS VEF 981,457 100.0000 LAN MED NAUTILUS Lid
{managed bandwidth senvices) (VENEZUELA)
MED-1 (NETHERLANDS) B.V. AMSTERDAM EUR 18,200 100.0000 MED 1 SUBMARIME CABLES Ltd
(investment holding compary) (METHERLANDS)
MED -1 ITALY Srl ROME EUR 548 477 100.0000 MED 1 (NETHERLANDS) BV,
{cor ion and mail of ine cables in Italian termitorial {ITALY)
waters)
MED- 1 SUBMARINE CABLES Ltd RAMAT GAN ILS 55,886,866 999123 TELECOM ITALIA SPARKLE Sp A
(ISRAEL)
{construction and maintenance of the submarine cable levi)
MEDITERRANEAN NAUTILUS BULGARIA EQQD SOFIA BGN 100,000 100.0000 LAN MED NAUTILUS Lid
(telecommunications senvices) {BULGARIA)
MEDITERRAMEAN NAUTILUS GREECE S.A. ATHENS EUR 111,600 100.0000 LAM MED MAUTILUS Ltd
telecommunications services (GREECE)
MEDITERRANEAN NAUTILUS ISRAEL Ltd RAMAT GAM ILS 1,000 100.0000 LAN MED NAUTILUS Ltd
{international wholesale telecommunication services) {ISRAEL)
MEDITERRANEAN NAUTILUS ITALY Sp.A. ROME EUR 3,100,000 100.0000 LAN MED MAUTILUS Ltd.
{installation and maintenance of submarine cable systems) (ITALY)
MEDITERRANEAN NAUTILUS TELEKOMUNIKASYON HIZMETLERI TAKSIM, ISTANBUL TRY 5,639,065 100.0000 LAN MED NAUTILUS Ltd
TICARET ANCNIM SIRKETI
(telecommurnications services) (TURKEY)
QOLIVETTI MULTISERVICES S.pA. MILAN EUR 20,337,181 100.0000 TELECOM ITALIA Sp.A.
(real estate management} (ITALY)
PATHMNET Sp.A ROME EUR 29,800,000 100.0000 TELECOM ITALIASp.A.
{networking systems and telecommunications) {ITALY)
TECNOSERVIZI MOBILI S.rl. {in liquidation) ROME EUR 26,000 100.0000 TELECOM ITALIASp.A
{management of movable assets) {TALY)
TELECOM ITALIA INFORMATION TECHNOLOGY Srl. ROME EUR 3,400,000 100.0000 TELECOM ITALIA S p.A
lanning. design. installation nunning of uter senvices) {ITALY)
TELECOM ITALIA NETHERLANDS BV AMSTERDAM EUR 18,200 100.0000 TELECOM ITALIA SPARKLE Sp.A.
felecommunications services) {NETHERLANDS)
TELECOM ITALIA SAN MARIND Sp.A. ROVERETA- EUR 1,808,000 99.9999 TELECOM ITALIA SPARKLE Sp.A.
FALCIANG
{telecommunications services in San Marino) {SAN MARING) 0.0001 TELECOM ITALIASp.A
TELECOM ITALIA SPAIN SL UNIPERSOMNAL MADRID EUR 2,003,006 100.0000 TELECOM ITALIA SPARKLE Sp.A.
{telecommunications senices) (SPAIN)
TELECOM ITALIA SPARKLE CZECH S R.O. PRAGUE CIK 6,720,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
(telecommunications services) {CZECH REPUBLIC)
TELECOM ITALIA SPARKLE EST S.RL. BUCHAREST RON 3,021,560 100.0000 TELECOM ITALIA SPARKLE SpA.
(telecommunications services) (RUMANIA)
TELECOM ITALIA SPARKLE HUNGARY KF.T. BUDAPEST HUF 2,870,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
telecommunications senvices) {HUNGARY)
TELECOM ITALIA SPARKLE OF NORTH AMERICA, INC. NEW YORK usD 19,550,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
telecommunications and promotional services, UNITED STATES)
""rEL'Ec&T:‘?’iL‘u‘ATpm‘ 'KJ.I :E-ﬁ_.p.&_l ROME EUR 200,000,000 1000000 TELECOM TALIA S pA.
{public and private telecommunications services management) {ITALY)
TELECOM ITALIA SPARKLE SINGAPORE PTE. Lid SINGAPORE usD 5,121,120 99,9999 TELECOM ITALIA SPARKLE S.p.A.
| i ices) 0.0001 TELECOM ITALIA SPARKLE OF NORTH AMERICA,
TELECOM ITALIA SPARKLE SLOVAKIA S R.O. BRATISLAVA EUR 300,000 100.0000 TELECOM ITALIA SPARKLE SpA.
(telecommunications senvices) (SLOVAKIA)
TELECONTACT CENTER S.p.A. NAPLES EUR 3,000,000 100.0000 TELECOM ITALIA Sp.A.
(telemarketing services) {ITALY
TELEFOMNIA MOBILE SAMMARINESE 5.p.A. BORGOMAGGIORE  EUR 78,000 51.0000 TELECOM ITALIA SAN MARING Sp.A.
(mobile telephone services) SAN MARINO)
TELENERGIA Srl ROME EUR 50,000 100.0000 TELECOM ITALIASp.A.
{import, export, purchase, sale and exchange of electricity) {ITALY)
TELSY ELETTROMICA E TELECOMUNICAZIONI Sp.A. TURIN EUR 390,000 100.0000 TELECOM ITALIASp.A.
(manufacturing and sale of electronic equipment and systems for {ITALY)
ted telecommunications)
TIBELGIUM SP.RL -BVEA BRUSSELS EUR 3,000,000 100.0000 TELECOM ITALIA SPARKLE S.p.A.
{telecommunications services) (BELGIUM)
TI GERMANY GmbH FRANKFURT EUR 25,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
(telecommunications services) {GERMANY)
TI SWITZERLAND GmbH ZURICH CHF 2,000,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
(telecommunications services) {SWTZERLAND)
TI TELECOM ITALIA {AUSTRIA) TELEKOMMUNIKATIONDIENSTE VIENMA EUR 2,735,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
GmbH
(telecommunications services) {AUSTRIA)
TIS FRANCE SA.S. PARIS EUR 18,295,000 100.0000 TELECOM ITALIA SPARKLE Sp.A.
(i ion and of ications services for fixed ~ (FRANCE)

network and related activities)
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Name Head office | Currency | Share % % Held by
capdal Ownarship \fm
TLC COMMERCIAL SERVICES Srl. ROME EUR 500,000 100.0000 TELECOM ITALIA Sp.A.
quisition and g of holdings involved On the (ITALY)
marketing of products and senvices in the field of telecommunications and
ICT
M- TELEMEDIA INTERMATIONAL Ltd LONDON EUR 3083254 100.0000 TELECOM ITALIA SPARKLE SpA
(value-added and networking senvices) (UNITED KINGDOM)
TMI TELEMEDIA INTERMATIONAL DO BRASIL Lida SAD PAULO BRL 8,909,629 100.0000 TMI - TELEMEDIA INTERNATIONAL Ltd
(telecommunications services and promotional services) (BRAZIL)
BRAZIL BU
INTELIG TELECOMUNICAﬁS Lida RIO DE JANEIRO BRL 4,041,956.045 99.9999 TIM PﬂRTICIP&CES SA
(telecommunications senvices) (BRAZIL) 0.0001 TIMCELULAR SA
TIM BRASIL SERVICOS E PARTICIP, ESSA RIO DE JANEIRO BRL 7.169.029.859 100.0000 TELECOM ITALIA INTERNATIONAL NV
{investment holding company) (BRAZIL )
TIM CELULAR S.A. SAQ PAULO BRL 9434215720 100.0000 TIM PARTICIPACOES S.A.
(telecommunications services) BRAZIL
TIM PARTICIP, ESSA. RIO DE JANEIRO BRL 9,886,836.593 66.6756 TIM BRASIL SERVICOS E FPARTICIPAGUES SA.
(investment holding comparry) (BRAZIL) 0.0329 TIM PARTICIPACOES S A
ARGENTINA BU
MICRO SISTEMAS S A BUENOS AIRES ARS 760,000 99,9900 TELECOM ARGENTINA S A,
telecommunications senvices| ARGENTINA 0.0100 NORTEL INVERSORA S.A
NORTEL INVERSORA S A — SUENGS AIRES RS TEET 7 R TELECOMONCACTONES S
Investment holdi ) {ARGENTINA) 1.7280 TIERRA ARGENTEA S A
NUCLED S A ASUNCION PYG Ll LSA
mobile telephone services (PARAGUAY )
SOFORA TELECOMUNICACIONES SA BUENCS AIRES ARS 439,702,000 35.5000 TELECOM ITALLA INTERMATIONAL NV,
imvestment holdin ] (ARGENTINA) 32.5000 TELECOM ITALIA Sp A
SPRINGVILLE S.A MONTEVIDED uUYu 3,888,956 100.0000 TELECOM PERSOMNAL S.A.
{mobile telephone services) (URAGUAY)
TELECOM ARGENTINA S.A. BUENOS AIRES ARS 984,380,978 54,7417 MORTEL INVERSORA S.A
felecommunications senices| (ARGENTIMNA) 1.5780 TIERRA ARGENTEA S A
#mmm DELAWARE USD FIEEE] 100.0000 Ll NTINA S A
telecommunicafions services) UNITED STATES
%:rzmws;w’ %UENE AIRES  ARS 310,514,481 (7] TELECOM ARGENTINA S A
(mobile telephone services) (ARGENTINA) 0.0077 MORTEL INVERSORA S.A
MEDIA BU
BEIGUA S.rl. ROME EUR 51,480 51.0004 TELECOM ITALIA MEDIA BROADCASTING Srl.
sale, and mai of i for the (ITALY)
repair and distribution of radio and TV broadcasting)
LAT 5l ROME EUR 1,020,000 100.0000 TELECOM ITALIA MEDIA Sp A
ishing and industry and llection and {ITALY)
enforcement of advertising in general)
MTVITALIA Sl ROME EUR 12,151,928 51.0000 LA7 Srl
(services in the field of radio and TV broadcasting, production and sale of  (ITALY)
radio. TV and cinema programs)
MTV PUBBLICITA' Srl. MILAN EUR 10,400 100.0000 MTV ITALIA Sl
{advertising agency) {ITALY})
TELECOM ITALIA MEDIA BROADCASTING Srl. ROME EUR 15,000,000 100.0000 TELECOM ITALIA MEDIA Sp A
p sale, t and mai of i ions for the (ITALY)
repair and distribution of radio and TV broadcasting)
TELECOM ITALIA MEDIA Sp.A. ROME EUR 212,188,324 FERTED 754553 TELECOM ITALIA Sp.A.
(development and sale of products in the publishing industry, gathering (ITALY) 2247 22557 TELECOM ITALIA FINANCE SA
and sale of advertising. of all activi ing the
Ireatment and handiing of information)
OLIVETTI BU
ADVALSO SpA IVREA (TURIN) EUR 500,000 100.0000 OLIVETTI SpA.
(ITALY)
{design, mar g and icing of 1 services and
products)
OLIVETTI DEUTSCHLAND GmbH NURNBERG EUR 25,600,000 100.0000 OLIVETTI SpA.
sale of office equipment, GERMANY
OLIVETTI ENGINEERING S.A YVERDON LES CHF 100,000 100.0000 OLIVETTI I-JET S.p.Ajin liquidaton)
{product research and development based on ink-jet technology) BAINS
CUVETTTESPAA EARCELONA.
LIVETTI ESPANA S A. LONA EUR 1229309 96.9912 OLIVETTISpA.
(sale and maintenance of office equipment, consulting and telematic (SPAIN)
network management)
OLIVETTI FRANCE SA.S. PUTEALIX EUR 2,200,000 100.0000 OLIVETTI SpA.
(sale of office equipment) {FRANCE)
OLIVETTII-JET 5.p.A.(in liquidation) ARNAD [AOSTA) EUR 3,000,000 100.0000 OLIVETTI SpA.
(manufacture and sale of products and for office ) (ITALY})
OLIVETTISpA. IVREA (TURIN) EUR 63,000,000 100.0000 TELECOM [TALIA Sp.A.
(ITALY)
(manufacture and sale of products and acc for office equip )
OLIVETTI UK Lid. MILTON KEYHES GBP 6.295.712 00,0000 OLIVETTI Sp.A.
(sale of office equipment) {UNITED KINGDOM)
TIESSE S.cpA. VREA (TURIN) EUR 103,292 61.0000 OLIVETTISpA
i ion and assi for el ic, iter, ic and {ITALY)
telecommunication equipment)
OTHER OPERATIONS
EMSA SERVIZI S.p.A. (in liquidation) ROME EUR 5,000,000 100.0000 TELECOM ITALIA Sp.A.
(real estate services management) {ITALY
OFI CONSULTING Srl. IVREA (TURIN) EUR 95,000 100.0000 TELECOM ITALIA Sp.A.
administrative consu (ITALY
OLIVETTI GESTIONI WREA Srl. IVREA (TURIN) EUR 100,000 100.0000 TELECOM ITALIA Sp.A
(real estate senices {ITALY
PURPLE TULIP BV. AMSTERDAM EUR 18,000 100.0000 TELECOM ITALLA INTERMNATIONAL N.V.
(investment holding compary ) (NETHERLANDS)
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Name umomul Clani Share | w L id by
ﬁ Vol i3
l;iELEOOM ITALIA CAPITAL S A LUXEMBOURG EUR 2,336,000 100.0000 TELECOM ITALIA Sp A
nance com)
TELECOM ITALIA DEUTSCHLAND HOLDING GmbH FRANKFURT EUR 25,000 100.0000 TELECOM ITALIA Sp.A
investment holdin (GERMANY)
TELECOM ITALIA FINANCE IRELAND Ltd DUBLIN EUR 1,360,000.000 100.0000 TELECOM ITALIA FINANCE S.A
(finance company) (IRELAND}
TELECOM ITALIA FINANCE S.A. LUXEMBOURG EUR 542,090,241 100.0000 TELECOM ITALIA Sp.A
finance com|
TELECOM ITALIA INTERMATIONAL N.V. AMSTERDAM EUR 2,399,483.000 100.0000 TELECOM ITALIA Sp.A.
imvestment holdin, NETHERLANDS
T TTALIA LATAM FA| AUL T 116,925,604 99,9997 TELECOM ITALIA S p.A
ADMINISTRATIVA LTDA
telecommunications and promotional senvices BRAZIL
TIAUDIT COMPLIANCE LATAM S.A. RIO DE JANEIRO BRL 1,500,000 69.9996 TELECOM ITALIA Sp.A.
ilrmemel au%gj BRAZIL 30.0002 TIM BRASIL SERVICOS E PARTICIP.
| A ARGENTEA S A UEN E: ARS 318,213,255 86,9621 TELECOM ITALIA INTERNATIONAL N.V.
(investment holding comparty ) (ARGENTINA) 13.0379 TELECOM ITALIA Sp.A
AREE URBANE Sr.l. (in liquidation) MILAN EUR 100,000 31,6500 TELECOM ITALIA Sp.A.
(real estate management) {ITALY) 0.9700 TELECOM ITALIA MEDIA Sp A
ASSCOM INSURANCE BROKERS S, MILAN EUR 100,000 20.0000 TELECOM ITALIA Sp.A.
insurance brokers' {ITALY
BALTEA Sr.l. (bankrupt) IVREA (TURIN) EUR 100,000 49.0000 OLIVETTI SpA.
{manufacture and sale of office equipment and information and ({ITALY)
telecommunications services)
CONSORZIO E O (in iquidation) ROME EUR 13113 50.0000 TELECOM ITALIA Sp.A.
jonal traini (ITALY)
CONSORZIO INITALIA ROME EUR 200,000 25.0000 OLIVETTI SpA.
(research, study, design, product development and ICT solutions devoted  (ITALY)
1o initiatives of major ic signi Py jve or compl
nature)
CONSORZIO TEMA MOBILITY (in liquidation) TURIN EUR 850,000 50.0000 TELECOM ITALIA Sp.A
ing and of the products jointly realized by Telecom  (ITALY)
ltalia and Magneti Mareili)
EFFE TV SRL MILAN EUR 200,000 30.0000 LAT Srl.
(radio and televi g, and p g s provision of  (ITALY)
audio visual media senices)
IM.SER Srl. MILAN EUR 21,165 40.0000 TELECOM ITALIA Sp.A.
real estate management) (ITALY}
ITALTEL GROUP SpA. MILAN EUR 131,426,652 34 6845 19.3733 TELECOM ITALIA FINANCE S.A
(investment holding companty) (ITALY)
MOVENDA Sp A ROME EUR 133333 24,9998 TELECOM ITALIA FINANCE S.A
{technological platforms for the development of mobile intemet services)  (ITALY)
NORDCOM Sp.A. MILAN EUR 5,000,000 42,0000 TELECOM ITALIA SpA.
(application service provider) (ITALY)
TELELEASING - LEASING DI TELECOMUNICAZIONI E GENERALE MILAN EUR 9,500,000 20.0000 TELECOM ITALIA SpA.
S.p.A. (in liquidation)
{financial leasing of real estate and other assets) {ITALY)
TIGLIO | Srl. MILAN EUR 5,255,704 45,6991 TELECOM ITALIA Sp A
(real estate management) {ITALY) 2.1027 TELECOM ITALIA MEDIA Sp A
TIGLIO I Srl. MILAN EUR 10,000 45.4700 TELECOM ITALIA SpA.
(real estate management) (ITALY)
TM NEWS Sp.A ROME EUR 1,120,000 40.0000 TELECOM ITALIA MEDIA S pA
(multimedia joumnalistic information) (ITALY)
TRENTINONGN Srl TRENTO EUR 96,043,000 41.0733 TELECOM ITALIA Sp.A.
(design, construction, building and supply of fiber optic access network to  (ITALY)
operators and . real estate, ial and financial
opefations)
OTHER RELEVANT INVESTMENTS PURSUANT TO CONSOS RESOLUTION 11971 DATED MAY 14_ 1333 AS AMENDED
CEFRIEL S.rl. MILAN EUR 100,350 11,6000 TELECOM ITALIA Sp.A
Aprofessional training) (ITALY})
CONIEL - COMPAGNIA NAZIONALE FINANZIARIA Sp A (in liquidation) ROME EUR 1020 16.7500 TELECOM ITALIA SpA.
ITALY}
P.A. (in iquidation) EWE EUR 11,318,833 10,0800 TELECOM ITALIA MEDIA S.pA
-yiew Senices) (ITALY}
FIN.PRIV. 5. MILAN EUR 20,000 14,2900 TELECOM ITALIA S pA.
(finance company) (ITALY})
ITALBIZ.COM Inc. DELAWARE usD 4720 19.5000 TELECOM ITALIA MEDIA S.p.A
(intemet services) (UNITED STATES)
MIX S.rl. MILAN EUR 99,000 10.8500 TELECOM ITALIA Sp.A.
(intemet service provider) {ITALY )
NEW SATELLITE RADIO S.rl. MILAN EUR 10,000 12,7200 TELECOM ITALIA Sp.A.
{production and realization of radio-TV channel and program ) {ITALY )}
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Certification of the Consolidated Financial
Statements pursuant to art. 81-ter of
Consob Regulation 11971 of May 14, 1999,
with Amendments and Additions

1. We, the undersigned, Franco Bernabé, as Executive Chairman, Marco Patuano, as Domestic
Managing Director and Piergiorgio Peluso, as Manager responsible for preparing
Telecom ltalia S.p.A.’s financial reports, certify, having also considered the provisions of art. 154-bis,
paragraphs 3 and 4, of Legislative Decree 58 of February 24, 1998:

. the adequacy in relation to the characteristics of the company and

. the effective application

of the administrative and accounting procedures used in the preparation of the consolidated
financial statements for the 2012 fiscal year.

2. Telecom ltalia has adopted as its framework for the definition and assessment of its internal control
system, with particular reference to the internal controls surrounding the preparation of the financial
statements, the Internal Control - Integrated Framework Model issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

3. The undersigned also certify that:
3.1. the consolidated financial statements at December 31, 2012:
a) are prepared in conformity with international accounting principles adopted by the
European Union pursuant to EC regulation 1606/2002 of the European Parliament and
Council of July 19, 2002 (International Financial Reporting Standards - IFRS) as well as the
legislative and prescribed provisions in force in ltaly with particular reference to the
measures enacted for the implementation of Legislative Decree 38 of February 28, 2005;
b) agree with the results of the accounting records and entries;
c) provide a true and fair view of the financial condition, the results of operations and the
cash flows of the Company and the Group;
3.2. the report on operations contains a reliable operating and financial review of the Company and
of the Group, as well as a description of the their exposure to major risks and uncertainties.

March 7, 2013

Executive Chairman Domestic Managing Director
/signed/ /signed/
Franco Bernabé Marco Patuano

Manager responsible for preparing the
Company’s financial reports

/signed/

Piergiorgio Peluso

Telecom ltalia Group
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AUDITORS’ REPORT IN ACCORDANCE WITH ARTICLES 14 AND 16 OF LEGISLATIVE
DECREE NO. 39 OF 27 JANUARY 2010

To the Shareholders of
Telecom Italia SpA

1. We have audited the consolidated financial statements of Telecom Italia SpA and its
subsidiaries (“Telecom Italia Group”) as of 31 December 2012 which comprise the statement of
financial position, the income statement, the statement of comprehensive income, the
statement of changes in equity, the statement of cash flows and the related notes. The directors
of Telecom Italia SpA are responsible for the preparation of these financial statements in
accordance with the International Financial Reporting Standards, as adopted by the European
Union, and with the regulations issued to implement article 9 of Legislative Decree No.
38/2005. Our responsibility is to express an opinion on these consolidated financial
statements based on our audit.

2. We conducted our audit in accordance with the auditing standards recommended by Consob,
the Italian Commission for listed Companies and Stock Exchange. Those standards require
that we plan and perform the audit to obtain the necessary assurance about whether the
consolidated financial statements are free of material misstatement and, taken as a whole, are
presented fairly. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by the directors. We believe that
our audit provides a reasonable basis for our opinion.

For the opinion on the consolidated financial statements of the prior year, which are presented
for comparative purposes, reference is made to our report dated 12 April 2012,

9. In our opinion, the consolidated financial statements of Telecom Italia Group as of 31
December 2012 comply with the International Financial Reporting Standards, as adopted by
the European Union, and with the regulations issued to implement article g of Legislative
Decree No. 38/2005; accordingly, they have been prepared clearly and give a true and fair
view of the financial position, result of operations and cash flows of Telecom Italia Group for
the year then ended.
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The directors of Telecom Italia SpA are responsible for the preparation of the report on
operations and the report on corporate governance and ownership structure published on the
corporate website of Telecom Italia SpA, section Corporate, menu Governance, in accordance
with the applicable laws and regulations, Our responsibility is to express an opinion on the
consistency of the report on operations and of the information referred to in paragraph 1,
letters c), d), f), 1), m), and paragraph 2, letter b), of article 123-bis of Legislative Decree No.
58/98 presented in the report on corporate governance and ownership structure, with the
financial statements, as required by law. For this purpose, we have performed the procedures
required under Italian Auditing Standard 1 issued by the Italian Accounting Profession
(Consiglio Nazionale dei Dottori Commercialisti e degli Esperti Contabili) and recommended
by Consob. In our opinion, the report on operations and the information referred to in
paragraph 1, letters ¢), d), ), 1), m) and paragraph 2, letter b), of article 123-bis of Legislative
Decree No. 58/98 presented in the report on corporate governance and ownership structure
are consistent with the consolidated financial statements of Telecom Italia Group as of 31
December 2012.

Milan, 25 March 2013

PricewaterhouseCoopers SpA
Signed by

Paolo Cacecini
(Partner)

This report is an English translation of the original audit report, which was issued in Italian. This
report has been prepared solely for the convenience of international readers.
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Statements of Financial Position

Assets

(euro) note 12/31/2012 of which related 12/31/2011 ‘ of which related
parties parties
Non-current assets
Intangible assets
Goodwill 3) 30,611,444,756 34,627,444,756
Intangible assets with a finite 2
useful life 4,726,050,171 4,864,885,680
35,337,494,927 39,492,330,436
Tangible assets 5)
Property, plant and equipment
owned 9,488,096,200 9,726,152,960
Assets held under finance
leases 1,005,086,126 1,090,851,916
10,493,182,326 10,817,004,876
Other non-current assets
Investments 6) 9,330,076,860 9,415,771,977
Non-current financial assets 7) 2,448,752,875 859,838,000 2,891,042,709 937,781,000
Miscellaneous receivables and 8)
other non-current assets 995,902,745 14,836,000 545,212,951 9,148,000
Deferred tax assets 9) 823,730,363 882,105,066
13,598,462,843 13,734,132,703
Total Non-current assets (a) 59,429,140,096 64,043,468,015
Current assets
Inventories 10) 112,217,481 125,418,231
Trade and miscellaneous
receivables and other current 11)
assets 4,188,747,064 337,281,000 5,046,539,276 353,405,000
Current income tax receivables 9) 54,637,358 328,762
Current financial assets
Securities other than
investments, financial
receivables and other
current financial assets 839,013,590 140,807,000 1,342,257,558 156,711,000
Cash and cash equivalents 2,146,165,389 246,565,000 1,595,287,388 101,667,000
7) 2,985,178,979 2,937,544,946

Total Current assets

(b)

7,340,780,882

8,109,831,215

Total Assets

(a+h)

66,769,920,978

72,153,299,230
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Equity and Liabilities

(euro) note 12/31/2012 of which related 12/31/2011 of which related
parties parties

Equity 12)

Share capital issued 10,693,628,019 10,693,628,019

less: treasury shares (20,719,608) (20,719,608)

Share capital 10,672,908,411 10,672,908,411

Paid-in capital 1,703,973,470 1,703,973,470

Legal reserve 2,137,749,211 2,137,749,211

Other reserves

Reserve pursuant to art. 13,

Law Decree 124/93 = 391,352

Reserve pursuant to art. 74,

Italian Presidential Decree

917/86 - 5,749,710

Reserve for capital grants - 602,258,804

Revaluation reserve pursuant

to Law 413/91 1,128,827 1,128,827

Reserve pursuant to art.1, par.

469, Law 266/2005, and art.

14, Law 342/2000 = 315,842,091

Reserve for remeasurements of

employee defined benefit plans

(IAS 19) (*) 143,406,083 181,974,791

Other 2,076,747,373 2,112,255,648

Total Other reserves 2,221,282,283 3,219,601,223

Retained earnings

(Accumulated losses),

including profit (loss) for the

year 992,889,763 2,802,687,940

Total Equity (c) 17,728,803,138 20,536,920,255

Non-current liabilities

Non-current financial liabilities 13) 34,887,389,007 11,911,969,000 34,941,182,483 12,612,211,000

Employee benefits 18) 728,065,235 741,117,415

Deferred tax liabilities 9) 1,869,655 799,999

Provisions 19) 477,212,152 467,983,806

Miscellaneous payables and

other non-current liabilities 20) 518,265,206 59,676,000 584,706,898 41,767,000

Total Non-current liabilities (d) 36,612,801,255 36,735,790,601

Current liabilities

Current financial liabilities 13) 5,424,726,917 3,672,097,000 7,289,900,538 3,520,352,000

Trade and miscellaneous

payables and other current

liabilities 21) 7,003,059,182 793,668,000 7,528,019,329 725,473,000

Current income tax payables 9) 530,486 62,668,507

Total Current liabilities (e) 12,428,316,585 14,880,588,374

Total liabilities (f=d+e) 49,041,117,840 51,616,378,975

Total Equity and Liabilities (ct+f) 66,769,920,978 72,153,299,230

(*) The Reserve is presented as a result of the early adoption of revised IAS 19. The recognition of this Reserve led to the reduction, for the same amount,
of the opening balance of “Retained eamings (accumulated losses), including profit (loss) for the year”.
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Separate Income Statements

note Year of which related Year of which related
parties parties
(euro) 2012 2011
(Restated)
Revenues 23) 16,940,019,942 485,106,000 18,044,995,462 527,348,000
Other income 24) 241,304,088 18,961,000 246,724,626 13,866,000
Total operating revenues and other
income 17,181,324,030 18,291,720,088
Acquisition of goods and services 25) (5,939,615,529) @ (1,179,799,000) (6,323,783,623) (1,188,874,000)
Employee benefits expenses 26) (2,490,171,633) (88,750,000) (2,702,057,895) (96,007,000)
Other operating expenses 27) (655,818,257) (646,000) (704,542,278) (21,320,000)
Change in inventories 28) (13,100,295) 13,289,275
Internally generated assets 29) 350,480,080 361,779,343
Operating profit before
depreciation and amortization,
capital gains (losses) and
impairment reversals (losses) on
non-current assets (EBITDA) 8,433,098,396 8,936,404,910
of which: impact of non-recurring
items 37) (14,718,000) (12,567,000)
Depreciation and amortization 30) (3,491,728,490) (3,792,777,214)
Gains (losses) on disposals of non-
current assets 31) 19,533,991 (9,574,858) 14,792,000
Impairment reversals (losses) on
non-current assets 32) (4,017,276,813) (5,379,649,984)
Operating profit (loss) (EBIT) 943,627,084 (245,597,145)
of which: impact of non-recurring
items 37)  (3,994,342,000) (5,373,775,000)
Income (expenses) from
investments 33) 36,610,485 130,805,000 (147,672,426) 253,356,000
Finance income 34) 2,232,682,670 779,304,000 2,537,918,206 673,741,000
Finance expenses 34) (4,238,119,245) | (1,498,608,000) (4,624,413,088) (2,389,846,000)
Profit (loss) before tax (1,025,199,006) (2,479,764,453)
of which: impact of non-recurring
items 37) (4,029,432,000) (5,332,781,000)
Income tax expense 9) (795,903,650) (1,165,089,755)
Profit (loss) for the year (1,821,102,656) (3,644,854,208)
of which: impact of non-recurring
items 37) (4,031,472,000) (5,336,041,000)
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Statements of Comprehensive Income

Note 12

(euro)

Year

2012

Year ‘
2011‘
(Restated) ‘

Profit (loss) for the year

(a)

(1,821,102,656)

(3,644,854,208)

Other components of the Statements of Comprehensive Income

Available-for-sale financial assets

Profit (loss) from fair value adjustments 44,363,973 9,238,485
Net fiscal impact (11,942,899) (3,967,389)
(b) 32,421,073 5,271,096

Hedging instruments

Profit (loss) from fair value adjustments

(457,648,207)

(506,246,836)

Loss (profit) transferred to the Separate Income Statement 324,320,000 122,370,000
Net fiscal impact 36,665,257 105,566,130
(c) (96,662,950) (278,310,706)

Remeasurements of employee defined benefit plans (IAS 19)

Actuarial gains and losses

(53,412,517)

101,513,633

Net fiscal impact 14,688,442 (27,916,249)

(d) (38,724,075) 73,597,384

Total (e=b+c+d) (102,965,952) (199,442,226)
Comprehensive income (loss) for the year (a+e) (1,924,068,608) (3,844,296,434)
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Statements of Changes in Equity

Statements of Changes in Equity from January 1 to December 31, 2011

(euro) Share capital Paid-in capital Reserve for Reserve for cash Reserve for Other reserves and ‘ Total Equity
available-for-sale flow hedges | remeasurements of retained eamings
financial assets employee defined (accumulated
benefit plans (IAS losses), including
19) (*) profit (loss) for the
year
Balance at December
31, 2010 10,668,026,448 1,697,291,880 5,499,933 (640,523,105) 108,377,407 13,725,194,639 25,563,867,202
Changes in equity
during the year:
Dividends approved (1,191,279,207) (1,191,279,207)
Total comprehensive income
(loss) for the year 5,271,096 (278,310,707) 73,597,384 (3,644,854,208) (3,844,296,435)
Grant of equity instruments 4,881,963 6,681,590 (5,455,076) 6,108,477
Conversion of bonds -
Treasury shares -
Other changes 2,520,219 2,520,219
Balance at December
31,2011 10,672,908,411 1,703,973,470 10,771,029 (918,833,812) 181,974,791 8,886,126,367 20,536,920,255

(*) The Reserve is presented as a result of the early adoption of revised IAS 19. The recognition of this Reserve led to the reduction, for the same amount, of the opening balance of “Other
reserves and retained eamings (accumulated losses), including profit (loss) for the year”.

Statements of Changes in Equity from January 1 to December 31, 2012 - Note 12

(euro) Share capital Paid-in capital Reserve for | Reserve for cash flow Reserve for Other reserves and Total Equity
available-for-sale hedges | remeasurements of retained earnings
financial assets employee defined (accumulated
benefit plans losses), including
(IAS 19) (*) profit (loss) for the
year
Balance at December
31,2011 10,672,908,411 1,703,973,470 10,771,029 (918,833,812) 181,974,791  8,886,126,367 20,536,920,255
Changes in equity
during the year:
Dividends approved (900,714,712) (900,714,712)
Total comprehensive income
(loss) for the year 32,421,073 (96,662,950)  (38,724,075) (1,821,102,656) (1,924,068,608)
Grant of equity instruments 1,791,218 1,791,218
Conversion of bonds -
Treasury shares -
Merger surplus 16,235,554 16,235,554
Other changes - 155,367 (1,515,936) (1,360,569)
Balance at December
31,2012 10,672,908,411 1,703,973,470 43,192,102 (1,015,496,762) 143,406,083 6,180,819,834 17,728,803,138

(*) The Reserve is presented as a result of the early adoption of revised IAS 19. The recognition of this Reserve led to the reduction, for the same amount, of the opening balance of “Other
reserves and retained eamings (accumulated losses), including profit (loss) for the year”.
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Statements of Cash Flows

Year ‘ Year
(thousands of euros) note 2012 ‘ 2011
‘ (Restated)
Cash flows from operating activities: ‘
Profit (loss) for the year (1,821,101) ‘ (3,644,855)
Adjustments for:
Depreciation and amortization 3,491,728 3,792,777
Impairment losses (reversals) on non-current assets (including investments) 4,122,208 5,828,965
Net change in deferred tax assets and liabilities 98,772 110,257
Losses (gains) realized on disposals of non-current assets (including investments) (28,923) (31,419)
Change in provisions for employees benefits (231,766) (157,837)
Change in inventories 12,772 (13,289)
Change in trade receivables and net amounts due from customers on construction contracts 818,216 132,436
Change in trade payables (570,701) (196,125)
Net change in current income tax receivables/payables (451,043) 28,534
Net change in miscellaneous receivables/payables and other assets/liabilities (260,718) (84,997)
Cash flows from (used in) operating activities (a) 5,179,444 5,764,447
Cash flows from investing activities: ‘
Purchase of intangible assets on an accrual basis 4) (1,197,532) ‘ (2,350,338)
Purchase of tangible assets on an accrual basis 5) (1,807,827) ‘ (1,771,229)
Total purchase of intangible and tangible assets on an accrual basis (*) (3,005,359) ‘ (4,121,567)
Change in amounts due to fixed asset suppliers 217,329 ‘ 510,323
Total purchase of intangible and tangible assets on a cash basis (2,788,030) ‘ (3,611,244)
Acquisitions/Disposals of subsidiaries and businesses, net of cash acquired 6) 57,228 ‘
Acquisitions of other investments (60,676) ‘ (41,757)
Change in financial receivables and other financial assets 942,664 ‘ (313,698)
Proceeds from sale/repayment of intangible, tangible and other non-current assets 29,373 ‘ 60,316
Cash flows from (used in) investing activities (b) (1,819,441) ‘ (3,906,383)
Cash flows from financing activities ‘
Change in current financial liabilities and other (102,028) ‘ 787,769
Proceeds from non-current financial liabilities (including current portion) 3,940,414 ‘ 4,083,235
Repayments of non-current financial liabilities (including current portion) (6,671,052) ‘ (6,391,511)
Share capital proceeds/reimbursements =] -
Dividends paid (*) (899,691) ‘ (1,189,839)
Cash flows from (used in) financing activities (c) (3,732,357) ‘ (2,710,346)
Aggregate cash flows (d=a+b+c) (372,354) ‘ (852,282)
Net cash and cash equivalents at beginning of the year (e) 1,283,408 ‘ 2,135,690
Net cash and cash equivalents at end of the year (f=d+e) 911,054 ‘ 1,283,408
(*) of which related parties Year Year
(thousands of euros) 2012 2011
(Restated)
Total purchase of intangible and tangible assets on an accrual basis 444,846 (408,931)
Dividends paid 144,541 (199,131)
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Additional Cash Flow Information

Year Year
2012 2011
(thousands of euros) (Restated)
-
Income taxes (paid) received (1,096,883) (1,009,889)
Interest expense paid (3,5675,594) (3,310,543)
Interest income received 1,717,149 1,439,738
Dividends received 131,976 253,794
Analysis of Net Cash and Cash Equivalents

Year Year
(thousands of euros) 2012 2011
(Restated)

Net cash and cash equivalents at beginning of the year: |
Cash and cash equivalents 1,595,287 2,763,052
Bank overdrafts repayable on demand (311,879) (627,362)
1,283,408 2,135,690

Net cash and cash equivalents at the end of the year: '
Cash and cash equivalents 2,146,166 1,595,287

Bank overdrafts repayable on demand

(1,235,112)

911,054

| OTeEe
(311,879)
[ e il

1,283,408
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Note 1
Form, content and other general
information

Form and content

Telecom lItalia is a joint-stock company (S.p.A.) organized under the laws of the Republic of Italy.

The registered offices of Telecom Italia S.p.A. are located in Milan, Italy at Piazza degli Affari 2.

The duration of Telecom lItalia, as stated in the company’s bylaws, extends to December 31, 2100.

Telecom lItalia S.p.A. operates in Italy in the fixed and mobile telecommunications sector.

The Telecom Italia S.p.A. separate financial statements for the year ended December 31, 2012 have

been prepared on a going concern basis (further details are presented in the Note “Accounting Policies”)

and in accordance with the International Financial Reporting Standards issued by the International

Accounting Standards Board and approved by the European Union (designated as “IFRS”), as well as the

laws and regulations in force in ltaly (particularly the measures enacted implementing art. 9 of

Legislative Decree 38 of February 28, 2005).

In 2012, Telecom lItalia applied the accounting policies on a basis consistent with those of the previous

years, except for:

o the early adoption, starting from the first half of 2012, of the revised version of IAS 19 (Employee
Benefits) whose effects are described in Note “Accounting Polices”. The early adoption of such
amendments resulted in the restatement of the 2011 separate income statements and statements
of comprehensive income;

e the new standards and interpretations adopted by Telecom Italia since January 1, 2012, that did not
have any effect on the separate financial statements at December 31, 2012.

The separate financial statements have been prepared under the historical cost convention, except for

available-for-sale financial assets, financial assets held for trading and derivative financial instruments

which have been measured at fair value. The carrying amounts of hedged assets and liabilities have
been adjusted to reflect the changes in fair value of the hedged risks (fair value hedge).

In accordance with IAS 1 (Presentation of Financial Statements), comparative information included in

the separate financial statements, unless otherwise indicated, refers to the preceding year.

The statements of financial position, the separate income statements and the statements of

comprehensive income and the statements of changes in equity are presented in euros (without cents),

while the statements of cash flows and the notes to these separate financial statements are presented,
unless otherwise indicated, in thousands of euros.

Publication of the Telecom Italia S.p.A. separate financial statements for the year ended

December 31,2012 was approved by resolution of the board of directors’ meeting held on

March 7, 2013.

However, final approval of the Telecom Italia S.p.A. separate financial statements rests with the

shareholders’ meeting.

Financial statement formats

The financial statement formats adopted are consistent with those indicated in IAS 1. In particular:

o the statement of financial position has been prepared by classifying assets and liabilities according
to the “current and non-current” criterion;

o the separate income statement has been prepared by classifying operating expenses by nature of
expense as this form of presentation is considered more appropriate and representative of the
specific business of the Company, conforms to internal reporting and is in line with the industrial
sector of reference.
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In addition to EBIT or Operating Profit (loss), the separate income statement includes the alternative
performance measure of EBITDA or Operating profit (loss) before depreciation and amortization,
Capital gains (losses) and Impairment reversals (losses) on non-current assets.

In particular, besides EBIT, EBITDA is used by Telecom lItalia as the financial target in internal
presentations (business plans) and in external presentations (to analysts and investors). It
represents a useful unit of measurement for the evaluation of Telecom Italia’s operating
performance. EBIT and EBITDA are calculated as follows:

Profit (loss) before tax from continuing operations

+ Finance expenses

- Finance income

+/- Expenses (income) from investments

EBIT- Operating profit (loss)

+/- Impairment losses (reversals) on non-current assets
+/- Losses (gains) on disposals of non-current assets
+ Depreciation and amortization

EBITDA- Operating profit (loss) before depreciation and amortization, Capital gains (losses) and Impairment reversals
(losses) on non-current assets

o the statement of comprehensive income includes the profit or loss for the year as shown in the
separate income statement and all other non-owner changes in equity;

o the statement of cash flows has been prepared by presenting cash flows from operating activities
according to the “indirect method”, as permitted by IAS 7 (Statement of Cash Flows).

Furthermore, as required by Consob Resolution 15519 of July 27, 2006, in the separate income
statement, income and expenses relating to non-recurring transactions or events have been specifically
identified and their relative impact has been shown separately at the main intermediate result levels.
Non-recurring events and transactions have been identified mainly according to the nature of the
transactions. Specifically, non-recurring income (expenses) include events or transactions which by their
very nature do not occur continuously during the normal course of business operations, for instance:
income/expenses arising from the sale of properties, business segments and investments included
under non-current assets, income/expenses stemming from corporate-related reorganizations,
income/expenses arising from fines levied by regulatory agencies and impairment losses on goodwill.
Also in reference to the above Consob resolution, the amounts of the balances or transactions with
related parties have been shown separately in the statements of financial position, the separate income
statements and the statements of cash flows.
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Note 2
Accounting policies

Going concern

The separate financial statements for the year ended December 31, 2012 have been prepared on a
going concern basis as there is the reasonable expectation that Telecom Italia S.p.A. will continue its
operational activities in the foreseeable future (and in any event with a time horizon of at least twelve
months).

In particular, consideration has been given to the following factors which management believes, at this

time, are not such as to generate doubts as to the Company’s ability to continue as a going concern:

e the main risks and uncertainties (for the most part of an external nature) to which Telecom lItalia is
exposed are:

— changes in the general macroeconomic condition in the Italian market;

— variations in business conditions;

— changes to laws and regulations (price and rate variations);

— outcomes of disputes and litigations with regulatory authorities, competitors and other parties;
— financial risks (interest rate and/or exchange rate trends);

o the mix between equity and debt capital considered optimal as well as the policy for the
remuneration of equity. This is described in the paragraph devoted to “Share capital information”
under the Note “Equity”;

o the policy for financial risk management (market risk, credit risk and liquidity risk). This is described
in the Note “Financial risk management”.

Intangible assets

Goodwill

Under IFRS 3 (Business Combinations), goodwill is recognized as of the acquisition date (through merger
or contribution) of companies or business segments and is measured as the difference between the
consideration transferred (measured in accordance with IFRS 3, which is generally recognized on the
basis of the acquisition date fair value), and the acquisition date fair value of the identifiable assets
acquired net of the identifiable liabilities assumed.

Goodwill is classified in the statement of financial position as an intangible asset with an indefinite
useful life whereas any gain from a bargain purchase or negative goodwill is recognized in the separate
income statement.

IFRS 3 requires, among other things, incidental costs incurred in connection with a business
combination to be charged to the separate income statement, whereas previously they were included in
the consideration paid.

Goodwill initially recorded is subsequently reduced only for impairment losses. Further details are
provided in the accounting policy “Impairment of tangible and intangible assets - Goodwill”.

In case of the disposal, in whole or in part, of a business/segment previously acquired, the relative
amount of goodwill is taken into account in calculating the gain or loss on disposal.

Upon IFRS first-time adoption, the Company elected not to apply IFRS 3 (Business Combinations)
retrospectively to those business combinations which had arisen before January 1, 2004. As a
consequence, goodwill on acquisitions before the date of transition to IFRS was brought forward at the
previous Italian GAAP amounts, and was tested for impairment at that date.
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Telecom ltalia S.p.A. Separate Financial Statements Accounting Policies | 308



Development costs

Costs incurred internally for the development of new products and services represent either intangible
assets (mainly costs for software development) or tangible assets generated internally. Such costs are
capitalized only when all the following conditions are satisfied: i) the cost attributable to the
development phase of the asset can be measured reliably, ii) there is the intention, the availability of
financial resources and the technical ability to complete the asset and make it available for use or sale
and iii) it can be demonstrated that the asset will be able to generate future economic benefits.
Capitalized development costs only include expenditures that can be attributed directly to the
development process of new products and services and are amortized systematically over the estimated
product or service life so that the amortization method reflects the way the asset’s future economic
benefits are expected to be consumed by the entity.

Other intangible assets with a finite useful life

Other purchased or internally-generated assets with a finite useful life are recognized as assets, in
accordance with IAS 38 (Intangible Assets), where it is probable that the use of the asset will generate
future economic benefits and where the cost of the asset can be measured reliably.

Such assets are recorded at purchase or production cost and amortized on a straight-line basis over

their estimated useful lives; the amortization rates are reviewed annually and revised if the current

estimated useful life is different from the previous estimate. The effect of such changes is recognized
prospectively in the separate income statement.

For a small portion of bundled offerings, principally of mobile equipment and services, the Company

capitalizes directly attributable subscriber acquisition costs (consisting of commissions for the sales

network and subsidies for the purchase of handsets) when the following conditions are met:

o the capitalized costs can be measured reliably;

o there is a contract binding the customer for a specific period of time;

e it is probable that the amount of the capitalized costs will be recovered through the revenues
generated by the services contractually provided, or, where the customer withdraws from the
contract in advance, through the collection of the penalty.

Capitalized subscriber acquisition costs are amortized on a straight-line basis over the minimum period

established in the underlying contract (24-30 months).

In all other cases, subscriber acquisition costs are expensed when incurred.

Tangible assets

Property, plant and equipment owned

Property, plant and equipment owned is stated at acquisition or production cost. Subsequent
expenditures are capitalized only if they increase the future economic benefits embodied in the related
item of property, plant and equipment. All other expenditures are expensed as incurred.

Cost also includes the expected costs of dismantling the asset and restoring the site if a legal or
constructive obligation exists. The corresponding liability is recognized when the obligation arises in the
statement of financial position under provisions at its present value. These capitalized costs are
depreciated and charged to the separate income statement over the useful life of the related tangible
assets.

The estimates for dismantling costs, discount rates and the dates in which such costs are expected to
be incurred are recalculated annually, at each financial year-end. Changes in the above liability must be
recognized as an increase or decrease of the cost of the relative asset; the amount deducted from the
cost of the asset must not exceed its carrying amount. Any excess must be recorded immediately in the
separate income statement, conventionally, in the line item Depreciation.
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Depreciation of property, plant and equipment owned is calculated on a straight-line basis over the
estimated useful life of the assets.

The depreciation rates are reviewed annually and revised if the current estimated useful life is different
from that the previous estimate. The effect of such changes is recognized in the separate income
statement prospectively.

Land, including land pertaining to buildings, is not depreciated.

Assets held under finance leases

Assets held under finance leases, in which substantially all the risks and rewards of ownership are
transferred to the Company, are initially recognized as assets of the Company at fair value or, if lower, at
the present value of the minimum lease payments, including bargain purchase options. The
corresponding liability due to the lessor is included in the statement of financial position under financial
liabilities.

Lease payments are apportioned between interest (recognized in the separate income statement) and
principal (recognized as a deduction from liabilities). This split is determined so as to produce a constant
periodic rate of interest on the remaining balance of the liability.

Furthermore, gains realized on sale and leaseback transactions that are recorded under finance lease
contracts are deferred over the lease term.

The depreciation policy for depreciable assets held under finance leases is consistent with the policy for
owned depreciable assets. If there is no reasonable certainty over the acquisition of the ownership of
the asset at the end of the lease period, assets held under finance leases are depreciated over the
shorter of the lease term and their useful lives.

Leases where the lessor retains substantially all the risks and rewards of ownership of the assets are
accounted for as operating leases. Operating lease rentals are charged to the separate income
statement on a straight-line basis over the lease term.

Capitalized borrowing costs

Under IAS 23 (Borrowing Costs), Telecom ltalia capitalizes borrowing costs only if they are directly
attributable to the acquisition, construction or production of a qualifying asset, that is an asset that
takes a substantial period of time (conventionally more than 12 months) to get ready for its intended
use or sale.

Capitalized borrowing costs are recorded in the separate income statement and deducted directly from
the “finance expenses” to which they refer.

Impairment of intangible and tangible assets

Goodwill

Goodwill is tested for impairment at least annually or more frequently whenever events or changes in
circumstances indicate that goodwill may be impaired, as set forth in IAS 36 (Impairment of Assets);
however, when the conditions that gave rise to an impairment loss no longer exist, the original amount
of goodwill is not reinstated.

The test is generally conducted at the end of every year so the date of testing is the year-end closing
date of the financial statements. Goodwill acquired and allocated during the year is tested for
impairment at the end of the year in which the acquisition and allocation took place.

To test for impairment, goodwill is allocated, at the date of acquisition, to each cash-generating unit or
group of cash-generating units which is expected to benefit from the acquisition.

If the carrying amount of the cash-generating unit (or group of cash-generating units) exceeds the
recoverable amount, an impairment loss is recognized in the separate income statement. The
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impairment loss is first recognized as a reduction of the carrying amount of goodwill allocated to the
cash-generating unit (or group of cash-generating units) and then only applied to the other assets of the
cash-generating unit in proportion to their carrying amount, up to the recoverable amount of the assets
with a finite useful life. The recoverable amount of a cash-generating unit (or group of cash-generating
units) to which goodwill is allocated is the higher of fair value less costs to sell and its value in use.

In calculating the value in use, the estimated future cash flows are discounted to present value using a
discount rate that reflects current market assessments of the time value of money and the risks specific
to the asset. The future cash flows are those arising from an explicit time horizon of three years as well
as those extrapolated to estimate the terminal value. The long-term growth rate used to estimate the
terminal value of the cash-generating unit (or group of cash-generating units) is assumed not to be
higher than the average long-term growth rate of the segment or market in which the cash-generating
unit (or group of cash-generating units) operates.

Future cash flows are estimated by referring to the current operating conditions of the cash generating
unit (or group of cash-generating units) and, therefore, do not include either benefits originating from
future restructuring for which the entity is not yet committed, or future investments for the improvement
or optimization of the cash-generating unit.

To calculate impairment, the carrying amount of the cash-generating unit is established based on the
same criteria used to determine the recoverable amount of the cash generating unit, excluding surplus
assets (i.e., financial assets, deferred tax assets and net non-current assets held for sale).

After conducting the goodwill impairment test for the cash-generating unit (or group of cash-generating
units), a second level of impairment testing is carried out which includes the corporate assets which do
not generate positive cash flows and which cannot be allocated by a reasonable and consistent criterion
to the single units. At this second level, the total recoverable amount of all cash-generating units (or
groups of cash-generating units) is compared to the carrying amount of all cash-generating units (or
groups of cash-generating units), also including the cash-generating units to which no goodwill was
allocated, and the corporate assets.

Intangible and tangible assets with a finite useful life

At each closing date, the Company assesses whether there are any indications of impairment of
intangible and tangible assets with a finite useful life. Both internal and external sources of information
are used for this purpose. Internal sources include obsolescence or physical damage, and significant
changes in the use of the asset and the economic performance of the asset compared to estimated
performance. External sources include the market value of the asset, changes in technology, markets or
laws, increases in market interest rates and the cost of capital used to evaluate investments, and an
excess of the carrying amount of the net assets of the Company over market capitalization.

When indicators of impairment exist, the carrying amount of the assets is reduced to the recoverable
amount. The recoverable amount of an asset is the higher of fair value less costs to sell and its value in
use. In calculating the value in use, the estimated future cash flows are discounted to present value
using a discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. Where it is not possible to estimate the recoverable amount of an individual asset,
the Company estimates the recoverable amount of the cash-generating unit to which the asset belongs.
Impairment losses are recognized in the separate income statement.

When the conditions that gave rise to an impairment loss no longer exist, the carrying amount of the
asset or cash-generating unit is increased to the revised estimate of its recoverable amount, up to the
carrying amount that would have been recorded had no impairment loss been recognized. The reversal
of an impairment loss is recognized as income in the separate income statement.
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Financial instruments

Investments in subsidiaries, associates and joint ventures

Investments in subsidiaries, associates and joint ventures are measured at cost adjusted by impairment
losses. When there is objective evidence of an impairment, recoverability is verified by comparing the
carrying amount of the investment against its recoverable amount consisting of the greater of fair value,
net of disposal costs, and value in use. This reversal of an impairment loss is recognized as income in
the separate income statement.

Other investments

Other investments (other than those in subsidiaries, associates and joint ventures) are classified as non-
current or current assets according to whether they are to be kept in the Company’s portfolio for a period
of more or less than 12 months.

Upon acquisition, investments are classified in the following categories:

e “available-for-sale financial assets”, as non-current or current assets;

o “financial assets at fair value through profit or loss”, as current assets held for trading.

Other investments classified as “available-for-sale financial assets” are measured at fair value; changes
in the fair value of these investments are recognized in a specific equity reserve (Reserve for available-
for-sale financial assets) until the financial asset is disposed of or impaired, at which time the equity
reserve is released to the separate income statement.

Other unlisted investments classified as “available-for-sale financial assets” whose fair value cannot be
measured reliably are measured at cost adjusted by any impairment losses which are recognized in the
separate income statement, as required by IAS 39.

Impairment losses recognized on other investments classified as “available-for-sale financial assets” are
not reversed.

Changes in the value of other investments classified as “financial assets at fair value through profit or
loss” are recognized directly in the separate income statement.

Securities other than investments

Securities other than investments classified as non-current assets are those held to maturity. The assets
are recorded on the trade date and are stated at acquisition cost, including transaction costs, on initial
recognition, and subsequently measured at amortized cost.

Amortized cost represents the initial cost of the financial instrument net of principal repayments

received, adjusted (up or down) by the amortization of any differences between the initial amount and

the maturity amount using the effective interest method, less any write-down for impairment or
uncollectibility.

Securities other than investments classified as current assets are those that, by decision of the

directors, are intended to be kept in Telecom lItalia S.p.A.’s portfolio for a period of not more than 12

months, and are included in the following categories:

o held to maturity (originally more than 3 months but less than 12 months, or, with an original maturity
of more than 12 months but the remaining maturity at the date of purchase is more than 3 months
but less than 12 months) and measured at amortized cost;

o held for trading and measured at fair value through profit or loss;

e available-for-sale and measured at fair value with a contra-entry to an equity reserve.

Changes in the value of available-for-sale financial assets are recognized in an equity reserve (Reserve

for available-for-sale financial assets) until the financial asset is disposed of or impaired, at which time

the equity reserve is reversed to the separate income statement.

When the conditions that gave rise to impairment losses on securities other than investments held to

maturity or classified as “available-for-sale financial assets” no longer exist, the impairment losses are

reversed.
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Receivables and loans

Receivables and loans classified as either non-current or current assets are initially recognized at fair
value and subsequently measured at amortized cost.

Cash and cash equivalents

Cash and cash equivalents are recorded, according to their nature, at nominal value or amortized cost.
Cash equivalents are short-term and highly liquid investments that are readily convertible to known
amounts of cash, subject to an insignificant risk of change in value and their original maturity or the
remaining maturity at the date of purchase does not exceed 3 months.

Impairment of financial assets

At every closing date, assessments are made as to whether there is any objective evidence that a
financial asset or a group of financial assets may be impaired. If any such evidence exists, an
impairment loss is recognized in the separate income statement for financial assets measured at cost or
amortized cost; for “available-for-sale financial assets” reference should be made to the accounting
policy reported above.

Financial liabilities

Financial liabilities comprise financial debt, including advances received on the assignment of accounts
receivable and other financial liabilities such as derivatives and finance lease obligations.

In accordance with IAS 39, they also include trade and other payables.

Financial liabilities other than derivatives are initially recognized at fair value and subsequently
measured at amortized cost. Amortized cost represents the initial amount net of principal repayments
made, adjusted (up or down) by the amortization of any differences between the initial amount and the
maturity amount using the effective interest method.

Financial liabilities hedged by derivative instruments designed to manage exposure to changes in fair
value of the liabilities (fair value hedge derivatives) are measured at fair value in accordance with the
hedge accounting principles of IAS 39. Gains and losses arising from re-measurement at fair value, to
the extent of the hedged component, are recognized in the separate income statement and are offset by
the effective portion of the gain or loss arising from re-measurement at fair value of the hedging
instrument.

Financial liabilities hedged by derivative instruments designed to manage exposure to variability in cash
flows (cash flow hedge derivatives) are measured at amortized cost in accordance with the hedge
accounting principles of IAS 39.

Derivatives

Derivatives are used by the Company to manage its exposure to exchange rate and interest rate risks
and to diversify the parameters of debt so that costs and volatility can be reduced to within pre-
established operational limits.

In accordance with IAS 39, derivative financial instruments qualify for hedge accounting only when:

e atthe inception of the hedge, the hedging relationship is formally designated and documented;

e the hedge is expected to be highly effective;

o its effectiveness can be reliably measured;

o the hedge is highly effective throughout the financial reporting periods for which it is designated.

All derivative financial instruments are measured at fair value in accordance with IAS 39.

When derivative financial instruments qualify for hedge accounting, the following accounting treatment
applies:
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e Fair value hedge - Where a derivative financial instrument is designated as a hedge of the exposure
to changes in fair value of an asset or liability due to a particular risk, the gain or loss from re-
measuring the hedging instrument at fair value is recognized in the separate income statement. The
gain or loss on the hedged item attributable to the hedged risk adjusts the carrying amount of the
hedged item and is recognized in the separate income statement.

o Cash flow hedge - Where a derivative financial instrument is designated as a hedge of the exposure
to variability in cash flows of an asset or liability or a highly probable forecasted transaction, the
effective portion of any gain or loss on the derivative financial instrument is recognized directly in a
specific equity reserve (Reserve for cash flow hedges). The cumulative gain or loss is removed from
equity and recognized in the separate income statement at the same time as the hedged transaction
affects the separate income statement. The gain or loss associated with the ineffective portion of a
hedge is recognized in the separate income statement immediately. If the hedged transaction is no
longer probable, the cumulative gains or losses included in the equity reserve are immediately
recognized in the separate income statement.

If hedge accounting is not appropriate, gains or losses arising from the measurement of the fair value of

derivative financial instruments are recognized directly in the separate income statement.

Sales of receivables

Telecom ltalia S.p.A. carries out sales of receivables under factoring arrangements in accordance with
Law 52/1991. These sales, in the majority of cases, are characterized by the transfer of substantially all
the risks and rewards of ownership of the receivables to third parties, meeting IAS 39 requirements for
derecognition. Specific servicing contracts, through which the buyer institutions conferred a mandate to
Telecom Italia S.p.A. for the collection and management of the receivables, leave the current
Company/customer relationship unaffected.

Amounts due from customers on construction contracts

Amounts due from customers on construction contracts, regardless of the duration of the contracts, are
recognized according to the percentage of completion method and classified under current assets. Any
losses on such contracts are recorded in full in the separate income statement when they become
known.

Inventories

Inventories are measured at the lower of purchase and production cost and estimated realizable value;
cost is determined on a weighted average basis. Provision is made for obsolete and slow-moving
inventories based on their expected future use and estimated realizable value.

Non-current assets held for sale/Discontinued operations

Non-current assets (or disposal groups) whose carrying amount will mainly be recovered through sale,
rather than through ongoing use, are classified as held for sale and shown separately from the other
statement of financial position assets and liabilities. The corresponding amounts for the previous period
are not reclassified.

An operating asset sold (Discontinued Operations) is a component of an entity that has been divested or
classified as held for sale and:
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° represents a major line of business or geographical area of operations;
° is part of a single coordinated plan to dispose of a separate major line of business or geographical
area of operations; or

° is a subsidiary acquired exclusively with a view to resale.

The results arising from Discontinued Operations - whether disposed of or classified as held for sale -
are shown separately in the separate income statement, net of tax effects. The corresponding values for
the previous periods, where present, are reclassified and reported separately in the separate income
statement, net of tax effects, for comparative purposes.

Non-current assets (or disposal groups) classified as held for sale are first recognized in compliance with
the appropriate IFRS applicable to the specific assets and liabilities and subsequently measured at the
lower of the carrying amount and the fair value, less costs to sell.

Any subsequent impairment losses are recoghized as a direct adjustment to the non-current assets (or
disposal groups) classified as held for sale and expensed in the separate income statement.

An entity shall recognize a gain for any subsequent increase in fair value less costs to sell of an asset,
but not in excess of the cumulative impairment loss that has been recognized.

Employee benefits

Provision for employee severance indemnities

Employee severance indemnities, mandatory for Italian companies pursuant to art. 2120 of the Italian
Civil Code, is deferred compensation and is based on the employees’ years of service and the
compensation earned by the employee during the service period.

Under IAS 19 (Employee Benefits), the employee severance indemnity as calculated is considered a
“Defined benefit plan” and the related liability recognized in the statement of financial position
(Provision for employee severance indemnities) is determined by actuarial calculations.

Following the early adoption of the revised version of IAS 19 (Employee Benefits), starting from the first
half of 2012, the remeasurements of actuarial gains and losses are recognized in other components of
other comprehensive income. Interest expenses related to the “time value” component of the actuarial
calculations, are recognized in the separate income statement as finance expenses.

Starting from January 1, 2007, Italian Law provides that employees may choose the destination of their
accruing employee severance indemnity either to supplementary pension funds or to the company.
Companies that employ at least 50 employees are obliged to transfer the employee severance indemnity
to the “Treasury fund” managed by INPS. Consequently, the Company’s obligation to INPS and the
contributions to supplementary pension funds take the form, under IAS 19, of “Defined contribution
plans” whereas the amounts recorded in the provision for employee severance indemnities retain the
nature of “Defined benefit plans”.

Equity compensation plans

Telecom ltalia S.p.A. provides additional benefits to certain managers of the companies of the Group
through equity compensation plans (stock options and long-term incentive plans). These plans are
recognized in accordance with IFRS 2 (Share-Based Payment).

In accordance with IFRS 2, such plans represent a component of the beneficiaries’ compensation.
Therefore, for plans that provide for compensation in equity instruments, the cost is represented by the
fair value of such instruments at the grant date, and is recognized in the separate income statement in
“Employee benefits expenses”, in the case of employees of the Company, and in “Investments”, in the
case of employees of subsidiaries, over the period between the grant date and vesting date, with a
contra-entry to an equity reserve denominated “Other equity instruments”. Changes in the fair value
subsequent to the grant date do not affect the initial measurement. At the end of each year,
adjustments are made to the estimate of the number of rights that will vest up to expiry. The impact of
the change in estimate is deducted from “Other equity instruments” with a contra-entry to “Employee
benefits expenses” or “Investments”.
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For the portion of the plans that provide for the payment of compensation in cash, the amount is
recognized in liabilities as a contra-entry to “Employee benefits expenses” in the case of employees of
the Company, and to “Investments”, in the case of employees of subsidiaries; at the end of each year
this liability is measured at fair value.

Provisions

The Company records provisions for risks and charges when it has a present obligation, legal or
constructive, to a third party, as a result of a past event, when it is probable that an outflow of Company
resources will be required to satisfy the obligation and when the amount of the obligation can be
estimated reliably.

If the effect of the time value is material, and the payment date of the obligations can be reasonably
estimated, provisions to be made are the present value of the expected cash flows, taking into account
the risks associated with the obligation. The increase in the provision due to the passage of time is
recognized as “Finance expenses”.

Treasury shares

Treasury shares are recognized as a deduction from equity. In particular, the nominal amount of treasury
shares is reported as a deduction from the share capital issued while the excess cost of acquisition over
the nominal amount is presented as a deduction from “Other reserves and retained earnings
(accumulated losses), including profit (loss) for the year”.

Foreign currency transactions

Transactions in foreign currencies are recorded at the exchange rate at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are translated at the exchange rate at
the balance sheet date. Exchange differences arising from the settlement of monetary items or from
their conversion at rates different from those at which they were initially recorded during the year or at
the end of the prior year, are recognized in the separate income statement.

Revenues

Revenues include only the gross inflows of economic benefits received and receivable by the entity on its
own account. Amounts collected on behalf of third parties such as sales taxes, goods and services taxes
and value added taxes are not economic benefits which flow to the entity and do not result in increases
in equity. Therefore, they are excluded from revenues.
Revenues are recognized to the extent that it is probable that economic benefits will flow to the
Company and their amount can be measured reliably. Revenues are stated net of discounts, allowances,
and returns.
e  Revenues from services rendered
Revenues from services rendered are recognized in the separate income statement according to the
stage of completion of the service and only when the outcome of the service rendered can be
estimated reliably.
Traffic revenues from interconnection and roaming are reported gross of the amounts due to other
TLC operators.
Revenues for delivering information or other content are recognized on the basis of the amount
invoiced to the customer, when the service is rendered directly by the Company. Where the
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Company is acting as agent (for example non-geographic numbers) only the commission received
from the content provider is recognized as revenue.
Revenues from the activation of telephone services (as well as the related costs) are deferred over
the expected duration of the relationship with the customer (generally 8 years for retail customers
and 3 years for wholesale customers). In particular, costs from the activation of telephone services
are deferred also taking into account the reasonable expectations of cash flows arising from these
services.
Revenues from prepaid traffic are recorded on the basis of the minutes used at the contract price
per minute. Deferred revenues for unused minutes are recorded in “Trade and miscellaneous
payables and other current liabilities” in the statement of financial position.

o Revenues from sales and bundles offerings
Revenues from sales (telephone and other equipment) are recognized when the significant risks
and rewards of ownership are transferred to the buyer.
For offerings which include the sale of mobile handsets and service contracts, Telecom Italia S.p.A.
recognizes revenues related to the sale of the handset when it is delivered to the final customer
whereas traffic revenues are recorded on the basis of the minutes used; the related subscriber
acquisition costs, including handset subsidies and sales commissions, are expensed as incurred.
The revenues allocated to the handset sale are limited to the contract amount that is not contingent
upon the rendering of telecommunication services, i.e. the remaining amount paid by the customer
exceeding the services value.
A small portion of the offerings in the mobile business are contracts with a minimum contractual
period of 24-30 months which include an enforced termination penalty. For these contracts, the
subscriber acquisition costs are capitalized under “Intangible assets with a finite useful life” if the
conditions for capitalization as described in the related accounting policy are met.

e Revenues on construction contracts
Revenues on construction contracts are recognized based on the stage of completion (percentage
of completion method).

Research costs and advertising expenses

Research costs and advertising expenses are charged directly to the separate income statement in the
year in which they are incurred.

Finance income and expenses

Finance income and expenses are recognized on an accrual basis and include interest accrued on the
related financial assets and liabilities using the effective interest rate method; changes in fair value of
derivatives and other financial instruments measured at fair value through profit or loss; and gains and
losses on foreign exchange and financial instruments (including derivatives).

Dividends

Dividends are recognized in the separate income statement in the year in which they become receivable,
following the approval by the shareholders’ meeting for the distribution of dividends of the investee
companies.

Dividends payable to third parties are reported as a change in equity in the year in which they are
approved by the shareholders’ meeting.
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Income taxes

Income taxes include all taxes calculated on the basis of the taxable income of the Company.

Income taxes are recognized in the separate income statement, except to the extent that they relate to
items directly charged or credited to equity, in which case the related tax is recognized in the relevant
equity reserves. The statement of comprehensive income indicates the amount of income taxes relating
to each item included as “Other components of the Statements of comprehensive income”.

Deferred tax liabilities/assets are recognized using the “Balance sheet liability method”. They are
calculated on all temporary differences that arise between the tax base of an asset or liability and the
carrying amounts in the financial statements except for non tax-deductible goodwill. Deferred tax assets
relating to unused tax loss carryforwards are recognized to the extent that it is probable that future
taxable income will be available against which they can be utilized. Current and deferred tax assets and
liabilities are offset when the income taxes are levied by the same tax authority and there is a legally
enforceable right of offset. Deferred tax assets and liabilities are determined based on enacted tax rates
that are expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled.

Taxes, other than income taxes, are included in “Other operating expenses”.
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Use of estimates

The preparation of separate financial statements and related disclosure in conformity with IFRS requires
management to make estimates and assumptions based also on subjective judgments, past experience
and scenarios considered reasonable and realistic in relation to the information known at the time of the
estimate. Such estimates have an effect on the reported amount of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the separate financial statements, as well as the
amount of revenues and costs during the year. Actual results could differ, even significantly, from those
estimates owing to possible changes in the factors considered in the determination of such estimates.
Estimates are reviewed periodically.

The most important accounting estimates which require a high degree of subjective assumptions and
judgments are addressed below.

Financial statement line | Accounting estimates
item/area

Goodwill The impairment test on goodwill is carried out by comparing the carrying amount of cash-
generating units and their recoverable amount. The recoverable amount of a cash-generating unit
is the higher of fair value, less costs to sell, and its value in use. This complex valuation process
entails the use of methods such as the discounted cash flow method which uses assumptions to
estimate cash flows. The recoverable amount depends significantly on the discount rate used in
the discounted cash flow model, as well as the expected future cash flows and the growth rate
used for the extrapolation. The key assumptions used to determine the recoverable amount for
the different cash generating units, including a sensitivity analysis, are detailed in the Note
“Goodwill”.

Bad debt provision

The recoverability of receivables is measured by considering the uncollectibility of receivables,
their age and losses on receivables recognized in the past by type of similar receivables.

Depreciation and
amortization expense

Changes in the economic conditions of the markets, technology and competitive forces could
significantly affect the estimated useful lives of tangible and intangible non-current assets and
may lead to a difference in the timing and amount of depreciation and amortization expense.

Provisions, contingent
liabilities and employee
benefits

As regards the provisions for restoration costs, the estimate of future costs to dismantle tangible
assets and restore the site is a complex process that requires an assessment of the liability
arising from such obligations which seldom are entirely defined by law, administrative regulations
or contract clauses and which normally are to be complied with after an interval of several years.
Provisions for legal, arbitration and tax disputes are the result of a complex estimation process
based upon the probability of an unfavorable outcome.

Employee benefits, especially the provision for employee severance indemnities, are calculated
using actuarial assumptions; changes in such assumptions could have a material impact on such
liabilities.

Revenues

Revenue recognition is influenced by:

. the expected duration of the relationship with the customer for revenues from telephone
service activations (as well as the related costs);

. the estimate of the amount of discounts, allowances and returns to be recorded as a direct
deduction from revenues.

Income taxes

Derivative instruments
and equity instruments

Income taxes (current and deferred) are calculated according to a prudent interpretation of the
tax laws in effect. This process sometimes involves complex estimates to determine taxable
income and deductible and taxable temporary differences between the carrying amounts and the
taxable amounts. In particular, deferred tax assets are recognized to the extent that future
taxable income will be available against which they can be utilized. The measurement of the
recoverability of deferred tax assets, recognized based on both unused tax loss carryforwards to
future years and deductible differences, takes into account the estimate of future taxable income
and is based on conservative tax planning.

The fair value of derivative instruments and equity instruments is determined on the basis of
either prices in regulated markets or quoted prices provided by financial counterparts, or using
valuation models which also take into account subjective measurements such as, for example,

cash flow estimates, expected volatility of prices, etc.

As required by IAS 8 (Accounting Policies, Changes in Accounting Estimates and Errors), in the absence
of a Standard or an Interpretation that specifically applies to a particular transaction, management
carefully considers subjective valuation techniques and uses its judgment as to the accounting methods
to adopt with a view to providing financial statements which faithfully represent the financial position,
the results of operations and the cash flows of the Company, which reflect the economic substance of
the transactions, are neutral, prepared on a prudent basis and complete in all material respects.
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New Standards and Interpretations endorsed by EU in force from
January 1, 2012

As required by IAS 8 (Accounting Policies, Changes in Accounting Estimates and Errors), the application
of amendments to IAS 12 (Income Taxes) and to IFRS 7 (Disclosures-Transfers of Financial Assets), in
force from January 1, 2012, did not have an impact on the financial statements of Telecom Italia S.p.A.
at December 31, 2012.

New Standards and Interpretations endorsed by EU, not yet in force
and early adopted

IAS 19 (2011) (Employee benefits)

In June 2012, Commission Regulation EU No. 475-2012 was issued adopting the revised version of IAS
19 (Employee Benefits) which is applicable retrospectively, starting from January 1, 2013, in accordance
with IAS 8 (Accounting Policies, Changes in Accounting Estimates and Errors). As permitted, Telecom
Italia decided to early adopt the amendments to IAS 19 starting from the Half-year Financial Report at
June 30, 2012 in order to reduce the volatility of the values recognized in the separate income
statement. In particular, under the amended IAS 19 (2011), with reference to the employee defined
benefit plans (e.g. employee severance indemnity), remeasurements of actuarial gains and losses are
recognized in other components of other comprehensive income. Therefore, other options previously
provided were deleted (including the option adopted by Telecom Italia whereby these components had
been recorded in employee benefits expenses in the separate income statement). Service costs, as well
as interest expenses related to the “time value” component of the actuarial calculations (the latter
reclassified to Finance expenses), are still recognized in the separate income statement. The early
adoption of such amendments resulted in the restatement of the 2011 separate income statements
and statements of comprehensive income and had no impact on Equity other than the reclassification of
certain reserves, as detailed in the note “Equity”.

Separate income statements

2011
(millions of euros)
Employee benefits expenses - reversal of actuarial gains (102)
Employee benefits expenses - interest component reclassification 38
Finance expenses - interest component reclassification (38)
Income tax expense 28
Impact on profit (loss) for the year (74)
Statements of comprehensive income
2011
(millions of euros)
Impact on profit (loss) for the year (74)
Remeasurements of employee defined benefit plans (IAS19) 74
Actuarial gains 102
Net fiscal impact (28)
Impact on comprehensive profit (loss) for the year
Note 2
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Statements of cash flows

The early adoption of revised IAS 19 did not non have any effects on “Aggregate cash flows” of the
statements of cash flow or, specifically, on the “Cash flows from (used in) operating activities”.

Statements of Financial Position

The early adoption of revised IAS 19 did not have any impact on the statements of financial position.

New Standards and Interpretations endorsed by EU not yet in force

During 2012, the following IFRS, Amendments and IFRIC interpretations had been endorsed by EU:

Mandatory application:
annual periods beginning

on or after
Amendments to IAS 1 (Presentation of Financial Statements) January 1, 2013
Amendments to IFRS 7 (Disclosures-Offsetting Financial Assets and January 1, 2013
Financial Liabilities)
IFRS 13 (Fair value measurement) January 1, 2013
IAS 27 (Separate Financial Statements) January 1, 2014
IAS 28 (Investments in associates and joint ventures) January 1, 2014
IFRS 11 (Joint Arrangements) January 1, 2014
IFRS 12 (Disclosure of interests in other entities) January 1, 2014
Amendments to IAS 32 (Financial instruments: Presentation - Offsetting January 1, 2014

Financial Assets and Financial Liabilities)

The potential impacts arising from their application on the separate financial statements of Telecom
Italia S.p.A. are currently being assessed.
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Note 3
Goodwill

Goodwill at December 31, 2012 relates to the goodwill included in the domestic segment of Telecom
ltalia S.p.A., amounting to 30,611,445 thousand euros, after recognition of an impairment loss of
4,016,000 thousand euros.

The amount also includes the goodwill allocated to the International Wholesale CGU, in line with the
amount recognized in the consolidated financial statements.

Goodwill, under IAS 36, is not amortized but is tested for impairment annually or more frequently if
specific events or circumstances indicate that it may be impaired. For purposes of the impairment test,
goodwill must be allocated to cash-generating units (CGU) or groups of CGUs according to the maximum
aggregation limit which cannot exceed the operating segment identified in accordance with IFRS 8. The
allocation of goodwill considers the lowest level at which goodwill is monitored for internal management
purposes.

The impairment test regarded the domestic segment of Telecom Italia S.p.A. which represents the CGU
to which the major part of domestic goodwill is allocated, and International Wholesale. In the
Telecom ltalia S.p.A. separate financial statements, the International Wholesale CGU is composed of the
investment in Telecom Italia Sparkle S.p.A. and the goodwill allocated consistently with the treatment in
the consolidated financial statements equal to 412,000 thousand euros.

The impairment test consists of comparing the recoverable amount of the CGU to which the goodwill is
allocated with the carrying amount of its operating assets. The recoverable amount is the higher of the
value in use (present value of expected earnings flows) and the fair value less costs to sell.

The value used to determine the recoverable amount of the domestic segment of Telecom lItalia S.p.A.
and International Wholesale is the value in use, which was calculated according to the same parameters
used, respectively, for the impairment test of the Core Domestic CGU and the International Wholesale
CGU for the purposes of the consolidated financial statements.

The basic assumptions for the calculation of the value in use are presented in the following table:

Telecom Italia S.p.A. Domestic Segment | International Wholesale
EBITDA margin (EBITDA/revenues) during the EBITDA margin (EBITDA/revenues) during the
period of the plan period of the plan
Growth of EBITDA during the period of the plan Growth of EBITDA during the period of the plan
Capital expenditures rate (capex/revenues) Capital expenditures rate (capex/revenues)
Cost of capital Cost of capital
Long-term growth rate Long-term growth rate

Since the domestic segment of Telecom Italia S.p.A corresponds to the Core Domestic Cash Generating
Unit (CGU) considered for the impairment test of goodwill in the consolidated financial statements, the
value in use of the domestic segment of Telecom lItalia S.p.A is the same as that of the Core Domestic
CGU. In particular, the estimate of the value in use for the Core Domestic CGU is based on the analytical
forecasts of cash flows extended over a time period of five years (2013-2017). This extension of the
analytical forecast period for the cash flows, compared to the three years used in the impairment test for
the previous year, was required to also reflect the contribution of the NGN and LTE ultrabroadband
capital expenditure in the recoverable value of the CGU. Moreover, the use of analytical forecast periods
of more than three years for the impairment tests is common practice among the major European
telecommunications operators.
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For the estimate of the value in use of the Core Domestic CGU, the Company also verified that the
analytical estimates of EBITDA flows used over the plan period were within the range of the analyst
forecasts produced after the announcement of the business plan.

International Wholesale also coincides entirely with the CGU of the same name considered for the
impairment test of goodwill in the consolidated financial statements. As a result, the estimate of the
value in use is the same and is based on the figures in the 2013-2015 business plan.

In both cases, the expected flows over the plan period have been capitalized in perpetuity.

The earnings flows used to estimate the value in use are cash nopat, equal to (EBITDA - Capex) x (1-Tc).
The nominal growth rate used to estimate the terminal value is the following:

Telecom Italia S.p.A. Domestic Segment International Wholesale

0% 0%

Such rates fall within the range of growth rates applied by the analysts who follow Telecom ltalia stock

(as can be seen in the reports published after the presentation of the Group’s business plan.

Since the growth rate in the terminal value is in relation to the level of capital expenditures (capex)

necessary to sustain such growth, for purposes of the estimate of the earnings flow to be capitalized a

level of capital expenditure (capex/revenues) of the Core Domestic CGU in line with the median of the

equity analysts' terminal year forecasts (equal to 16.17%).

The cost of capital used for the estimate of the value in use of the domestic segment of Telecom ltalia

S.p.A. and International Wholesale was estimated by considering the following:

e the criterion applied was the criterion for the CAPM - Capital Asset Pricing Model estimate (the
criterion referred to in Annex A of IAS 36);

e in the case of International Wholesale, a “full equity” financial structure was considered since it is
representative of the normal financial structure of the business while for the domestic segment a
target financial structure was assumed in line with the average of the European telephone
incumbents, including Telecom ltalia itself;

o the Beta coefficient was arrived at by using the Beta coefficients of the European telephone
incumbents, including Telecom ltalia itself, adjusted to take into account the financial structure (beta
coefficient of the domestic segment = 1.32); International Wholesale = 0.73 (unlevered beta));

o for the Core Domestic CGU a base estimate of weighted average cost of capital (WACC) was used,
with verification that the rate of capitalization (WACC -g) was in line with the analyst consensus
(based on the reports published after the presentation of the business plan).

On the basis of these elements, the weighted average cost of capital and the capitalization rate (WACC-

g) have been estimated for each CGU as follows:

Telecom lItalia

. International
S.p.A. Eéomestlc Wholesale
egment

% %

WACC post-tax 8.63 0.48
WACC post-tax - g 8.63 90.48
WACC pre-tax 12.50 13.65
WACC pre-tax - g 12.50 13.65

The differences between the values in use and the carrying amounts at December 31, 2012 are as
follows:

Telecom ltalia .
- . International
(millions of euros) S.p.A. Domestic Wholesale
Segment
Difference between values in use and carrying -4.016 +122

amounts

For the Core Domestic CGU, the estimate of the recoverable amount at December 31, 2012 is less than
the carrying amount. As a result an impairment loss of 4,016,000 thousand euros has been recognized.
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Indeed, given the substantial correspondence between the domestic segment of Telecom ltalia S.p.A.
and the Core Domestic CGU considered for the impairment test of goodwill in the consolidated financial
statements, the goodwill impairment loss recognized for the Core Domestic CGU, at consolidated level,
was also adopted in full for the domestic segment of Telecom lItalia S.p.A..

For International Wholesale, on the other hand, the carrying amount of the CGU, including the allocated
goodwill of 412,000 thousand euros, is around 122,000 thousand euros less than the recoverable
amount (value in use).
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Note 4
Intangible assets with a finite useful life

Intangible assets with a finite useful life decreased 138,835 thousand euros compared to December
31, 2011 and are composed of the following:

(thousands of euros) 12/31/2010 Additions Amortization Impairment Disposals | Capitalization of Other | 12/31/2011
(losses)/ borrowing costs changes
reversals

Industrial patents and intellectual
property
rights 1,821,042 744,762 (1,136,578) (190) 196,910 1,625,946
Concessions, licenses, trademarks
and similar rights 1,640,338 12,913 (149,127) (14) 832 1,504,942
Other intangible assets 165,194 192,823 (180,549) (782) 176,686
Work in progress and advance
payments 343,308 1,399,840 (2,423) 12,216 (195,630) 1,557,311
Total 3,969,882 2,350,338 (1,466,254) - (2,627) 12,216 1,330 4,864,885
(thousands of 12/31/2011 | Transfer of IT Additions Amortization Impairment |  Disposals | Capitalization Other | 12/31/2012
euros) Technology (losses)/ of borrowing changes

business reversals costs

segment
Industrial patents and
intellectual property
rights 1,625,946 (1,066) 570,418 (1,037,025) (107) 256,170 1,414,336
Concessions, licenses,
trademarks and similar
rights 1,504,942 12,581 (158,448) 155,437 1,514,512
Other intangible assets 176,686 204,935 (188,992) 379 193,008
Work in progress and
advance payments 1,557,311 409,598 - (3,898) 51,941 (410,758) 1,604,194
Total 4,864,885 (1,066) 1,197,532 (1,384,465) - (4,005) 51,941 1,228 4,726,050

The figures at December 31, 2012 reflect the transfer - operational from November 1, 2012 - of the
“Information Technology” business segment of Telecom ltalia to SSC, subsequently renamed TI
Information Technology. Specifically, Telecom lItalia transferred the business segment comprising the
Information Technology functions (IT planning, governance and security services) and Human Resources
and Organization Information Technology functions, at carrying amount.

Industrial patents and intellectual property rights consist mostly of software (divided mainly between
applications software and plant operation software), purchased outright and under user license. They
are amortized over the period of useful benefit, estimated as three years, with the exception of patents
which are amortized over five years. This line item decreased by 211,610 thousand euros compared to
December 31, 2011 since the additions and the assets which came into use during the year are lower in
total than the amortization charge. Other changes, within this line item, include 729 thousand euros as
a result of the merger of Tl Audit and Compliance Services S.c.a r.l. into Telecom ltalia, which had its
financial effect on January 1, 2012.

Concessions, licenses, trademarks and similar rights mainly refer to the unamortized cost of licenses
for mobile and fixed telecommunications services. Compared to December 31, 2011, the amortization
was started of the first tranche of user licenses for the LTE frequencies acquired in 2011 (1800 MHz
band). Overall, the value of telephone licenses and similar rights increased by 9,570 thousand euros
compared to December 31, 2011, broken down as follows:
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Type | Net carrying amount | Amortization period | Amortization charge for
at 12/31/2012 in years 2012

(thousands of euros) (thousands of euros)

UMTS 1,208,509 18 134,279
UMTS 2100 MHz 66,255 12 7,362
Wireless Local Loop 4,475 15 1,119
WiMax 9,590 15 921
LTE 1800 MHz 145,707 18 8,571

Other intangible assets mainly include the capitalization of subscriber acquisition costs (SAC) of the
Business and Consumer segments in the mobile telephony area; the unamortized cost is
181,407 thousand euros at December 31, 2012 (150,512 thousand euros at December 31, 2011). The
amortization of these capitalized costs - equal to 173,577 thousand euros - is generally taken over a
24 to 30 month period, corresponding to the minimum duration of the contracts signed with customers.
Other intangible assets also include expenses (mainly entrance fees and charges for goodwill) incurred
in connection with the start of the “stores project”. The unamortized cost at December 31, 2012 is
11,183 thousand euros and the amortization of these costs - equal to 15,156 thousand euros - is
being amortized over a period of three years, corresponding to the minimum duration of the dealer
agreements.

Other changes, within this line item, include 376 thousand euros (sundry long-term expenses) as a result
of the above-mentioned merger of Tl Audit and Compliance Services S.c.a r.l. into Telecom Italia.

Work in progress and advance payments increased 46,883 thousand euros. Capitalized borrowing
costs amounted to 51,941 thousand euros, and were directly attributable to the purchase of user rights
for the 800 and 2600 MHz frequencies - to be allocated to broadband mobile services - which could
not yet be used in 2012 (the capitalization of borrowing costs derives from the fact that the period of
time required to prepare the asset for use exceeds 12 months). The interest rate used is between 4.6%
and 5.2%. Such costs are deducted directly from “Other finance expenses”. Disposals of work in
progress and advance payments include 3,515 thousand euros, mainly attributable to abandoned
software projects.

Additions amount to 1,197,532 thousand euros in 2012, and include 108,357 thousand euros in
internally generated assets (115,254 thousand euros at December 31, 2011). In particular, the
decrease of 6,897 thousand euros in internally generated assets is mainly linked to the transfer of the
“Information Technology” business segment to Tl Information Technology, which led to the transfer of
staff to the new company from November 2012, and the resulting elimination of internally generated
assets.

The decrease of 1,152,806 thousand euros in the additions column compared to 2011 (equal to
2,350,338 thousand euros) is mainly due to the fact that the 2011 figure took account of the
acquisition of user rights for the 800, 1800 and 2600 MHz frequencies to be used for broadband
mobile services, for a total amount of 1,222,510 thousand euros. This follows the participation in the
auction for assignment of the frequencies at the end of 2011. Excluding the additions relating to the
acquisition in 2011, the change would have been an increase of 69,704 thousand euros.

Amortization of intangible assets decreased by 81,789 thousand euros compared to 2011. The
decrease in intangible assets is mainly due to a lower amount of amortizable assets relating to the
development of software applications.

Amortization is recorded in the income statement under the components of the operating result.
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Gross carrying amount, accumulated

impairment

December 31, 2012 and 2011 can be summarized as follows:

losses and accumulated depreciation at

‘ 12/31/2012
(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses amortization amount
Industrial patents and intellectual property rights 8,915,695 (6,765) (7,494,594) 1,414,336
Concessions, licenses, trademarks and similar rights 2,792,979 (1,278,467) 1,514,512
Other intangible assets 438,717 (245,709) 193,008
Work in progress and advance payments 1,604,194 1,604,194
Total 13,751,585 (6,765) (9,018,770) 4,726,050
12/31/2011
(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses amortization amount
Industrial patents and intellectual property rights 9,806,184 (6,765) (8,173,473) 1,625,946
Concessions, licenses, trademarks and similar rights 2,624,962 - (1,120,020) 1,504,942
Other intangible assets 367,602 - (190,916) 176,686
Work in progress and advance payments 1,565,880 (8,569) - 1,557,311
Total 14,364,628 (15,334) (9,484,409) 4,864,885

Gross disposals were recorded in Industrial patents and intellectual property rights for the elimination or
rewriting of software for applications or plant operation for 1,696,920 thousand euros.
Gross disposals were also recorded under intellectual property rights amounting to 23,965 thousand
euros, following the transfer of the Information Technology business segment to Tl Information

Technology.

Other intangible assets include gross disposals of 134,691 thousand euros relating to fully amortized

subscriber acquisition costs.

Work in progress includes disposals of abandoned software projects, for a gross carrying amount of
11,628 thousand euros, using accumulated impairment losses of 8,569 thousand euros.
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Note 5
Tangible assets
(owned and under finance leases)

Property, plant and equipment owned

Property, plant and equipment owned decreased 238,058 thousand euros compared to December 31,
2011 and is composed of the following:

(thousands of euros) 12/31/2010 Additions | Depreciation (*) ‘ Impairment ‘ Disposals Other | 12/31/2011
(losses)/ reversals changes
Land 121,542 22 (314) (1,987) 119,263
Buildings (civil and industrial) 404,124 3,229 (41,253) (247) 17,986 383,839
Plant and equipment 8,787,948 1,374,106 (2,036,027) (23,494) 340,234 8,442,767
Manufacturing and distribution
equipment 25,303 3,396 (11,568) (105) 8,668 25,694
Other 303,878 80,120 (123,217) (314) 38,090 298,557
Construction in progress and advance
payments 580,869 269,917 (3,650) (2,656) (388,446) 456,034
Total 10,223,664 1,730,790 (2,212,065) (3,650) (27,130) 14,545 9,726,154
(*) The depreciation charge does not take into account the adjustments to the Provision for restoration costs for a total amount of 240 thousand euros.
(thousands of euros) 12/31/2011 Transfer of IT Additions Depreciation Impairment Disposals Other| 12/31/2012
Technology (losses)/ changes
business reversals
segment
Land 119,263 33 (165) (2,424) 116,707
Buildings (civil and industrial) 383,839 5,566 (42,748) (271) 6,113 352,499
Plant and equipment 8,442,767 1,320,721 (1,818,183) (17,805) 276,580 8,204,080
Manufacturing and distribution
equipment 25,694 11,380 (11,098) (38) 7,993 33,931
Other 298,557 (71) 75,913 (117,090) (437) 36,499 293,371
Construction in progress and
advance payments 456,034 360,798 (1,277) (599) (327,448) 487,508
Total 9,726,154 (71) 1,774,411 (1,989,119) (1,277) (19,315) (2,687) 9,488,096

The figures at December 31, 2012 reflect the transfer - operational from November 1, 2012 - of the
“Information Technology” business segment of Telecom ltalia to SSC, subsequently renamed TI
Information Technology. Specifically, Telecom lItalia transferred the business segment comprising the
Information Technology functions (IT planning, governance and security services) and Human Resources
and Organization Information Technology functions, at carrying amount.

Land includes both built-up land (with buildings or light constructions), and other land (on which various
building works stand that are not recorded in the land cadastre, such as pylons, building podia, etc.).
Land, including land pertaining to buildings, is not depreciated.

Buildings (civil and industrial) almost exclusively include buildings for industrial use hosting telephone
exchanges or for office use and light constructions (referring to constructions built with light structures
and walls and registered containers). This line item also includes some civil buildings (that is, registered
as residences), for a marginal amount of 979 thousand euros.

Plant and equipment includes the aggregate of all those structures used for the functioning of voice and
data telephone traffic. They refer to the entire company infrastructure and are divided into macro
categories comprising switching, power supply systems, access and carrier networks in copper and fiber,
fixed-line and mobile transmission equipment, base transceiver stations and also telephone systems for
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termination used by the different clientele segments. Plant and equipment decreased 238,687
thousand euros owing principally to the depreciation charge which was higher than additions during the
year. The disposals, amounting to 17,805 thousand euros and mainly relating to the Mobile business,
include disposals for the replacement of mobile network transmission plant (7,600 thousand euros), for
early purchases of rented mobile phones (4,479 thousand euros) and disposals of RBS plant (3,024
thousand euros).

Other changes, within this line item, include 81 thousand euros (sundry long-term expenses) as a result
of the merger of Tl Audit and Compliance Services S.c.a r.l. into Telecom ltalia.

Manufacturing and distribution equipment consists of instruments and equipment used for the
running and maintenance of plant and equipment. This increased by 8,237 thousand euros compared to
December 31, 2011.

Other is mostly made up of hardware for the functioning of the Data Centers and for work stations,
furniture and fixtures and, to a minimal extent, transport vehicles and office machines. This decreased
by 5,186 thousand euros compared to December 31, 2011. Other changes, within this line item, include
37 thousand euros (sundry long-term expenses) as a result of the above-mentioned merger of Tl Audit
and Compliance Services S.c.a r.l. into Telecom Italia.

Construction in progress and advance payments refers to the internal and external costs incurred for
the acquisition and internal production of tangible assets, which are not yet in use. The balance
increased by 31,474 thousand euros owing to a higher amount of additions compared to assets that
came into use during the year. Also, impairment losses were recorded for 1,277 thousand euros for the
adjustment to realizable value of network materials no longer usable, as well as telephone systems
being replaced with new technologically advanced materials.

Additions amount to 1,774,411 thousand euros in 2012, and include 242,124 thousand euros in
internally generated assets (246,525 thousand euros at December 31, 2011), down by 4,401 thousand
euros, mainly due to the above-mentioned reduction in material assets by TILAB staff).

The depreciation of owned tangible assets in 2012 is 222,946 thousand euros lower than in 2011. The
reduction in depreciation is largely due to the decrease in depreciable assets, owing in part to the
reduction of capital expenditures in recent years, especially for rentals in the Fixed line business
(-48,267 thousand euros of depreciation).

Depreciation is calculated using the straight-line method over the remaining useful lives of the assets in
accordance with the depreciation plan confirmed/modified annually in applying the useful lives by single
class of fixed asset. The effects of any changes in the useful life are recognized in the separate income
statement prospectively.

Depreciation for the years 2012 and 2011 is calculated on a straight-line basis over the estimated
useful lives of the assets according to the following minimum and maximum rates:

Buildings (civil and industrial) 3.33%

Plant and equipment 3% -50%

Manufacturing and distribution equipment 20%

Other 11% - 33%
Note 5
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Gross carrying amount, accumulated impairment losses and accumulated depreciation at
December 31, 2012 and 2011 can be summarized as follows:

12/31/2012

(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses depreciation amount

Land 117,234 (527) 116,707
Buildings (civil and industrial) 1,285,962 (1,296) (932,167) 352,499
Plant and equipment 56,842,841 (4,930) (48,633,831) 8,204,080
Manufacturing and distribution equipment 207,047 (173,116) 33,931
Other 2,518,527 (2,184) (2,222,972) 293,371
Construction in progress and advance payments 488,372 (864) 487,508
Total 61,459,983 (9,801) (51,962,086) 9,488,096

12/31/2011

(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses depreciation amount

Land 119,791 (528) - 119,263
Buildings (civil and industrial) 1,275,401 (1,296) (890,266) 383,839
Plant and equipment 55,979,421 (4,930) (47,531,724) 8,442,767
Manufacturing and distribution equipment 187,977 - (162,283) 25,694
Other 2,407,243 (2,184) (2,106,502) 298,557
Construction in progress and advance payments 456,898 (864) - 456,034
Total 60,426,731 (9,802) (50,690,775) 9,726,154

With regard to the gross carrying amounts of non-current tangible assets, in 2012 disposals were made
for a gross carrying amount of 740,575 thousand euros and mainly regarded fully depreciated assets.
Disposals mainly occurred in the plant and equipment class (726,048 thousand euros). These included
disposals of subscriber connection units for inventory realignment (160,402 thousand euros) and of
mobile transmission equipment relating to the replacement of mobile network transmission plant
(187,921 thousand euros).

The disposals of plant generated gains of 36,752 thousand euros and losses of 13,238 thousand euros,
recorded in the separate income statement.

In 2012 there were no accumulated impairment losses in the non-current tangible asset class.
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Assets held under finance leases

This line item decreased 85,766 thousand euros compared to December 31, 2011 and is composed of
the following:

(thousands of euros) 12/31/2010 Additions Depreciation Impairment Disposals Other | 12/31/2011
(losses)/ reversals changes
Buildings (civil and industrial) 1,124,680 23,134 (110,133) (58) 3,943 1,041,566
Plant and equipment - B
Other 10,983 7,296 (4,565) - 13,714
Construction in progress and advance
payments 41,600 10,009 (16,037) 35,572
Total 1,177,263 40,439 (114,698) - (58) (12,094) 1,090,852
(thousands of euros) 12/31/2011 Additions Depreciation Impairment Disposals | Other | 12/31/2012
(losses) / reversals changes
Buildings (civil and industrial) 1,041,566 24,142 (112,698) (207) 17,829 970,632
Plant and equipment - -
Other 13,714 889 (5,446) 1 9,158 ‘
Construction in progress and advance ‘
payments 35,5672 8,385 (18,661) 25,296
Total 1,090,852 33,416 (118,144) - (207) (831) 1,005,086 ‘

Buildings (civil and industrial) includes buildings under long rent contracts and related building
adaptations. Other comprises the capitalization of finance leases on hardware of the Data Centers and
Olivetti copiers. Depreciation and impairment losses are recorded in the income statement as
components of the operating result.

Gross carrying amount, accumulated impairment losses and accumulated depreciation at
December 31, 2012 and 2011 can be summarized as follows:

12/31/2012

(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses depreciation amount

Buildings (civil and industrial) 2,076,540 (27,311) (1,078,597) 970,632
Plant and equipment =
Other 87,618 (78,460) 9,158
Construction in progress and advance payments 25,296 25,296
Total 2,189,454 (27,311) (1,157,057) 1,005,086
(thousands of euros) Gross carrying Accumulated Accumulated | Net carrying
amount | impairment losses depreciation amount

Buildings (civil and industrial) 2,040,597 (27,311) (971,720) 1,041,566
Plant and equipment - - - -
Other 86,729 - (73,015) 13,714
Construction in progress and advance payments 35,572 - - 35,572
Total 2,162,898 (27,311) (1,044,735) 1,090,852
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Within civil and industrial buildings, a building under a long rent contract was disposed of, due to the
termination of the lease, for 6,859 thousand euros.

At December 31, 2012, lease payments due in future years and their present value are as follows:

12/31/2012 12/31/2011

Minimum lease | Present value of Minimum lease Preserllt_value

(thousands of euros) payments m|n|mp|:;1nlleei:‘st§ payments of m|n|||;;1;:;:\e
payments

Within 1 year 228,463 204,107 238,440 222,048
From 2 to 5 years 880,508 598,021 858,393 608,206
Beyond 5 years 856,574 363,914 1,048,564 449,443
Total 1,965,545 1,166,042 2,145,397 1,279,697
(thousands of euros) 12/31/2012 12/31/2011
Present value of future net minimum lease payments 1,965,545 2,145,397
Interest portion (799,503) (865,700)
Present value of lease payments 1,166,042 1,279,697
Finance lease liabilities(1) 1,374,638 1,540,291
Financial receivables for lease contracts(2) (208,596) (260,594)
Total net finance lease liabilities 1,166,042 1,279,697

1)  These include financial payables to Teleleasing of 211,775 thousand euros (281,706 thousand euros at December 31, 2011) for direct and indirect
lease transactions.

(2) These refer to the present value of installments receivable from customers on direct and indirect lease transactions with Teleleasing, net of the
relative provision for write-downs.

At December 31, 2012, the inflation adjustment to ISTAT revaluation of lease payments was 31,226
thousand euros (28,332 thousand euros at December 31, 2011).
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Note 6
Investments

Investments decreased 85,695 thousand euros compared to December 31, 2011 and include:

(thousands of euros) 12/31/2012 of which IAS 39 12/31/2011 of which IAS 39
Financial Financial
Instruments Instruments
Subsidiaries 9,236,667 ‘ 9,357,242
Associates and joint ventures 57,762 ‘ - 23,817
Other investments 35,648 ‘ 35,648 34,713 34,713
Total 9,330,077 ‘ 35,648 9,415,772 34,713

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.

Movements during 2012 for each investment and the corresponding amounts at the beginning and end
of the year are reported below. The list of investments in subsidiaries, associates and joint ventures at
December 31, 2012 is presented in compliance with art. 2427 of the Italian Civil Code and reported in
the Note “List of investments in subsidiaries, associates and joint ventures”.
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Investments

(thousands of euros) Carrying Changes during the year Carrying
amountat | 5. isitions/ Disposals/ | Impairment Other Total _amountat
12/31/2011 Subscriptions/ Reimburse- losses/ changes changes 12/31/2012
Payments to ments Reversals/ and
cover losses fair value reclassifi-
adjustments cations (")
Investments in subsidiaries
ADVALSO 12 12
EMSA SERVIZI (in liquidation) 5,000 5,000
HR SERVICES 521 521
IT TELECOM 8,476 8,476
MATRIX 29,917 15,000 (44,914) 3) (29,917) -
MEDITERRANEAN NAUTILUS
ITALY 3 3
OFI CONSULTING 35,109 35,109
OLIVETTI GESTIONI IVREA 375 375
OLIVETTI I-JET (in liquidation) 68 68
OLIVETTI MULTISERVICES 40,406 40,406
OLIVETTI 43,174 20,000 (49,698) (29,698) 13,476
PATH.NET 7,770 7 7 7,777
SAIAT 34,743 (34,743) (34,743) -
TELECOM ITALIA
INFORMATION TECHNOLOGY
(former SHARED SERVICE
CENTER) 12,330 10,000 761 10,761 23,091
SOFORA
TELECOMUNICACIONES 1 1
TECNO SERVIZI MOBILI 53 53
TECO SOFT ARGENTINA (in
liquidation) - -
TELECOM ITALIA AUDIT AND
COMPLIANCE SERVICES 2,886 (2,886) (2,886) -
TIAUDIT COMPLIANCE LATAM - 313 313 313
TELECOM ITALIA CAPITAL 2,388 2,388
TELECOM ITALIA
DEUTSCHLAND HOLDING 45,820 (35,000) (35,000) 10,820
TELECOM ITALIA
INTERNATIONAL 6,835,705 6,835,705
TELECOM ITALIA LATAM
PARTICIPACOES E GESTAO
ADMINISTRATIVA - -
TELECOM ITALIA MEDIA 176,035 5 (8,575) (8,570) 167,465
TELECOM ITALIA MEDIA
BROADCASTING 3 3
TELECOM ITALIA SAN
MARINO - -
TELECONTACT CENTER 7,410 10,000 (939) 33 9,094 16,504
TELENERGIA 50 50
TELSY 14,517 14,517
TIERRA ARGENTEA 4,609 2,744 (2,733) 11 4,620
TELECOM ITALIA FINANCE 1,448,390 1,448,390
TELECOM ITALIA SPARKLE 586,371 53 53 586,424
TLC COMMERCIAL SERVICES 15,100 15,100
9,357,242 57,749 (44,914) (96,945) (36,465) (120,575) 9,236,667

(*) The column "Other changes and reclassification” includes:
a) 37 thousand euros as the fair value of expenses relating to the granting of the equity compensation plans to the employees of Telecom ltalia

Group companies under the "Long Term Incentive" 2010-2015 (LTI) Plan;

c¢) 161 thousand euros as the fair value of expenses relating to the granting of the equity compensation plans to the employees of Telecom Italia
Group companies under the "Long Term Incentive" 2011 (LTI) Plan;
d) 142 thousand euros as the fair value of expenses relating to the granting of the equity compensation plans to the employees of Telecom Italia
Group companies under the "Long Term Incentive" 2012 (LTI) Plan.
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(thousands of euros) Carrying Changes during the year Carrying
amount at . . . | amount at
Acquisitions/ Disposals/ Impairment | Other changes Total
12/31/2011 Subscriptions/ | Reimbursements | losses/Reversals/ and | changes 12/31/2012
Payments to fair value | reclassifications
cover losses adjustments
Investments in
associates and joint
ventures
AREE URBANE (in
liquidation) - -
ASSCOM INSURANCE
BROKERS 20 20
Consorzio CRIAI (in
liquidation) - 2,332 (2,332) -
IM.SER 40 40
NORDCOM 2,143 2,143
TELELEASING (in
liquidation) - 829 829 829
TIGLIO | 20,622 (5,872) (5,872) 14,750
TIGLIO Il 552 (20) (20) 532
TRENTINO NGN - 39,448 39,448 39,448
Consorzio EO (in
liquidation) - -
Consorzio Scuola
Superiore Alta
Formazione
Universita Federico Il
(in liquidation) 21 (21) (21) -
Consorzio
TEMA.MOBILITY (in
liquidation) 419 (419) (419) -
23,817 2,332 (2,772) (5,892) 40,277 33,945 57,762
(thousands of euros) Carrying Changes during the year Carrying
amount at - ! : amount at
Acquisitions/ Disposals/ Impairment | Other changes Total
12/31/2011 Subscriptions/ | Reimbursements | losses/Reversals/ and | changes 12/31/2012
Payments to fair value | reclassifications
cover losses adjustments
Investments in other
companies
ASSICURAZIONI
GENERALI %) 2,164 422 422 2,586
BANCA UBAE 1,898 1,898
FIN. PRIV.(“%) 9,725 513 513 10,238
IST. ENCICLOPEDIA
ITALIANA G.
TRECCANI 3,832 3,832
ISTITUTO EUROPEO DI
ONCOLOGIA 2,116 2,116
SIA 11,278 11,278
Other minor
investments 3,700 594 (594) - 3,700
34,713 594 - 341 - 935 35,648
Total Investments 9,415,772 60,675 (47,686) (102,496) 3,812 (85,695) 9,330,077
(**) Investments measured at fair value.
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Note 7
Financial assets

(non-current and current)

Financial assets (non-current and current) are composed as follows:

(thousands of euros) 12/31/2012 12/31/2011
Non-current financial assets
Financial receivables and other non-current financial assets:
Financial receivables from subsidiaries 9,055 109,021
Financial receivables from associates and joint ventures - -
Financial receivables from other related parties - -
Financial receivables for lease contracts 108,881 150,783
Receivables from employees 28,629 36,275
Hedging derivatives relating to hedged items classified as non- 634,007 633,965
current assets/liabilities of a financial nature
Non-hedging derivatives 1,661,872 1,945,857
Other financial receivables 2 1,224
Prepaid expenses 6,305 13,918
Total non-current financial assets (a) 2,448,751 2,891,043
Current financial assets
Securities other than investments
Held for trading - -
Held-to-maturity = -
Available-for-sale 363,403 863,892
363,403 863,892
Financial receivables and other current financial assets
Financial receivables for lease contracts 99,715 109,811
Receivables from employees 10,940 7,621
Hedging derivatives relating to hedged items classified as current 100,323 160,765
assets/liabilities of a financial nature
Non-hedging derivatives 159,382 188,524
Financial receivables from subsidiaries 103,906 9,685
Financial receivables from associates and joint ventures = 182
Other financial receivables 680 1,118
Prepaid expenses 666 660
475,612 478,366
Cash and cash equivalents 2,146,166 1,595,287
Total current financial assets (b) 2,985,181 2,937,545
Total non-current and current financial assets (c)=(a+b) 5,433,932 5,828,588

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.

Non-current financial receivables from subsidiaries primarily refer to the loans granted to TLC
Commercial Service for 9,000 thousand euros. The change compared to December 31, 2011 (-99,966
thousand euros) derives from the reclassification to current financial receivables of the 100,000
thousand euros loan granted to Telecom ltalia Media, as it is due for repayment by the end of 2013. This
loan was in turn disbursed to Telecom lItalia S.p.A. by the European Investment Bank (EIB) under an
investment program aimed at expanding the digital terrestrial network infrastructures; it will be repaid by
December 31, 2013.
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Financial receivables for lease contracts refer to:

indirect contracts, that is, lease contracts negotiated directly by Teleleasing with Telecom lItalia

customers and of which Telecom lItalia is the guarantor. In particular:

— the non-current portion is equal to 100,740 thousand euros (141,747 thousand euros at
December 31, 2011), of which 95,534 thousand euros refers to receivables due between the
second and fifth year (136,127 thousand euros at December 31, 2011) and 5,206
thousand euros for receivables due beyond the fifth year (5,620 thousand euros in 2011);

— the current portion of these contracts is equal to 95,960 thousand euros (102,690 thousand
euros at December 31, 2011);

direct contracts, that is, lease contracts with the rendering of accessory services under the “full rent”

formula. In particular:

— the non-current portion is equal to 8,141 thousand euros (9,036 thousand euros at December
31, 2011), of which 7,862 thousand euros refers to receivables due between the second and
fifth year (8,087 thousand euros at December 31, 2011) and 279 thousand euros for
receivables due beyond the fifth year (949 thousand euros at December 31, 2011);

— the current portion of these contracts is 3,755 thousand euros (7,121 thousand euros at
December 31, 2011).

Receivables from employees (current and non-current) refer to the remaining amount due on loans
granted.

Hedging derivatives total 734,330 thousand euros (794,730 thousand euros at December 31, 2011)
and relate to:
hedged items classified in non-current assets/liabilities of a financial nature which refer to the mark-
to-market component (634,007 thousand euros) and include cash flow hedges and fair value
hedges put into place with Telecom Italia Finance S.A. (232,751 thousand euros);
hedged items classified in current assets/liabilities of a financial nature (100,323 thousand euros),
mainly consisting of prepaid expenses on derivatives, and include cash flow hedges and fair value
hedges put into place with Telecom Italia Finance S.A. (1,561 thousand euros).

Non-hedging derivatives total 1,821,254 thousand euros (2,134,381 thousand euros at December 31,
2011) and include the measurement of transactions which Telecom lItalia S.p.A. carries out on behalf of
companies of the Group in its exclusive role as the centralized treasury function. This item is offset in full
by the corresponding item classified in non-current financial liabilities. In particular, non-hedging
derivatives relate to:
items classified in non-current assets (1,661,872 thousand euros) and include derivatives put into
place with Banca Intesa (229,461 thousand euros), the Mediobanca group (24,589 thousand euros)
and Telecom ltalia Capital S.A. (363,982 thousand euros);
items classified in current assets (159,382 thousand euros) and include derivatives put into place
with Banca Intesa (8,818 thousand euros), the Mediobanca group (796 thousand euros), Telecom
Italia Capital S.A. (25,344 thousand euros) and Telecom Italia Finance S.A. (376 thousand euros).

Further details are provided in the Note “Derivatives”.

Securities other than investments classified as available-for sale due beyond three months, recorded
at market value, consist of Italian treasury bonds (358 million euros) and treasury credit certificates (5
million euros assigned to Telecom lItalia S.p.A., as per Ministry of the Economy and Finance Decree
dated 12/03/2012, as a holder of trade receivables). Such securities, which in accordance with Consob
Communication DEM/11070007 of August 5, 2011 represent investments in “sovereign debt
securities”, have been purchased in accordance with the “Financial risk management and control"
Guidelines adopted by the Telecom lItalia Group in August 2012, substituting the previous policy in force
from July 2009.
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Cash and cash equivalents increased 550,879 thousand euros compared to December 31, 2011. The
composition is as follows:

(thousands of euros) 12/31/2012 12/31/2011
Liquid assets with banks, financial institutions and post offices 1,983,927 1,513,905
Checks, cash and other receivables and deposits for cash flexibility 641 678
Receivables from subsidiaries 161,598 80,704
Total 2,146,166 1,595,287

The different technical forms used for the investment of liquidity as of December 31, 2012 can be

analyzed as follows:

° maturities: all deposits have a maximum maturity date of three months;

e counterpart risks: deposits have been made with leading high-credit-quality banks and financial
institutions with a rating of at least BBB- for Standard & Poor's or equivalent ratings;

e  country risk: deposits have been made mainly in major European financial markets.
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Note 8
Miscellaneous receivables and other non-
current assets

Miscellaneous receivables and other non-current assets increased 450,690 thousand euros compared
to December 31, 2011. They include:

(thousands of euros) 12/31/2012 of which IAS 39 12/31/2011 of which IAS 39
Financial Financial

Instruments Instruments

Miscellaneous receivables and other ‘

non-current assets:

Miscellaneous receivables from ‘

subsidiaries 1,097 192

Miscellaneous receivables from ‘

associates - - -

Other receivables 341,588 ‘ 3,779 5,232 5,232

Medium/long-term prepaid expenses 653,217 ‘ 539,788

Total 995,902 ‘ 3,779 545,212 5,232

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.

Receivables from subsidiaries refer to credit positions connected with tax consolidation, while other
receivables include the benefit (337,809 thousand euros) related to the recognition of the refund
deriving from the recognized deductibility from IRES tax of the IRAP tax calculated on labor costs
following the entry into force of Decree Law 16/2012. For more information, reference should be made
to the Note “Income taxes”.

Lastly, medium/long-term prepaid expenses mainly relate to the deferral of costs in connection with
contracts for the activation of telephone services.
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Note 9
Income taxes

Income tax receivables

Income tax receivables amount to 392,446 thousand euros at December 31, 2012
(329 thousand euros at December 31, 2011).

Income tax receivables include 337,809 thousand euros in tax receivables for non-current assets,
carried by Telecom Italia S.p.A. as the consolidating entity, for both the portion due to Telecom ltalia
itself (328,224 thousand euros), and the portion attributable to the companies taking part in tax
consolidation (9,585 thousand euros, which had a contra-entry of the same amount under
miscellaneous non-current payables to subsidiaries). These receivables accrued due to the right to
retroactively deduct, for years 2004 to 2011, the IRAP tax due on labor costs (in addition to the current
deductibility of 10% of IRAP tax paid) from the IRES taxable base, following the approval of Law Decree
16/2012.

Income tax receivables also include receivables for current assets of 54,637 thousand euros, of which:
51,214 thousand euros for the IRES tax receivable arising from the national consolidated tax return for
2012 (carried by Telecom lItalia S.p.A. as the consolidating entity), as well as 2,988 thousand euros in
surplus advance payments for IRAP tax, 154 thousand euros for advance payments for ethical tax, 102
thousand euros for a tax credit for university research, and 179 thousand euros for DGI of the Argentina
Branch.

Deferred tax assets and deferred tax liabilities

The net balance is composed as follows:

(thousands of euros) 12/31/2012 12/31/2011
Deferred tax assets 823,730 882,105
Deferred tax liabilities (1,870) (800)
Total 821,860 881,305

The presentation of deferred tax assets and liabilities in the financial statements takes account of
offsets to the extent that such offsets are legally permitted. The composition of the gross amounts prior
to offsetting is presented below:

(thousands of euros) 12/31/2012 12/31/2011
Deferred tax assets 934,153 991,264
Deferred tax liabilities (112,293) (109,959)
Total 821,860 881,305

Upon presentation of the tax return for the year 2008, the company took advantage of the possibility of
realigning the differences between the IAS financial statements associated with transactions that fell
under the “derivation regime” and the tax amounts at January 1, 2009, pursuant to Legislative Decree
185 of November 29, 2008; this realignment - which involves the reabsorption of the relative net
deductible temporary differences in equal amounts over five years from 2009 to 2013 - will result in an
absorption of net deferred tax assets of 64 million euros per year. At December 31, 2012, the related
unused tax credit was 64 million euros (129 million euros at December 31, 2011).
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The temporary differences which make up this line item at December 31, 2012 and 2011, as well as the
movements during 2012, are the following;:

(thousands of euros) 12/31/2011  Recognized | Recognized Other 12/31/2012
in profit or in equity changes
loss
Deferred tax assets:

Provisions for pension fund integration

Law 58/92 18,779 (5,867) 12,912

Provisions 127,636 (22,676) 104,960

Provision for bad debts 204,564 6,330 210,894

Derivatives 358,123 29,627 387,750

Capital grants 7,712 (1,910) 5,802

Taxed depreciation and amortization 135,678 (4,157) 131,521

Other deferred tax assets 10,042 5,889 18 15,949

Unused tax credit (realignment, Leg.

Decree 185/08) 128,730 (64,365) 64,365
Total 991,264 (86,756) 29,627 18 934,153
Deferred tax liabilities:

Accelerated depreciation (27,883) 950 (26,933)

Deferred gains (1,775) (60) (1,835)

Discounting of provision for employee

severance indemnities (27,954) (3) (104) (28,061)

Derivatives (16,740) (4,904) (21,644)

Other deferred tax liabilities (35,607) 1,787 (33,820)
Total (109,959) 2,674 (4,904) (104) (112,293)
Total Deferred tax assets and
(liabilities) 881,305 (84,082) 24,723 (86) 821,860

The column “Other changes” consists of deferred tax assets and deferred tax liabilities resulting from
corporate-related transactions undertaken during the year.
The expirations of Deferred tax assets and Deferred tax liabilities at December 31, 2012 are as follows:

(thousands of euros) Within 1 Beyond 1 Total

year year at12/31/2012
Deferred tax assets 365,317 568,836 934,153
Deferred tax liabilities (8,180) (104,113) (112,293)
Total Deferred tax assets and (liabilities) 357,137 464,723 821,860

At December 31, 2012, the Company has tax-suspended equity reserves of 1,835,796 thousand euros,
subject to taxation in the event of distribution, on which deferred taxes have not been provided since
their distribution is not foreseen. The decrease of 924,242 thousand euros (2,760,038 thousand euros
at December 31, 2011) is due to the utilization of those reserves in 2012 to cover the loss for the year
2011.

Current income tax payables

Current income tax payables amount to 530 thousand euros (62,669 thousand euros at December 31,
2011), decreasing as a result of the payment in 2012 of the IRES tax liability arising from the national
consolidated tax return, as well as the IRAP tax liability for 2011 and include Separate Tax on the
Controlled Foreign Companies of 44 thousand euros and tax assessment settlements of 486 thousand
euros.

Income tax expense

The income tax expense for the years ended December 31, 2012 and 2011 is detailed as follows.
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(thousands of euros) 2012 ‘ 2011
IRAP taxes for current year 314,092 331,623
IRES taxes for current year 721,146 ‘ 758,443
Expenses/(income) from tax consolidation 39,431 29,965
Current taxes of prior years (362,847) ‘ (93,113)
Total current taxes 711,822 ! 1,026,918
Deferred income taxes 79,412 ‘ 94,044
Deferred taxes of prior years 4,670 ‘ 44,128
Total deferred taxes 84,082 ! 138,172
Total income taxes for the year ‘ 1,165,090

795,904

The IRES tax rate is 27.5%, while the IRAP tax rate has been set at 3.9%.

The positive impact of current taxes of prior years (362,847 thousand euros) derives from:

the improvement (60,343 thousand euros) from the actual tax return compared to the estimate

made in the 2011 financial statements based on a prudent interpretation of the tax laws in effect at
the time; such effect is partly offset by higher deferred taxes of prior years (4,670 thousand euros)
the benefit (302,504 thousand euros) deriving from the recognition of receivables resulting from the
right, introduced by Decree Law 16/2012, to deduct the IRAP tax on labor costs from the IRES
taxable base for the previous years (in addition to the current deductibility of 10% of IRAP tax paid).
The tax consolidation enabled the deductibility of interest expenses up to 599 million euros for IRES tax
purposes, which would otherwise not have been deductible under the provisions of art. 96 TUIR.
The reconciliation between the theoretical tax charge, calculated on the basis of the IRES tax rate in
effect at December 31, 2012 (27.5%), and the effective tax charge in the separate financial statements

is as follows:
(thousands of euros) 2012 2011
Profit (loss) before tax (1,025,197)| (2,479,765)
Taxes calculated at the theoretical tax rate (281,930) (681,935)
Income tax effect on increases (decreases) in variations:
dividends recognized in income (36,075) (68,132)
non-deductible depreciation, amortization and impairments 1,107,525 1,483,203
non-deductible impairments and losses on investments 29,972 120,868
non-taxable gains on investments and other income (3,403) (12,600)
non-deductible costs 7,728 11,490
other taxed items 9,445 22,382
IRES tax refund benefit due to partial deductibility of IRAP tax (302,504) -
IRES taxes for previous years (40,847) (29,453)
Effective income tax recognized in income statement, excluding IRAP 489,911 845,823
IRAP 305,993 319,267
Total effective income tax recognized in the separate income statement 795,904 1,165,090

For a better understanding of the above reconciliation, the Regional Income Tax (IRAP) tax has been
shown separately so as to avoid any distorting effect arising from the fact that this tax is calculated on a

tax basis other than pre-tax profit.
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Note 10
Inventories

Inventories amount to 112,217 thousand euros at December 31, 2012, decreasing 13,201 thousand
euros compared to December 31, 2011. They mainly consist of equipment, handsets and the relative
accessories for fixed-line and mobile telecommunications.

In 2012, inventories were written down for 7,844 thousand euros mainly in reference to the adjustment
to estimated realizable value of fixed and mobile equipment used for marketing purposes.

No inventories are pledged as collateral.

Note 10
Telecom ltalia S.p.A. Separate Financial Statements Inventories | 343



Note 11
Trade and miscellaneous receivables and
other current assets

Trade and miscellaneous receivables and other current assets decreased 857,791 thousand euros
compared to December 31, 2011 and are composed of the following:

(thousands of euros) 12/31/2012 of which IAS 39 12/31/2011 of which IAS 39
Financial Financial
Instruments Instruments
Amounts due on construction ‘
contracts 61,766 48,486
Trade receivables ‘
Receivables from customers 2,351,269 ‘ 2,351,269 2,687,942 2,687,942
Receivables from other ‘
telecommunications operators 749,522 749,522 1,200,381 1,200,381
Receivables from subsidiaries 151,496 ‘ 151,496 159,477 159,477
Receivables from associates and joint ‘
ventures 10,504 10,504 35,504 35,504
Receivables from other related parties 44,820 ‘ 44,820 60,512 60,512
Customer collections pending credit 12,502 ‘ 12,502 18,215 18,215
3,320,113 ‘ 3,320,113 4,162,031 4,162,031
Miscellaneous receivables and other ‘
current assets
Receivables from subsidiaries 43,103 ‘ 498 31,226 673
Receivables from associates and joint ‘
ventures - - - -
Receivables from other related parties 80,945 ‘ 80,945 61,687 61,687
Other receivables 305,147 ‘ 99,733 393,057 176,293
Trade and miscellaneous prepaid ‘
expenses 377,674 350,052
806,869 | 181,176 836,022 238,653
Total 4,188,748 ‘ 3,501,289 5,046,539 4,400,684

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial

instruments”.

The aging of financial instruments included in Trade and miscellaneous receivables granting and other
current assets at December 31, 2012 and December 31, 2011 is as follows:

Overdue:
(thousands of euros) 12/31/2012 Total Total | 0-90 days 91-180 181-365 More than
current overdue days days 365 days
Trade and miscellaneous
receivables and other
current assets 3,501,289 | 2,642,464 858,825 147,398 161,942 174,089 375,396
Overdue:
(thousands of euros) 12/31/2011 Total Total | 0-90 days 91-180 181-365 More than
current overdue days days 365 days
Trade and miscellaneous
receivables and other
current assets 4,400,684 3,200,248 1,200,436 242,813 156,032 168,862 632,729

The decrease in current receivables compared to December 31, 2011 (557,784 thousand euros) is

mostly due to the trend of sales.
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Overdue receivables also decreased compared to December 31, 2011 (341,611 thousand euros),
especially in relation to the most recent credit positions. The reduction in amounts overdue more than
365 days (amounting to -257,333 thousand euros compared to December 31, 2011) was influenced by
the settlement of several legal disputes with another operator in the first half of 2012.

Trade receivables amount to 3,320,113 thousand euros (4,162,031 thousand euros at
December 31, 2011) and are net of the provision for bad debts of 641,870 thousand euros (570,976
thousand euros at December 31, 2011).

Movements in the provision for bad debts are as follows:

(thousands of euros) 2012 2011
At January 1 570,976 593,539
Provision charges to the income statement 237,123 203,920
Utilization and decreases (166,229) (226,483)
At December 31 641,870 570,976

The provision for bad debts includes specific write-downs of 301,767 thousand euros (256,074
thousand euros at December 31, 2011) and write-downs made on the basis of average uncollectibility of
340,103 thousand euros (314,902 thousand euros at December 31, 2011). Provision charges for bad
debts are recorded for specific credit positions that present an element of individual risk. On credit
positions that do not present such characteristics, provision charges are recorded by customer segment
according to the average uncollectibility estimated on the basis of statistics.

Receivables from customers stand at 2,351,269 thousand euros, decreasing 336,673 thousand euros
compared to December 31, 2011.

Receivables from other telecommunications operators (749,522 thousand euros) are also lower
(450,859 thousand euros) compared to December 31, 2011, mainly due to the effects of the above-
mentioned settlement of several disputes with another operator.

Receivables from subsidiaries amount to 151,496 thousand euros (down 7,981 thousand euros
compared to December 31, 2011) and mainly refer to TLC services provided to 4GRetail (35,814
thousand euros), Telecom ltalia Sparkle (30,573 thousand euros) and Telecom ltalia Information
Technology (10,328 thousand euros).

Receivables from associates and joint ventures come to 10,504 thousand euros and mainly refer to
Teleleasing (8,127 thousand euros) for the sale of TLC equipment and services.

Receivables from other related parties amount to 44,820 thousand euros and refer in particular to
balances with the Intesa SanPaolo group (22,818 thousand euros) and the Generali group
(13,312 thousand euros).

Miscellaneous receivables and other current assets stand at 806,869 thousand euros
(836,022 thousand euros at December 31, 2011) and are net of a provision for bad debts of
83,549 thousand euros. Specifically, receivables from subsidiaries principally refer to credit positions
connected with the Group VAT procedure and with tax consolidation.

Receivables from other related parties refer to Intesa SanPaolo group, mainly for the sale of dealer
receivables and for mobile equipment sales, carried out with Mediofactoring, a company in the Intesa
SanPaolo group.

Trade and miscellaneous prepaid expenses mainly relate to the deferrals of costs referring to the
activation of new contracts (277,626 thousand euros), building leases (66,976 thousand euros), rentals
and maintenance (22,756 thousand euro) and insurance premiums (9,065 thousand euros).
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Other receivables amount to 305,147 thousand euros (393,057 thousand euros at
December 31, 2011). Details are as follows:

(thousands of euros) 12/31/2012 12/31/2011
Advances to suppliers 4,418 21,496
Receivables from employees 21,960 20,795
Tax receivables 41,171 38,013
Sundry receivables 237,598 312,753
Total 305,147 393,057

Tax receivables totaling 41,171 thousand euros mostly comprise credits resulting from tax returns and
other taxes, as well as VAT receivable on the purchase of cars and related accessories for which refunds
were requested under Decree Law 258/2006, converted with amendments by Law 278/2006.

Sundry receivables mainly include:

e receivables from other factoring companies (48,199 thousand euros);

e receivables for the Universal Service (46,720 thousand euros). This is a regulated contribution in
relation to the costs arising from Telecom Italia’s obligation to provide basic telephone services at a
sustainable price or to offer special rates solely to subsidized users;

e receivables from the Italian State and the European Union (32,440 thousand euros) for grants
relating to research and training projects;

e Miscellaneous receivables from other TLC operators (62,123 thousand euros), whose decrease
(-58,266 thousand euros) compared to December 31, 2011 is mainly due to the settlement, referred
to above, of several disputes with another operator;

e receivables from social security and assistance agencies (25,430 thousand euros).
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Note 12
Equity

Equity is composed as follows:

(thousands of euros) 12/31/2012 12/31/2011
Share capital issued 10,693,628 10,693,628
less: treasury shares (20,720) (20,720)
Share capital 10,672,908 10,672,908
Paid-in capital 1,703,973 1,703,973
Legal reserve 2,137,749 2,137,749
Other reserves:

Reserve pursuant to art. 13, Law Decree 124/93 = 391
Reserve pursuant to art. 74, Italian Presidential Decree 917/86 = 5,750
Reserve for capital grants = 602,259
Revaluation reserve pursuant to Law 413/91 1,129 1,129
Reserve Law 266/2005 pursuant to art. 1, par. 469 - art. 14 Law 342/2000 = 315,842
Other 2,220,153 2,294,230
Total other reserves 2,221,282 3,219,601
Retained earnings, including profit (loss) for the year 992,892 2,802,688
Total 17,728,804 20,536,919

Movements in share capital during 2012 are presented in the following tables:

Reconciliation between the number of shares outstanding at December 31, 2011 and December 31,

2012

(number of shares of par value At12/31/2011 Shares issued for At 12/31/2012 % of capital |

0.55 euros) plans intended for share
employees

Ordinary shares issued (a) 13,416,839,374 - 13,416,839,374 -

less: treasury shares (b) (37,672,014) - (37,672,014) -

Ordinary shares outstanding (c) 13,379,167,360 - 13,379,167,360 -

Savings shares issued and

outstanding (d) 6,026,120,661 - 6,026,120,661 -

Total shares issued (a+d) 19,442,960,035 - 19,442,960,035 -

Total shares outstanding (c+d) 19,405,288,021 - 19,405,288,021 -
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Reconciliation between the value of shares outstanding at December 31, 2011 and December 31,
2012

(thousands of euros) Share capital at | Change in share capital as Share capital at
12/31/2011 a result of plans intended 12/31/2012
for employees

Ordinary shares issued (a) 7,379,262 - 7,379,262
less: treasury shares (b) (20,720) - (20,720)
Ordinary shares outstanding (c) 7,358,542 - 7,358,542
Savings shares issued and

outstanding (d) 3,314,366 - 3,314,366
Total share capital issued (a+d) 10,693,628 - 10,693,628
Total share capital

outstanding (ctd) 10,672,908 - 10,672,908

The total amount of ordinary treasury shares at December 31, 2012 is 40,008 thousand euros and
recorded as follows: the part relating to par value (20,720 thousand euros) is recognized as a deduction
from share capital issued and the remaining part as a deduction from Other reserves.

The term for the authorization to purchase Telecom Italia S.p.A. savings shares expired in October 2012,
as per the resolution by the ordinary shareholders' meeting of April 12, 2011.

Share capital structure

The ordinary and savings shares of the Company are also listed on the NYSE in the form of American
Depositary Shares, each ADS corresponding to 10 shares of ordinary or savings shares, respectively,
represented by American Depositary Receipts (ADRs) issued by JPMorgan Chase Bank.

In the shareholder resolutions passed to increase share capital against cash payments, the pre-emptive
right can be excluded to the extent of a maximum of ten percent of the pre-existing share capital, on
condition that the issue price corresponds to the market price of the shares and that this is confirmed in
a specific report issued by the firm charged with the audit of the Company.

The Company sources itself with the capital necessary to fund its requirements for business
development and operations; the sources of funds are found in a balanced mix of equity, permanently
invested by the shareholders, and debt capital, to guarantee a balanced financial structure and
minimize the total cost of capital, with a resulting advantage to all the stakeholders.

Debt capital is structured according to different maturities and currencies to ensure an adequate
diversification of the sources of funding and an efficient access to external sources of financing (taking
advantage of the best opportunities offered in the financial markets of the euro, U.S. dollar and Pound
sterling areas to minimize costs), taking care to reduce the refinancing risk.

The remuneration of equity is proposed by the board of directors to the shareholders’ meeting, which
meets to approve the annual financial statements, based upon market trends and business
performance, once all the other obligations are met, including debt servicing. Accordingly, in order to
guarantee an adequate remuneration of capital, safeguard company continuity and business
development, the Company constantly monitors the change in debt levels in relation to equity, the level
of net debt and the operating margin of industrial operations.

Rights of savings shares

The rights of savings shares are indicated below:

e the profit shown in the duly approved separate financial statements, less the amount appropriated
to the legal reserve, must be distributed to the holders of savings shares in an amount up to 5% of
the par value of the share;

e  after assigning preferred dividends to the savings shares, the distribution of which is approved by
the shareholders’ meeting, the remaining profit shall be assigned to all the shares so that the
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savings shares have the right to dividends that are higher, than the dividends to which the ordinary
shares are entitled, by 2% of the par value of the share;

e in any one year dividends of below 5% of the par value of the share are paid to the savings shares,
the difference is carried over and is added to the preferred dividends for the next two successive
years;

e in the case of the distribution of reserves, the savings shares have the same rights as ordinary
shares. Moreover, the shareholders’ meeting called to approve the separate financial statements for
the year can, when there is no profit or insufficient profit reported in those separate financial
statements to satisfy the rights of the savings shares, resolve to satisfy the dividend right and/or the
additional right by distributing available reserves;

e the reduction of share capital as a result of losses does not entail a reduction of the par value of
savings shares except for the amount of the loss which exceeds the overall par value of the other
shares;

° upon the wind-up of the Company, the savings shares have a pre-emptive right in the reimbursement
of capital for the entire par value;

° in the event of the cessation of trading in the Company’s ordinary or savings shares, the Holder of
savings shares may ask the Company to convert its shares into ordinary shares, according to the
manner resolved by the special session of the shareholders’ meeting called for that purpose within
two months of being excluded from trading.

Share capital carries a restriction on tax suspension for an amount of 1,191,379 thousand euros.
— . —

Paid-in capital amounts to 1,703,974 thousand euros at December 31, 2012, unchanged compared to
December 31, 2011.
The Legal reserve totals 2,137,749 thousand euros at December 31, 2012, unchanged compared to
December 31, 2011. The legal reserve carries a restriction on tax suspension up to the amount of
1,834,667 thousand euros.
Other reserves amount in total to 2,221,282 thousand euros at December 31, 2012, decreasing
998,319 thousand euros compared to December 31, 2011. The various reserves are analyzed as
follows:
Reserve pursuant to art. 13, Italian Presidential Decree no. 124/1993 this amounts to zero
compared to December 31, 2011 (391 thousand euros), following the resolution of the Company's
shareholders' meeting of May 15, 2012 to cover the loss for the year 2011;
Reserve pursuant to art. 74, ltalian Presidential Decree no. 917/1986: this amounts to zero
compared to December 31, 2011 (5,750 thousand euros), following the resolution of the Company's
shareholders' meeting of May 15, 2012 to cover the loss for the year 2011;
Reserve for capital grants: this amounts to zero compared to December 31, 2011 (602,259
thousand euros), following the resolution of the Company's shareholders' meeting of May 15, 2012
to cover the loss for the year 2011;
Revaluation reserve pursuant to Law 413 of December 30, 1991 (1,129 thousand euros):
unchanged from December 31, 2011;
Reserve pursuant to art. 1, para. 469, Law 266/2005 and art. 14, Law 342/2000: this amounts to
zero compared to December 31, 2011 (315,842 thousand euros), following the resolution of the
Company's shareholders' meeting of May 15, 2012 to cover the loss for the year 2011;
Reserve for Plans pursuant to art. 2349 of the Italian Civil Code (13,003 thousand euros at
December 31, 2012): this reserve was established following the resolution of the Company's
shareholders' meeting of April 12, 2011, approving the “Broad-Based Employee Share Ownership
Plan 2010-2014” and the "Long Term Incentive Plan 2010-2015". The reserve increased by 8,003
thousand euros compared to December 31, 2011, following the resolution of the Company's
shareholders' meeting of May 15, 2012, approving the allocation of that amount to service the
capital increases being resolved, through the assignment of profits to be earned as part of the “Long
Term Incentive Plan 2011";
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Reserve for cash flow hedges (a negative 1,015,497 thousand euros): this reserve increased by

96,663 thousand euros compared to December 31, 2011. This reserve is related to the accounting

of cash flow hedge transactions. In particular, it refers to unrealized gains and losses, net of the

related tax effect, on the fair value adjustment of a financial instrument designated as a cash flow

hedge;

Reserve for available-for-sale financial assets (43,192 thousand euros): this reserve increased by

32,421 thousand euros compared to December 31, 2011. This reserve includes unrealized losses

regarding the investments in Fin.Priv (5,138 thousand euros) and Assicurazioni Generali

(1,981 thousand euros) and the net positive fair value adjustment of other available-for-sale

financial assets (50,311 thousand euros), net of the relative tax effects;

Reserve for other equity instruments: this is equal to 5,025 thousand euros (an increase of 1,791

thousand euros compared to December 31, 2011). It comprises:

— the value of the stock options granted to executive directors in accordance with the “Top Plan
2008” (2,008 thousand euros);

— the value of the rights granted to subscribers of the “Long Term Incentive Plan 2010-2015”
(561 thousand euros);

— the value of the rights granted to subscribers of the “Long Term Incentive Plan 2011”, approved
by the shareholders’ meeting held on April 12, 2011 (1,804 thousand euros);

— the value of the rights granted to subscribers of the “Long Term Incentive Plan 2012”, approved
by the shareholders’ meeting held on May 15, 2012 (652 thousand euros).

Merger surplus reserve (2,088,754 thousand euros): this reserve increased by 16,236 thousand

euros compared to December 31, 2011 due to the mergers of SAIAT (16,173 thousand euros) and

Tl Audit and Compliance Services S.c.a r.l. (63 thousand euros);

Reserve for remeasurement of defined benefit plans (143,406 thousand euros): this reserve was

established in 2012 following the early application of the new IAS 19 (Employee Benefits) (“IAS 19

(2011)"). In particular, the reserve originated from the reclassification of 181,975 thousand euros,

taken from Retained earnings (accumulated losses) (124,884 thousand euros) and the Unavailable

reserve deriving from the application of art. 7, para. 7 of Legislative Decree no. 38/2005 (57,091

thousand euros). At December 31, 2012, change originated from the recognition of actuarial losses

for 2012 (-38,724 thousand euros), net of the related fiscal impact, as well as the impact of the

merger with Telecom lItalia Audit (155 thousand euros);

Unavailable reserve originating from the application of art. 7, paragraph 7 of Legislative Decree

38/2005 (521,144 thousand euros): this decreased by 57,091 thousand euros compared to

December 31, 2011, as a result of the above-mentioned reclassification to the Reserve for

remeasurement of defined benefit plans;

Miscellaneous reserves (421,126 thousand euros).

Retained earnings (accumulated losses), including loss for the year, show a positive balance of 992,892
thousand euros at December 31, 2012, decreasing 1,934,680 thousand euros compared to December
31, 2011. The change is mainly due to the loss for the year 2012 (1,821,101 thousand euros), to
dividends approved by the shareholders’ meeting held on May 15, 2012 on approval of the 2011
separate financial statements (900,715 thousand euros, equal to 0.043 euros per ordinary share and
0.054 euros per savings share), partially offset by the above-mentioned use of reserves to cover the loss
for the year 2011.
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The following statement provides additional disclosure on equity and is prepared pursuant to art. 2427,
number 7-bis, showing the items in equity separately according to their source, possibility of utilization
and distribution, in addition to their utilization in in the three-year period 2010-2012.

Statement according to art. 2427, 7-bis

Nature/Description Amount at | Possibility of Amount | Summary of the amounts utilized in the |
12/31/2012 utilization available three-year period 2010-2012
for absorption of for other |
(thousands of euros) losses reasons
Share capital 10,672,908
Capital reserves:
Paid-in capital 1,703,974 A,B,C 1,703,974
Legal reserve 1,952,851 B
Reserve pursuant to art. 13, Law
Decree 124/93 - - 391
Reserve pursuant to art. 74, Italian
Presidential Decree 917/86 - - 5,750

Reserve Law 266/2005 pursuant to
art. 1, paragraph 469 - Law

342/2000 pursuant to art. 14 - - 315,842

Reserve for other equity instruments 5,025 B

Reserve for capital grants - - 537,727

Other 111,485 AB,C 111,485

Reserve for remeasurements of

employee defined benefit plans 57,091 B

Reserve pursuant to art. 7,

paragraph 7, Law Decree 38/2005 521,144 B

Merger surplus reserve 2,011,155 A,B,C 2,011,155

Profit reserves

Legal reserve 184,899 B

Reserve for capital grants - - 64,532

Reserve for "Plans pursuant to art.

2349 of the Italian Civil Code" 13,003 AB 13,003

Revaluation reserve pursuant to Law

413/91 1,129 AB,C 1,129

Other 328,929 A,B,C 328,929 2,420
Reserve for cash flow hedges and

related underlyings (1,015,497) B (1,015,497)

Reserve for available-for-sale

financial assets 43,192 B

Reserve for remeasurements of

employee defined benefit plans 86,316 AB,C 86,316

Merger surplus reserve 77,599 AB,C 77,599

Retained earnings 2,813,992 A,B,C 2,813,992 2,647,015 900,715
Total 6,132,085 3,571,257 903,135
Treasury shares (40,008)

Amount not distributable (1) 13,980

Remaining amount distributable 6,078,097

Key:

A = for share capital increase;

B = for absorption of losses;

C = for distribution to shareholders

(1) Represents the amount not distributable due to the effect of the Reserve for "Plans pursuant to art. 2349 of the Italian Civil Code" (13,003 thousand
euros), as well as the part of the paid-in capital needed to supplement the legal reserve to reach 1/5 of the share capital (977 thousand euros).

Specifically, the amounts shown in the column “Summary of the amounts utilized in the three-year
period 2010-2012 - for other reasons” relate to the distribution of dividends paid in 2012 and taken
from Retained earnings, as well as costs connected to the distribution of the dividends.
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The distributable reserves without any tax charges to be borne by the Company - gross of the loss for
the year 2012 - amount to 6,076,968 thousand euros.

The table below shows the restrictions, pursuant to art. 109, paragraph 4, letter b) of TUIR, relating to
off-book deductions effected for income tax purposes in past years:

(thousands of euros)

Off-book deductions at December 31, 2011 58,055
Reversal for taxation during the year (1,382)
Off-book deductions at December 31, 2012 56,673
Deferred taxes (IRES and IRAP) (15,585)
Restriction on equity at December 31, 2012 41,088

This regime imposes a restriction on all equity reserves, without distinction, for an amount equal to the
off-book deductions net of the relative deferred taxes provided. This restriction remains until such time
as the excess tax deductions and consequent taxation are recovered in the books.

More specifically, compared to December 31, 2011, the deductions decreased by 1,382 thousand
euros as a result of taxation during the year.

Therefore, taking into account the residual deductions effected in prior years and not covered by the
fiscal realignment carried out in accordance with Law 244 dated December 24, 2007, the total
restriction on equity in the separate financial statements amounts to 41,088 thousand euros.

Future potential changes in share capital

The following table shows the future potential changes in share capital on the basis of the options and
rights granted under equity compensation plans still outstanding at December 31, 2012:

Number of Par value Paid-in Subscription
maximum shares (*) capital price per
issuable (thousands of share
euros) (euro)
Additional capital increases not yet approved
(ordinary shares)
ig;lcﬂsu’t;)gotg the shareholders’ meeting held on 1,600,000,000 880,000 na. na.
“Long Term Incentive Plan 2010-2015"
(capifal increase in cash) n-a. 4118 n.a. n.a.
“Long Term Incentive Plan 2010-2015" na 4118 . }
(bonus capital increase) o !
“Long Term Incentive Plan 2011"
(capital increase in cash for Selected n.a. 4,606 n.a. n.a.
Management)
“Long Term Incentive Plan 2011" . .
(bonus capital increase for Selected Management) n.a. 4,606
“Long Term Incentive Plan 2011" . .
(bonus capital increase for Top Management) n.a. 3,099
'Long Term Incentive Plan 2012"
(capital increase in cash for Selected n.a. 4,791 n.a. n.a.
Management)
“Long Term Incentive Plan 2012”
n.a. 4,791 - -

(bonus capital increase for Selected Management)

“Long Term Incentive Plan 2012” na i ]
(bonus capital increase for Top Management) d 3,581

Total additional capital increases not yet 913.710
approved (ordinary shares) g

(*) For capital increases connected to incentive plans this is the “total estimated value” including any premium. For further details
refer to the Note “Equity compensation plans”.
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With regard to additional share capital increases not yet resolved, the following should be noted.

The shareholders' meeting of May 15, 2012 authorized the directors to increase the share capital to

service the "Long Term Incentive Plan 2012"; the authorization was granted for five years as from May

15, 2012. The "Long Term Incentive Plan 2012" was also approved during the meeting , according to the

following terms:

e in cash through the issue of new ordinary shares of par value 0.55 euros each, with normal dividend
rights, for a maximum amount of 5,500,000 euros, with the exclusion of the pre-emptive right
pursuant to art. 2441, paragraph 8, of the Italian Civil Code and art. 134, paragraph 2 of Legislative
Decree 58/1998, reserved for a part of the employees (defined as “Selected Management”),
beneficiaries of the “Long Term Incentive Plan 2012”7, who in due time will be identified by the board
of directors of the Company, and, therefore, subsequently for a maximum amount of 5,500,000
euros through the appropriation of a corresponding maximum amount of profits or reserves in
accordance with art. 2349 of the ltalian Civil Code, with the issue of ordinary shares in the number
needed to grant a bonus share for every share subscribed in cash as above, within the dates,
according to the conditions, and in the manner provided by the “Long Term Incentive Plan 20127;

o for a maximum amount of 4,000,000 euros through the appropriation of a corresponding maximum
amount of profits or profit reserves pursuant to art. 2349 of the Italian Civil Code, with the issue of
ordinary shares reserved for a part of the employees (defined as “Top Management”), beneficiaries
of the “Long Term Incentive Plan 2012”, who in due time will be identified by the board of directors
of the Company, within the dates, according to the conditions, and in the manner provided by the
“Long Term Incentive Plan 2012".

As regards the share capital increase in cash, the board of directors shall fix the share issue price
(including paid-in capital) in conformity with the provisions of the “Long Term Incentive Plan 2012 ” and
shall also fix the period for its subscription, establishing that, if the approved capital increase is not fully
subscribed to within that period, the share capital shall be increased for an amount equal to the
subscriptions received up to the end of that period.
On June 28, 2012, the board of directors, by the power granted to it by the special shareholders’
meeting held on May 15, 2012, approved the start of the “Long Term Incentive Plan 2012” and
conferred mandates for its implementation, defining the regulations and contractual documentation,
identifying the Plan beneficiaries and establishing the total maximum amount of the capital increases
for the Selected Management (4,790,925 euros for the capital increase in cash and 4,790,925 euros
for the bonus capital increase) and for Top Management (3,580,500 euros for the bonus capital
increase).

Further details are provided in the Note “Equity compensation plans”.

Authorizations for the issue of convertible bonds and the buyback of
treasury shares

During 2012, the board of directors of Telecom Italia S.p.A. did not exercise the right to issue bonds
convertible into ordinary shares, nor were there changes in the number of treasury shares held by the
Telecom ltalia Group. Lastly, no authorizations to buyback additional treasury shares were approved.
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Note 13
Financial liabilities
(non-current and current)

Non-current and current financial liabilities (gross financial debt) are composed as follows:

(thousands of euros) 12/31/2012 12/31/2011 ‘

Non-current financial liabilities

Financial payables (medium/long-term)

Bonds 15,138,079 13,130,923
Amounts due to banks 4,586,530 5,519,763
Payables to other lenders 280,740 383,811
Payables to subsidiaries 9,877,622 10,427,586
29,882,971 29,462,083
Finance lease liabilities (medium/long-term)

Payables to subsidiaries 754 673
Payables to associates 108,881 150,783
Payables to others 1,048,386 1,149,091
1,158,021 1,300,547

Other financial liabilities (medium/long-term)

Hedging derivatives relating to hedged items classified as non-current

assets/liabilities of a financial nature 2,183,822 2,231,740
Non-hedging derivatives 1,661,872 1,945,857
Deferred income 701 956
3,846,395 4,178,553

Total non-current financial liabilities (a) 34,887,387 34,941,183

Current financial liabilities

Financial payables (short term)

Bonds 1,191,905 5,327,275
Amounts due to banks 634,116 452,580
Payables to other lenders 420,271 432,350
Payables to subsidiaries 2,479,566 529,999
Payables to associates 62 2,665
Other financial payables 124 117
4,726,044 6,744,986
Finance lease liabilities (short-term)

Payables to subsidiaries 601 456
Payables to associates 102,894 130,923
Payables to others 113,122 108,365
216,617 239,744

Other financial liabilities (short-term)

Hedging derivatives relating to hedged items classified as current

assets/liabilities of a financial nature 321,942 116,739
Non-hedging derivatives 159,560 188,163
Deferred income 566 269
482,068 305,171

Total Current financial liabilities (b) 5,424,729 7,289,901
Total financial liabilities (Gross Financial Debt) (a+b) 40,312,116 42,231,084

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.
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Gross financial debt according to the original currency of the transaction is as follows:

12/31/2012 ‘ 12/31/2012 12/31/2011 12/31/2011
(millions of foreign (millions of euros) (millions of foreign (millions of euros)

currency) currency)
usb 3,011 2,282 3,005 2,323
GBP 2,535 3,106 2,532 3,031
JPY 40,096 353 40,097 400
EURO 34,571 36,477
40,312 42,231

The analysis of gross financial debt by effective interest rate bracket excluding the effect of any hedging

instruments is the following:

(millions of euros) 12/31/2012 12/31/2011
Up to 2.5% 12,067 10,104
From 2.5% to 5% 6,381 7,415
From 5% to 7.5% 12,262 14,586
From 7.5% to 10% 4,013 4,233
Over 10% 356 377
Accruals/deferrals, MTM and derivatives 5,233 5,516

40,312 42,231

Instead, as a result of the use of derivative hedging instruments, gross financial debt by nominal interest

rate bracket is the following:

(millions of euros) 12/31/2012 12/31/2011
Up to 2.5% 4,772 5,269
From 2.5% to 5% 8,729 7,091
From 5% to 7.5% 18,406 21,984
From 7.5% to 10% 2,816 1,994
Over 10% 356 377
Accruals/deferrals, MTM and derivatives 5,233 5,516

40,312 42,231

The maturities of financial liabilities according to the expected nominal repayment amount, as defined

by contract, are the following:

Details of the maturities of Financial liabilities - at nominal repayment amount:

maturing by 12/31 of the year:

(millions of euros) 2013 ‘ 2014 2015 ‘ 2016 2017 ‘ After Total
2017

Bonds 700 841 1,483 2,250 2,919 7,431 15,624
Loans and other financial

liabilities 1,848 5,460 924 249 631 7,980 17,092
Finance lease liabilities 203 108 143 151 162 594 1,361
Total 2,751 6,409 2,550 2,650 3,712 16,005 34,077
Current financial liabilities 1,694 - - - - - 1,694
Total 4,445 6,409 2,550 2,650 3,712 16,005 35,771
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The main components of financial liabilities are commented below.

Bonds are composed as follows:

(thousands of euros) 12/31/2012 12/31/2011 ‘
Non-current portion 15,138,079 13,130,923
Current portion 1,191,905 5,327,275
Total carrying amount 16,329,984 18,458,198
Fair value adjustment and measurement at amortized cost (706,273) (868,939)
Total nominal repayment amount 15,623,711 17,589,259

The nominal repayment amount totals 15,623,711 thousand euros, a decrease of 1,965,548 thousand
euros compared to December 31, 2011, mainly due to the repayment of the bond to the subsidiary
Telecom ltalia Finance S.A. for 2,500,000 thousand euros.

The following table lists the bonds issued, expressed at the nominal repayment amount and at market
value:

Currency Amount ‘ Nominal Coupon | Issue date | Maturity | Issue price Market Market |
(millions) | repayment date (%) price at value at

amount 12/31/12 | 12/31/12

(millions of (%) | (millions of

euros) euros)

Bonds issued

Euro 432 432.1 6.750%  3/19/09  3/21/13 99.574 101.208 437
Euro 268 267.7 3 month Euribor + 0.63%  7/19/07  7/19/13 100 100.005 268
Euro 284 284.1 7.875%  1/22/09  1/22/14 99.728 106.868 304
Euro 557 556.8 4.750% 5/19/06  5/19/14 99.156 104.669 583
Euro 750 750 4.625%  6/15/12  6/15/15 99.685 106.871 802
Euro 120 120 3 month Euribor + 0.66% 11/23/04 11/23/15 100 96.105 115
GBP 500 612.7 5.625%  6/29/05 12/29/15 99.878 106.279 651
Euro 1,000 1,000 5.125%  1/25/11  1/25/16 99.686 108.729 1,087
Euro 850 850 8.250%  3/19/09  3/21/16 99.740 118.361 1,006
Euro 400 400 3 month Euribor + 0.79% 6/7/07 6/7/16 100 94.740 379
Euro 1,000 1,000 7.000% 10/20/11  1/20/17  7100.185 116.282 1,163
Euro 1,000 1,000 4.500%  9/20/12  9/20/17 99.693 106.986 1,070
GBP 750 919.0 7.375%  5/26/09 12/15/17 99.608 113.680 1,045
Euro 750 750 4.750%  5/25/11  5/25/18 99.889 107.818 809
Euro 750 750 6.125%  6/15/12 12/14/18 99.737 114.534 859
Euro 1,250 1,250 5.375%  1/29/04  1/29/19 99.070 110.064 1,376
GBP 850 1,041.5 6.375%  6/24/04  6/24/19 98.850 108.255 1,128
Euro 1,000 1,000 4.000% 12/21/12  1/21/20 99.184 101.574 1,016
6 month Euribor
Euro 1230 229.7 (base 365) 1/1/02 1/1/22 100 100 230
Euro 1,250 1,250 5.250% 2/10/10  2/10/22 99.295 107.304 1,341
GBP 400 490.1 5.875%  5/19/06  5/19/23 99.622 103.257 506
Euro 670 670 5.250%  3/17/05  3/17/55 99.667 83.548 560
Total 15,624 16,735

(*) Weighted average issue price for bonds issued with more than one tranche.
(**) Reserved for employees.

The regulations and/or Offering Circulars relating to the bonds described above are available on the
corporate website at the address: www.telecomitalia.com.
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The following table lists the changes in bonds during 2012:

New issues

(millions of original currency) Currency Amount Issue date
Telecom lItalia S.p.A. 750 million euros 4.625% maturing 6/15/2015 Euro 750 6/15/2012
Telecom lItalia S.p.A. 750 million euros 6.125% maturing 12/14/2018 Euro 750 6/15/2012
Telecom lItalia S.p.A. 1,000 million euros 4.500% maturing 9/20/2017 Euro 1,000 9/20/2012
Telecom lItalia S.p.A. 1,000 million euros 4.000% maturing 1/21/2020 Euro 1,000 12/21/2012
Repayments

(millions of original currency) Currency Amount Repayment date
Telecom ltalia S.p.A. 1,222.5 million euros 6.250 % ) Euro 1,222.5 2/1/2012
Telecom lItalia S.p.A. 1,000 million euros 3-month Euribor + 0.53% Euro 1,000 12/6/2012

Net of buybacks by the Company of 27.5 million euros during 2011.
During 2012, Telecom ltalia S.p.A. carried out the following buybacks of own bonds:

Buybacks

(millions of original currency) Currency Amount Buyback period

Telecom lItalia S.p.A. 432 million euros 6.750%

maturing March 2013 () Euro 212.9 July 2012
Telecom lItalia S.p.A. 268 million euros 3-month
Euribor + 0.63% maturing July 2013 Euro 232.3 July 2012
Telecom lItalia S.p.A. 284 million euros 7.875%
maturing January 2014 Euro 215.9 July 2012
Telecom lItalia S.p.A. 557 million euros 4.750%
maturing May 2014 Euro 116.2 July 2012

A buyback of the above bond had already been made at December 2011 for 5 million euros. As a result the total amount bought
back is 218 million euros.

Medium/long-term amounts due to banks total 4,586,530 thousand euros (5,519,763 thousand euros
at December 31, 2011), decreasing 933,233 thousand euros as a result of the repayment of draw
downs of 500 million euros on the Revolving Credit Facility maturing in August 2014 and of 250 million
euros on the Revolving Credit Facility maturing in February 2013.

Short-term amounts due to banks total 634,116 thousand euros, increasing 181,536 thousand euros
(452,580 thousand euros at December 31, 2011). Short-term amounts due to banks include
595,504 thousand euros for the current portion of medium/long-term amount due to banks.
Medium/long-term payables to other lenders amount to 280,740 thousand euros
(383,811 thousand euros at December 31, 2011) and include 273,498 thousand euros for the loan
expiring in October 2016 for the purchase of the user rights for the LTE frequencies. Short-term payables
to other lenders amount to 420,271 thousand euros (432,350 thousand euros at December 31, 2011)
and include 101,295 thousand euros for the current portion of medium/long-term payables to other
lenders (of which 94,862 thousand euros refers to the loan to purchase of the user rights for the LTE
frequencies).

Medium/long-term payables to subsidiaries amount to 9,877,622 thousand euros, decreasing
549,964 thousand euros compared to December 31, 2011 (10,427,586 thousand euros). They refer to
loans obtained from Telecom Italia Capital S.A. (7,690,880 thousand euros) and from
Telecom ltalia Finance S.A. (2,186,742 thousand euros), following the issues of bonds placed by the
financial companies of the Group on the United States and Luxembourg markets. Short-term payables to
subsidiaries amount to 2,479,566 thousand euros and increased by 1,949,567 thousand euros
compared to December 31, 2011 (529,999 thousand euros). These payables refer to the current
portion of medium/long-term loans due to Telecom ltalia Capital S.A. (1,090,507 thousand euros) and
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Telecom Italia Finance S.A. (48,769 thousand euros), short-term loans payable to Telecom ltalia Sparkle
(140,578 thousand euros), in addition to treasury service current account transactions settled at market
rates mainly with Telecom Italia Finance S.A. (903,434 thousand euros), Telecom lItalia Information
Technology (67,384 thousand euros), Telecom ltalia Sparkle (61,674 thousand euros), Ofi Consulting
(31,495 thousand euros), Telenergia (26,711 thousand euros), Olivetti (25,360 thousand euros) and
Pathnet (23,359 thousand euros).

Medium/long-term finance lease liabilities total 1,158,021 thousand euros (1,300,547 thousand
euros at December 31, 2011) and mainly refer to property sale and leaseback transactions recorded in
accordance with IAS 17. Short-term finance lease liabilities amount to 216,617 thousand euros
(239,744 thousand euros at December 31, 2011).

Hedging derivatives relating to items classified as non-current liabilities of a financial nature amount to
2,183,822 thousand euros (2,231,740 thousand euros at December 31, 2011). Hedging derivatives
relating to items classified as current liabilities of a financial nature total 321,942 thousand euros
(116,739 thousand euros at December 31, 2011). Further details are provided in the Note
“Derivatives”.

Medium/long-term non-hedging derivatives amount to 1,661,872 thousand euros (1,945,857
thousand euros at December 31, 2011). Short-term non-hedging derivatives total 159,560 thousand
euros (188,163 thousand euros at December 31, 2011). These line items include the measurement of
transactions which Telecom lItalia S.p.A. carries out with banking counterparts to service the companies
of the Group in its exclusive role as the centralized treasury function and are offset in full by the
corresponding items classified in financial assets. Further details are provided in the Note “Derivatives”.

“Covenants”, “Negative pledges” and other contract clauses in effect at
December 31, 2012

With reference to loans received by Telecom Italia S.p.A. from the European Investment Bank (EIB), an
amount of 1,152 million euros (out of a total of 2,957 million euros at December 31, 2012) is not
secured by bank guarantees but there are covenants which cover the following:

e in the event the company becomes the target of a merger, demerger or transfer of a business
segment outside the Group, or sells, disposes or transfers assets or business segments (except in
certain cases, expressly provided for), it shall immediately inform the EIB which shall have the right
to ask for guarantees to be provided or changes to be made to the loan contract;

e “Inclusion clause” provided for in the 100 million euro loan of 5 August 2011: where there are more
restrictive clauses (e.g. cross default clauses, financial covenants, commitments restricting the sale
of goods) conceded by the Company in new loan contracts, the EIB shall have the right to ask for
guarantees to be set up or changes to be made to the loan contract in order to obtain the equivalent
clause in favor of the EIB. The provision in question does not apply to subsidized loans until the
remaining total amount of principal is above 500 million euros;

e for all loans not secured by collateral, if the Company’s credit rating of unsubordinated and
unsecured medium/long-term debt is lower than BBB for Standard &Poor’s, Baa2 for Moody’s and
BBB for Fitch Ratings, the company shall immediately inform the EIB which shall have the right to
ask for suitable guarantees to be provided, indicating a date for setting up these guarantees. After
that date and if Telecom ltalia S.p.A. fails to provide the guarantees, the EIB shall have the right to
demand immediate repayment of the amount disbursed. The current ratings (BBB and Baa2) did not
require new guarantees or repayments of loans.

The syndicated bank lines of Telecom Italia S.p.A. do not contain financial covenants (e.g. ratios such as
Debt/EBITDA, EBITDA/Interest, etc.) which would oblige the Company to automatically repay the
outstanding loan if the covenants are not met. Mechanisms are provided for adjusting the cost of
funding in relation to Telecom lItalia’s credit rating, with a spread added to the Euribor of between a
minimum of 0.0875% and a maximum of 0.2625% for the line expiring in 2014 and a minimum of
0.90% and a maximum of 2.50% for the line expiring in 2013.
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The two syndicated bank lines contain the usual other types of covenants, including the commitment not
to use the company’s assets as collateral for loans (negative pledges), the commitment not to change
the business purpose or sell the assets of the company unless specific conditions exist (e.g. the sale
takes place at fair market value). Covenants with basically the same content are also found in the export
credit loan agreement.

In a series of agreements in which Telecom lItalia S.p.A. is a party, communication must be provided in
case of a change in control.

Such obligation, required by national legislation in matters governing qualifying rights, is firstly contained
in the general authorization rights granted to Telecom lItalia for the operation and the provision of the
electronic communication network and for the offer of electronic communication services, besides the
concession/general authorization rights granted to the subsidiary TI Media for the network operator and
content supplier activities. A similar obligation is governed on the basis of the local legislation and
content in the concession/license rights of the telecommunications services in favor of the foreign
subsidiaries of the Group.

Telecom ltalia is also a party to agreements in which the phenomenon of a change in control involves a
change in or the termination of the relationship. Some, however, not regarding financing relationships,
are subject to restrictions on confidentiality, such that the disclosure of the presence of the clause would
cause severe detriment to the Company, which consequently takes advantage of the right not to proceed
to make any disclosure on the issue, pursuant to art. 123-bis of the TUF, paragraph 1, letter h), second
part. In other cases, the significance of the agreement is excluded.

There remain the following types of agreements, all regarding financing relationships:

e Multi-currency revolving credit facility (8,000,000,000 euros). The agreement was signed between
Telecom Italia and a syndicate of banks on August 1, 2005 and subsequently modified. In the event
of a change in control, Telecom lItalia shall inform the agent within five business days and the agent,
on behalf of the lending banks, shall negotiate, in good faith, how to continue the relationship. None
of the parties shall be obliged to continue such negotiations beyond the term of 30 days, at the end
of which, in the absence of an agreement, the credit facility shall cease to be effective and
Telecom ltalia shall be held to repay any sum disbursed (currently equal to 1,500,000,000 euros) to
the same. Conventionally, no change of control is held to exist in the event control, pursuant to art.
2359 of the Italian Civil Code, is acquired (i) by shareholders who at the date of signing the
agreement held, directly or indirectly, more than 13% of the voting rights in the shareholders’
meeting, or (ii) by the investors (Telefénica S.A., Assicurazioni Generali S.p.A., Intesa SanPaolo S.p.A.
and Mediobanca S.p.A.) which had signed a shareholders’ agreement on April 28, 2007 regarding
the Telecom ltalia shares, or (iii) by a combination of parties belonging to the two categories;

e Revolving credit facility (1,250,000,000 euros). The agreement was signed between Telecom ltalia
and a syndicate of banks on February 12, 2010 and contemplates a discipline similar to that
contained in the August 1, 2005 credit facility agreement, even though it was updated to take into
account the October 28, 2009 modifications to the April 28, 2007 shareholders’ agreement.
Therefore, no change of control is held to exist in the event control, pursuant to art. 2359 of the
Italian Civil Code, is acquired, directly or indirectly (through subsidiaries) by the investors
Telefonica S.A., Assicurazioni Generali S.p.A., Intesa SanPaolo S.p.A. and Mediobanca S.p.A., with the
provisions described above remaining unchanged. Currently this facility is not being used;

e  Revolving credit facility (200,000,000 euros). The agreement was signed between Telecom ltalia
and UniCredit S.p.A. on December 20, 2010 and contemplates a discipline basically identical to that
of the February 12, 2010 credit facility. Currently this facility is not being used;

e Bonds. The regulations covering the bonds issued under the EMTN Programme by both Olivetti and
Telecom ltalia and bonds denominated in U.S. dollars typically provide that, in the event of mergers
or transfer of all or substantially all of the assets of the issuing company or of the guarantor, the
incorporating or transferee company shall assume all of the obligations of the merged or transferor
company. Non-fulfillment of the obligation, for which a solution is not found, is an event of default;
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Contracts with the European Investment Bank (EIB). The total nominal amount is 2.95 billion euros:

the contracts signed by Telecom Italia with the EIB, for an amount of 2.65 billion euros, carry the
obligation of promptly informing the bank about changes regarding the bylaws or the allocation
of share capital among the shareholders which can bring about a change in control. Failure to
communicate this information to the bank shall result in the termination of the contract. The
contract shall also be terminated when a shareholder, which, at the date of signing the contract
does not hold at least 2% of the share capital, comes to hold more than 50% of the voting rights
in the ordinary shareholders’ meeting or, in any case, a number of shares such that it represents
more than 50% of the share capital. Whenever, in the bank’s reasonable opinion, this fact could
cause a detriment to the bank or could compromise the execution of the loan project, the bank
has the right to ask Telecom Italia to provide guarantees or modify the contract or find an
alternative solution. Should Telecom ltalia not comply with the requests of EIB, the bank has the
right to terminate the contract;

the contracts signed by Telecom Italia with the EIB in 2011, for an amount of 300 million euros,
carry the obligation of promptly informing the bank about changes involving its bylaws or
shareholder structure. Failure to communicate this information to the bank shall result in the
termination of the contract. With regard to the contracts in question, a change of control is
generated if a subject or group of subjects acting in concert acquires control of Telecom ltalia, or
of the entity that, directly or indirectly, controls Telecom Italia. No change of control is held to
exist in the event control is acquired, directly or indirectly (i) by any shareholder of Telecom lItalia
that at the date of the contract holds, directly or indirectly, at least 13% of the voting rights in the
shareholders’ meeting, or (ii) by the investors Telefénica S.A., Assicurazioni Generali S.p.A.,
Intesa SanPaolo S.p.A. or Mediobanca S.p.A. or their subsidiaries. Under the assumption that
there is a change in control, the bank has the right to ask for the early repayment of the loan;

the three contracts covered by guarantees, signed on September 26, 2011, for a total amount of
200 million euros, contain an "inclusion clause" according to which in the event Telecom lItalia
commits to uphold in other loan contracts financial covenants which are not present or are more
stringent than those granted to the EIB, then the EIB will have the right to request the providing
of guarantees or the modification of the loan contract in order to envisage an equivalent
provision in favor of the EIB. The provision in question does not apply to subsidized loans until
the remaining total amount of principal is above 500 million euros.

Export Credit Agreement (residual nominal amount of 12,524,651 euros). The contract was signed
in 2004 by Telecom ltalia and Société Générale and provides for the repayment of the loan in 2013.
It is provided that, in the event of a change in control and subsequent failure to reach an agreement
with the lender bank, Telecom lItalia shall reimburse the outstanding loan on the first date on which
payment of interest shall be due.

Finally, as of December 31, 2012, no covenant, negative pledge clause or other clause relating to the

above-described debt position, has in any way been breached or violated.

Revolving Credit Facility

The following table shows the composition and the draw down of the committed credit lines available at

December 31, 2012:

(billions of euros) 12/31/2012 12/31/2011

Agreed Drawn down Agreed Drawn down
Revolving Credit Facility - expiring February 2013 1.25 - 1.25 0.25
Revolving Credit Facility - expiring August 2014 8.0 1.5 8.0 2.0
Revolving Credit Facility - expiring June 2012 )
(renewable to December 2013) oz 02 0.2
Total 9.45 1.5 9.45 2.45
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On May 24, 2012, Telecom ltalia signed a new contract to extend half of the Revolving Credit Facility
(RCF) of 8 billion euros expiring August 2014. The extension was obtained through a Forward Start
Facility of 4 billion euros which will come into force in August 2014 (or at a prior date in the event
Telecom ltalia decides to early cancel the commitments under the current RCF 2014) and will expire in
May 2017.

On September 21 and 28, 2012 the 200 million euros and the 250 million euros draw downs on the
Revolving Credit Facilities, expiring December 2013 and February 2013 respectively, were repaid.

On October 8, 2012 the 500 million euro draw down on the Revolving Credit Facility expiring August
2014 was repaid. As a result the facility totaling 8 billion euros is currently drawn down by 1.5 billion
euros.

Telecom lItalia also has a bilateral stand-by credit line expiring August 3, 2016 for 100 million euros from
Banca Regionale Europea, drawn down for the full amount.

Telecom ltalia’s Rating

During the course of 2012, the three rating agencies - Standard & Poor’s, Moody’s and Fitch Ratings -
changed their outlook on Telecom Italia:

Rating Outlook
STANDARD & POOR'S BBB Negative
MOODY'S Baa2 Negative
FITCH RATINGS BBB Negative

After December 31, 2012, the rating agencies issued the following ratings:

e on February 11, 2013, the rating agency Fitch Ratings confirmed Telecom Italia S.p.A. BBB rating
with a negative outlook;

e on February 11, 2013, the rating agency Moody's modified Telecom ltalia S.p.A. rating from Baa2 to
Baa3 and a negative outlook;

e on February 14, 2013, the rating agency Standard & Poor’s placed Telecom Italia S.p.A. BBB rating
on negative credit watch.
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Note 14
Net financial debt

As required by Consob Communication DEM/6064293 of July 28, 2006, the following table presents the
net financial debt at December 31, 2012 and December 31, 2011 calculated in accordance with the
criteria indicated in the Recommendation of CESR (Committee of European Securities Regulators) of
February 10, 2005 “Recommendations for the Uniform Implementation of the European Commission

Regulation on Disclosures” and also introduced by Consob itself.

For the purpose of determining such figure, the amount of financial liabilities has been adjusted by the
effect of the relative hedging derivatives recorded in assets and the receivables arising from financial

subleasing.

This table also shows the reconciliation of net financial debt determined according to the criteria
indicated by CESR and net financial debt calculated according to the criteria of the Telecom Italia Group.

(thousands of euros) 12/31/2012 12/31/2011
Non-current financial liabilities 34,887,387 34,941,183
Current financial liabilities 5,424,729 7,289,901
Total Gross financial debt (a) 40,312,116 42,231,084
Non-current financial assets (°)
Non-current financial receivables for lease contract (108,881) (150,783)
Non-current hedging derivatives (634,007) (633,965)
(b) (742,888) (784,748)
Current financial assets
Securities other than investments (363,403) (863,892)
Financial receivables and other current financial assets (475,612) (478,366)
Cash and cash equivalents (2,146,166) (1,595,287)
(c) (2,985,181) (2,937,545)
Net financial debt as per Consob communication (d=a+b+c)
DEM/6064293/2006 36,584,047 38,508,791
Non-current financial assets (°)
Other financial receivables and other non-current financial assets (e) (1,705,863) (2,106,295)
Net financial debt(*) (f=d+e) 34,878,184 36,402,496

(*) As regards the effects of related party transactions on net financial debt, reference should be made to the specific table included in the Note

"Related party transactions ".

(°) At December 31, 2012 and at December 31, 2011, "Non-current financial assets" (b + €) amount to 2,448,751 thousand euros and 2,891,043

thousand euros, respectively.
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Note 15
Financial risk management

Financial risk management objectives and policies of Telecom Italia
S.p.A.

As reported in the Note “Financial Risk Management” of the consolidated financial statements of the
Telecom ltalia Group, Telecom Italia S.p.A. adheres to the "Financial risk management and control
guidelines" established for the Group.

The risk management policies of Telecom Italia S.p.A. observe the policies for the diversification of risks
identified for the Group.

An optimum fixed-rate and variable-rate debt composition is defined for the entire Group and is not
established for the individual companies.

As for the exchange rate risk on financial payables contracted by Telecom lItalia S.p.A. denominated in
currencies other than euro, such risk is hedged in full.

Derivative financial instruments are designated as fair value hedges for the management of exchange
rate risk on instruments denominated in currencies other than euro and for the management of the
interest rate risk on fixed-rate loans. Derivative financial instruments are designated as cash flow
hedges when the objective is to pre-fix the exchange rate of future transactions and the interest rate.

All derivative financial instruments are entered into with leading banking and financial counterparts
whose credit ratings are constantly monitored to reduce the credit risk.

Telecom Italia S.p.A. has current account transactions with subsidiaries, as part of its treasury services
which are conducted at market rates, and multi-year loan agreements with them which are also at
market rates.

Interest rate risk: sensitivity analysis

The change in interest rates on the variable component of payables and liquidity may lead to higher or
lower finance income and expenses, while the changes in the level of the expected interest rate affect
the fair value measurement of Telecom lItalia S.p.A. derivatives. In particular:

o with regard to derivatives that convert the liabilities contracted by Telecom Italia S.p.A. (cash flow
hedging), in keeping with international accounting standards that regulate hedge accounting, the fair
value (mark-to-market) measurement of such instruments is set aside in a specific undistributable
Equity reserve. The combined change of the numerous market variables to which the mark-to-market
calculation is subject between the transaction inception date and the measurement date renders
any assumption about the trend of the variables of little significance. As the contract expiration date
approaches, the accounting effects described will gradually be absorbed until they cease to exist;

o if at December 31, 2012 the interest rates in the various markets in which Telecom lItalia S.p.A.
operates had been 100 basis points higher/lower compared to that actually realized, then
higher/lower finance expenses, before the tax effect, would have been recognized in the income
statement for 66 million euros (88 million euros at December 31, 2011).

Allocation of the financial structure between fixed rate and variable
rate

As for the allocation of the financial structure between the fixed-rate component and the variable-rate
component, for both financial assets and liabilities, reference should be made to the following tables.
They show the nominal repayment/investment amount (insofar as that amount expresses the effective
interest rate exposure of the Group) and, as far as financial assets are concerned, the intrinsic nature
(financial characteristics and duration) of the transactions under consideration rather than just the
stated contractual terms alone. Bearing that in mind, a transaction whose characteristics (short or very
short time frame and frequent renewal) are such that the interest rate is periodically reset on the basis
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of market parameters, even though the contract does not call for re-fixing the interest rate (such as in
the case of bank deposits, Euro Commercial Papers and receivables on sales of securities), has been
considered in the category of variable rate.

Total Financial liabilities (at the nominal repayment amount)

12/31/2012 12/31/2011
(millions of euros) Fixed rate ‘ Variable rate ‘ Total Fixed rate ‘ Variable rate Total
Bonds 12,309 3,315 15,624 12,125 5,464 17,589
Loans and other payables(*) 14,058 6,089 20,147 13,598 6,131 19,729
Total 26,367 9,404 35,771 25,723 11,595 37,318

(*) At December 31, 2012, current liabilities total 1,694 million euros, of which 1,627 million euros is at variable rates (1,025 million euros at
December 31, 2011, of which 976 million euros was at variable rates).

Total Financial assets (at the nominal investment amount)

12/31/2012 12/31/2011
(millions of euros) Fixed rate ‘ Variable rate ‘ Total Fixed rate Variable rate Total
Cash and cash equivalents - 2,146 2,146 - 1,595 1,595
Securities - 355 355 - 877 877
Other receivables 720 338 1,058 774 292 1,066
Total 720 2,839 3,559 774 2,764 3,538

With regard to variable-rate financial instruments, the contracts provide for revisions of the relative
parameters to take place within the subsequent 12 months.

Effective interest rate

As to the effective interest rate, for the categories where that parameter can be determined, such
parameter refers to the original transaction net of the effect of any derivative hedging instruments. The
disclosure, since it is provided by class of financial asset and liability, was determined, for purposes of
calculating the weighted average, using the carrying amount adjusted by accruals, prepayments,
deferrals and changes in fair value: this is therefore the amortized cost, net of accruals and any changes
in fair value as a consequence of hedge accounting.

Total Financial liabilities

12/31/2012 12/31/2011
(millions of euros) Adjusted carrying Effective interest | Adjusted carrying | Effective interest
amount rate (%) amount rate (%)
Bonds 15,549 5.53 17,558 5.89
Loans and other liabilities 19,530 3.36 19,157 3.71
Total 35,079 4.32 36,715 4.75
Note 15
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Total Financial assets

12/31/2012 12/31/2011
(millions of euros) Adjusted carrying Effective interest | Adjusted carrying | Effective interest
amount rate (%) amount rate (%)
Cash and cash equivalents 2,146 0.46 1,595 1.21
Securities 855 2.87 877 2.81
Other receivables 362 4.55 426 5.32
Total 2,863 1.28 2,898 2.30

As for financial assets, the weighted average effective interest rate is not essentially influenced by the
existence of derivatives.
As for market risk management using derivatives, reference should be made to the Note “Derivatives”.

Credit risk

Credit risk represents Telecom lItalia’s exposure to possible losses arising from the failure of commercial
or financial counterparts to fulfill their assumed obligations. Such risk stems principally from economic
and financial factors, or from the possibility that a default situation of a counterpart could arise or from
factors more strictly technical, commercial or administrative.

Telecom ltalia’s maximum theoretical exposure to credit risk is represented by the carrying amount of
the financial assets and trade receivables recorded in the financial statements, excluding guarantees
received, described in the Note “Contingent liabilities, other information, commitments and guarantees”.
In referring to the details indicated in the Note “Trade and miscellaneous receivables and other current
assets”, it should be pointed out that provision charges for bad debts are recorded on specific credit
positions that present an element of individual risk. On credit positions that do not present such
characteristics, provision charges are recorded by customer segment according to the average
uncollectibility estimated on the basis of statistics.

For the credit risk relating to the asset components which contribute to the determination of Net
financial debt it should be noted that, as per Group policy, the management of the liquidity of Telecom
Italia S.p.A. is guided by conservative criteria and is principally based on money market management. As
part of this management, investments are made during the year with temporary excess cash resources,
which are expected to turn around within the subsequent 12-month period.

In order to limit the risk of the non-fulfillment of the obligations undertaken by the counterpart, deposits
are made with high-credit-quality banking and financial institutions; moreover, the deposits are generally
made for periods of less than three months. As for other temporary investments of liquidity, there are
investments for 350 million euros (nominal value) in Italian Treasury Bonds.

Liquidity risk

Telecom lItalia S.p.A. pursues the Group’s objective of achieving an adequate level of financial flexibility.
Current financial assets at December 31, 2012, together with unused committed bank lines, ensure
complete coverage of debt repayment obligations for the next 18-24 months.

12% of gross financial debt at December 31, 2012 (nominal repayment amount) will become due in the
next 12 months.

The following tables report the contractual cash flows, not discounted to present value, relative to gross
financial debt at nominal repayment amounts and the interest flows, determined using the terms and
the interest and exchange rates in place at December 31, 2012. The portions of principal and interest of
the hedged liabilities includes both the disbursements and the receipts of the relative hedging
derivatives.
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Financial liabilities - Maturities of contractually expected disbursements

maturing by 12/31 of the year:

(millions of euros) 2013 ‘ 2014 2015 ‘ 2016 ‘ 2017 ‘ After | Total
2017
Bonds Principal 700 841 1,483 2,250 2919 7,431 15,624
Interest portion 849 814 765 693 570 2,277 5,968
Loans and other financial liabilities ) Principal 1,848 5,460 924 249 631 7,980 17,092
Interest portion 734 602 422 386 364 4,919 7,427
Finance lease liabilities Principal 203 108 143 151 162 594 1,361
Interest portion 92 84 76 67 57 121 497
Non-current financial liabilities (*) Principal 2,751 6,409 2,550 2,650 3,712 16,005 34,077
Interest portion 1,675 1,500 1,263 1,146 991 7,317 13,892
Current financial liabilities (**) Principal 1,694 - - - - - 1,694
Interest portion 9 - - - - - 9
Total Financial liabilities Principal 4445 6,409 2,550 2650 3,712 16,005 35,771

Interest portion 1,684 1,500 1,263 1,146 991 7,317 13,901

(*) These include hedging derivatives, but exclude non-hedging derivatives.
(**) These exclude non-hedging derivatives.

Derivatives on financial liabilities - Contractually expected interest flows

maturing by 12/31 of the year:

(millions of euros) 2013 2014 2015 2016 2017 After Total
2017
Disbursements 550 413 335 284 272 2,415 4,269
Receipts (289) (252) (240) (199) (198) (669) (1,847)
Total net receipts 261 161 95 85 74 1,746 2,422

In order to name the Parent as the sole counterpart of the banking system, all the derivatives of the
Group have been centralized under Telecom lItalia S.p.A.; to date, only the derivatives transactions with
two banking counterparts are attributable to other Group companies. In the Telecom Italia S.p.A.
separate financial statements this results in the presence of two non-hedging derivatives for each
centralized transaction (one with the bank and the other with the same and opposite sign with the
company of the Group), while the hedging relationship remains with the subsidiary and the Group. Since
they are not significant for the analysis of liquidity risk, because the positions are fully offset, the flows
relating to the non-hedging derivatives that were placed under centralized management have been
excluded from the analysis of the maturities of contractually expected disbursements for financial
liabilities and the analysis of the maturities of contractually expected interest flows for derivatives.

Market value of derivatives

In order to determine the fair value of derivatives, the Telecom ltalia Group uses various valuation
models. The mark-to-market calculation is determined by discounting to present value the interest and
notional future contractual flows using market interest rates and exchange rates.

The notional amount of IRS does not represent the amount exchanged between the parties and
therefore does not constitute a measurement of credit risk exposure which, instead, is limited to the
amount of the differential between the interest rates paid/received.

The market value of CCIRSs, instead, also depends on the differential between the reference exchange
rate at the date of signing the contract and the exchange rate at the date of measurement, since CCIRSs
imply the exchange of the reference interest and principal, in the respective currencies of denomination.
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Note 16
Derivatives

Derivative financial instruments are used by Telecom ltalia S.p.A. to hedge its exposure to foreign
exchange rate and interest rate risk and also to diversify the parameters of debt so that costs and
volatility can be reduced to within predetermined operational limits.

Derivative financial instruments at December 31, 2012 are principally used to manage debt positions.
They include interest rate swaps (IRS) to reduce interest rate exposure on fixed-rate and variable-rate
bank loans and bonds, as well as cross currency and interest rate swaps (CCIRS) and currency forwards
to convert the loans secured in different foreign currencies to the functional currency.

IRS transactions, at specified maturity dates, provide for the exchange of flows of interest with the
counterparts, calculated on the notional amount, at the agreed fixed or variable rates.

The same also applies to CCIRS transactions which, in addition to the settlement of periodic interest
flows, may provide for the exchange of principal, in the respective currencies of denomination, at
maturity and possibly spot.

In carrying out its role as the Treasury function of the Group and with the aim of centralizing in just one
entity (Telecom ltalia S.p.A.) all the exposure with banking counterparts, Telecom Italia has derivative
contracts signed with banks and analogous intercompany derivative contracts with
Telecom ltalia Capital S.A. and Telecom Italia Finance S.A.,, for a notional amount of
11,597 million euros and with Telenergia S.p.A. - to cover the purchases of energy made by that
company - for a notional value of 27 million euros. The balance of asset and liability measurements of
these contracts is equal to zero.

The following tables show the derivative transactions put into place by Telecom Italia S.p.A. by type:

Type Hedged risk Notional Notional Spot (*) Mark- Spot * Mark-to-
amount at amount at to-Market market (Clean
12/31/2012 12/31/2011 (Clean Price) at Price) at
(millions of (millions of 12/31/2012 12/31/2011
euros) euros) (millions of | (millions of euros)
euros)
Interest rate swaps Interest rate risk 2,400 4,100 (1) 11

Interest rate risk and
Cross Currency and currency exchange rate

Interest Rate Swaps  risk 1,023 1,101 158 150
Total Fair Value Hedge Derivatives 3,423 5,201 157 161
Interest rate swaps Interest rate risk 4,705 4,955 (727) (657)

Interest rate risk and
Cross Currency and currency exchange rate

Interest Rate Swaps  risk 6,089 6,089 (1,389) (1,296)
Forward and FX Currency exchange rate

Options risk 32 1 (2) -
Total Cash Flow Hedge Derivatives 10,826 11,045 (2,118) (1,953)
Total Non-Hedge Accounting Derivatives 11 19 - -
Total Telecom Italia Derivatives 14,260 16,265 (1,961) (1,792)

* Spot Mark-to-market above represents the market measurement of the derivative net of the accrued portion of the flow in progress.

The method selected to test the effectiveness, retrospectively and prospectively, of Fair Value Hedge
derivatives is the Volatility Risk Reduction (VRR) Test. This test assesses the ratio between the portfolio
risk (where the portfolio means the derivative and the item hedged) and the risk of the hedged item
taken separately. In short, the portfolio risk must be significantly less than the risk of the item hedged.
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The hedge of cash flows by derivatives designated as cash flow hedges was considered highly effective

and at December 31, 2012 led to:

e  recognition in equity of unrealized charges of 133 million euros;

e reversal from equity to the income statement of net gains from exchange rate adjustments for
20 million euros.

Furthermore, at December 31, 2012, the total loss of the hedging instruments that is still recognized in
equity amounts to 34 million euros as a result of the effect of transactions terminated early over the
years. The negative impact reversed to the income statement during 2012 is 6 million euros.

The transactions hedged by cash flow hedges will generate cash flows and will produce economic effects
in the income statement in the periods indicated in the following table:

Currency of Notional amount Start of | End of period ‘ Rate applied Interest
denomination in currency of period period
denomination
(millions)
usD 2,000 Jan-13 Nov-13 3 month USD Libor + 0.756% Quarterly
EURO 120 Jan-13 Nov-15 3 month Euribor + 0.66% Quarterly
GBP 500 Jan-13 Dec-15 5.625% Annually
GBP 850 Jan-13 Jun-19 6.375% Annually
GBP 400 Jan-13 May-23 5.875% Annually
JPY 20,000 Jan-13 Oct-29 6 month JPY Libor + 0.94625% Semiannually
usD 1,000 Jan-13 Nov-33 3 month USD Libor + 0.756% Quarterly
EURO 791 Jan-13 July-36 6 month Euribor + 1.45969% Semiannually
EURO 250 Jan-13 July-13 3 month Euribor + 0.63% Quarterly
EURO 400 Jan-13 Jun-16 3 month Euribor + 0.79% Quarterly
EURO 1,500 Jan-13 Aug-14 1 month Euribor + 0.1575% Monthly
EURO 350 Jan-13 Mar-14 6 month EIB + 0.29% Semiannually
EURO 400 Jan-13 Sept-13 3 month EIB + 0.15% Quarterly
EURO 100 Jan-13 Dec-13 6 month Euribor - 0.023% Semiannually
GBP 750 Jan-13 Dec-17 3.72755% Annually
EUR 794 Jan-13 Sept-34 6 month Euribor + 0.8787% Semiannually

The method selected to test the effectiveness retrospectively and, whenever the principal terms do not
fully coincide, prospectively, for Cash Flow Hedge derivatives, is the Volatility Risk Reduction (VRR) Test.
This test assesses the ratio between the portfolio risk (where the portfolio means the derivative and the
item hedged) and the risk of the hedged item taken separately. In short, the portfolio risk must be
significantly less than the risk of the item hedged.

The ineffective portion recognized in the separate income statement from designated cash flow hedge
derivatives during 2012 is equal to -11 million euros.
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Note 17
Supplementary disclosures on financial
Instruments

Measurement at fair value

The majority of non-current financial liabilities of Telecom lItalia are composed of bonds, the fair value of
which can be easily determined by reference to financial instruments which, in terms of size and
diffusion among investors, are commonly traded on the relative markets (please refer to the Note
“Financial Liabilities (non-current and current”). However, as concerns other types of financing, the
following assumptions have been made in order to determine fair value:

o for variable-rate loans: the nominal repayment amount has been assumed;

o for fixed-rate loans: fair value has been assumed as the present value of future cash flows using

market interest rates at December 31, 2012.

Lastly, for the majority of financial assets, their carrying amount constitutes a reasonable approximation
of their fair value since these are short-term investments that are readily convertible into cash.

The measurement at fair value of the financial instruments of the Group is classified according to the
three levels set out in IFRS 7. The fair value hierarchy introduces three levels of input:
° Level 1: quoted prices in active market;
° Level 2: prices calculated using observable market inputs;
° Level 3: prices calculated using inputs that are not based on observable market data.

The following tables set out, for assets and liabilities at December 31, 2012 and 2011 and in
accordance with the categories established by IAS 39, the supplementary disclosure on financial
instruments required by IFRS 7 and the schedules of gains and losses.

Key for IAS 39 categories

Acronym

Loans and Receivables LaR
Financial assets Held-to-Maturity HtM
Available-for-sale financial assets AfS
Financial assets and liabilities at fair value through profit and loss held for trading FAHfT/ FLHfT
Financial Liabilities at Amortized Cost FLAC
Hedging derivatives HD
Not applicable n.a.
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Carrying amount for each class of financial asset/liability at 12/31/2012

(thousands of euros) IAS 39 | note Carrying | Amounts recognized in financial statements according to Amounts
Categories amount in IAS 39 recognized in
financial . . . financial
Amortized cost Cost Fair value Fair value
statements at takento | recognized staterpents
12/31/2012 . > according to
equity in the IAS 17
income
statement
ASSETS
Non-current assets
Other investments AfS 6) 35,648 22,825 12,823
Securities, financial receivables and
other non-current financial assets
of which loans and receivables LaR 7) 43,991 43,991
of which hedging derivatives HD 7) 634,007 363,051 270,956
of which non-hedging derivatives FAHTT 7) 1,661,872 1,661,872
of which financial receivables for lease
contracts n.a. 7) 108,881 108,881
Miscellaneous receivables and other
non-current assets (*)
of which loans and receivables LaR 8) 3,779 3,779
(a) 2,488,178 47,770 22,825 375,874 1,932,828 108,881
Current assets
Trade and miscellaneous receivables
and other current assets (*)
of which loans and receivables LaR 11) 3,601,290 3,501,290
Securities, financial receivables and
other current financial assets
of which available-for-sale financial
assets AfS 7) 363,403 363,403
of which loans and receivables LaR 7) 116,192 116,192
of which hedging derivatives HD 7) 100,323 65,679 34,644
of which non-hedging derivatives FAHFT 7) 159,382 159,382
of which financial receivables for lease
contracts n.a. 7) 99,715 99,715
Cash and cash equivalents LaR 7) 2,146,166 2,146,166
(b) 6,486,471 5,763,648 429,082 194,026 99,715
Total (a+b) 8,974,649 5,811,418 22,825 804,956 2,126,854 208,596
LIABILITIES
Non-current liabilities
of which liabilities at
amortized cost(**) FLAC 13) 29,883,672 29,883,672
of which hedging derivatives HD 13) 2,183,822 2,183,478 344
of which non-hedging derivatives FAHTT 13) 1,661,872 1,661,872
of which finance lease liabilities n.a. 13) 1,158,021 1,158,021
(c) 34,887,387 29,883,672 2,183,478 1,662,216 1,158,021
Current liabilities
of which liabilities at
amortized cost(**) FLAC 13) 4,726,610 4,726,610
of which hedging derivatives HD 13) 321,942 305,394 16,548
of which non-hedging derivatives FLHfT 13) 159,560 159,560
of which finance lease liabilities n.a. 13) 216,617 216,617
Trade and miscellaneous payables and
other current liabilities (*)
of which liabilities at amortized cost FLAC 21) 4,393,408 4,393,408
(d) 9,818,137 9,120,018 305,394 176,108 216,617
Total (c+d) 44,705,524 39,003,690 2,488,872 1,838,324 | 1,374,638
(*) Part of assets or liabilities falling under application of IFRS 7.
(**) They also include those at adjusted amortized cost that qualify for hedge accounting.
Note 17
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Comparison between carrying amount and fair value for each class of financial asset/liability at

12/31/2012
(thousands of euros) IAS 39 Carrying Amounts recognized in financial statements Amounts  Fair Value at
Categories amount in according to IAS 39 recognized 12/31/2012
financial : . . in financial
statements Amortized Cost Fan;( value Falrva_llu: statements
at cost tae::itt’; recog;:::e according to
IAS 17
12/31/2012 income
statement
ASSETS
Loans and receivables LaR 5811,418| 5811418 5,811,418
Available-for-sale
financial assets AfS 399,051 22,825 376,226 399,051
Financial assets at fair
value through profit or
loss held for trading FAHfT 1,821,254 1,821,254 1,821,254
of which non-
hedging derivatives FAHIT 1,821,254 1,821,254 1,821,254
Hedging derivatives HD 734,330 428,730 305,600 734,330
Assets measured
according
to IAS 17 n.a. 208,596 208,596 208,596
Total 8,974,649 | 5,811,418 22,825 804,956 2,126,854 208,596 8,974,649
LIABILITIES
Financial liabilities at
amortized cost FLAC 39,003,690 | 39,003,690 40,019,078
Financial liabilities at
fair value through
profit or loss held for
trading FLHfT 1,821,432 1,821,432 1,821,432
of which non-
hedging derivatives FLHIT 1,821,432 1,821,432 1,821,432
Hedging derivatives HD 2,505,764 2,488,872 16,892 2,595,764
Liabilities measured
according to IAS 17 na. 1,374,638 1,374,638 1,789,662
Total 44,705,524 | 39,003,690 2,488,872 1,838,324 | 1,374,638 46,225,936
(*) They also include those at adjusted amortized cost that qualify for hedge accounting.
Note 17
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Fair value hierarchy level for each class of financial asset/liability at 12/31/2012

(thousands of euros) IAS 39 | note Carrying Hierarchy Levels
Categories amount in
financial
statements at | Level 1(*) | Level 2(*) | Level 3(*)
12/31/2012
ASSETS
Non-current assets
Other investments AfS 6) 35,648 2,586 10,237

Securities, financial receivables and other
non-current financial assets

of which hedging derivatives HD 7) 634,007 634,007
of which non-hedging derivatives FAHT 7) 1,661,872 1,661,872
(a) 2,331,527 2,586 2,306,116

Current assets

Securities, financial receivables and other
current financial assets

of which available-for-sale financial assets AfS 7) 363,403 363,403
of which hedging derivatives HD 7) 159,382 159,382
of which non-hedging derivatives FAHfT 7) 100,323 100,323
(b) 623,108 363,403 259,705
Total (a+b) 2,954,635 365,989 2,565,821
LIABILITIES
Non-current liabilities
of which hedging derivatives HD 13) 2,183,822 2,183,822
of which non-hedging derivatives FAHT  13) 1,661,872 1,661,872
(c) 3,845,694 - 3,845,694
Current liabilities
of which hedging derivatives HD 13) 321,942 321,942
of which non-hedging derivatives FLHfT  13) 159,560 159,560
(d) 481,502 - 481,502
Total (c+d) 4,327,196 - 4,327,196

(*) Level 1: quoted prices in active markets.
Level 2: prices calculated using observable market inputs.
Level 3: prices calculated using inputs that are not based on observable market data.
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Carrying amount for each class of financial asset/liability at 12/31/2011

(thousands of euros) IAS 39 | note Carrying Amounts recognized in financial statements Amounts
Categories amountin according to IAS 39 recog.nizedAin
oot Mot Ot Pk sy
12/31/2011 equity| the income accorﬂl\réglt 3
statement
ASSETS
Non-current assets
Other investments AfS 7) 34,713 22,825 11,888
Securities, financial receivables and other non-
current financial assets
of which loans and receivables LaR 7) 160,438 160,438
of which hedging derivatives HD 7) 633,965 369,968 263,997
of which non-hedging derivatives FAHFT 7) 1,945,857 1,945,857
of which financial receivables for lease contracts n.a. 7) 150,783 150,783
Miscellaneous receivables and other non-
current assets (*)
of which loans and receivables LaR 7) 5,232 5,232
(a) 2,930,988 165,670 22,825 381,856 2,209,854 150,783
Current assets
Trade and miscellaneous receivables and other
current assets (*)
of which loans and receivables LaR 9) 4,400,684 4,400,684
Securities, financial receivables and other
current financial assets
of which available-for-sale financial assets AfS 12) 863,892 863,892
of which loans and receivables LaR 12) 19,266 19,266
of which hedging derivatives HD 12) 160,765 57,267 103,498
of which non-hedging derivatives FAHFT 12) 188,524 188,524
of which financial receivables for lease contracts n.a. 12) 109,811 109,811
Cash and cash equivalents LaR 13) 1,695,287 1,595,287
(b) 7,338,229 6,015,237 921,159 292,022 109,811
Total (a+b) 10,269,217 6,180,907 22,825 1,303,015 2,501,876 260,594
LIABILITIES
Non-current liabilities
of which liabilities at amortized cost(**) FLAC/n.a 16) 29,463,039 | 29,463,039
of which hedging derivatives HD 16) 2,231,740 2,231,740
of which non-hedging derivatives FAHTT 16) 1,945,857 1,945,857
of which finance lease liabilities n.a. 16) 1,300,547 1,300,547
(c) 34,941,183 | 29,463,039 2,231,740 1,945,857 1,300,547
Current liabilities
of which liabilities at amortized cost(**) FLAC/n.a 16) 6,745,255 6,745,255
of which hedging derivatives HD 16) 116,739 100,046 16,693
of which non-hedging derivatives FLHT 16) 188,163 188,163
of which finance lease liabilities n.a. 16) 239,744 239,744
Trade and miscellaneous payables and other
current liabilities (*)
of which liabilities at amortized cost FLAC 24) 4,636,987 4,636,987
d) 11,926,888 | 11,382,242 100,046 204,856 239,744
Total (c+d) 46,868,071 | 40,845,281 2,331,786 2,150,713 | 1,540,291

(*) Part of assets or liabilities falling under application of IFRS 7.
(**) They also include those at adjusted amortized cost that qualify for hedge accounting.
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Comparison between carrying amount and fair value for each class of financial asset/liability at

12/31/2011
(thousands of euros) IAS 39 Carrying Amounts recoghnized in financial statements Amounts | FairValue at
Categories amount in according to IAS 39 | recognized in | 12/31/2011
financlal Amortized cost Cost Fair value Fair value financial
statements at takento | recognized statements
12/31/2011 " d according to
equity in the IAS 17
income
statement
ASSETS
Loans and receivables LaR 6,180,907 6,180,907 6,180,907
Available-for-sale financial assets AfS 898,605 22,825 875,780 898,605
Financial assets at fair value through
profit or loss held for trading FAHFT 2,134,381 2,134,381 2,134,381
of which non-hedging derivatives FAHTT 2,134,381 2,134,381 2,134,381
Hedging derivatives HD 794,730 427,235 367,495 794,730
Assets measured according to IAS 17 n.a. 260,594 260,594 260,594
Total 10,269,217 6,180,907 22,825 1,303,015 2,501,876 260,594 10,269,217
LIABILITIES
Financial liabilities at amortized cost
(*) FLAC/HD. 40,845,281 40,845,281 39,692,358
Financial liabilities at fair value
through profit or loss held for trading FLHfT 2,134,020 2,134,020 2,134,020
of which non-hedging derivatives FLHT 2,134,020 2,134,020 2,134,020
Hedging derivatives HD 2,348,479 2,331,786 16,693 2,348,479
Liabilities measured according to IAS
17 n.a. 1,540,291 1,540,291 1,591,208
Total 46,868,071 40,845,281 2,331,786 2,150,713 | 1,540,291 45,766,065
(*) They also include those at adjusted amortized cost that qualify for hedge accounting.
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Fair value hierarchy level for each class of financial asset/liability at 12/31/2011

(thousands of euros) IAS 39 | note Carrying Hierarchy Levels
Categories amount in |
financial
statements | |evel 1(*) | Level 2(*) | Level 3(*)
at
12/31/2011
ASSETS
Non-current assets
Other investments AfS 7) 34,713 2,164 9,724

Securities, financial receivables and other non-
current financial assets

of which hedging derivatives HD 7) 633,965 633,965
of which non-hedging derivatives FAHFT 7) 1,945,857 1,945,857
(a) 2,614,535 2,163 2,589,546

Current assets

Securities, financial receivables and other
current financial assets

of which available-for-sale financial assets AfS 12) 863,892 863,892
of which non-hedging derivatives FAHT ~ 13) 160,765 160,765
of which hedging derivatives HD  13) 188,524 188,524
(b) 1,213,181 863,892 349,289
Total (a+b) 3,827,716 866,055 2,938,835
LIABILITIES
Non-current liabilities
of which hedging derivatives HD  16) 2,231,740 2,231,740
of which non-hedging derivatives FAHT ~ 16) 1,945,857 1,945,857
(c) 4,177,597 4,177,597
Current liabilities
of which non-hedging derivatives FLHIT  16) 116,739 116,739
of which hedging derivatives HD  16) 188,163 188,163
(d) 304,902 304,902
Total (c+d) 4,482,499 4,482,499

(*) Level 1: quoted prices in active markets.
Level 2: prices calculated using observable market inputs.
Level 3: prices calculated using inputs that are not based on observable market data.
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Gains and losses by IAS 39 category - Year 2012

(thousands of euros) IAS 39 Categories Net gains/(losses) of which
20121 interest

Loans and receivables LaR (417,869) 41,724

Available-for-sale financial assets AfS 19,119

Financial assets and liabilities at fair value through profit FAHfT/ FLHfT

and loss held for trading (621)

Financial liabilities at amortized cost FLAC (1,466,959) (1,441,195)

Total (1,866,330) (1,399,471)

(1) Of which 2,097 thousand euros relates to fees and expenses not included in the effective interest rate calculation on financial assets/liabilities other

than those at fair value through profit or loss.

Gains and losses by IAS 39 category - Year 2011

(thousands of euros) IAS 39 Categories Net gains/(losses) of which |
2011 interest

Loans and receivables LaR (400,449) 22,884

Available-for-sale financial assets AfS 41,392

Financial assets and liabilities at fair value through FAHfT/ FLHfT

profit and loss held for trading 10,499

Financial liabilities at amortized cost FLAC (1,597,591) (1,580,580)

Total (1,946,149) (1,557,696)

(1) Of which 2,725 thousand euros relates to fees and expenses not included in the effective interest rate calculation on financial assets/liabilities other

than those at fair value through profit or loss held for trading.
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Note 18
Employee benefits

Employee benefits decreased 158,391 thousand euros compared to December 31, 2011 and are
composed of the following;:

(thousands of euros) 12/31/2010 ‘ Increase/ Decrease | 12/31/2011
Present value

Provision for employee severance indemnities 877,078 (63,981) (72,637) 740,460
Provision for termination benefit incentives 262,431 13,482 (97,308) 178,605
Provision for pension plans 1,357 - (350) 1,007
Total 1,140,866 (50,499) (170,295) 920,072
of which:

non-current portion 967,755 741,117
current portion (*) 173,111 178,955

(*) The current portion refers only to the Provision for termination benefit incentives and Provision for pension plans

(thousands of euros) 12/31/2011 ‘ Increase/ Decrease 12/31/2012
Present value

Provision for employee severance indemnities 740,460 91,732 (104,471) 727,721
Provision for termination benefit incentives 178,605 (6,447) (138,874) 33,284
Provision for pension plans 1,007 1 (332) 676
Total 920,072 85,286 (243,677) 761,681
of which:

non-current portion 741,117 728,065
current portion (*) 178,955 33,616

(*) The current portion refers only to the Provision for termination benefit incentives and Provision for pension plans

Provision for employee severance indemnities down by a total of 12,739 thousand euros. The reduction
of 104,471 thousand euros in the "Decrease" column refers to indemnities paid to employees who
terminated employment or for advances. The increase of 91,732 thousand euros breaks down as
follows:

(thousands of euros) 2012 ‘ 2011

Finance expenses 38,319 ‘ 37,532

Net actuarial (gains) losses recognized during the year 53,413 ‘ (101,513)

Total expenses (income) 91,732 ‘ (63,981)

Effective return on plan assets there are no aséets servicing
the plan

The actuarial losses recognized at December 31, 2012 (53,413 thousand euros) are essentially related
to the changes in the economic parameters (discount and inflation rate), while the actuarial gains
posted in 2011 (101,513 million euros) were affected by the changes in the economic parameters as
well as the introduction of the new law on pensions (Law no. 214 of December 22, 2011) which
extended the estimated period in which a person works.

According to national law, the amount to which each employee is entitled depends on the period of
service and must be paid when the employee leaves the Company. The amount of severance indemnity
due upon termination of employment is calculated on the basis of the period of employment and the
taxable compensation of each employee. This liability is adjusted annually based on the official cost-of-
living index and legally-prescribed interest earned. The liability is not associated with any vesting
condition or period or any funding obligation; hence, there are no assets servicing the provision. In
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accordance with IAS 19, this provision has been recognized as a “Defined benefit plan”, for the amount
due up to December 31, 2006.

Under the regulations introduced by Legislative Decree 252/2005 and Law 296/2006 (the State
Budget Law 2007), the severance indemnities accruing from 2007 are assigned, as elected by the
employees, to either the INPS Treasury Fund or to supplementary pension funds and take the form of a
“Defined contribution plan”. However, revaluations of the provision for the employee severance
indemnities at December 31, 2006, made on the basis of the official cost-of-living index and legally-
prescribed interest, are retained in the provision for employee severance indemnities.

Under IAS 19 R, employee severance indemnities have been recalculated with actuarial techniques

using the Projected Unit Credit Method as follows:

o the future possible benefits which could be paid to each employee registered in the program in the
event of retirement, death, disability, resignation etc. have been projected on the basis of a series of
financial assumptions (cost-of-living increases, interest rate, increase in compensation etc.);

o the average present value of future benefits has been calculated, at the measurement date, on the
basis of the annual interest rate adopted and the probability that each benefit has to be effectively
paid;

e the liability has been calculated as the average present value of future benefits that will be
generated by the existing provision at the measurement date, without considering any future
accruals.

The following assumptions have been made:

FINANCIAL ASSUMPTIONS

Executives

Non- executives

Inflation rate

2.0% per annum

2.0% per annum

Discount rate

4.5% per annum

4.5% per annum

Employee severance indemnities annual increase rate

3% per annum

3% per annum

Increase in compensation:

equal to or less than 40 years of age

1.0% per annum

1.0% per annum

over 40 but equal to or less than 55 years of age

0.5% per annum

0.5% per annum

over 55 years of age

0.0% per annum

0.0% per annum

DEMOGRAPHIC ASSUMPTIONS

Executives ‘

Non- executives

Probability of death

RG 48 mortality tables
published by "Ragioneria
Generale dello Stato"

RG 48 mortality tables
published by "Ragioneria
Generale dello Stato"

Probability of disability

INPS tables divided by age

INPS tables divided by age

and sex and sex

Probability of resignation (in relation to the company):
up to 40 years of age 5.0% 1.5%
per annum per annum
over 40 up to 50 years of age 4.0% 0.5%
per annum per annum
over 50 years of age None None

Reaching the minimum requisites established by the
Obligatory General Insurance updated on the basis of
Law 214 of December 22, 2011

Probability of retirement

Probability of receiving at the beginning of the year an advance 3.0% 3.0%
from the provision for severance indemnities accrued equal to per annum per annum
70%

The adoption of the above assumptions resulted in a liability for employee severance indemnities at
December 31, 2012 and 2011, respectively, of 727,721 thousand euros and 740,460 thousand euros.
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Provision for termination benefit incentives amounts to 33,284 thousand euros, decreasing 145,321
thousand euros, including 138,874 thousand euros mainly due to the utilization during the year of the
provision for mobility under Law 223/91 and 6,447 thousand euros in relation to the release to the
income statement of the remaining provision for mobility under Law 223/91 recognized in 2010. The
remaining provision relates to the mobility under Law 223/91 for the period 2008/2010 (24,123
thousand euros, for effects following the introduction of the “mobile window” on relationships
terminated under the June 2010 mobility) and the long mobility of the former Olivetti of 9,161 thousand
euros.
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Note 19
Provisions

Provisions increased 72,908 thousand euros compared to December 31, 2011. The composition and

movements are as follows:

(thousands of euros) 12/31/2011 Increase Taken to | Used directly | Reclassificat 12/31/2012

income ions/other

changes

Provision for taxation and tax
risks 50,577 1,972 (245) (1,325) 50,979
Provision for restoration costs 335,459 10,425 (6,078) 339,806
Provision for legal disputes 159,321 49,782 (31,582) 177,521
Provision for commercial risks 48,262 70,328 (835) (409) 117,346
Provision for risks and charges
on investments and corporate-
related transactions 122,237 2,536 (5,796) (15,075) 103,902
Other provisions 36,924 798 (1,588) 36,134
Total 752,780 135,841 (6,876) (56,057) - 825,688
of which:
non-current portion 467,984 477,212
current portion 284,796 348,476

Provision for taxation and tax risks is basically unchanged compared to December 31, 2011 (an
increase of 402 thousand euros).

Provision for restoration costs refers to the provision for the estimated cost of dismantling tangible
assets and the related restoring of the sites, particularly of mobile telephony. This line item increased by
4,347 thousand euros compared to December 31, 2011, representing the balance between new
provisions (10,425 thousand euros) and utilizations (6,078 thousand euros).

Provision for legal disputes increased by 18,200 thousand euros compared to December 31, 2011,
representing the balance of the new provisions and utilizations for pending disputes. The provision
refers to disputes with employees (21,050 thousand euros), social security agencies (1,767 thousand
euros) and third parties (154,704 thousand euros).

Provision for commercial risks increased 69,084 thousand euros compared to December 31, 2011, for
provisions allocated to cover risks.

Provision for risks and charges on investment and corporate-related transactions decreased by
18,335 thousand euros, mainly due to the settlement of several disputes.

Other provisions primarily include the provision for the liberalization of frequencies and the provision for
regulatory risk. The balance is basically unchanged compared to December 31, 2011 (a decrease of
790 thousand euros).
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Note 20

Miscellaneous payables and other non-

current liabilities

Miscellaneous payables and other non-current liabilities decreased 66,441 thousand euros compared

to December 31, 2011 and are composed of the following:

(thousands of euros) 12/31/2012 12/31/2011
Payables to social security agencies 35,067 44,965
Capital grants 29,441 36,263
Deferred income 403,371 473,322
Payables to subsidiaries 50,387 30,157
Total 518,266 584,707

Payables to social security agencies refer to the residual amount payable to INPS for estimated

employee benefit obligations owed under Law 58/1992. Details are as follows:

(thousands of euros) 12/31/2012 12/31/2011

Non-current payables

Due from 2 to 5 years after the end of the reporting period 19,946 27,106

Due beyond 5 years after the end of the reporting period 15,121 17,859
35,067 44,965

Current payables 11,831 23,326

Total 46,898 68,291

Capital grants decreased 6,822 thousand euros following the depreciation recorded in the separate

income statement on the assets to which the grants refer.

Medium/long-term deferred income includes 394,082 thousand euros for the deferral of revenues from

the activation of telephone service (461,712 thousand euros at December 31, 2011).

Payables to subsidiaries refer to payables arising from adoption of the consolidated tax return,
principally in reference to Telecom lItalia Media (21,123 thousand euros), La7 S.r.l. (9,254 thousand

euros) and Olivetti (8,822 thousand euros).
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Note 21
Trade and miscellaneous payables and
other current liabilities

Trade and miscellaneous payables and other current liabilities decreased 587,099 thousand euros
compared to December 31, 2011 and are composed of the following:

(thousands of euros) 12/31/2012 of which IAS 39 | 12/31/2011 of which IAS 39
Financial Financial
Instruments Instruments
Payables on construction work (a) 35,504 31,173
Trade payables
Payables to suppliers 2,643,801 2,643,801 2,331,225 2,331,225
Payables to other telecommunication
operators 267,905 267,905 927,833 927,833
Payables to subsidiaries 424,173 424,173 415,287 415,287
Payables to associates and joint
ventures 8,860 8,860 9,769 9,769
Payables to other related parties 193,488 193,488 114,440 114,440
(b) 3,538,227 3,638,227 3,798,554 3,798,554
Income tax payables (*) (c) 530 62,669
Miscellaneous payables and other
liabilities
Payables to subsidiaries 51,184 58,290
Payables to other related parties 21,671 25,866
Advances received 17,504 15,386
Tax payables 279,473 394,292
Payables to social security agencies 140,234 163,380
Payables for employee compensation 446,919 446,919 340,947 340,947
Customer-related items 842,274 235,235 933,813 277,912
Trade and miscellaneous deferred
income 848,373 920,250
Other current liabilities 399,604 173,027 382,317 219,574
Employee benefits (except for
employee severance indemnities) for
the current portion expected to be
settled within 1 year 33,615 178,954
Provisions for risks and charges for
the current portion expected to be
settled within 1 year 348,476 284,796
(d) 3,429,327 855,181 3,698,291 838,433
Total (a+b+c+d) 7,003,588 4,393,408 7,590,687 4,636,987

(*) Analyzed in the Note "Income taxes”

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.

Trade payables amount to 3,538,227 thousand euros (3,798,554 thousand euros at
December 31, 2011) and decreased 260,327 thousand euros, mainly due to the effect of the
settlement of several legal disputes with another operator in the first half of 2012.

Trade payables to subsidiaries total 424,173 thousand euros and mainly refer to amounts due to
Telecom ltalia Sparkle (93,662 thousand euros) for telecommunications services, Telecom Italia
Information Technology (210,984 thousand euros), and to Telenergia (39,802 thousand euros) for
supply contracts. Trade payables to associates total 8,860 thousand euros and mainly relate to supply
arrangements with Teleleasing (2,182 thousand euros) and Movenda (3,177 thousand euros). Trade
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payables to other related parties amount to 193,488 thousand euros and refer in particular to debt
positions with the Intesa SanPaolo group (169,703 thousand euros) and Telefonica (8,629 thousand
euros).

Miscellaneous payables and other liabilities amount to 3,429,327 thousand euros and decreased
268,964 thousand euros compared to December 31, 2011. The most important items included in this
line item are described below:

miscellaneous payables to subsidiaries, amounting to 51,184 thousand euros, principally include
payables for the consolidated tax return (40,067 thousand euros, of which 13,706 thousand euros
refers to Telecom ltalia Sparkle and 10,908 thousand euros to Olivetti);

tax payables, amounting to 279,473 thousand euros, refer to VAT payables (103,960 thousand
euros), payables for government concession tax (65,865 thousand euros) and withholding tax
payables to the tax authorities as the withholding agent (74,165 thousand euros);

payables to social security agencies include the short-term portion of the amount payable to INPS
under Law 58/1992 for 11,831 thousand euros, as described in the Note “Miscellaneous payables
and other non-current liabilities”;

customer-related items include, among others, payables for deposits made by subscribers for
telephone calls and subscription charges debited in advance;

trade and miscellaneous deferred income includes 265,030 thousand euros for interconnection
charges, 227,889 thousand euros for the deferral of revenues from the activation of telephone
service, 107,079 thousand euros for traffic and charges, 23,051 thousand euros for rental and
maintenance contract charges and 13,061 thousand euros for outsourcing contract charges;

other current liabilities comprise, among others, lease installments, payables for grants received
from the Italian State and the European Union and payables for guarantee deposits and dividends;
with regard to employee benefits and provisions, reference should be made to the specific notes.
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Note 22
Contingent liabilities, other information,
commitments and guarantees

The most significant arbitration cases and legal or fiscal disputes in which Telecom Italia S.p.A. is
involved at December 31, 2012 are described below.

Telecom Italia S.p.A. has posted liabilities totalling 211 million euros for those disputes described below
where the risk of losing the case has been considered probable.

a) Significant disputes and pending legal action

Telecom ltalia Sparkle - Relations with I-Globe, Planetarium, Acumen, Accrue
Telemedia and Diadem: investigation by the Public Prosecutor’'s Office of Rome

The immediate trial of a series of people, including the former managing director and two former
employees of Telecom lItalia Sparkle, continues. They are accused of the crimes of transnational
conspiracy for the purpose of tax evasion and the crime of false declaration by the use of invoices or
other documents for inexistent transactions.

In relation to this trial, Telecom ltalia Sparkle made an application to bring a civil action against all the
defendants which the Court ruled inadmissible, since it considered such an action incompatible with its
position as a subject of investigation pursuant to legislative decree no. 231/2001.

The investigations into the company in relation to the crime of transnational conspiracy are still
incomplete, and in consequence it is not yet possible to have full knowledge of all the acts of the
proceedings. It therefore follows that, given the complexity of the investigations and the incomplete
information currently available, no definitive prediction of the outcome of the case can be formulated,
notwithstanding and without prejudice to the defences that Telecom Italia Sparkle will pursue to the
fullest extent permitted by law to demonstrate its non-involvement in the matters at issue.

Regarding the effects of any conviction pursuant to legislative decree no. 231/2001, in addition to the
administrative fines and any interdiction, the profits of the crime would be confiscated, and in the
current formulation of the charge by the public prosecutors and without prejudice to the defence
considerations that will be developed in relation to this, would total approximately 72 million euros (a
sum already guaranteed by bond and already set aside in the 2009 consolidated financial statements).
Hence, based on the information available, the company expects no further material effects other than
those for which provision has already been made and/or already seized (10 million euros are still under
seizure for guarantees related to the proceedings).

So far as fiscal risk is concerned, VAT liability was reached in 2010, by payment of 418 million euros, a
possible claim of liability for direct taxation related to the applicability in the case in question of the rules
disciplining the non-deductibility of the crime-related costs and/or costs for transactions that objectively
do not exist remained pending. Also on the basis of the uncertainties in interpretation manifested by the
tax authorities, and in the parliamentary debate on the advisability of changing the regulations
(developed in decree law 16/23012, converted in law 44/2012), which were, moreover, considered of
doubtful constitutionality (since the Constitutional Court limited itself to an interlocutory judgement), the
company considered the related risk to be only a possibility, and did not make any provision in its 2010
and 2011 accounts.

However, in December 2012 the Agenzia delle Entrate (Lazio Regional Office) served three formal
notifications of fines for the years 2005, 2006 and 2007, based on the assumption that the telephone
traffic in the “carousel fraud” did not exist. The amount of these fines - 25% of the “crime related costs”
unduly deducted - total 280 million euros, which may be reduced to one third if a settlement is agreed.
After in-depth investigation and assessment with its consultants, the Company decided to not agree to
the settlement and filed defensive arguments with the Lazio Regional Office. In light of the investigations
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carried out the Company believes that the risk is only possible, and therefore no provision has been
made.

National tax disputes

As already illustrated in the annual financial Report 2010, the Milan Agenzia delle Entrate, in relation to

a number of property transactions performed in 2005 and 2006 (so-called Magnum Project):

e in October 2010 notified a formal notice of assessment to the subsidiary Olivetti Multiservices S.p.A.
(OMS) which contested the non-legitimate deduction of VAT in the tax years 2005 and 2006 totalling
approximately 198 million euros, after recalculation of the so-called “pro rata of non-deductibility”;

e in December 2010 the Milan Agenzia delle Entrate respectively served Telecom Italia and OMS, as
jointly obliged parties, two notices of demand relating to property transfers made in December 2005
to the Raissa and Spazio Industriale funds, for which the companies in question were accused of
non-payment of stamp duty and mortgage tax, requesting payment of approximately 61 million euros
in tax, interest and fines.

e in March 2011 it served both Telecom ltalia S.p.A and OMS, two notices of demand relating to
property transfers made in March 2006 to the Raissa and Spazio Industriale funds, for which the
companies in question were accused of non-payment of stamp duty and mortgage tax, consequently
requesting payment of approximately 10 million euros in tax and interest.

As far as the notices of demand for stamp duty and mortgage tax are concerned, since these notices are

definitive, the companies propose to appeal to the Milan Provincial Tax Commission, requesting

cancellation of the notices as well as suspension of the collection proceedings currently underway. The
companies have also filed an application for an internal review and suspension with the competent
offices of the Agenzia delle Entrate.

Last February 2012, the Milan Agenzia delle Entrate filed a brief with the Milan Tax Commission in which

it notified its in toto cancellation of all the notices of demand in self-protection, declaring the consequent

cessation of matters to dispute.

Regarding the reports on findings for VAT purposes, last November Telecom lItalia reached a pre-trial

agreement with the Agenzia delle Entrate in which it undertook to pay a total sum of approximately 43

million euros in interest. Therefore after these settlements, the potential dispute must be considered

concluded to all intents and purposes.

Investigation by the Public Prosecutor’s Office of Monza

Criminal proceedings are currently pending before the Public Prosecutor’s Office of Monza as part of the
preliminary investigation of a number of subjects, among whom some employees of the Company,
relative to supply under lease and/or sale of assets transactions which would constitute various
offences committed against Telecom Italia, among others.

On December 16, 2011 Telecom ltalia, the injured party in the aforesaid criminal proceedings, filed a
complaint-suit against persons unknown with the Public Prosecutor’s Office of Monza.

Regarding this matter, following a tax investigation, the Monza Guardia di Finanza served some reports
on findings on direct taxation and VAT for the years 2007, 2008 and 2009 on the company last
December. The Company has already reached an agreement with the Agenzia delle Entrate of Milan
stating that it accepts the findings under dispute; the total amount due is approximately 4 million euros.
Therefore, taking account of the potential risks related to other transactions still being audited, and
given the matters already defined, the total provision made for liabilities is 11 million euros.

Administrative offence charge pursuant to Legislative Decree 231/2011 for the so-
called Telecom ltalia Security Affair.

In December 2008 Telecom ltalia received notification of the application for its committal for trial for the
administrative offence specified in articles 21 and 25, subsections 2 and 4, of legislative decree no.
231/2001 in relation to the affairs that involved several former employees of the Security function and
former collaborators of the Company charged - among other things - with offences involving corruption
of public officials, with the object of acquiring information from confidential files. In May 2010 Telecom
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Italia was definitively no longer a defendant in the criminal trial, the Judge for the Preliminary Hearing
having approved the motion for settlement of the proceedings (plea bargaining) presented by the
Company.

In the hearing before Section One of the Milan Court of Assizes, Telecom lItalia acted in the dual role of
civil party and civilly liable party. In fact, on the one hand Telecom Italia was admitted as civil party
against all the defendants for all charges, and on the other the Company was also cited as the party with
civil liability pursuant to article 2049 of the Italian Civil Code for the actions of the defendants in relation
to 32 civil parties. The companies Telecom Italia Latam and Telecom Italia Audit and Compliance
Services (now incorporated into Telecom Italia) also participated in the hearing as civil parties, having
filed appearances since the Preliminary Hearing and brought charges against the defendants for
hacking.

After the lengthy evidence hearings - which lasted more than a year - 22 civil parties filed claims for
compensation, also against Telecom lItalia as civilly liable party, for over 60 million euros (over 42 million
euros of which requested by a single civil party). The Company itself, as civil party, also summarised its
conclusions against the defendants, requesting that they be found liable for all the damages suffered as
a result of the facts of the case.

On February 13, 2013 Section One of the Milan Court of Assizes issued the first instance judgement,
sentencing defendants Marco Bernardini, Emanuele Cipriani, Angelo Jannone, Andrea Pompili,
Guglielmo Sasinini, Roberto Rangoni Preatoni and Antonio Vairello to terms of imprisonment that range
from 7 years and 6 months for defendant Marco Bernardini to a suspended sentence of one year’s
imprisonment for former manager Angelo Jannone.

The Court also recognised that there had been non-pecuniary damage to some of the civil parties as a
consequence of the alleged facts, and sentenced the defendants, jointly and severally with civilly liable
party Telecom ltalia, to compensate said damages, totalling 270,000 euros (of which 170,000 euros
jointly and severally with Pirelli).

At the same time, the Court sentenced defendants Marco Bernardini, Emanuele Cipriani, Angelo
Jannone, Andrea Pompili, Guglielmo Sasinini, Roberto Rangoni Preatoni and Antonio Vairello to pay
compensation for pecuniary and non-pecuniary damage suffered by Telecom lItalia, making a provisional
award to Telecom lItalia of 10 million euros. The Court also recognised the existence of a non-pecuniary
damage to the companies Telecom ltalia Latam and Telecom Italia Audit & Compliance Services,
sentencing the defendants to pay compensation for damages on an equitable basis of 20,000 euros for
each company.

It should be noted that for some disputes, described below, on the basis of the information available at
the closing date of the present document and with particular reference to the complexity of the
proceedings, to their progress, and to elements of uncertainty of a technical - trial nature, it was not
possible to make a reliable estimate of the size and/or times of any payments. Moreover, in the case in
which the disclosure of information relative to the dispute could seriously jeopardise the position of
Telecom ltalia or its subsidiaries, only the general nature of the dispute is described.

Antitrust Case A426

With reference to the investigation for abuse of the dominant position started by the Italian Antitrust
Authority (AGCM) in May 2010, following a complaint filed by Fastweb (alleging that Telecom Italia acted
so as to exclude its competitors in the public tenders held in 2010 by Consip and Enel for the award of
contracts for fixed telephony services and IP connectivity), on June 19, 2012 the AGCM approved the
undertakings proposed by Telecom and closed the investigation without any finding of abuse.

In October, the Company informed AGCM that the undertakings had been implemented, in compliance
with the approval decision; AGCM acknowledged this in December.
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Antitrust Case A428

On June 23, 2010, prompted by complaints filed by Wind and Fastweb, AGCM started an investigation
into two alleged abuses of dominant position by Telecom Italia. Firstly, according to Wind, Telecom Italia
allegedly hindered or delayed the activation of access services, by means of unjustified and spurious
refusals. Moreover, according to both complainants, Telecom Italia allegedly offered its access services
to final customers at economic and technical conditions that could allegedly not be matched by
competitors purchasing wholesale access services from Telecom lItalia itself, only in those geographic
areas of the Country where disaggregated access services to the local network are available, and hence
where other operators can compete more fiercely with the Company.

In any case, with reference to one of the offers complained of (relating to an invitation to tender issued
by the Florence municipal authority), on February 1, 2011, AGCom closed its investigation after verifying
that the economic terms of Telecom lItalia’s offer with regard to traffic services could be matched by its
competitors.

While reiterating that it had always acted in full compliance with the applicable regulations, Telecom
Italia filed a proposal of undertakings in order to remove all of the concerns advanced in the AGCM
decision to open the investigation. AGCM initially published the proposal (in August 2011), inviting
comments from interested parties, and then rejected it by decision served in March 2012. The Company
appealed the rejection decision before the Administrative Court (TAR) for Lazio.

In December 2012 AGCM announced the preliminary findings of its investigation, according to which
Telecom ltalia was responsible for two distinct behaviours: (i) a constructive refusal to supply, in having
opposed an unjustifiably high number of refusals (so-called KOs) to requests for the activation of
wholesale services by OLOs in the three year period 2009-2011 and (ii) the margins squeeze through
the application of economic conditions in the areas open to unbundling that could not be replicated by
an equally efficient competitor, from 2008 to July 2011. At the end of January 2013 the Company filed
its defence, asking that the investigation be closed. It is scheduled to conclude on March 30, 2013. On
February 6, 2013 Telecom ltalia appeared before the Board of AGCM at the final hearing.

Antitrust Case 1757

On September 12, 2012, AGCM started an investigation against Telecom Italia, Wind and Vodafone to
ascertain the existence of an agreement restrictive of competition aimed at excluding from the market
the new operator BIP Mobile S.r.l.

The latter company, which intends to present itself as the first “lowcost” virtual operator, does not have
its own sales network, since it accesses the market using the multibrand distribution channel. According
to the complaint it submitted to AGCM, the company has been faced with cancellations by retailers that
distribute mobile telephony products of various operators, allegedly induced by pressures that were
supposedly “the fruit of a concerted strategy between Telecom ltalia, Vodafone and Wind”.

The investigation is scheduled to be completed by September 30, 2013. Since the procedure is still at
an early stage, an assessment of its outcome would be premature.

Dispute relative to "Adjustments on license fees" for the years 1994-1998

Regarding the judgements sought in previous years by Telecom ltalia and Tim regarding the Ministry of
Communications' request for payment of the balance of the amounts paid in concession charges for the
years 1994-1998, the Administrative Court (TAR) for Lazio rejected the Company’s appeal against the
note in which the Ministry asked for payment of the sum of approximately 11 million euros, 9 million
euros of which against turnover not received due to bad debts, for the balance of the charges for the
1994 financial year. Telecom ltalia will appeal this to the Consiglio di Stato (Council of State).

FASTWEB

The disputes pending before the Court of Milan regarding the "Impresa Semplice" offer and the so-called
and "Winback" activities, have been settled between the parties.
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The arbitration started by Fastweb in January 2011 by virtue of which the competitor requested
compensation for presumed damages totalling 146 million euros incurred following alleged non-
compliance with the provisions contained in the contract for the supply of the LLU service is, on the
other hand, ongoing. In particular, Fastweb complained that, in the period from July 2008 to June 2010,
Telecom ltalia had refused, unlawfully, to execute approximately 30,000 requests to migrate customers
to the Fastweb network. Telecom ltalia filed an appearance, submitting a counterclaim.

VODAFONE

In July 2006 Vodafone brought a case for compensation for damages (initially quantified as
approximately 525 million euros, and subsequently adjusted to 759 million euros) before the Milan
Appeal Court. The case involves a presumed abuse of its dominant position by Telecom lItalia, which
allegedly exploited its position in the fixed telephony markets to strengthen its position in the closely
connected mobile communication services market, which tended to exclude and hence damage its
competitor. Telecom lItalia filed an appearance, fully contesting the claims of the other party.

In a judgement on November 2, 2011, the Appeal Court declared that it was not competent in this
matter and referred the case to the Civil Court. The deadline for the resumption of the proceedings
before the Court passed without resumption, resulting in the termination of the proceedings.

H3G

As part of a broader agreement with H3G, in June 2012 the following civil disputes were settled by

mediation - without additional costs other than those for which provision had already been made:

e a case brought by H3G for compensation for damages for around 122 million euros alleging
presumed discriminatory behaviour and unfair competition by Telecom Italia in relation to fixed-
mobile termination in the period 2008/2010;

e a case brought by Telecom ltalia for compensation of 230 million euros for damages related to the
termination charges applied by H3G in the period between September 2005 and February 2008
which were higher than those applied to other operators;

e a case brought by H3G for compensation for damages for around 120 million euros alleging
discriminatory behaviour by Telecom lItalia in the market for calls from its mobile network to H3G
network customers;

e an appeal by Telecom lItalia before the Rome Appeal Court against the arbitration awards on the
subject of mobile-mobile termination tariffs for the period between September 2005 and December
2007;

e a case brought by H3G claiming compensation for damages for around 60 million euros consequent
to alleged violation of the mobile customer portability procedures;

e an injunction sought by Telecom ltalia to recover approximately 21 million euros for additional costs
to be borne by H3G for the repricing (July 2010 to February 2011) of the termination tariffs on the
H3G mobile network (resolution 667,/08/Cons).

FEDERAZIONE ANTI PIRATERIA AUDIOVISIVA (FAPAV)

In June 2010, the antipiracy group Federazione Anti Pirateria Audiovisiva (FAPAV) issued proceedings
against Telecom Italia in the Rome Court for compensation of the presumed damages (quantified at 320
million euros) resulting from its non-prevention of the illicit downloading of films by customers of the
Company accessing certain websites. According to the claimant, Telecom lItalia did not adopt the
necessary technical and administrative measures to prevent the illegal use of its network. Fapav also
asked that the Company provide the Judicial Authorities with information identifying the customers
involved in the alleged unlawful activities.

These proceedings follow a precautionary procedure at the end of which the Rome Court excluded both
the liability of Telecom lItalia in relation to the information carried, and the obligation to suspend the
internet access service of which Telecom lItalia is merely a supplier. The Court limited itself to ordering
the Company to supply all the information in the Company’s possession on the alleged unlawful activity,
apart from information identifying the subjects involved.
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Telecom ltalia, which has already complied with the order, entered an appearance in this case, asking
that the claims of the other party be rejected in their entirety. The Italian association of authors and
publishers, SIAE, joined these proceedings to support FAPAV’s argument.

WIND

In a writ issued in January 2012 Wind issued proceedings against Telecom lItalia for compensation of
alleged damages (quantified in 90 million euros) deriving from alleged unfair competition caused by the
refusal to activate service requests in the period July 2009 - October 2010; the plaintiff's main
statement alleges that such strategy of unfair competition was enacted by Telecom Italia both through
technical boycotting of service activation requests, and through offers and discounts tailored to
customers interested in Wind' s offers. Such conduct has already been the subject of grievance by Wind
and Fastweb before the Anti-trust authority, which initiated proceedings A428. Telecom ltalia filed an
appearance, contesting the claims of the other party.

EUTELIA and VOICEPLUS

In June 2009, Eutelia and Voiceplus asked that alleged acts of abuse by Telecom lItalia of its dominant
position in the premium services market (based on the public offer of services provided through so-
called Non Geographic Numbers) be investigated. The complainants quantified their damages at a total
of approximately 730 million euros.

The case follows a precautionary procedure in which the Milan Appeal Court prohibited certain
behaviours relating to the management of the Company’s financial relations with Eutelia and Voiceplus
concerning the Non Geographic Numbers for which Telecom Italia managed the revenues from the end
customers, on behalf of such OLOs and in the light of regulatory requirements. Telecom lItalia filed an
appearance, asking that the demand for compensation by rejected in its entirety.

TELEUNIT

With a writ issued in October 2009 before the Milan Appeal Court, Teleunit asked for alleged acts of
abuse by Telecom ltalia of its dominant position in the premium services market to be investigated. The
complainant quantified its damages at a total of approximately 362 million euros. Telecom Italia filed an
appearance, contesting the claims of the other party.

Irregular sale of handsets to companies in San Marino - Investigation by the Public
Prosecutor’s Office of Forli

In June 2012 the Company was notified of a search warrant issued by the Public Prosecutor’s Office of
Forli, as part of a proceeding in which those investigated included, amongst others, one subsequently
suspended employee and three former employees of the Company. The alleged crimes were conspiracy
for the purpose of committing crimes of “false declaration through the use of invoices or other
documents for non-existent transactions” and the “issuing of invoices or other documents for non-
existent transactions”, in reference to an alleged system of carousel fraud carried out in 2007-2009
with the participation of employees of Italian and San Marino companies, relating to the sale of mobile
telephony handsets and accessories between different companies operating in Italy and San Marino.
The phenomenon was subject to audit and the so-called Greenfield Project, the results of which were
then made available to the investigating Judicial Authority of Bologna which, initially, was in charge of
the investigations. In this regard, note that, as a result of what emerged from the Greenfield Project, the
Company took steps to independently regularise some invoices issued to the aforementioned San
Marino companies and for which the fiscal obligations laid down had not been fully discharged. The
documentation relating to this spontaneous regularisation activity was also sent to the Public
Prosecutor's Office of Bologna which, in 2011, ordered the case to be dismissed. Telecom lItalia has
therefore provided the Public Prosecutor's Office of Forli with all the material already handed over to the
Public Prosecutor's Office of Bologna.
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The investigation is in progress and, to date, the company has not been notified of anything; a proper
assessment of the outcome of the proceedings is therefore premature.

POSTE

There are some pending actions brought Ing. C. Olivetti & C. S.p.A. (now Telecom ltalia) against Poste,
the Italian postal service, concerning non-payment of services rendered under a series of contracts to
supply IT goods and services. The judgements issued in the lower courts established an outcome that
was partially favourable to the ex-Olivetti, and have been appealed against by Poste in individual
rehearings.

In this respect, while a judgement of the Rome Appeal Court confirmed one of the outstanding payables
to Telecom ltalia, another judgement by the same Court declared void one of the disputed contracts.
After this judgement, Poste had issued a writ for the return of approximately 58 million euros, opposed
by Telecom Italia given that the judgement of the Supreme Court for amendment of the above
judgement is still pending.

After the judgement of the Supreme Court that quashed and remanded the decision of the Appeal Court
on which the order was based, the Rome Court declared that the matter of issue in the enforcement
proceedings was discontinued, since the claim made by Poste had been rejected. The judgement was
resubmitted to another section of the Rome Appeal Court.

Gruppo Elitel Telecom S.p.A.

A dispute was recently started by Fallimento Elinet S.p.A. against its former administrators, statutory
auditors and independent auditors as well as against Telecom ltalia, in relation to which claims were
formulated regarding the alleged performance by Telecom ltalia, of management and co-ordination
activities of the Elitel Group (alternative operator in which the Company has never had any type of
interest), allegedly also enacted by playing the card of trade receivables management. The receiverships
of Elitel s.r.l. and of Elitel Telecom S.p.A. (at the time the parent company of the Elitel Group) were party
to these proceedings. The economic claims advanced by the three receiverships amount to a total of
282 million euros. Telecom ltalia filed an appearance, fully contesting the allegations of the other party.

b) Other information

Mobile telephony - criminal proceedings

With reference to the phenomenon of the prepaid SIM cards activated in 2005-2008 and not correctly
associated with a customer identity document, recovery activities were completed on June 30, 2012
through the regularisation or termination of the remaining cards still in existence on that date. It should
be noted that, at the start of the recovery activities, around 5.5 million SIM cards were not correctly
associated with an identity document.

In March 2012 Telecom ltalia was served notice of the conclusion of the preliminary enquiries, which
showed that the Company was being investigated by the Public Prosecutor of Milan pursuant to the
Legislative Decree n. 231/2001, for the offences of handling stolen goods (Art. 648 of the Criminal
Code) and counterfeiting (Art. 491-bis of the Criminal Code) committed, according to the alleged
allegations, by fourteen employees of the so-called “ethnic channel”, with the participation of a number
of dealers, for the purpose of obtaining undeserved commissions from Telecom Italia. The Company, as
the injured party damaged by such conduct, had brought two legal actions in 2008 and 2009 and had
proceeded to suspend the employees involved in the criminal proceedings (suspension later followed by
dismissal). It has also filed an initial statement of defence, together with a technical report by its own
specialist, requesting that the proceedings against it be suspended, and that charges of aggravated
fraud against the Company be brought against the other defendants. On December 19, 2012 the Public
Prosecutor’s Office filed a request for 89 natural persons and the Company itself to be committed for
trial; Telecom ltalia is awaiting the notice informing it of the data set for the preliminary hearing. As
injured party, the Company will set out the grounds of its defence in the preliminary hearing.
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There is a pending criminal proceeding against a former Executive Director (Mr. Riccardo Ruggiero) and
two former managers for the offence of “Preventing the public supervisory authorities from performing
their functions” relative, in the statement of charges, to the communication to AGCom of a customer
base deemed to have been altered both by false extensions of 5,130,000 SIM cards topped up with
0.01 euros, and the activation of 1,042,447 SIM cards deemed irregular and not topped up in the
twelve months after activation. This proceeding initially also concerned the Company, pursuant to
Legislative Decree n. 231/01. The latter, however, formulated a plea bargaining motion and at the same
time a motion for the declaration of the statute of limitations for the acts committed up until May 31,
2007, and was admitted to the trial as a civil party against the three natural persons charged.

During the hearing of July 10, 2012 the Preliminary Hearing Judge declared that the statute of
limitations applied, for the Company only, for the actions committed up until May 31, 2007; approved
the plea bargaining motion of Telecom Italia and ordered it to pay a fine of 600 thousand euros,
acknowledging that from 2008 the Company had adopted an organizational model suitable to prevent
the commission of acts similar to those committed; finally, he set the date for the committal proceedings
against the three former managers charged before the third Criminal Section of the Milan Court on
October 8, 2012.

During the first evidence hearing Telecom lItalia filed a further motion to be admitted as a civil party to
the trial of the three defendants. The Company then withdrew its application to be admitted to the
proceedings against Mr. Riccardo Ruggiero only, after the approval by the Telecom Italia Shareholders’
Meeting (and the consequent completion) of a settlement agreement with the former Executive Director
charged.

During the hearing on February 11, 2013, the Milan Court, taking the opposing view to the Judge at the
Preliminary Hearing, declared that it did not have territorial competence, and ordered that the case
papers be transmitted to the Rome Public Prosecutor’s Office.

Dispute concerning the license fees for 1998

Telecom ltalia has issued civil proceedings against the Presidenza del Consiglio dei Ministri (the office of
the Prime Minister) for compensation of the damage caused by the ltalian State through appeal
judgement no.7506/09 by the Consiglio di Stato that, in the view of the Company, violates the principles
of current European community law.

The main claim which the proceedings are founded on is based on community jurisprudence that
recognises the right to assert the responsibility of the State in relation to violation of rights recognised in
community law and injured by a judgement that has become definitive, in respect of which no other
remedy may be applied. The judgement of the Consiglio di Stato definitively denied the right of Telecom
Italia to restitution of the concession charge for 1998 (totalling 386 million euros for Telecom lItalia and
143 million euros for Tim, plus interest), already rejected by the Lazio regional administrative court
despite the favourable and binding opinion of the European Court of Justice on February 23, 2008
concerning the conflict between EC Directive 97/13 on general authorisations and individual licences in
the telecommunications services industry, and the national regulations that had deferred, for 1998, the
obligation to pay the fee payable by telecommunications concession holders, despite the intervening
deregulation process. The Company then proposed an alternative compensation claim, within the sphere
of the same proceedings, for tort pursuant to art. 2043 of the Italian Civil Code. The compensation
claimed has been quantified as approximately 529 million euros, plus legal interest and revaluation. The
Avvocatura di Stato filed an appearance and submitted a counterclaim for the same sum. The case is
subject to eligibility analysis by the Court, which declared the inadmissibility of Telecom ltalia's main
claim (case for damages for manifest breach of community law pursuant to law 117/88). However, this
decision was amended in favour of the Company on appeal.

TELETU

In a writ issued in February 2012, Telecom ltalia has issued proceedings against the operator Teletu
claiming compensation for damages suffered due to unlawful refusals concerning the reactivation with
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Telecom lItalia of the competitor's customers. The claim was quantified as approximately 93 million
euros.

¢) Commitments and guarantees

Guarantees provided, amounting to 11,558,007 thousand euros, essentially refer to guarantee
financing provided by Telecom lItalia on behalf of subsidiaries (of which 8,829,771 thousand euros
relates to Telecom ltalia Capital, 2,606,064 thousand euros to Telecom Italia Finance, 51,282 thousand
euros to Lan Med Nautilus and 34,627 thousand euros to Telenergia).

Purchase commitments outstanding at December 31, 2012 amount to 168,556 thousand euros and
refer mainly to commitments on long-term operating lease contracts. There are no sale commitments
outstanding at December 31, 2012.

The Company issued "weak" comfort letters, for a total of 378 thousand euros, on behalf of Telecom
Italia Sparkle North America on vendor financing (for the supply of goods and services).

Guarantees were provided by third parties to Group companies for 3,425,374 thousand euros to
guarantee financing received (2,885,880 thousand euros) and performance under outstanding
contracts (539,494 thousand euros, of which 47,692 thousand euros posted by Assicurazioni Generali).
Among the guarantees provided by third parties for Telecom Italia S.p.A.’s obligations are two
guarantees in favor of the Ministry of Economic Development for the auction to assign the rights of use
for the 800, 1800 and 2600 MHz frequencies. The guarantees amount, respectively, to 455,830
thousand euros for the request to pay back the total amount owed over a period of 5 years and 37,810
thousand euros for the commitment undertaken by the Company to build equipment networks according
to eco-sustainability characteristics. In particular, the Company has made a commitment to achieve
energy savings in the new LTE technologies of approximately 10% on infrastructure and 20% on
transmission devices over a period of 5 years (compared to energy consumed by current technology).

Details of the main guarantees received for EIB financing at December 31, 2012 are as follows:

Issuer
Amount
(thousands of
euros)®
BBVA - Banco Bilbao Vizcaya Argentaria 687,500
Intesa SanPaolo 471,250
Sumitomo 109,250
Bank of Tokyo - Mitsubishi UFJ 253,750
Banco Santander 138,750
Barclays Bank 75,000
Natixis 92,000
SACE 105,000

Citibank 27,500

(1) Relative to loans issued by EIB for Tim Rete Mobile, Telecom ltalia Breitband Infrastruktur Deutschland, Telecom Italia Media Digital Network,
Telecom ltalia Banda Larga, Telecom ltalia Ricerca & Sviluppo and Telecom Italia Digital Divide Projects.

With regard to the Telecom lItalia Banda Larga project, in November 2012 the 92,000 thousand euro
guarantee from CARIGE (which was no longer an eligible counterpart for EIB) was replaced with another
guarantee from Natixis.
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Note 23
Revenues

Revenues decreased 1,104,975 thousand euros compared to 2011. The composition is as follows:

(thousands of euros) 2012 2011 |
Sales:
telephone equipment 820,387 907,474
other sales 3,735 1,046
(a) 824,122 908,520
Services:
Traffic 5,862,854 6,674,138
Subscription charges 7,459,870 7,660,818
Fees 308,898 328,572
Value-added services (VAS) 2,094,722 2,110,848
Recharges of prepaid cards 36,448 30,385
Sundry income(*) 353,106 331,714
(b) 16,115,898 17,136,475
Total (a+b) 16,940,020 18,044,995

(*) Includes 2,253 thousand euros for royalties (total of 8,839 thousand euros in 2011, of which 5,029 thousand euros from Olivetti).

Revenues are presented gross of amounts due to other TLC operators (1,275,178 thousand euros),

which are included in “Costs of services”.

Note 24
Other income

Other income decreased 5,421 thousand euros compared to 2011. Details are as follows:

(thousands of euros) 2012 2011
Late payment fees charged for telephone services 53,737 57,559
Release of provisions and other payable items 30,911 3,598
Recovery of employee benefit expenses, purchases and services rendered 26,936 27,910
Capital and operating grants 17,564 22,300
Damage compensation, penalties and sundry recoveries 34,401 27,293
Other income 77,755 108,065
Total 241,304 246,725
Note 23
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Note 25

Acquisition of goods and services

Acquisition of goods and services decreased 384,167 thousand euros compared to 2011. Details are as

follows:
(thousands of euros) 2012 2011 ‘
Acquisition of raw materials and merchandise (a) 1,032,614 1,088,624
Costs of services
Revenues due to other TLC operators 1,275,178 1,689,214
Interconnection costs 36,190 39,725
Commissions, sales commissions and other selling expenses 549,887 548,590
Advertising and promotion expenses 315,144 334,140
Professional and consulting services 150,963 163,310
Utilities 392,177 340,038
Maintenance 218,080 164,761
Outsourcing costs for other services 491,229 477,556
Mailing and delivery expenses for telephone bills, directories and other
materials to customers 58,807 58,888
Distribution and logistics 13,846 35,287
Travel and lodging costs 44,028 44,937
Insurance 38,589 33,727
Other service expenses 549,096 517,140
(b) 4,133,214 4,447,313
Lease and rental costs
Rent and leases 485,511 487,663
TLC circuit lease rents and rents for use of satellite systems 137,721 125,516
Other lease and rental costs 150,556 174,667
(c) 773,788 787,846
Total (a+b+c) 5,939,616 6,323,783
Note 25
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Note 26
Employee benefits expenses

Employee benefits expenses decreased 211,885 thousand euros, compared to 2011. Details are as
follows:

(thousands of euros) 2012 2011

Employee benefits expenses

Wages and salaries 1,808,983 ‘ 1,894,479
Social security expenses 654,488 709,027
Employee severance indemnities 47 -
Other employee benefits 7,946 46,848
(a) 2,471,464 2,650,354
Costs and provisions for temp work (b) 500 ‘ 1,507
Miscellaneous exp for personnel and other labor-related services ‘
rendered
Remuneration of personnel other than employees 5,826 6,177
Charges for termination benefit incentives 18,265 ‘ 31,644
Expenses for mobility under Law 223/91 (6,447) 9,000
Other 564 3,375
(c) 18,208 50,196
Total (a+b+c) 2,490,172 2,702,057

The average salaried workforce is 44,848 in 2012 (46,206 in 2011). A breakdown by category is as
follows:

(number) 2012 ‘ 2011
Executives 736 ‘ 766
Middle Management 3,247 ‘ 3,309
White collars 40,865 ‘ 42,131
Blue collars N -
Employees on payroll 44,848 ‘ 46,206
Employees with temp work contracts | -
Total average of salaried workforce 44,848 46,206

Employees in service at December 31, 2012 number 44,606 (47,801 at December 31, 2011), with a
reduction of 3,195 (1,177 of these exiting due to the transfer of the Information Technology business
segment to SSC, subsequently renamed Tl Information Technology).

Also in 2012, the "defensive" solidarity contracts provided for in the agreements with the trade unions
were applied in Telecom Italia. Such contracts promote the processes of sustainable reskilling and
retraining in order to solve the problem of redundant personnel. For the workers involved this means a
reduction in working hours with a partial reimbursement by a state agency (INPS) of the remuneration
not received. In 2012 the implementation of these contracts resulted in absolute benefits in terms of
labor costs of around -48 million euros (around -59 million euros in 2011) with a reduction of the
average workforce amounting to 1,145 full time equivalents (average of -1,506 in 2011).
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Note 27
Other operating expenses

Other operating expenses decreased 48,724 thousand euros compared to 2011. Details are as follows:

(thousands of euros) 2012 2011
Write-downs and expenses in connection with credit management 361,739 359,314
Provision charges 88,335 48,026
TLC operating fees and charges 57,571 56,705
Indirect duties and taxes 73,727 79,487
Penalties, settlement compensation and administrative fines 28,730 59,403
Association dues and fees, donations, scholarships and traineeships 21,265 19,770
Sundry expenses 24,451 81,837
Total 655,818 704,542
of which, included in the supplementary disclosure on financial instruments 361,739 359,314

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.

Note 28
Change in inventories

The change in inventories is a negative 13,100 thousand euros (a positive 13,289 thousand euros in
2011). In particular, this trend is related to the improvement achieved in the product purchasing and
marketing processes.

The amount takes into account the write-downs made to adjust the value of fixed and mobile equipment
to estimated realizable value (7,844 thousand euros).

Note 29
Internally generated assets

Internally generated assets amount to 350,481 thousand euros and decrease by 11,298 thousand
euros compared to 2011. This is mainly due to the transfer of the “Information Technology” business
segment of Telecom lItalia to Tl Information Technology, which resulted in the transfer of staff to the new
company from November 2012, and the elimination of the related internally generated assets.

The costs for internally generated assets refer to the capitalization of direct and indirect labor to
“intangible assets with a finite useful life” (108,357 thousand euros) - for dedicated technical staff
primarily for software development - and to “tangible assets owned” (242,124 thousand euros) - for
dedicated technical staff engaged in the executive design, construction and testing of network
installations.
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Note 30

Depreciation and amortization

Depreciation and amortization decreased 301,049 thousand euros compared to 2011. The composition

is as follows:

(thousands of euros) 2012 2011

Amortization of intangible assets with a finite useful life

Industrial patents and intellectual property rights 1,037,025 1,136,578

Concessions, licenses, trademarks and similar rights 158,448 149,127

Other intangible assets 188,992 180,549
(a) 1,384,465 1,466,254

Depreciation of tangible assets owned

Buildings (civil and industrial) 42,748 41,253

Plant and equipment 1,818,183 2,037,861

Manufacturing and distribution equipment 11,098 11,568

Other 117,090 121,143
(b) 1,989,119 2,211,825

Depreciation of tangible assets held under finance leases

Buildings (civil and industrial) 112,698 110,133

Other 5,446 4,565
(c) 118,144 114,698

Total (a+b+c) 3,491,728 3,792,777

Note 30
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Note 31
Gains/(losses) on disposals of non-current
assets

Gains/(losses) on disposals of non-current assets increased 29,109 thousand euros compared to 2011.
The composition is as follows:

(thousands of euros) 2012 2011 ‘

Gains on disposals of non-current assets

Gains on the retirement/disposal of intangible and tangible assets 36,752 17,353
(a) 36,752 17,353

Losses on disposals of non-current assets

Losses on the retirement/disposal of intangible and tangible assets 17,218 26,928
(b) 17,218 26,928

Total (a-b) 19,534 (9,575)

Note 32
Impairment reversals (losses) on
non-current assets

Net impairment losses on non-current assets total 4,017,277 thousand euros
(5,379,650 thousand euros in 2011).

This item includes 4,016,000 thousand euros for the goodwill impairment loss attributed to Telecom
Italia S.p.A. (5,376,000 thousand euros in 2011). Further details are provided in the Note “Goodwill” in
the separate financial statements of Telecom Italia S.p.A. at December 31, 2012.

This item also includes 1,277 thousand euros (3,650 thousand euros in 2011) relating to network
materials no longer usable and telephone systems in the process of being replaced with new
technologically advanced materials.
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Note 33
Income/(expenses) from investments

Details are as follows:

(thousands of euros) 2012 2011
Dividends 132,146 253,806
Net gains on disposals of investments 10,179 40,994
Other income from investments 7 -
Impairment losses on financial assets (103,431) (442,472)
Losses on disposals of investments (2,290) -
Total 36,611 (147,672)
of which, included in the supplementary disclosure on financial instruments 793 687
In particular:

2012 dividend income relates primarily to Telecom Italia Sparkle (94,000 thousand euros), Telecom
ltalia Deutschland Holding (35,000 thousand euros) and Path.Net (1,500 thousand euros). 2011
dividend income related primarily to Telecom lItalia Sparkle (250,000 thousand euros);

impairment losses essentially refer to the write-down of the investments in Telecom Italia
Deutschland Holding (35,000 thousand euros), Olivetti (49,698 thousand euros), Telecom lItalia
Media (8,575 thousand euros), Tiglio | (5,872 thousand euros) and Tierra Argentea (2,733 thousand
euros);

impairment losses in 2011 essentially referred to the write-downs of the investments in Matrix
(130,381 thousand euros), Telecom Italia Media (45,334 thousand euros) and Telecom ltalia
Sparkle (198,600 thousand euros), Olivetti (36,067 thousand euros) and Telecom Italia
Deutschland Holding (13,038 thousand euros);

gains on the sale of investments relate to the gain, net of incidental expenses, arising from the sale
of the subsidiary Matrix S.p.A. on October 31, 2012; the gains in 2011 related to the gain, net of
incidental expenses, arising from the sale of the subsidiary Loquendo S.p.A;;

losses on the sale of investments relate primarily to the losses on the sale of the investment in
Consorzio CRIAIl in liquidation on August 6, 2012.
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Note 34

Finance income and Finance expenses

Finance income

Finance income decreased 305,235 thousand euros compared to the 2011. The composition is as

follows:
(thousands of euros) 2012 2011 |
Interest income and other finance income:
Income from financial receivables, recorded in Non-current assets 397 650
Income from financial receivables from subsidiaries, recorded in Non-current
assets 2,275 2,163
Income from financial receivables from associates, recorded in Non-current
assets 6
Income from securities other than investments, recorded in Current assets 23,993 46,104
Income other than the above:
Interest income 53,553 39,549
Interest income from subsidiaries 4,207 3,127
Interest income from associates - 3
Foreign exchange gains 8,921 76,791
Income from fair value hedge derivatives 94,597 200,022
Reversal of the Reserve for cash flow hedge derivatives to the separate income
statement (interest rate component) 241,101 222,835
Income from non-hedging derivatives 1,007,816 878,371
Miscellaneous finance income 50,272 5,256
(a) 1,487,132 1,474,877
Positive fair value adjustments to:
Fair value hedge derivatives 54,777 81,790
Underlying financial assets and liabilities of fair value hedge derivatives 39,843 20,641
Non-hedging derivatives 650,931 960,610
(b) 745,551 1,063,041
Total (atb) 2,232,683 2,537,918
of which, included in the supplementary disclosure on financial instruments 1,765,963 1,912,516
Note 34
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Finance expenses

Finance expenses decreased 386,295 thousand euros compared to the 2011. The composition is as

follows:
(thousands of euros) 2012 2011 |
Interest expenses and other finance expenses:
Interest expenses and other costs relating to bonds 888,157 1,019,425
Interest expenses relating to subsidiaries 441,208 442,494
Interest expenses relating to associates 18,727 22,760
Interest expenses to banks 121,489 113,880
Interest expenses to others 196,796 142,627
Commissions 78,839 45,495
Foreign exchange losses 7,960 77,652
Charges from fair value hedge derivatives 53,477 164,794
Reversal of the Reserve for cash flow hedge derivatives to the
separate income statement (interest rate component) 545,611 497,134
Charges from non-hedging derivatives 1,007,816 878,332
Miscellaneous finance expenses 129,120 137,288
(a) 3,489,200 3,541,881
Negative fair value adjustments to:
Fair value hedge derivatives 66,076 20,307
Underlying financial assets and liabilities of fair value hedge derivatives 25,626 106,651
Non-hedging derivatives 657,217 955,575
(b) 748,919 1,082,533
Total (at+b) 4,238,119 4,624,414
of which, included in the supplementary disclosure on financial instruments 3,271,346 3,537,538
Note 34
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For greater clarity of presentation, the net effects relating to derivative financial instruments are
summarized in the following table:

(thousands of euros) 2012 ‘ 2011
Exchange gains 8,921 76,791
Exchange losses (7,960) (77,652)
Net exchange gains and losses 961 (861)
Income from fair value hedge derivatives 94,597 200,022
Charges from fair value hedge derivatives (53,477) (164,794)
Net result from fair value hedge derivatives (a) 41,120 35,228
Positive effect of the Reversal of the Reserve of cash flow hedge derivatives to
the separate income statement (interest rate component) 241,101 ‘ 222,835
Negative effect of the Reversal of the Reserve for cash flow hedge derivatives to
the separate income statement (interest rate component) (545,611) ‘ (497,134)
Net effect of the Reversal of the Reserve of cash flow hedge derivatives to
the separate income statement (interest rate component) (b) (304,510) ‘ (274,299)
Income from non-hedging derivatives 1,007,816 ‘ 878,371
Charges from non-hedging derivatives (1,007,816) (878,332)
Net result from non-hedging derivatives (c) - ‘ 39
Net result from derivatives (a+b+c) (263,390) ‘ (239,032)
Positive fair value adjustments to fair value hedge derivatives 54,777 ‘ 81,790
Negative fair value adjustments to underlying financial assets and liabilities of ‘
fair value hedge derivatives (25,626) (106,651)
Net fair value adjustments (d) 29,151 (24,861)
Positive fair value adjustments to underlying financial assets and liabilities of
fair value hedge derivatives 39,843 ‘ 20,641
Negative fair value adjustments to fair value hedge derivatives (66,076) (20,307)
Net fair value adjustments (e) (26,233) ‘ 334
Net fair value adjustment to fair value hedge derivatives and underlyings (d+e) 2,918 ‘ (24,527)
Positive fair value to non-hedging derivatives (f) 650,931 960,610
Negative fair value adjustments to non-hedging derivatives (€3] (657,217) (955,575)
Net fair value adjustments to non-hedging derivatives (f+g) (6,286) 5,035
Note 34
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Note 35
Related party transactions

The following tables show the balances relating to transactions with related parties and the impact of those amounts on the
separate income statement, statement of financial position and statement of cash flows of Telecom Italia S.p.A..

In accordance with art. 5, paragraph 8 of Consob Regulation 17221/2010, concerning “related party transactions” and the
subsequent Consob Resolution 17389/2010, no significant transactions were entered into as defined by art. 4, paragraph 1,
letter a) of the above-mentioned regulation or other transactions with related parties which had a major impact on the financial
position or on the results of Telecom ltalia S.p.A. in 2012. During the first half of 2012, however, the board of directors of
Telecom ltalia S.p.A. approved the activation of a revolving credit facility with the company Telecom lItalia Finance S.A. (a
wholly-owned subsidiary), for an amount of 3 billion euros. In accordance with the company procedure and the Consob
Regulation, this transaction is classed as not significant, as it is an intragroup loan concluded at market conditions.

Lastly, there were no changes or developments regarding the related party transactions described in the 2011 report on
operations which had a significant effect on the financial position or on the results of Telecom lItalia S.p.A. in 2012.
Transactions with related parties, when not dictated by specific laws, were conducted at arm’s length. In addition, the
transactions were subject to an internal procedure (available for consultation on the Company’s website at the following
address: www.telecomitalia.com, section Governance - channel governance system) which establishes procedures and time
scales for verification and monitoring.

The effects on the individual line items of the separate income statements for the years 2012 and 2011 are as follows:

SEPARATE INCOME STATEMENT LINE ITEMS 2012

Total Related Parties

(thousands of euros) Subsidiaries ‘ Associates and ‘ Companies Other related ‘ Pension funds ‘ Key managers Total | % incidence on

joint ventures controlled by parties (*) related financial

associates and parties | statement line

joint ventures item

Revenues 16,940,020 284,698 35,214 1,568 163,626 - - 485,106 2.9

Other income 241,304 15,548 353 - 3,051 9 - 18,961 7.9
Acquisition of goods and

senvices 5,939,616 1,089,575 10,440 17,296 62,488 - - 1,179,799 19.9

Employee benefits expenses 2,490,172 142 - - 3,751 68,670 16,187 88,750 3.6

Other operating expenses 655,818 631 - - 15 - - 646 0.1
Income (expenses) from

investments 36,611 130,507 260 - 38 - - 130,805 °

Finance income 2,232,683 636,129 21 - 143,154 - - 779,304 34.9

Finance expenses 4,238,119 | 1,411,504 18,727 - 68,377 - - 1,498,608 35.4

(*) Other related parties through directors, statutory auditors and key managers.
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SEPARATE INCOME STATEMENT LINE ITEMS 2011

Total Related Parties
(thousands of euros) | Subsidiaries | Associates and Companies |  Other related | Pension funds | Key managers [Total related | % incidence on |
joint ventures controlled by parties (*) parties financial
associates and statement line
joint ventures item
Revenues 18,044,995 250,258 90,114 2,106 184,866 4 - 527,348 2.9
Other income 246,725 13,497 367 - 2 - - 13,866 5.6
Acquisition of goods and
senvices 6,323,783 1,093,851 9,284 28,271 57,468 - - 1,188,874 18.8
Employee benefits expenses 2,702,058 54 - - 3,845 77,110 14,998 96,007 3.6
Other operating expenses 704,542 21,025 25 - 270 - - 21,320 3.0
Gains (losses) on disposals of
non-current assets (9,575) 14,792 - - - - - 14,792 -
Income (expenses) from
investments (147,672) 253,051 220 - 85 - - 253,356 -
Finance income 2,537,918 419,589 4 - 254,148 - - 673,741 26.5
Finance expenses 4,624,414 2,284,042 39,755 - 66,049 - - 2,389,846 51.7

(*) Other related parties through directors, statutory auditors and key managers.

The effects on the line items of the statements of financial position at December 31, 2012 and at December 31, 2011 are as

follows:

STATEMENT OF FINANCIAL POSITION LINE ITEMS AT DECEMBER 31, 2012

Total Related Parties
(thousands of euros) Subsidiaries | Associates and Companies Other related Pension funds | Total related | % incidence on ‘
joint ventures controlled by parties (*) parties financial
associates and statement line
joint ventures item
NET FINANCIAL DEBT
Non-current financial
assets 2,448,751 605,788 - - 254,050 - 859,838 35.1
Securities other than investments
(current assets) 363,403 - - - — _ _ _
Financial receivables and other
current financial assets 475,612 129,674 1,519 - 9,614 - 140,807 29.6
Cash and cash equivalents 2,146,166 161,598 - - 84,967 - 246,565 11.5
Current financial assets 2,985,181 291,272 1,519 - 94,581 - 387,372 13.0
Non-current financial
liabilities 34,887,387 | 11,444,365 108,881 - 358,723 - 11,911,969 34.1
Current financial liabilities 5,424,729 3,497,987 102,956 - 71,154 - 3,672,097 67.7
Total net financial debt 34,878,184 14,045,292 210,318 - 81,246 - 14,336,856 41.1
OTHER STATEMENT OF
FINANCIAL POSITION LINE
ITEMS
Miscellaneous receivables and
other non-current assets 995,902 14,836 - - - - 14,836 1.5
Trade and miscellaneous
receivables and other current
assets 4,188,748 198,669 10,575 915 127,113 9 337,281 8.1
Miscellaneous payables and other
non-current liabilities 518,266 59,676 - - - - 59,676 11.5
Trade and miscellaneous
payables and other current
liabilities 7,003,058 562,895 9,007 13,143 186,988 21,635 793,668 11.3
(*) Other related parties through directors, statutory auditors and key managers.
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STATEMENT OF FINANCIAL POSITION LINE ITEMS AT DECEMBER 31, 2011

Total Related Parties
(thousands of euros) Subsidiaries | Associates and Companies Other related Pension funds | Total related | % incidence on
joint ventures controlled by parties (*) parties financial
associates and statement line
joint ventures item
NET FINANCIAL DEBT
Non-current financial
assets 2,891,043 679,788 - - 257,993 - 937,781 324
Securities other than investments
(current assets) 863,892 - - - - - _
Financial receivables and other
current financial assets 478,366 129,169 182 - 27,360 - 156,711 32.8
Cash and cash equivalents 1,595,287 80,704 - - 20,963 - 101,667 6.4
Current financial assets 2,937,545 209,873 182 - 48,323 - 258,378 8.8
Non-current financial
liabilities 34,941,183 12,138,692 150,783 - 322,736 - 12,612,211 36.1
Current financial liabilities 7,289,901 3,336,023 133,588 - 50,741 - 3,520,352 48.3
Total net financial debt 36,402,496 14,585,054 284,189 - 67,161 - 14,936,404 41.0
OTHER STATEMENT OF
FINANCIAL POSITION LINE
ITEMS
Miscellaneous receivables and
other non-current assets 545,212 9,148 - - - - 9,148 1.7
Trade and miscellaneous
receivables and other current
assets 5,046,539 193,164 35,505 555 124,180 1 353,405 7.0
Miscellaneous payables and other
non-current liabilities 584,707 41,767 - - - - 41,767 71
Trade and miscellaneous
payables and other current
liabilities 7,528,018 572,442 9,957 22,927 94,329 25,818 725,473 9.6
(*) Other related parties through directors, statutory auditors and key managers.
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The effects on the individual line items of the statements of cash flows for the years 2012 and 2011 are as follows:

STATEMENT OF CASH FLOWS LINE ITEMS 2012

Total Related Parties
(thousands of euros) Subsidiaries |  Associates and Companies Other related Pension funds | Total related | % incidence on |
joint ventures controlled by parties (*) parties financial
associates and statement line
joint ventures item
Purchase of intangible
and tangible assets on an
accrual basis 3,005,359 355,024 1,572 88,249 1 - 444,846 14.8
Dividends paid 899,691 5,355 - - 139,186 - 144,541 16.1
(*) Other related parties through directors, statutory auditors and key managers.
STATEMENT OF CASH FLOWS LINE ITEMS 2011
Total Related Parties
(thousands of euros) Subsidiaries |  Associates and Companies Other related Pension funds ‘ Total related ‘ % incidence on |
joint ventures controlled by parties (*) parties financial
associates and statement line
joint ventures item
Purchase of intangible
and tangible assets on an
accrual basis 4,121,567 301,510 2,588 104,798 35 - 408,931 9.9
Dividends paid 1,189,839 7,224 - - 191,071 836 199,131 16.7
(*) Other related parties through directors, statutory auditors and key managers.
Note 35
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Transactions with subsidiaries

In 2012 the following transactions with subsidiaries of Telecom lItalia S.p.A. took place:

° Merger of Tl Audit and Compliance Services S.c.a r.l. into Telecom Italia: on January 1, 2012, Ti
Audit and Compliance S.c.a r.l. was merged into Telecom ltalia;

e  Merger of SAIAT into Telecom ltalia: on January 1, 2012, SAIAT was merged into Telecom ltalia;

¢ Advanced Caring Center S.r.l.: on January 1, 2012 the business segment comprising the Contact
Center Division of Advalso S.p.A. was transferred to Advanced Caring Center S.r.l. - A.C.C. S.r.l..
Subsequently, Advalso S.p.A.'s investment in A.C.C. S.r.l. was sold to Telecontact Center S.p.A.;

° LA 7 S.r.l.: on September 1, 2012 the TV business segment of TI Media was transferred to LA 7 S.r.l;

° Matrix: the company was sold on October 31, 2012;

o Transfer of the Telecom Italia “Information Technology” business segment to SSC: November 1,
2012 was the effective date of the transfer of the “Information Technology” business segment of
Telecom ltalia to SSC, subsequently renamed Tl Information Technology.

The most significant amounts are summarized as follows:

SEPARATE INCOME STATEMENT LINE ITEMS

2012 2011 ‘ Type of contract

(thousands of euros) ‘

Revenues

4G Retail 79,032 21,798 Supply of products for sale to the public, voice and data
transmission services for company use, lease of properties

Sofora group -Telecom Argentina 5,138 4,974 Technical assistance activities provided by Telecom lItalia for
broadband development and studies on VAS
implementation, supply of evolved platforms as well as
international telecommunications and roaming services

Tim Participacoes group 9,823 16,000 Roaming and technical assistance services, assistance and
license provision as part of network operations, information
technology, marketing & sales

TLC Commercial Services group 6,769 6,697 Telephone and data transmission services for company use,
supply of products for sale to the public, lease of properties

H.R. Services 2,995 2,760 Human resources assistance and consulting services, user
licenses for software products and HW equipment rental,
lease of properties and facility management services and
telephone services

LA7S.r.l 1,322 Fixed and mobile telephone services, including temporary

connections outside Italy and to the office data network

Matrix S.p.A. 15,042 23,983 Sale of advertising space to various content providers,
Content Delivery Network infrastructure services, provision
of data and equipment connectivity, provision of call center
and information service 1254, telephone and web
integration services

MTV lItalia S.r.l. 791 940 Telephone services, Data center services, administrative
outsourcing, lease of properties and facility management
services

Olivetti S.p.A. 3,419 8,528 Telephone services, MPLS and on fiber services for the
national data network and international network
maintenance, SAP and Data Center outsourcing services,
lease of properties

Path.Net S.p.A. 39,574 35,535 Services and infrastructures relating to the supply of data
transmission connections for the Public Administration,
rendering of outsourcing services, telephone services

Telecom ltalia Information 27,384 24,488 Telephone services, IT services to the Nuvola Italiana (ltalian
Technology Cloud), desktop management and Microsoft licenses
services, real estate management activities

Telecom Italia Media 5,471 5,098 Sale of network infrastructures for carrying TV signals, data
Broadcasting network and monitoring of TLC networks on the IT platform
services, telephone services
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Telecom Italia Media S.p.A.

3,930

4,563

Connectivity services, management and development of the
digital terrestrial platform and telephone services, lease of
properties

Telecom ltalia S.Marino S.p.A.

Telecom Italia Sparkle S.p.A.

1,937

72,338

1,514

80,952

Connection and telecommunications services, in particular
for the sale of data (bitstream) services and dark fiber
contract

Telephone and data transmission services, inherent to
interconnection between Telecom Italia Sparkle and
Telecom Italia communications network with particular
reference to accesses and international traffic, sale of
infrastructures and supply and development of specific
software for internal use, property leases

Telecontact S.p.A.

5,663

4,519

Lease of properties and facility management services,
supply of fixed and mobile network and IP connectivity
telecommunications products and services, administrative
outsourcing

Telefonia Mobile Sammarinese
S.p.A.

1,701

3,099

Interconnection services

Telenergia S.p.A.

Other

1,182

1,187

1,403

QOutsourcing for company business, administrative
outsourcing

3,407

Total revenues

Other income

Acquisition of goods and
services

4G Retail

284,698
15,548

85,261

250,258

13,497

Recovery of costs of personnel on secondment and costs of
services, compensation for board positions, other income

31,131

Supply of services for acquisition of new customers,
information activities and post-sales assistance for Telecom
Italia customers, activities for the promotion of Telecom
Italia image and distinctive brands through point-of-sale
windows

A.C.C.S.r.l

23,312

Call center and back office services for customers, cloud
computing for the Nuvola Italiana (Italian Cloud), support
services for operational administration and archive
management

Advalso S.p.A.

4,225

27,205

Supply and installation of technological products and
equipment for the "Smart Town" Project, framework
agreement for data processing services, dispatching
support for electronic data flows concerning the out-of-court
settlement of receivables due from customers, services for
the management of the CONSIP agreement

Sofora group -Telecom Argentina

909

1,168

Roaming services

Tim Participagdes group

1,194

7,608

Roaming services

TLC Commercial Services group

13,691

11,448

Supply of services for acquisition of new customers,
information activities and post-sales assistance for Telecom
Italia customers, activities for the promotion of Telecom
Italia image and distinctive brands through point-of-sale
windows

H.R. Services

44,674

41,925

Personnel administrative services to Telecom lItalia except
for managers, carrying out Telecom ltalia personnel training,
recruitment and assessment services, skill evaluation
services, welfare services, and ASSILT

LA7S.r.l.

846

Distribution and promotion of TV and video content for ITPV,
Cubovision and Mobile TV platforms owned by Telecom
Italia, supply of the Barker Channel service and related
promotional content, supply and updating of EPG Service;
broadcasting costs

IT Telecom S.r.l.

5,032

5,155

Certification Authority service for Telecom ltalia

Matrix S.p.A.

Telecom ltalia S.p.A. Separate Financial Statements

20,824

45,055

Upgrading, development and technical and operational
management of the Telecom Italia NOI.portal and the
Telecom Italia Security website, advertising presence on the
portals owned by Matrix, upgrading, maintenance and
tracking services on the Omniture platform for Telecom
Italia websites, supply and maintenance of targeted content
provided to the portals and websites and of products
targeted to Consumer customers of Telecom ltalia, supply of
Internet products and services for Telecom customers,

expenses for professional services
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MTV Italia S.r.l. 1,767 4,198 Acquisition of broadcasting rights for MTV programming and
agreement to acquire communication, production and
content provision activities

Olivetti Multiservices 3,858 3,566 Lease of properties

Olivetti S.p.A. 37,224 51,421 Supply of applications installation and assistance for
documental management, supply of customized services as
part of Telecom ltalia offerings to its clientele, purchase of
IT services sold to Telecom ltalia clientele

Path.Net S.p.A. 2,750 2,927 Acquisition of call center services and customized platforms
for the Public Administration

Telecom lItalia Information 74,567 70,468 Supply of IT services relating to the design and management

Technology of SAP solutions as well as the relative applications
maintenance; development and maintenance of Telecom
Italia sites, Test Factory, supply of Applications Development
& Testing services and professional services under
framework agreements, supply of customized services for
clientele

Telecom ltalia Media S.p.A. 1,627 14,256 Distribution and promotion of TV and video content for ITPV,
Cubovision and Mobile TV platforms owned by Telecom
Italia, supply of the Barker Channel service and related
promotional content, supply and updating of EPG Service;
broadcasting costs

Telecom Italia San Marino S.p.A. 1,910 3,372 Interconnection service of the Telecom lItalia network to the
Telecom Italia San Marino network in San Marino

Telecom lItalia Sparkle S.p.A. 353,146 386,005 Portion to be paid for telecommunications services and
interconnection costs, telephone services, data
transmission and international line lease

Telecontact S.p.A. 60,762 65,401 Call center services

Telenergia S.p.A. 345,721 296,891 Power services

TI Germany 4,167 4,960 Management of telecommunications services of the
Generali group for the German area

Other 2,108 19,691

Total acquisition of goods 1,089,575 1,093,851

and services

Employee benefits expenses 142 54 Employee-related costs

Other operating expenses 631 21,025 2011 amount includes expenses for 20,500 thousands of
euros in connection with early termination of the "Content
Competence Center" with Telecom Italia Media S.p.A.

Gains (losses) on disposals of - 14,792 Contribution of owned trademarks and patents to Olivetti

non-current assets S.pA

Income (expenses) from

investments

Loquendo S.p.A. 2,001 Dividends

Path.Net S.p.A. 1,500 1,050 Dividends

Telecom lItalia Deutschland 35,000 - Dividends

Holding Gmbh

Telecom lItalia Sparkle S.p.A. 94,000 250,000 Dividends

Other 7 -

Total income (expenses) 130,507 253,051

from investments
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2012 2011 Type of contract ‘

(thousands of euros) ‘

Finance income

Matrix S.p.A. 931 727 Interest income on financial receivables

Olivetti S.p.A. 980 1,476 Interest income on financial receivables, financial
commission income

Telecom ltalia Capital S.A. 576,643 346,144  Income from derivatives and financial commission income

Telecom ltalia Finance S.A. 51,580 66,937 Income from derivatives and financial commission income

Telecom Italia Media S.p.A. 3,995 2,726  Income from non-current receivables, interest income on
financial receivables, financial commission income

Other 2,000 1,579

Total finance income 636,129 419,589

Finance expenses

Telecom ltalia Capital S.A. 1,050,142 1,793,575 Interest on financial payables, charges on derivatives

Telecom lItalia Finance S.A. 357,434 486,527 Interest on financial payables and expenses on
subscription of bonds issued by Telecom ltalia, charges on
derivatives, financial commissions payable

Telecom Italia Sparkle S.p.A. 2,037 1,520 Interest expenses on financial payables

Telenergia S.p.A. 1,209 924  Charges on derivatives

Other 682 1,496

Total finance expenses 1,411,504 2,284,042
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STATEMENT OF FINANCIAL POSITION LINE ITEMS

12/31/2012  12/31/2011 Type of contract ‘

(thousands of euros) ‘

Net financial debt

Non-current financial assets

TLC Commercial Services group 9,000 9,000 Variable rate loan

Telecom Italia Media S.p.A. - 100,000 Loans received from EIB for the capital expenditures
program aimed at extending the infrastructures of the
Digital Terrestrial Network

Telecom ltalia Capital S.A. 363,982 281,589 Derivatives

Telecom ltalia Finance S.A. 232,751 289,178 Derivatives

Other 55 21

Total non-current financial 605,788 679,788

assets

Securities other than - -

investments (current assets)

Financial receivables and other

current financial assets

Telecom Italia Media S.p.A. 100,009 - Loans received from EIB for the capital expenditures
program aimed at extending the infrastructures of the
Digital Terrestrial Network, to be repaid by December 31,
2013

Other 29,665 129,169 Mainly referring to derivatives of a financial nature with
Telecom ltalia Capital and Telecom Italia Finance

Total financial receivables and 129,674 129,169

other current financial assets

Cash and cash equivalents Mainly referring to treasury current account transactions

Matrix - 22,499

Olivetti S.p.A. 5 33,987

Path.Net S.p.A. 1 20,966

Telecom Italia Media S.p.A. 160,058 1

Telecom Italia Sparkle of North 1,528 18

America

Telecontact S.p.A. - 3,213

Telenergia S.p.A. 2 2

Other 4 18

Total Cash and cash equivalents 161,598 80,704

Non-current financial liabilities

Telecom ltalia Capital S.A. 8,957,388 | 10,438,037 Payables for loans and derivatives of a financial nature

Telecom lItalia Finance S.A. 2,486,197 1,699,982 Payables for loans and derivatives of a financial nature

Other 780 673

Total Non-current financial 11,444,365 | 12,138,692

liabilities
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Current financial liabilities

A.C.C.S.r.l. 4,897 - Payables for current account transactions

EMSA Servizi 7,724 8,097 Payables for current account transactions

H.R. Services 8,543 8,539 Payables for current account transactions

IT Telecom S.r.l. 3,927 3,894 Payables for current account transactions and for loans

OFI Consulting 31,495 31,394 Payables for current account transactions

Olivetti Multiservices 19,176 17,119 Payables for current account transactions

Olivetti S.p.A. 25,969 458 Mainly referring to payables for current account transactions
Path.Net S.p.A. 23,359 - Payables for current account transactions

Telecom ltalia Information 67,384 39,080 Payables for current account transactions

Technology

Telecom Italia Capital S.A. 1,787,219 236,302 Payables for loans

Telecom ltalia Finance S.A. 1,272,753 2,657,738 Payables for loans

Telecom Italia Sparkle S.p.A. 202,413 251,734 Payables for current account transactions and for loans
Telecontact S.p.A. 5,402 - Payables for current account transactions

Telenergia S.p.A. 27,691 7,607 Mainly referring to payables for current account transactions
Telsy 8,090 10,480 Payables for current account transactions

Other 1,945 63,581

Total Current financial liabilities 3,497,987 3,336,023
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(thousands of euros) 12/31/2012 | 12/31/2011 Type of contract

Other statement of financial

position line items

Miscellaneous receivables and 14,836 9,148 Mainly referring to prepaid expenses with Telecontact

other non-current assets

Trade and miscellaneous

receivables and other current

assets

4G Retail 36,473 30,240 Supply of products for sale to the public, voice and data
transmission services for company use, lease of properties

Sofora group -Telecom Argentina 3,075 3,653 Technical assistance activities provided by Telecom lItalia for
broadband development and studies on VAS
implementation, supply of evolved platforms as well as
international telecommunications and roaming services

Tim Participacoes group 4,881 12,342 Roaming and technical assistance services, assistance and
license provision as part of network operations, information
technology, marketing & sales

H.R. Services 4,070 5,344 Human resources assistance and consulting service, user
licenses for software products and rent of HW equipment,
leases of properties and facility management services and
telephone services

LA 7 S.r.l. 2,832 - Fixed and mobile telephone services, including temporary
connections outside Italy and to the office data network

Matrix S.p.A. - 28,198 Advertising on the Rosso Alice portal and user licenses for
the Alice brand, information service 1254 and data center
and business continuity services, telephone services

MTV lItalia S.r.l. 621 1,416 Telephone services, Data center services, administrative
outsourcing, lease of properties, facility management
services

Olivetti S.p.A. 7,151 8,895 Telephone services, MPLS and on fiber services for the
national data network and international network
maintenance, SAP and Data Center outsourcing services,
lease of properties

Path.Net S.p.A. 45,279 4,319 Services and infrastructures relating to the supply of data
transmission connections for the Public Administration,
rendering of outsourcing services, telephone services

Telecom lItalia Information 18,130 21,003 Telephone services, IT services to the Nuvola Italiana (Italian

Technology Cloud), desktop management and Microsoft licenses
services, real estate management activities

Telecom Italia Media 8,751 4,460 Sale of network infrastructures for carrying TV signals, data

Broadcasting S.p.A. network and monitoring of TLC networks on the IT platform
services, telephone services

Telecom Italia Media S.p.A. 1,416 5,840 Connectivity services, management and development of the
digital terrestrial platform and telephone services, lease of
properties

Telecom ltalia S.Marino S.p.A. 345 732 Connection and telecommunications services, in particular
for the sale of data (bitstream) services and dark fiber
contract

Telecom ltalia Sparkle S.p.A. 43,906 45,386 Telephone and data transmission services, inherent to
interconnection between Telecom ltalia Sparkle and
Telecom Italia communications network with particular
reference to accesses and international traffic, sale of
infrastructures and supply and development of specific
software for internal use, property leases

Telecontact S.p.A. 7,153 6,882 Lease of properties and facility management services,
supply of fixed and mobile network and IP connectivity
telecommunications products and services, administrative
outsourcing

Telefonia Mobile Sammarinese 500 766 Interconnection services

S.p.A.

Telenergia S.p.A. 4,318 3,358 Outsourcing for company business, administrative
outsourcing

Other 9,768 10,330

Total trade and miscellaneous 198,669 193,164

receivables and other current
assets
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Miscellaneous payables and
other non-current liabilities

LA7S.r.l 9,254 - Payables for tax consolidation

Olivetti I-Jet 2,959 3,032 Payables for tax consolidation

Olivetti S.p.A. 8,822 10,967 Payables for tax consolidation

Telecom ltalia Information 2,143 1,899 Payables for tax consolidation

Technology

Telecom ltalia Media 9,403 11,610 Mainly deferred income

Broadcasting S.p.A.

Telecom Italia Media S.p.A. 21,123 8,460 Payables for tax consolidation

Telecontact S.p.A. 4,979 1,424 Payables for tax consolidation

Other 993 4,375

Total miscellaneous payables 59,676 41,767

and other non-current liabilities

Trade and miscellaneous

payables and other current

liabilities

4G Retail 15,414 15,977 Supply of services for acquisition of new customers,
information activities and post-sales assistance for Telecom
Italia customers, activities for the promotion of Telecom
Italia image and distinctive brands through point-of-sale
windows

A.C.C.S.r.l. 4,306 - Call center and back office services for customers, cloud
computing for the Nuvola Italiana (ltalian Cloud), support
services for operational administration and archive
management

Advalso S.p.A. 3,621 12,140 Supply and installation of technological products and
equipment for the "Smart Town" Project, framework
agreement for data processing services, dispatching support
for electronic data flows concerning the out-of-court
settlement of receivables due from customers, services for
the management of the CONSIP agreement

TLC Commercial Services group 725 953 Supply of services for acquisition of new customers,
information activities and post-sales assistance for Telecom
Italia customers, activities for the promotion of Telecom
Italia image and distinctive brands through point-of-sale
windows

H.R. Services 9,784 8,977 Personnel administrative services to Telecom Italia except
for managers, carrying out Telecom ltalia personnel training,
recruitment and assessment services, skill evaluation
services, welfare services and ASSILT

IT Telecom S.r.l. 5,099 5,220 Certification Authority service for Telecom lItalia

LA7S.r.l. 10,033 - Distribution and promotion of TV and video content for ITPV,
Cubovision and Mobile TV platforms owned by Telecom
Italia, supply of the Barker Channel service and related
promotional content, supply and updating of EPG Service;
broadcasting costs

Matrix S.p.A. - 32,973 Evolution, development, technical, operational and editorial
management of the Telecom Italia Single Portal, design,
development, editorial and advanced maintenance of the
Cubo Vision Web, distribution of specific Cubo Device and
Connected TV services and products, management and
maintenance of IPTV portal denominated Alice Home TV,
advertising presence on portals owned by Matrix, supply of
Internet products and services for Telecom clientele,
expenses for professional services

MTV lItalia S.r.l. 1,569 1,112 Acquisition of broadcasting rights for MTV programming and
agreement to acquire communication, production and
content provision activities

Olivetti S.p.A. 29,951 31,554 Supply of applications installation and assistance for
documental management, supply of customized services as
part of Telecom ltalia offerings to its clientele, purchase of IT
services sold to Telecom ltalia clientele

Path.Net S.p.A. 2,946 8,535 Acquisition of call center services and customized platforms
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Telecom ltalia Information 213,061 148,650 Supply of IT services relating to the design and management

Technology of SAP solutions as well as the relative applications
maintenance; development and maintenance of Telecom
Italia sites, Test Factory, supply of Applications Development
& Testing services and professional services under
framework agreements, supply of customized services for
clientele

Telecom Italia Media S.p.A. 669 20,796 Distribution and promotion of TV and video-type content for
ITPV, Cubovision and Mobile TV platforms owned by
Telecom ltalia, supply of the Barker Channel service and
related promotional content, supply and updating of EPG
Service; broadcasting costs

Telecom Italia San Marino S.p.A. 594 1,046 Interconnection services of the Telecom Italia network to the
Telecom Italia San Marino network in San Marino

Telecom ltalia Sparkle S.p.A. 201,123 195,266 Portion to be paid for telecommunications services and
interconnection costs, telephone services, data
transmission and international line lease

Telecontact S.p.A. 19,706 25,138 Call center services

Telenergia S.p.A. 39,802 45,370 Power services

Tl Germany 2,325 3,608 Management of telecommunications services of the
Generali group for the German area

Other 2,167 15,127

Total trade and miscellaneous 562,895 572,442

payables and other current

liabilities

STATEMENT OF CASH FLOWS LINE ITEMS

STATEMENT OF CASH FLOWS 2012 2011 Type of contract |

LINE ITEMS

(thousands of euros) ‘

Purchase of intangible and

tangible assets on an accrual

basis

Loquendo S.p.A. - 3,419 Software systems for implementation and development of

telephone services
Matrix S.p.A. 91 6,233 Portal design and development
Olivetti S.p.A. 5,558 2,492 Purchase of IT products to be leased to Telecom ltalia
clientele

Telecom lItalia Information 348,273 288,002 Supply of IT services principally relating to SAP solutions

Technology

Other 1,102 1,364

Total purchase of intangible 355,024 301,510

and tangible assets on an

accrual basis

Dividends paid

Telecom ltalia Finance S.A. 5,355 7,224 Dividends paid

Total dividends paid 5,355 7,224
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Transaction with associates and joint ventures

The most significant amounts are summarized as follows:

SEPARATE INCOME STATEMENT LINE ITEMS

2012 2011 Type of contract ‘
(thousands of euros) ‘
Revenues
Nordcom S.p.A. 2,701 1,502 Telephone services, data network and outsourcing
connections, ICT products and services
Teleleasing S.p.A. (in liquidation) 31,045 87,056 Sale of equipment
TM News 834 927 Property leases, telephone services
Other 634 629
Total revenues 35,214 90,114
Other income 353 367 Recovery of costs of personnel on secondment, recovery of

costs of services, other income

Acquisition of goods and

services

Movenda 3,441 1,250 Mainly supply of SIM cards and related adapters, software
analysis and development

Nordcom S.p.A. 2,665 1,883 Purchase and development of IT solutions, supply of rented
equipment and IT services, professional assistance services
and applications maintenance services

Teleleasing S.p.A. (in liquidation) 1,765 3,747 Purchase of goods assigned under leasing arrangements
with Telecom ltalia customers

TM News 2,566 1,967 Supply of information content for the TimSpot service,
services and photos for intranet, supply of journalistic
information (news, APCOM News data flow)

Other 3 437

Total acquisition of goods and 10,440 9,284

services

Other operating expenses - 25 Sundry other expenses

Income (expenses) from

investments

ASSCOM 260 220 Dividends

Total income (expenses) from 260 220

investments
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2012 2011 Type of contract \
(thousands of euros) ‘
Finance income 21 4
Finance expenses
Teleleasing S.p.A. (in liquidation) 18,727 22,774 Mainly interest expenses on finance leases of equipment

and finance leases

Other - 16,981 Miscellaneous finance expenses
Total finance expenses 18,727 39,755

STATEMENT OF FINANCIAL POSITION LINE ITEMS

12/31/2012 12/31/2011 Type of contract ‘

(thousands of euros) ‘

Net financial debt

Financial receivables and other 1,519 182

current financial assets

Non-current financial liabilities

Teleleasing S.p.A. (in liquidation) 108,881 150,783 Finance lease payables of equipment and finance leases

Total non-current financial 108,881 150,783

liabilities

Current financial liabilities

Teleleasing S.p.A. (in liquidation) 102,956 133,588 Mainly finance lease payables of equipment and finance
leases

Total Current financial 102,956 133,588

liabilities

(thousands of euros) 12/31/2012 | 12/31/2011 Type of contract

Other statement of financial

position line items

Miscellaneous receivables and - -

other non-current assets

Trade and miscellaneous

receivables and other current

assets

Nordcom S.p.A. 939 836 Telephone services, data network and outsourcing
connections, ICT products and services

Teleleasing S.p.A. (in liquidation) 8,198 33,292 Sale of equipment

TM News 754 605 Property leases, telephone services

Other 684 772

Total trade and miscellaneous 10,575 35,505

receivables and other current

assets

Trade and miscellaneous

payables and other current

liabilities

Movenda 3,177 1,943 Mainly supply of SIM cards and related adapters, software
analysis and development

Nordcom S.p.A. 1,934 1,283 Purchase and development of IT solutions, supply of rented
equipment and IT services, professional assistance services
and applications maintenance services

Teleleasing S.p.A. (in liquidation) 2,224 5,161 Purchase of goods assigned under leasing arrangements
with Telecom ltalia customers

TM News 1,288 616 Supply of information content for the TimSpot service,
services and photos for intranet, supply of journalistic
information (news, APCOM News data flow)

Other 384 954
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Total trade and miscellaneous 9,007 9,957
payables and other current
liabilities

STATEMENT OF CASH FLOWS LINE ITEMS

2012 2011 Type of contract
(thousands of euros)
Purchase of intangible and
tangible assets on an accrual
basis
Consorzio Criai - 1,049 Software systems for implementation and development of
telephone services
Movenda 1362 1,455 Information services
Other 210 84
Total purchase of intangible 1,572 2,588
and tangible assets on an
accrual basis

Transactions with companies controlled by associates and joint ventures

The most significant amounts are summarized as follows:

SEPARATE INCOME STATEMENT LINE ITEMS

2012 2011 Type of contract

(thousands of euros)

Revenues

Italtel group 1,568 2,106 Supply of rented equipment, telephone and connectivity
services

Total revenues 1,568 2,106

Acquisition of goods and

services

Italtel group 17,296 28,271 Supply and maintenance of switching equipment, software
development and platforms upgrading, and customized
products and services, as part of Telecom lItalia offerings to
the Italtel group customers

Total acquisition of goods and 17,296 28,271

services
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STATEMENT OF FINANCIAL POSITION LINE ITEMS

12/31/2012 12/31/2011 Type of contract

(thousands of euros)

Net financial debt

Non-current financial assets - -

Financial receivables and other - -
current financial assets

Non-current financial liabilities - -

Current financial liabilities - -

Other statement of financial
position line items

Trade and miscellaneous
receivables and other current

assets

Italtel group 915 555 Supply of goods and services, telephone and connectivity
services

Total trade and miscellaneous 915 555

receivables and other current

assets

Trade and miscellaneous

payables and other current

liabilities

Italtel group 13,143 22,927 Supply transactions connected with investment and
operations activities

Total trade and miscellaneous 13,143 22,927

payables and other current

liabilities

STATEMENT OF CASH FLOWS LINE ITEMS

2012 2011 ‘ Type of contract
(thousands of euros) ‘
Purchase of intangible and 88,249 104,798 Purchases of TLC equipment from Italtel group
tangible assets on an accrual
basis

Telecom ltalia has also provided guarantees on behalf of subsidiaries, associates and joint ventures and
companies controlled by associates and joint ventures for a total of 11,553,744 thousand euros
(12,612,030 thousand euros at December 31, 2011).

In particular, the following is noted: 8,829,771 thousand euros on behalf of Telecom lItalia Capital
(9,003,787 thousand euros at December 31, 2011); 2,606,064 thousand euros on behalf of Telecom
Italia Finance (3,394,199 thousand euros at December 31, 2011); 275 thousand euros on behalf of
Telecom ltalia Sparkle (265 thousand euros at December 31, 2011); 125 thousand euros on behalf of
Telecom ltalia Media (61,419 thousand euros at December 31, 2011); 4,613 thousand euros on behalf
of Aree Urbane (same amount as at December 31, 2011); 4,000 thousand euros on behalf of Olivetti
Multiservices (same amount as at December 31, 2011); 34,627 thousand euros on behalf of Telenergia
(54,799 thousand euros at December 31, 2011); 51,696 thousand euros on behalf of the Latin
American Nautilus group (57,183 thousand euros at December 31, 2011); and 8,566 thousand euros
on behalf of Olivetti S.p.A. (14,935 thousand euros at December 31, 2011).

Furthermore, “weak” comfort letters have also been provided for a total of 378 thousand euros
(385 thousand euros at December 31, 2011), on behalf of Telecom ltalia Sparkle of North America, in
respect of credit lines for commercial relationships (for the supply of goods and services).
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Transactions with other related parties
(through directors, statutory auditors and key managers)

The “Procedure for carrying out transactions with related parties” - pursuant to the Regulation
containing the provisions on related party transactions adopted by Consob under Resolution 17221 of
March 12, 2010, as amended - provides that the procedure should be applied also to parties who,
regardless of whether they qualify as related parties according to the accounting principles, participate
in significant shareholders’ agreements according to art. 122 of the Consolidated Law on Finance, which
governs the candidacy to the position of director of Telecom Italia, where the slate presented is the
majority slate pursuant to art. 9 of the bylaws of the Company.

The most significant amounts are summarized as follows:

SEPARATE INCOME STATEMENT LINE ITEMS

2012 2011 Type of contract
(thousands of euros)
Revenues
Generali group 69,591 73,560 Supply of telephone and data transmission services,
peripheral data networks, connections, storage and
applications and telecommunications services
Intesa SanPaolo group 65,519 78,754 Telephone services, MPLS data and international

network, ICT services and Microsoft licenses, Internet
connectivity and high-speed connections

Mediobanca group 5,382 6,707 Marketing of data devices, MPLS national and
international network, telephone services

Telefénica group 20,460 23,363 Roaming services, operations services on software and
hardware platforms, IP connectivity services

Other 2,674 2,482

Total revenues 163,626 184,866

Other income 3,051 2 This refers mainly to damage compensation from the

Generali group

Acquisition of goods and

services

A1l International group 618 377 Television content rights

China Unicom group 455 301 Roaming services

Generali group 31,265 25,983 Insurance premium payments and property leases mainly
through the company Generali Properties S.p.A.

Intesa SanPaolo group 17,573 16,472 Factoring fees, for technological top-ups and
commissions for payment of telephone bills by direct
debit and collections via credit cards

Mediobanca group 1,060 889 Credit recovery activities

Telefénica group 11,135 13,110 Roaming services

Other 382 336

Total acquisition of goods and 62,488 57,468

services

Employee benefits expenses 3,751 3,845 Referring to non-obligatory employee insurance policies
written with the Generali group

Other operating expenses 15 270

Income (expenses) from 38 85 Dividends

investments

Finance income

Intesa SanPaolo group 130,800 230,397 Mainly referring to income from derivatives

Mediobanca group 12,353 23,751 Mainly referring to income from derivatives
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Other 1 -

Total finance income 143,154 254,148

Finance expenses

Intesa SanPaolo group 50,018 59,262 Expenses from derivatives, interest expenses, financial
commissions payable, other expenses

Mediobanca group 18,359 6,787 Expenses from derivative contracts

Total finance expenses 68,377 66,049

STATEMENT OF FINANCIAL POSITION LINE ITEMS

12/31/2012 | 12/31/2011 Type of contract

(thousands of euros)

Net financial debt

Non-current financial assets 254,050 257,993 Derivatives put into place with the Mediobanca group and
Intesa SanPaolo group

Financial receivables and other 9,614 27,360 Derivatives put into place with the Mediobanca group and

current financial assets Intesa SanPaolo group

Cash and cash equivalents

Intesa SanPaolo group 84,895 20,891 Bank accounts and deposits

Mediobanca group 72 72 Bank accounts and deposits

Total Cash and cash 84,967 20,963

equivalents

Non-current financial liabilities

Intesa SanPaolo group 271,591 224,168 Mainly non-current financial payables relating to the
Revolving Credit Facility and derivatives

Mediobanca group 87,132 98,568 Referring to non-current financial payables relating to the
Revolving Credit Facility

Total non-current financial 358,723 322,736

liabilities

Current financial liabilities

Intesa SanPaolo group 69,633 49,599 Mainly referring to short-term payables with banks and
other financial payables, and derivatives

Mediobanca group 1,521 1,142 Derivatives

Total Current financial 71,154 50,741

liabilities
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Other statement of financial

position line items

Trade and miscellaneous

receivables and other current

assets

Generali group 15,462 18,938 Supply of telephone and data transmission services,
peripheral data networks, connections, storage and
applications and telecommunications services

Intesa SanPaolo group 103,763 97,167 Factoring services, telephone services, MPLS data and
international network, ICT services and Microsoft
licenses, Internet connectivity and high-speed
connections

Mediobanca group 444 537 Marketing of data and VolP devices, MPLS national and
international network, telephone services

Telefénica group 5,503 4,822 Roaming services, operations services on software and
hardware platforms, IP connectivity services

Other 1,941 2,716

Total trade and miscellaneous 127,113 124,180

receivables and other current

assets

Trade and miscellaneous

payables and other current

liabilities

Intesa SanPaolo group 175,875 85,623 Payable on the sale to Intesa SanPaolo group, by our
suppliers, of trade receivables due from Telecom ltalia. It
also includes the payable deriving from fees for
technological top-ups and commissions for payment of
telephone bills by direct debit and collections via credit
cards

Mediobanca group 1,405 1,142 Credit recovery activities

Telefonica group 8,629 7,442 Roaming services

Other 1,079 122

Total trade and miscellaneous 186,988 94,329

payables and other current

liabilities

STATEMENT OF CASH FLOWS LINE ITEMS

2012 2011 Type of contract \

(thousands of euros) ‘

Purchase of intangible and 1 35

tangible assets on an accrual

basis

Dividends paid

Telco 129,154 174,208 Dividends paid

Other minor companies 10,032 16,863 Dividends paid

Total dividends paid 139,186 191,071
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Transactions with pension funds

The most significant amounts are summarized as follows:

SEPARATE INCOME STATEMENT LINE ITEMS

2012 2011 Type of contract ‘
(thousands of euros)
Revenues - 4
Other income 9 -
Employee benefits expenses Contributions to pension funds
Fontedir 10,646 10,607
Telemaco 58,024 65,386
Other Italian pension funds - 1,117
Total Employee benefits 68,670 77,110
expenses

STATEMENT OF FINANCIAL POSITION LINE ITEMS

12/31/2012

(thousands of euros)

12/31/2011

Type of contract

Trade and miscellaneous 9
receivables and other current
assets

Trade and miscellaneous
payables and other current
liabilities

Payables for contributions to pension funds

Fontedir SI555

3,581

Telemaco 18,080

21,965

Other Italian pension funds -

272

Total trade and miscellaneous 21,635
payables and other current
liabilities

25,818

STATEMENT OF CASH FLOWS LINE ITEMS

2012

(thousands of euros)

2011 Type of contract

Dividends paid

Other Italian pension funds -

836 Dividends paid

Total dividends paid -

836
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Remuneration to key managers

In 2012, the total remuneration recorded on an accrual basis by Telecom lItalia S.p.A. in respect of key
managers amounts to 16,187 thousand euros (14,998 thousand euros at December 31, 2011) broken
down as follows:

(thousands of euros) 2012 2011
Short-term remuneration 12,556 13,258
Long-term remuneration 1,335 831
Employment termination benefit incentives 1,500 -
Share-based payments (*) 796 909

16,187 14,998

(*) These refer to the fair value of the rights, accrued to December 31, under the share-based incentive plans (PSG, TOP 2008 and LTI 2011/2012) of
Telecom ltalia S.p.A.

Short-term remuneration is disbursed during the year it pertains to, and, at the latest, within the six
months following the end of that year. Long-term remuneration is paid when the related right becomes
vested.

In 2012, the contributions paid in to defined contribution plans (Assida and Fontedir) by Telecom lItalia
S.p.A. or by subsidiaries of the Group on behalf of key managers amount to 579 thousand euros (344
thousand euros at December 31, 2011).

In 2012, key managers, that is, those who have the power and responsibility, directly or indirectly, for
the planning, direction and control of the operations of Telecom Italia, including directors, are the
following:

Directors:

Franco Bernabeé Executive Chairman and Chief Executive Officer of Telecom ltalia S.p.A.

Marco Patuano Domestic Managing Director and Chief Operating Officer of Telecom lItalia S.p.A.
Managers:

South America General Manager (%)

Head of Administration, Finance and Control & International Development 2
Head of Top Clients & Public Sector 3

Head of Business (4)

Andrea Mangoni

Simone Battiferri

Franco Bertone Direccion General Ejecutiva (CEQ) Telecom Argentina
Franco Brescia Head of Public & Regulatory Affairs

Stefano Ciurli (5) Head of Supply Chain & Real Estate
Antonino Cusimano Head of Corporate Legal Affairs

Luca Luciani (6) Director Chairman of TIM Brasil

Antonio Migliardi Head of Human Resources and Organization
Giuseppe Roberto Opilio Head of Technology

Piergiorgio Peluso (7) Head of Administration, Finance and Control
Luca Rossetto Head of Consumers

Alessandro Talotta Head of National Wholesale Services

Paolo Vantellini (8) Business Support Officer

(1) from August 1, 2012

(2) to September 25,2012

(3) from February 23, 2012 to December 26, 2012

(4) from December 27,2012

(5) to December 17,2012

(6) toMay4,2012

(7) from September 26, 2012

(8) from December 18,2012
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Note 36
Equity compensation plans

The equity compensation plans in force at December 31, 2012 are used by Telecom ltalia for retention
purposes and as a long-term incentive for the managers and employees of the Group.

Moreover, it should be noted that these plans do not have any significant effect on the economic result
or on the financial position or on cash flows at December 31, 2012.

The plans in place at December 31, 2012 are summarized below. For more information on the plans in
place at December 31, 2011, reference should be made to the separate financial statements of
Telecom ltalia S.p.A. at that date.

Description of stock option plans

o Top 2008 Stock Option Plan of Telecom Italia S.p.A.
This plan refers to options granted on April 15, 2008 to the then chairman and chief executive
officer, originally for 11,400,000 options, exercisable at the end of the vesting period, expiring after
three years from the grant date at a price of 1.95 euros per option. The exercise period is from April
15, 2011 to April 15, 2014. Each option gives the right to one Telecom Italia S.p.A. ordinary share.
75% of the options granted (equal to 8,550,000 options) are not subordinate to performance targets
and is still valid while the remaining 25% (equal to 2,850,000 options) were forfeited in 2010
because the performance target were not reached. During 2012, no options were exercised, and the
situation remained unchanged compared to December 31, 2011.
Unexercised options expire at the end of the plan.

Description of other equity compensation plans

Long Term Incentive Plan 2010-2015 (LTI Plan 2010-2015)

The Plan grants, to a selected number of Group management who are not already beneficiaries of
other long-term incentive plans, a cash bonus based on three-year performance measured against
pre-set targets, with the option of investing 50% of the bonus in Telecom Italia ordinary shares at
market price. At the end of the three-year performance period, if the manager decides to invest half
of the bonus, retaining these shares and maintaining an employment relationship with companies of
the Group for the next two years, the manager will have the right to the grant of an equal number of
free ordinary shares.

The performance targets are measured using the Total Shareholder Return of Telecom lItalia (TSR TI)
and Free Cash Flow (FCF). In particular, the payment of 65% of the bonus will be linked to the
relative TSR Tl in the three years 2010-2012 whereas the payment of 35%, instead, will be linked to
an absolute performance indicator represented by the cumulative FCF during the period 2010-2012.
The beneficiaries were identified in relation to the person’s organizational role and strategic
potential and the bonus was determined as a percentage of the beneficiary’s fixed annual
compensation.

At the start of the Plan, the total maximum bonus potentially available to the 121 beneficiaries at the
end of the three years was 8,754,600 euros, eventually to be paid in cash in early 2013 in a variable
amount in relation to the level of the pre-set three-year 2010-2012 performance targets reached.
The option of investing 50% of the bonus in Telecom Italia ordinary shares would have determined,
at the time of the grant, a share capital increase in cash reserved for the beneficiaries for the
maximum equivalent of 4,377,300 euros, and this same amount was the maximum value of the
bonus grant and the relative bonus increase in capital.

Beneficiaries of the Plan who subscribed to the shares and observed the terms and conditions
above, in early 2015 will be allocated profits, under art. 2349 of the Italian Civil Code, through the
issue of one bonus share for every subscribed share.

In reference to the situation at December 31, 2012, the total maximum bonus that may be granted
to the 117 beneficiaries is 8,236,350 euros; the maximum value of the investment at market price,
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and the relative increase in capital in cash, corresponds to an amount of 4,118,175 euros. The
maximum number of shares which may be assigned free of charge is the same as the number of
shares subscribed.

Long Term Incentive Plan 2011 (LTI Plan 2011)

The plan, approved by the shareholders’” meeting on April 12, 2011, replicates the basic rationale of

the LTI 2010-2015 Plan. It covers Executive Management, Top Management and Selected

Management. The plan is formulated according to a rolling perspective so that, normally, each year a

new incentive cycle comes into effect, factored over the time frame of the company’s strategic

planning. An exception to this is the incentive plan for Executive Management, formulated in “one-
off” terms consistently with the standard term of the mandate.

The objective of the plan is to reinforce the connection between management’s compensation and,

on one hand, company performance defined in the business plan 2011-2013 (measured by the

cumulative Free Cash Flow in the three years 2011-2013 (so-called absolute performance: 35%

weighted), and on the other hand, the growth of value relative to a group of peers (measured by the

Total Shareholder Return (so-called relative performance: 65% weighted).

The plan calls for granting:

_ to Selected Management, a cash bonus, with the option of investing 50% of the bonus in
Telecom Italia ordinary shares at market price and the grant of bonus Matching Shares when
specific conditions are met two years after subscription;

_ to Top Management, a 50% bonus in cash and 50% for rights to a bonus grant of Telecom lItalia
ordinary shares after two years;

_ to Executive Management, a bonus in cash and an equivalent number of Telecom ltalia ordinary
shares determined when the person is included in the Executive Management group of the Plan.

On July 7, 2011, the board of directors approved the start of the Plan. When the Plan started,

besides the Executive Chairman and the Chief Executive Officer, the Plan covered 17 Top Managers

and 128 Managers. The estimated maximum incentive for the three categories of incentive
beneficiaries at the start of the Plan was equal to:

_ for Selected Management a total bonus of 9,789,300 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, including paid-in capital,
was equal to an equivalent amount of 4,894,650 euros. The maximum number of shares which
may be assigned free of charge is the same number of shares subscribed;

_ For Top Management a total bonus of 6,512,400 euros, of which the equivalent maximum
amount of the bonus grant, and the relative increase in capital was 3,256,200 euros;

_ for Executive Management a total bonus of 5,400,000 euros and a corresponding maximum
number of 5,795,234 shares, represented by treasury shares.

At December 2012, besides the Executive Chairman and the Chief Executive Officer, the Plan

covered 16 Top Managers and 124 Managers. For these latter two categories, the maximum

incentive at December 31, 2012 is equal to:

_ for Selected Management a total bonus of 9,211,350 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, corresponded to an
amount of 4,605,675 euros. The maximum number of shares which may be assigned free of
charge is the same number of shares subscribed;

— for Top Management, a total bonus of 6,197,250 euros, of which the maximum equivalent
amount of the bonus grant, and the relative bonus increase in capital is 3,098,625 euros.

o Long Term Incentive Plan 2012 (LTI Plan 2012)

In keeping with the long-term incentive structure decided in 2011, the shareholders’ meeting held
on May 15, 2012 approved the LTI Plan 2012-2014. The Plan covers Top Management and
Selected Management and excludes Executive Management.

The objective of the plan is to reinforce the connection between management’s compensation and,
on one hand, company performance defined in the business plan 2012-2014, measured by the
cumulative Free Cash Flow (so-called absolute performance: 35% weighted), and on the other hand,
the growth of value relative to a group of peers (measured by the Total Shareholder Return (so-called
relative performance: 65% weighted).
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The plan calls for granting:

— to Selected Management, a cash bonus, with the option of investing 50% of the bonus in
Telecom Italia ordinary shares at market price and the grant of bonus Matching Shares when
specific conditions are met two years after subscription;

— to Top Management, a 50% bonus in cash and 50% for rights to a bonus grant of Telecom ltalia
ordinary shares after two years.

On June 28, 2012, the board of directors approved the start of the Plan. At the start of the Plan, it

covered 19 Top Managers and 127 Managers. The estimated maximum incentive for the two

categories of incentive beneficiaries was equal to:

_ for Selected Management a total bonus of 9,581,850 euros; the maximum value of the
investment at market price, and the relative increase in capital in cash, including paid-in capital,
was equal to an equivalent amount of 4,790,925 euros. The maximum number of shares which
may be assigned free of charge is the same number of shares subscribed;

_ For Top Management a total bonus of 7,161,000 euros, of which the equivalent maximum
amount of the bonus grant, and the relative increase in capital was 3,580,500 euros.

This situation was unchanged at December 31, 2012.

Calculation of fair value measurement of the granted options and
rights

The fair value of the options relating to the “Top 2008 Plan” was calculated using the Monte Carlo
method according to the calculation parameters reported in the following table.

For the LTI Plans (2010-2015, 2011 and 2012), the following was measured:

e the debt component, determined as follows:

— the 65% linked to reaching TSR targets was calculated as the average of the levels of expected
bonus weighted by the probability of the relative TSR scenarios occurring; such probability is
measured using the Monte Carlo method;

— the 35% linked to reaching FCF targets was calculated as the bonus level according to the best
estimate of expected FCF by making reference to the data of the Telecom Italia three-year plan;

o the equity component, determined as the theoretical value of the right to the bonus share calculated
as the fair value of a 24-month call option on the Telecom Italia ordinary share, starting in three
years.
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Parameters used to determine fair value

Plans/Parameters Exercise | Current price / Volatility Period Expected Risk-free interest
price Spot dividends rate
(euro) (euro) (euro)
1) ) 3) (4)
TOP 2008 Plan 1.95 Market value Telecom ltalia 3 years 0.08 3.7485% at six
Telecom ltalia (33.02%) and years
and other TLC other TLC
companies at companies
4/15/2008
LTI Plan 2010-2015 - 0.9219 33.4281%  5years 0.055 1.89% at 5 years
equity component first year
0.060
second year
LTI Plan 2011 - 0.8044 n.a. 3 years 0.05 2.095% at 3 years
equity component
(Executive Management)
LTI Plan 2011 - 0.7298 n.a. 5 years 0.07 2.591% at 5 years
equity component
(Top Management and
Selected Management)
LTI Plan 2012 - 0.7745 n.a. 5 years 0.043 1.25% at 5 years

equity component
(Top Management and
Selected Management)

(1) Inrelation to the performance targets set in the Plan, consideration was given to the market prices of Telecom Italia shares and, if necessary, of other
shares of the leading companies in the telecommunications sector at the grant date.

(2) In relation to the performance targets set in the Plan, consideration was given to the volatility values of the Telecom Italia share and, if necessary, of
the shares of the leading companies in the telecommunications sector.

(3) For the TOP 2008 Plan, the dividends were assumed to be constant over the life of the options on the basis of the latest dividends paid. For the
LTI Plan 2010 - 2015, LTI Plan 2011 and LTI Plan 2012, the dividends were estimated on the basis of the Bloomberg Agency's data.]

(4) The risk-free interest rate is considered the rate of government securities of the Federal Republic of Germany (the market benchmark for transactions
in euro) with expirations commensurate with the life of the option. Solely for the LTI 2012 Plan, the rate is a 5-year zero coupon (the curve is used as

the best indicator of the risk-free rate).
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Effects on the income statement and statement of financial position

Equity compensation plans which call for payment in equity instruments are recorded at fair value which
represents the cost of such instruments at the grant date and is recorded in the separate income
statements under Employee benefits expenses over the period between the grant date and the vesting
period with a contra-entry to the equity reserve “Other equity instruments”. For the portion of the plans
that provide for the payment of compensation in cash, the amount is recognized in liabilities as a contra-
entry to “Employee benefits expenses”; at the end of each year such liability is measured at fair value.

Plan Plan grant date | Total fair value at grant date, of which | Total fair value at December 31, 2012 of
(thousands of euros) component: which component
Equity Debt Equity | Debt
TOP 2008 Plan 04/14/2008 2,593 2,008 -
LTI Plan 2010-2015 07/29/2010 1,046 2,376 984 2,233
LTI Plan 2011 07/07/2011 4,012 6,720 3,881 7,927
LTI Plan 2012 07/02/2012 3,421 6,430 3,421 6,430
Total 11,072 15,526 10,294 16,590
Plan At December 31, 2012 Effect on ‘
(thousands of euros) Reserve for Paid-in Other | Cumulative costs, Total Value of Payables st.eparate |
other equity capital resenves including those | effect on investments (non- Income
instruments of year | equity (*) in current stateme:t
subsidiaries and 2012(%)
current)
TOP 2008 Plan 2,008 585 (2,593) - -
LTI Plan 2010-2015 561 - (2,761) (2,200) 33 2,233 (909)
LTI Plan 2011 1,804 - (6,449) (4,645) 156 4,801 (3,327)
LTI Plan 2012 652 - (2,511) (1,859) 119 1,978 (2,511)
Total 5,025 - 585 (14,314) (8,704) 308 9,012 (6,747)
(*) The effects on equity and on the separate income statement are gross of the tax effect.
Note 36
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Note 37

Significant non-recurring events and

transactions

The impact of non-recurring events and transactions on equity, profit, net financial debt and cash flows

is set out below in accordance with Consob Communication DEM/6064293 dated July 28, 2006:

(thousands of euros) Equity | Profit (loss) for Net financial | Cash flows
the year debt (*)
Amount - separate financial statements (a) 17,728,804 (1,821,101) 34,878,184 (372,354)
Use of funds - - - -
Higher costs for Telecom lItalia Sparkle (48) (48) 39 (39)
Fines (434) (434) 1,588 (1,588)
Sundry expenses (20,661) (20,661) 661 (661)
Charges for termination benefit incentives - - 85,258 (85,258)
Use of provision for mobility 4,674 4,674 - -
Gains on disposal of non-current assets 24,736 24,736 - -
Goodwill impairment loss (4,016,000) (4,016,000) - -
Loss on disposal of consorzio CRIAI (2,189) (2,189) - -
Loss on disposal of consorzio Tema Mobility (101) (101) - -
Net gain on disposal of Matrix 9,711 9,711 (57,939) 57,939
Interest expenses on disputes (31,160) (31,160) 14,326 (14,326)
IRES tax recovery for IRAP tax on cost of labor
(Law Decree 16/2012) 302,504 302,504 - -
Total impact (b) (3,728,968) (3,728,968) 43,933 (43,933)
Figurative amount (a-b) 21,457,772 1,907,867 34,834,251 (328,421)
(*) Cash flows refer to the increase (decrease) in Cash and cash equivalents during the year.
Note 37
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The impact of non-recurring items on the separate income statement line items is as follows:

(thousands of euros) 2012 2011
Acquisition of goods and services

Higher costs for Telecom lItalia Sparkle (70) (888)
Other operating expenses

Fines (434) (1,618)
Sundry expenses (20,661) (1,061)
Employee benefits expenses

Expenses for mobility - (9,000)
Use of provision for mobility 6,447 -
Impact on Operating profit before depreciation and amortization, capital gains

(losses) realized and impairment reversals (losses) on non-current assets (EBITDA) (14,718) (12,567)
Gains (losses) on disposals of non-current assets

Gain on disposals of non-current assets 36,376 14,792
Impairment reversals (losses) on non-current assets

Goodwill impairment loss (4,016,000) (5,376,000)
Impact on EBIT (3,994,342) (5,373,775)
Other income (expenses) from investments -
Net gain on sale of mTLD Mobil Top Domain 156
Net gain on disposal of Loquendo 40,838
Loss on disposal of consorzio CRIAI (2,189) -
Loss on disposal of consorzio Tema Mobility (101)

Net gain on disposal of Matrix 10,179

Finance expenses (42,979)

Impact on profit (loss) before tax (4,029,432) (5,332,781)
IRES tax recovery for IRAP tax on cost of labor (Law Decree 16/2012) 302,504

Effect on income taxes on non-recurring items (2,040) (3,260)
Impact on profit (loss) for the year (3,728,968) (5,336,041)

Note 38

Positions or transactions resulting from
atypical and/or unusual operations

In accordance with Consob Communication DEM/6064293 of July 28, 2006, a statement is made to the
effect that in 2012 the Telecom ltalia Group has not put into place any atypical and/or unusual

transactions, as defined by that Communication.
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Note 39
Other information

Research and development

Expenditures for research and development activities are represented by external costs, labor costs of

dedicated staff and depreciation and amortization. Details are as follows:

(millions of euros) 12/31/2012
Research and development costs expensed during the year 39
Development costs capitalized 500
Total research and development costs (expensed and capitalized) 539

12/31/2011 |

53
480
533

Moreover, in the separate income statement for 2012 amortization charges are recorded for
development costs, capitalized during the year and in prior years, for an amount of 687 million euros.
Research and development activities conducted by Telecom ltalia S.p.A. are detailed in the Report on

Operations (Sustainability Section).

Operating leases

Revenue related

Telecom ltalia has entered into agreements for line lease and hosting which cannot be canceled. At
December 31, 2012 the amount of lease installments receivable is as follows:

(thousands of euros) 12/31/2012 | 12/31/2011
Within 1 year 103,777 3,941
From 2 to 5 years 158,899 -
Beyond 5 years 14,393 -
Total 277,069 3,941

The increase on 2011 can be substantially attributed to the finalization of new agreements during 2012.

Expense related

Telecom ltalia has entered into agreements for lease of properties, vehicle rental and hosting which
cannot be canceled. At December 31, 2012 the amount of lease installments receivable is as follows:

(thousands of euros) 12/31/2012 | 12/31/2011 ‘

Within 1 year 213,972 199,885

From 2 to 5 years 419,875 584,548

Beyond 5 years 121,814 150,900

Total 755,661 935,333
Note 39
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Summary schedule of fees due to the audit firm and other firms in its
network

The following schedule reports the fees due to PricewaterhouseCoopers S.p.A. (“PwC”) and to the other
firms in the PwC network for the audit of the 2012 financial statements and the fees referring to the
year 2012 for other audit and review services, for tax consulting services and for other services besides
audit rendered to Telecom ltalia by PwC and other firms in the PwC network. Out-of-pocket expenses
incurred in 2012 for such services are also included herein.

Telecom Italia S.p.A. ‘

(in euros) Other firms Total PWC |
PwC S.p.A. in the PwC network
network

Audit services:

audit of the separate financial statements 916,940 6,263 923,203

audit of the consolidated financial statements 155,438 - 155,438

review of Form 20-F and SOX Rule 404 880,846 - 880,846

limited review of the half-year condensed consolidated financial

statements 159,991 - 159,991

other 494,000 84,646 578,646
Verification services with issue of certification: 130,000 1,198 131,198

Tax consulting services - R R

Other services:

agreed procedures on regulatory accounting areas 55,000 - 55,000

accounting due diligence on companies for divestiture and acquisition 90,000 - 90,000

Total 2012 fees due for audit and other services to the PWC network 2,882,215 92,107 2,974,322

Out-of-pocket 226,808

Total 3,201,130
Note 39
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Note 40
Events subsequent to December 31, 2012

Waiver of Financial receivables following the sale of La7 S.r.l.

On March 4, 2013 the board of directors of Telecom Italia Media S.p.A., a company controlled by
Telecom lItalia S.p.A., resolved to give the mandate for the finalization of the agreement for the sale to
Cairo Communication S.p.A. of the entire ownership interest held in La7 S.r.l., except for the 51% of MTV
ltalia S.r.l, part of the Media Business Unit. On March 6, 2013, Telecom Italia Media and Cairo
Communication signed the agreement relating to the sale of 100% of La7 S.r.l..

Under the agreements reached, Telecom Italia Media S.p.A. will receive a sale consideration of 1 million
euros. La7 S.r.l. will be recapitalized for a sufficient amount to ensure a positive net financial position, at
the transfer date, of no less than 88 million euros. This recapitalization will also contribute to reaching
the agreed level of equity of 138 million euros at the transfer date.

The finalization of the sale is subject to the authorizations required under the applicable regulations.

As a result of the transaction, Telecom lItalia S.p.A. has waived financial receivables, due from Telecom
Italia Media S.p.A., for a total amount of 100 million euros.
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Note 41

List of investments 1n subsidiaries,
associates and joint ventures

(thousands of euros) Head office Share Equity Profit/ % | Share of Carrying | Difference
capital (1)(2) (loss) | Ownership | equity (A) amount (B-A)
(1) (1) (3) (B)(4)
Investments in subsidiaries
EMSA SERVIZI Rome 5,000 5,873 (226) 100.00% 5,873 5,000 (873)
(in liquidation)
HR SERVICES L'Aquila 500 2,776 1,018 100.00% 2,776 521 (2,255)
IT TELECOM Pomezia (RM) 7,000 9,184 298 100.00% 9,184 8,476 (708)
OFI CONSULTING Ivrea (T0) 95 46,355 127 100.00% 46,355 35,109  (11,246)
OLIVETTI GESTIONI IVREA Ivrea (TO) 100 340 (15) 100.00% 340 (5) 375 35
OLIVETTI MULTISERVICES Milan 20,337 76,184 4,887 100.00% 76,184 40,406 (35,778)
OLIVETTI Ivrea (TO) 63,000 17,309 (48,039) 100.00% 13,476 (6) 13,476 -
PATH.NET (7) Rome 1,724 15,497 3,251 100.00% 12,497 7,177 (4,720)
TELECOM ITALIA Rome 3,400 30,846 5,323 100.00% 30,846 23,091 (7,755)
INFORMATION
TECHNOLOGY (former
SHARED SERVICE CENTER)
SOFORA Buenos Aires Pesos Arg. 439,702 438,918 2,130
TELECOMUNICACIONES (Argentina) (,000)
Euro 67,788 67,667 328 32.50% 216,329 (6) 1 (216,328)
TECNO SERVIZI MOBILI (in Rome 26 1,575 (6) 100.00% 1,575 53 (1,522)
liquidation)
TIAUDIT AND COMPLIANCE  Rio de Janeiro R$ 1,500 2,525 128
LATAM (Brazil) (,000)
Euro 556 937 47 70.00% 655 313 (342)
TELECOM ITALIA CAPITAL Luxembourg 2,336 (27,197) 32,470 100.00%  (27,197) 2,388 29,585
TELECOM ITALIA Frankfurt 25 11,335 515 100.00% 11,335 10,820 (515)
DEUTSCHLAND HOLDING (Germany)
TELECOM ITALIA Amsterdam 2,399,483 7,030,249 153,008 100.00% 7,030,249 6,835,705 (194,544)
INTERNATIONAL (The
Netherlands)
TELECOM ITALIA LATAM Sao Paulo R$ 118,926 (40,914) (1,026)
PARTIC. E GESTAO ADMIN (Brazil) (,000)
Euro 44,109 (15,175) (381) 100.00%  (15,175) (5) - 15,175
TELECOM ITALIA MEDIA Rome 212,188 56,204  (178,110) 75.17%  (27,792) (6) 167,465 195,257
TELECOM ITALIA SAN San Marino 1,808 3,783 355 0.0001% - -
MARINO
TELECONTACT CENTER Naples 3,000 16,504 (1,635) 100.00% 16,504 16,504 -
TELENERGIA Rome 50 17,232 2,850 100.00% 17,232 50 (17,182)
TELSY Turin 390 14,421 460 100.00% 14,421 (5) 14,517 96
TIERRA ARGENTEA Buenos Aires Pesos Arg. 318,213 229,891 (70,181)
(Argentina) (,000)
Euro 49,058 35,442 (10,820) 13.04% 4,620 4,620 -
TELECOM ITALIA FINANCE Luxembourg 542,090 1,687,381 20,646 100.00% 1,687,381 1,448,390 (238,991)
TELECOM ITALIA SPARKLE Rome 200,000 480,366 98,983 100.00% 477,115 (6) 586,424 109,309
TLC COMMERCIAL Rome 500 14,812 (66) 100.00% 19,791 (6) 15,100 (4,691)
SERVICES
(*) 9,236,581 (387,993)
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(thousands of euros) Head office Share Equity Profit/ % Share of Carrying | Difference

capital (1)(2) (loss) | Ownership | equity (A) amount (B-A)

(1) (1) (3) (B) (4)
Investments in associates and joint ventures
AREE URBANE (in Milan 100 (40,470)  (18,082) 31.65% (12,809) - 12,809
liquidation)
ASSCOM INSURANCE Milan 100 2,091 1,375 20.00% 418 20 (398)
BROKERS
IM.SER Milan 21 234 5 40.00% 94 40 (54)
NORDCOM Milan 5,000 7913 412 42.00% 3,323 2,143 (1,180)
TELELEASING (in liquidation) Milan 9,500 98,994 6,674 20.00% 19,799 829 (18,970)
TIGLIO | Milan 5,256 38,306 (10,376) 45.70% 17,505 14,750 (2,755)
TIGLIO Il Milan 10 1,092 (48) 49.47% 541 532 9)
TRENTINO NGN Trento 95 91 (5) 41.07% 37 39,448 39,411
Consorzio EO (in liquidation) Rome 14 13 (1) 50.00% 7 - (7)
Consorzio TEMA.MOBILITY Turin 850 644 (206) 50.00% 322 - (322)
(in liquidation) (8)
57,762 28,525

*

The amount does not include 86 thousand euros representing the discount and the fair value of the bonus shares, on Telecom Italia ordinary shares

subscribed by the employees of the companies controlled indirectly by the Telecom Italia Group under the "Broad-based Employee Share Ownership

Plan” 2010-2014 (PAD).

Includes profit (loss)

Net of dividends to be paid

Includes payments made to the investment account

Covered by the provision for losses of subsidiaries and associates

Figures taken from the consolidated financial statements

Share capital is net of receivables from shareholders for payments still due

2ETSE

cEle

2013

Telecom ltalia S.p.A. Separate Financial Statements

Note 41

List of Investments in subsidiaries, associates and joint ventures

Figures taken from the latest approved financial statements. For subsidiaries, the data used are taken from the IFRS-prepared financial statements.

Figures taken from the final liquidation accounts at December 21, 2012, the Consorzio was removed from the Business Register on January 14,
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Certification of the Separate Financial
Statements Pursuant to art. 81-ter of
Consob Regulation 11971 dated May 14,
1999, with Amendments and Additions

1.

We, the undersigned, Franco Bernabe, as Executive Chairman, Marco Patuano, as Domestic
Managing Director and Piergiorgio Peluso, as Manager responsible for preparing
Telecom ltalia S.p.A.’s financial reports, certify, having also considered the provisions of art. 154-bis,
paragraphs 3 and 4, of Legislative Decree 58 of February 24, 1998:

o the adequacy in relation to the characteristics of the company and

o the effective application

of the administrative and accounting procedures used in the preparation of the separate financial
statements for the 2012 fiscal year.

Telecom Italia has adopted as its framework for the definition and assessment of its internal control
system, with particular reference to the internal controls surrounding the preparation of the financial
statements, the Internal Control - Integrated Framework Model issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

The undersigned also certify that:

3.1. the separate financial statements at December 31, 2012:
a) are prepared in conformity with international accounting principles adopted by the
European Union pursuant to EC regulation 1606/2002 of the European Parliament and
Council of July 19, 2002 (International Financial Reporting Standards - IFRS) as well as the
legislative and prescribed provisions in force in Italy with particular reference to art. 154-ter
of Legislative Decree 58 of February 24, 1998 and the measures enacted for the
implementation of Legislative Decree 38 of February 28, 2005;
b) agree with the results of the accounting records and entries;
c) provide a true and fair view of the financial conditions, results of operations and cash flows
of the Company;
3.2. the report on operations contains a reliable operating and financial review of the Company, as
well as the description of its exposure to major risks and uncertainties.

March 7, 2013

Executive Chairman Domestic
Managing Director

/signed/ /signed/

Franco Bernabé Marco Patuano

Manager responsible for preparing the
Company’s financial reports

/signed/

Piergiorgio Peluso
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AUDITORS’ REPORT IN ACCORDANCE WITH ARTICLES 14 AND 16 OF LEGISLATIVE
DECREE NO. 39 OF 27 JANUARY 2010

To the Shareholders of
Telecom Italia SpA

We have audited the separate financial statements of Telecom Italia SpA as of 31 December
2012 which comprise the statement of financial position, the separate income statement, the
statement of comprehensive income, the statement of changes in equity, the statement of cash
flows and the related notes. The directors of Telecom Ttalia SpA are responsible for the
preparation of these financial statements in accordance with the International Financial
Reporting Standards, as adopted by the European Union, and with the regulations issued to
implement article 9 of Legislative Decree No. 38/2005. Our responsibility is to express an
opinion on these separate financial statements based on our audit.

We conducted our audit in accordance with the auditing standards recommended by Consob,
the Italian Commission for listed Companies and Stock Exchange. Those standards require
that we plan and perform the audit to obtain the necessary assurance about whether the
separate financial statements are free of material misstatement and, taken as a whole, are
presented fairly. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by the directors. We believe that
our audit provides a reasonable basis for our opinion.

For the opinion on the separate financial statements of the prior year, which are presented for
comparative purposes, reference is made to our report dated 12 April 2012.

In our opinion, the separate financial statements of Telecom Italia SpA as of 31 December
2012 comply with the International Financial Reporting Standards, as adopted by the
European Union, and with the regulations issued to implement article 9 of Legislative Decree
No. 38/2005; accordingly, they have been prepared clearly and give a true and fair view of the
financial position, result of operations and cash flows of Telecom Italia SpA for the year then
ended.

PricewaterhouseCoopers SpA

Sede legale e amministrativa: Milano 20149 Via Monte Rosa 91 Tel. 0277851 Fax 027785240 Cap. Soc. 3.754.400,00 Euro i.v., C.F. e PIVA e
Reg. Imp. Milano 12979880155 Iscritta al n. 43 dell'’Albo Consob - Altri Uffici: Bari 70124 Via Don Luigi Guanella 17 Tel. 0805640211 —
Bologna Zola Predosa 40069 Via Tevere 18 Tel. 0516186211 — Breseia 25123 Via Borgo Pietro Wuhrer 23 Tel. 0303607501 — Catania 95129
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The directors of Telecom Italia SpA are responsible for the preparation of the report on
operations and the report on corporate governance and ownership structure published on the
corporate website of Telecom Italia SpA, section Corporate, menu Governance, in accordance
with the applicable laws and regulations. Our responsibility is to express an opinion on the
consistency of the report on operations and of the information referred to in paragraph 1,
letters c), d), f), 1), m), and paragraph 2, letter b), of article 123-bis of Legislative Decree No.
58/98 presented in the report on corporate governance and ownership structure, with the
financial statements, as required by law. For this purpose, we have performed the procedures
required under Italian Auditing Standard 1 issued by the Italian Accounting Profession
(Consiglio Nazionale dei Dottori Commercialisti ¢ degli Esperti Contabili) and recommended
by Consob. In our opinion, the report on operations and the information referred to in
paragraph 1, letters c), d), f), 1), m) and paragraph 2, letter b), of article 123-bis of Legislative
Decree No. 58/98 presented in the report on corporate governance and ownership structure
are consistent with the separate financial statements of Telecom Italia SpA as of 31 December
2012.

Milan, 25 March 2013

PricewaterhouseCoopers SpA

Signed by

Paolo Caceini
(Partner)

This report is an English translation of the original audit report, which was issued in Italian. This
report has been prepared solely for the convenience of international readers.


















¢ Dates

* Name and address of
employer

¢ Type of business or
sector

¢ Occupation or position
held

* Principali mansioni e
responsabilita

Education and training

* Dates

* Name and type of
organization providing
education and training

* Title of qualification
awarded

e Dates

* Name and type of
organization providing
education and training

¢ Title of qualification
awarded

* Dates

* Name and type of
organization providing
education and training

* Title of qualification
awarded

e Dates

¢ Name and type of
organization providing
education and training
* Title of qualification
awarded

* Dates

¢ Name and type of
organization providing
education and training
« Title of qualification

awarded

Personal skills and
competence

MOTHERTONGE

OTHER LANGUAGE
* Reading skills
e Writing skills
* Verbal skills

OTHER LANGUAGE

Other information

From May 1991 to January 1994

La Cicogna Srl - Rome, 00100 - Via Boccea, 496
Sales in children’s fashion.

Fixed-term employee.

0  Assistance to the “marketing and programming” team for the budget period
(annual and interim), for company programming and control, preparation of Profit
Plan (Budget and financial review) and market estimates (so-called market
potential)

January 1999
Ministry of Justice.

Auditor. Registered in the n. 10429

From September 1996 to June 1997
Universita degli Studi in Rome, Tor Vergata.

MBA in Labor Law.

April 1995
I'Universita degli Studi in Rome, "La Sapienza".

Qualified Chartered accountant Register no. AA_005872.
July 1994

I'Universita degli Studi in Rome, "La Sapienza".

Degree in Economics with a thesis on labor laws: “Professionalism and application of
collective agreement”, supervisor Prof. Pasquale Sandulli. Final mark 100/110.

July 1986
Collegio Nazareno in Roma.

Degree in Science education

Italian

ENGLISH
Good
Good
Good

French
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* Reading skills  Sufficient
* Writing skills  Sufficient
* Verbal skills  Sufficient

SociALsKILLs  Excellent interpersonal skills and teamwork learned at all levels of education and
AND COMPETENCES ~ Workplace.
Excellent working relationships with clients and colleagues.
Easily adaptable to different business environments.
Excellent skills in planning and managing projects and assigned responsibilities

TeECHNICAL SKILLS  Excellent knowledge of international accounting standards, auditing standards and

AND COMPETENCES ~ tax laws.
Excellent knowledge of Windows ® 7 operating system (and earlier) and its
applications.
Frequent use of MAC OS X system.
Excellent command in financial management and accounting processing programs
such as Zucchetti, Oliamm Engisanita, Sispac, Teamsyistem.
Excellent command of internet

DRIVING LICENCE ~ Cat. B.

| authorize the use of my personal data contained in this document in compliance with
Legislative Decree 196/03

2013 Employee Share Ownership Plan - related and consequent
resolutions, including authorization to increase share capital for cash
and free of charge for a total sum of 39,600,000 euros

Dear Shareholders,

we submit the “2013 Employee Share Ownership Plan” (the “2013 Plan”) for your approval.

As described in the information document made available at the offices of the Company and on the
website www.telecomitalia.com, the 2013 Plan, like the previous plan launched by the Company in
2010, consists of the offer to subscribe to Telecom ltalia ordinary shares, for cash, at a discounted price
compared to the market price, reserved to employees of the Telecom lItalia Group, with the possibility of
payment in whole or in part by instalments deducted from salary, and a further free assignment of
ordinary shares, subject to retention of ownership of the subscribed shares for one year and continuing
employment with a Telecom lItalia Group company.

More specifically, the essential terms of the 2013 Plan may be summarised as follows:

Purpose

The purpose of the 2013 Plan is to give Group employees the option to invest in Company shares, to
increase their motivation to achieve corporate objectives and to strengthen their feeling of being part of
the business.

Beneficiaries

The 2013 Plan is reserved to people who are employees of Telecom lItalia or its Italy-based subsidiaries
with a permanent contract (the “Employees”).

Re

The 2013 Plan consists in the offer to the Employees of the possibility of subscribing ordinary Telecom
Italia shares at a price discounted by 10% compared with the average of market prices for the previous
month (calculated according to the methods which shall be best determined by the Board of Directors at
the implementation stage) and in any event not below par value, up to a maximum limit of countervalue
of 10,000 euros per person, subject to a maximum total amount of 54,000,000 ordinary shares. In the
event that such capital increase should be insufficient to satisfy all subscription requests, the newly
issued shares shall be distributed proportionately among all the subscribers, ensuring them full equality
of treatment.

Other information Motions for resolutions | 464


http://www.telecomitalia.com/

Subscribers who have held the purchased shares for a period of one year, subject to their retaining the
status of Employees, shall receive ordinary shares of the Company free of charge allotted to them at a
ratio of one free share (the “Bonus Share”) for every 3 shares subscribed for cash.

Limits and restrictions on shares

The shares subscribed and the Bonus Shares shall have full entitlement to dividends as of the time of

issuance. No lock-up of the shares is provided for, without prejudice to the fact that the 2013 Plan will

observe the conditions for access to the favourable tax regime pursuant to article 51 of the Consolidated

Income Tax Act, as provided for broad-based share ownership plans, and that sale of the shares within

three years of the subscription (of the shares for cash) or of the allocation (of the Bonus Shares) shall

entail forfeiture of the respective benefit by the Employee.

Methods of implementation

To service the 2013 Plan, we are therefore submitting for your approval the granting to the Board of

Directors, pursuant to Article 2443 of the Italian Civil Code and for a period of five years as of the date of

today’s resolution, of the authority to increase the share capital as follows:

e for cash, by the issue of a maximum of 54,000,000 new ordinary shares of 0.55 euros par value
each, with regular dividend entitlement, excluding the right of pre-emption pursuant to article 2441,
subsection 8, of the Italian Civil Code, to be reserved for a part of the employees who are
beneficiaries of the “2013 Employee Share Ownership Plan”, and then, subsequently

e by the allocation of profits pursuant to Article 2349 of the Italian Civil Code, with the issue of
ordinary shares in the number necessary for the allocation of one free share for every three shares
subscribed for cash, as described above, by employee beneficiaries of the "2013 Employee Share
Ownership Plan," subject to the terms and conditions and by the methods specified therein.

subject to the possibility for the Board of Directors, if it is deemed necessary or appropriate, to satisfy
the demand for matching shares, in whole or in part, by the use of treasury shares in the Company's
portfolio or by payment of an equivalent. The Board of Directors therefore also asks the Shareholders’
Meeting for authorisation to dispose of the aforementioned treasury shares.
With respect to the capital increase for cash, the Board of Directors shall be assigned the right to
determine the amount of share premium for the new shares, which shall be issued applying a discount
of 10% compared with the average of the market prices for the month preceding the offer (calculated
according to the methods which shall be best determined by the Board of Directors at the
implementation stage), and in any event at not below par value. Regarding the share issues to be carried
out by allocation of the profits, the power to identify, in due course, the profits and/or retained profits to
be used for this purpose, shall be assigned to the Board of Directors, with a mandate to make the
appropriate changes to the accounts consequent on the issue operations, in accordance with the legal
provisions and the accounting principles that are applicable in each case.

In relation to the proposed resolutions authorising an increase in the share capital (which result in a

maximum theoretical dilution of 0.37% of the total share capital and 0.53% of ordinary shares only at

December 31, 2012), shareholders who do not vote in favour of these proposals do not have the right

of withdrawal.

While you are invited to refer to the information document analytically explaining the initiative, the

proposed resolution for the Shareholders’ Meeting to approve the 2013 Employee Share Ownership

Plan and the related mandates to increase the share capital is reproduced below, with a comparison of

the current version of article 5 and the revised version incorporating the proposed amendments.

In view of all this, the Board of Directors submits for your approval the following
Proposed Resolution
The Shareholders’ Meeting of Telecom lItalia S.p.A.,
e having examined the descriptive report by the Board of Directors (the “Report”);
e given the statement by the Board of Statutory Auditors that the current share capital has been fully
paid in
e having taken note of the information document on the initiative prepared for disclosure purposes,
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resolves

1. to approve the “2013 Employee Share Ownership Plan” in the general terms set out in the Report,
as well as the information document prepared for disclosing the initiative (the “2013 Plan”);

2. to confer on the Board of Directors all powers necessary or expedient for implementing the 2013
Plan, making any changes and/or additions to it that prove necessary for the implementation of
what has been resolved, including for the purposes of compliance with any applicable regulatory
provision, including authorisation to assign ordinary treasury shares in the Company portfolio free of
charge”;

3. to attribute to the Board of Directors, pursuant to article 2443 of the Italian Civil Code, for a period

of five years from the date of this resolution, the right to increase the share capital to service the
implementation of the “2013 Employee Share Ownership Plan,” (i) by the issuance for cash of a
maximum of 54,000,000 new ordinary shares with a par value of 0.55 euros each, and as such for
a nominal amount no greater than 29,700,000 euros, regular dividend entitlement, excluding the
right of pre-emption pursuant to article 2441, subsection 8, of the Italian Civil Code, to be reserved
for the respective beneficiaries, and therefore subsequently (ii) for the maximum amount of
9,900,000 euros by the allocation of the corresponding maximum amount of profits pursuant to
article 2349 of the Italian Civil Code, by issue of a sufficient number of ordinary shares for the
allocation of one free share for every three shares subscribed for cash, as above, by employees in
the “2013 Employee Share Ownership Plan,” subject to the terms and conditions and by the
methods specified therein.
With respect to the capital increase for cash, the Board of Directors shall set the subscription price
(including any premium) in accordance with the “2013 Employee Share Ownership Plan”, and it
shall also set suitable time limits for its subscription, providing that, if the increase resolved is not
fully subscribed within that time limit, the capital will be increased by an amount equal to the
subscriptions received up to such time. Regarding the increase in capital to be made available by
allocation of the profits, the Board of Directors shall have the right to proceed to properly identify
the profits and/or retained profits according to the last properly approved financial statements to
be used for this purpose, with a mandate to make the appropriate changes to the accounts
consequent on the issue operations, in accordance with the legal provisions and the accounting
principles that are applicable in each case;

4. toamend article 5 of the bylaws as follows:

CURRENT TEXT PROPOSED TEXT

5.1 - The subscribed and fully paid-up share capital shall be
equal to 10,693,628,019.25 euros, divided into
13,416,839,374 ordinary shares with a par value of 0.55 Unchanged.
euros each and 6,026,120,661 savings shares with a par
value of 0.55 euros each.

5.2 - In resolutions to increase the share capital by issuing
shares for cash, the right of pre-emption may be excluded
for up to a maximum of ten per cent of the previously

existing capital, provided the issue price corresponds to the Unchanged.
market value of the shares and this is confirmed in a report
prepared by the firm appointed as external auditor.
5.3 - The allocation of profits to employees of the Company
or subsidiaries shall be allowed, in the legal terms and
Unchanged.

manner, by means of the issue of shares pursuant to
subsection 1 of Art. 2349 of the Italian Civil Code.
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5.4 - For five years starting from April 29, 2010 the Directors
may increase the share capital to service the “2010-2015
Long Term Incentive Plan”, as approved by the Company
Shareholders’ Meeting of 29 April 2010, up to a maximum
amount of 5,000,000 euros by the allocation of the
corresponding maximum amount of profits pursuant to Art.
2349 of the Civil Code, by the issue of new ordinary shares
with a par value of 0.55 euros each, with regular dividend
entitlement, in the number necessary for the allocation of
one free share for each share subscribed for cash by
employee beneficiaries of the “2010-2015 Long Term
Incentive Plan”, within the time periods and under the terms
and conditions provided for therein.

Unchanged.

5.5 - For five years starting from April 12, 2011 the Directors
may increase the share capital to service the “2011 Long
Term Incentive Plan” as follows, as approved by the Meeting
of the Shareholders’ of the Company of that date:

- (i) for cash, by the issue of new ordinary shares of 0.55
euros par value each, with regular dividend
entitlement, up to a maximum amount of 5,000,000
euros, excluding the right of pre-emption pursuant to
article 2441, subsection 8, of the Civil Code, and of
article 134, subsection 2, of legislative decree no.
58/1998, to be reserved for some of the employees
who are beneficiaries of the “2011 Long Term
Incentive Plan” as previously identified by the Board of
Directors of the Company, and then, subsequently (ii)
for a maximum amount of 5,000,000 euros by
allocation of the corresponding maximum amount of
profits or retained profits pursuant to article 2349 of
the Civil Code, by the issue of a sufficient number of
ordinary shares for the allocation of one free share for
every paid share subscribed, as above, subject to the
terms and conditions and by the methods specified in Unchanged.
the “2011 Long Term Incentive Plan”;

- for a maximum amount of 5,500,000 euros by
allocation of the corresponding maximum amount of
profits or retained profits pursuant to article 2349 of
the Civil Code, by the issue of ordinary shares reserved
for some of the employees who are beneficiaries of the
“2011 Long Term Incentive Plan” as previously
identified by the Board of Directors of the Company,
subject to the terms and conditions and by the
methods specified in the “2011 Long Term Incentive
Plan”.

With respect to the capital increase for cash, the Board of
Directors shall set the subscription price (including any
premium) in accordance with the “2011 Long Term Incentive
Plan,” and it shall also set suitable time limits for its
subscription, providing that, if the increase resolved is not
fully subscribed within that time limit, the capital will be
increased by an amount equal to the subscriptions received
up to such time.

5.6 - For five years starting from May 15, 2012 the Directors
may increase the share capital to service the “2012 Long
Term Incentive Plan” as follows, as approved by the Meeting
of the Shareholders’ of the Company of that date:

- (i) for cash, by the issue of new ordinary shares of 0.55
euros par value each, with regular dividend
entitlement, up to a maximum amount of 5,500,000 Unchanged.
euros, excluding the right of pre-emption pursuant to
article 2441, subsection 8, of the Civil Code, and of
article 134, subsection 2, of legislative decree no.
58/1998, to be reserved for some of the employees
who are beneficiaries of the “2012 Long Term
Incentive Plan” as previously identified by the Board of
Directors of the Company, and then, subsequently (ii)
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for a maximum further amount of 5,500,000 euros by
allocation of the corresponding maximum amount of
profits or retained profits pursuant to article 2349 of
the Civil Code, by the issue of a sufficient number of
ordinary shares for the allocation of one free share for
every paid share subscribed, as above, subject to the
terms and conditions and by the methods specified in
the “2012 Long Term Incentive Plan”;

- for a maximum amount of 4,000,000 euros by
allocation of the corresponding maximum amount of
profits or retained profits pursuant to article 2349 of
the Civil Code, by the issue of ordinary shares reserved
for some of the employees who are beneficiaries of the
“2012 Long Term Incentive Plan” as previously
identified by the Board of Directors of the Company,
subject to the terms and conditions and by the
methods specified in the “2012 Long Term Incentive
Plan”.

With respect to the capital increase for cash, the Board of
Directors shall set the subscription price (including any
premium) in accordance with the “2012 Long Term Incentive
Plan,” and it shall also set suitable time limits for its
subscription, providing that, if the increase resolved is not
fully subscribed within that time limit, the capital will be
increased by an amount equal to the subscriptions received
up to such time.

5.7 - For five years starting from April 17, 2013 the Directors
may increase the share capital as follows:

—  to service the implementation of the “2013 Employee
Share Ownership Plan,” as approved by the
Shareholders’ Meeting on April 17, 2013, (i) by the
issuance for cash of a maximum of 54,000,000 new
ordinary shares with a par value of 0.55 euros each,
and as such for a nominal amount no greater than
29,700,000 euros, regular dividend entitlement,
excluding the right of pre-emption pursuant to article
2441, subsection 8, of the Italian Civil Code, to be
offered to the employees who are beneficiaries of the
"2013 Employee Share Ownership Plan", and
subsequently (i) for the maximum amount of
9,900,000 euros by the allocation of the corresponding
maximum amount of profits pursuant to article 2349 of
the Italian Civil Code, by the issue of a sufficient
number of new ordinary shares with a par value of
€0.55 euros each, with regular dividend entitlement,
necessary for the allocation of one free share for every
three shares subscribed for cash, as above, by the
employees who are beneficiaries of the “2013
Employee Share Ownership Plan,” subject to the terms
and conditions and by the methods specified therein.

With respect to the capital increase for cash, the Board of
Directors shall set the subscription price (including any
premium) in accordance with the “2013 Employee Share
Ownership Plan”, and it shall also set suitable time limits for
its subscription, providing that, if the increase resolved is
not fully subscribed within that time limit, the capital will be
increased by an amount equal to the subscriptions received
up to such time.

5.7 - For five years starting from April 8, 2009 the Directors
may increase the share capital in one or more tranches by
up to a maximum total amount of 880,000,000 euros by the
issue, with or without a share premium, of up to a maximum
of 1,600,000,000 ordinary shares with a par value of 0.55
euros each

(i) to be offered with the right of pre-emption to persons
having entitlement; including just a part thereof,

(ii) to be offered for subscription to employees of
Telecom lItalia S.p.A. and its subsidiaries with the

Renumbered
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exclusion of the right of pre-emption pursuant to the
combined effects of the last subsection of Article
2441 of the Civil Code and Article 134, subsection 2,
of Legislative Decree 58/1998.

5.8 - Resolutions to increase the share capital adopted by
the Board of Directors in exercising the powers attributed
above shall set the subscription price (including any
premium) and a time limit for the subscription of the shares;
they may also provide, in the event that the increase Renumbered
approved is not fully subscribed within the time limit
established for each issue, for the capital to be increased by
an amount equal to the subscriptions received up to such
time.

5.9 - The Board of Directors may issue, in one or more
tranches and for up to a maximum of five years from 8 April
2009, bonds convertible into ordinary shares to be offered Renumbered
with the right of pre-emption to persons having entitlement
up to a maximum nominal amount of 1,000,000,000 euros.

5. to confer on the Board of Directors, and, on behalf thereof, on the legal representatives pro
tempore of the company, jointly or severally, all the powers necessary to:

— make the changes required on a case by case basis to article 5 of the Company Bylaws
that are consequent to the resolutions, and the execution and completion of the increases
in share capital described above, and to that end meet all the obligations and ensure the
advertising required by the regulations;

— to complete all the necessary formalities for the adopted resolutions to be entered in the
Business Register, accepting and introducing into said resolutions the amendments,
additions or deletions of non-substantial parts that might be requested by the competent
authorities, as well as all the powers necessary for legal and regulatory compliance deriving
from the resolutions adopted.
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Glossary

2G (second-generation Mobile System). Second-generation protocols using digital encoding and
including GSM, D-AMPS (TDMA) and CDMA. 2G networks are in current use all over Europe and other
parts of the world. These protocols support high bit rate voice and limited data communications. 2G
networks technology offer auxiliary services such as data, fax and SMS. Most 2G protocols offer different
levels of encryption.

3G (third-generation Mobile System). Third-generation wireless service, designed to provide high data
speeds, always-on data access, and greater voice capacity. 3G networks technology provide to transfer
both voice data services (telephony, messaging) and non-voice data (such as downloading Internet
information, exchanging email, and instant messaging). The high data speeds, measured in Mbps, are
significantly higher than 2G and, 3G networks technology enable full motion video, high-speed internet
access and video-conferencing. 3G technology standards include UMTS, based on WCDMA technology
(quite often the two terms are used interchangeably) and CDMA2000.

ADR (Agreement concerning the international carriage of Dangerous goods by Road). Rules
governing the carriage of dangerous goods by road.

ADS (American Depositary shares)/ ADR (American Depositary Receipt). Used for the listing of
Telecom lItalia ordinary and savings shares on the NYSE (New York Stock Exchange). Ordinary ADS
represent 10 ordinary shares of Telecom Italia. Savings ADS represent 10 savings shares of Telecom
Italia.

ADSL (Asymmetric Digital Subscriber Line). A modem technology which converts existing twisted-pair
telephone lines into access paths for multimedia and high-speed data communications. ADSL can
transmit up to 6 Mbps to a subscriber, and as much as 832 Kbps or more in both directions. Such rates
expand existing access capacity by a factor of 50 or more without new cabling.

Backbone. Network portion with the highest traffic intensity and from which the connections for services
in the local areas depart.

Bitstream. Wholesale Broadband access service which consists of supplying an access to XDSL Telecom
Italia network and a transmission capacity to the network of another OLO.

BroadBand services. Services characterized by a transmission speed of 2 Mbit/s or more. According to
international standards, these services are divided into two categories: (i) Interactive services, including
videotelephone/videoconferencing (both point-to-point and multipoint); videomonitoring; interconnection
of local networks; file transfer; CAD; highspeed fax; e-mail for moving images or mixed documents;
broadband videotex; Video on demand; retrieval of sound programs or fixed and moving images; and (ii)
Broadcast services, such as sound programs, television programs (including high-definition TV and pay
TV) and selective document acquisition.

Broadcast.Simultaneous transmission of information to all nodes and terminal equipment of a network.
BSS (Business Support System).The system used by network operators to manage business operations
such as billing, sales management, customer-service management and customer databases. A type of
Operations Support System (0SS).

Bundle. Commercial offer including different telecommunication services (voice, BroadBand Internet,

IPTV, other) by an operator with only one commercial brand. Bundle Dual Play includes fixed
telecommunication services and BroadBand internet; bundle Triple Play is the “bundle dual play”
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integrated by IPTV; bundle Quadruple Play is the “bundle triple play” integrated by mobile
telecommunication services.

Carrier. Company that makes available the physical telecommunication network.
CDP (Carbon Disclosure Project). An international initiative that encourages companies to focus on
deal with the risks and emerging opportunities of climate change.

CLG (Corporate Leaders Group) - EU CLG. The European Corporate Leaders Group, coordinated by
Cambridge University.

C02 - Carbon dioxide. Carbon dioxide, one of the most important greenhouse gases. Attributable to
industrial processes as a product of combustion, in particular from the use of fossil fuels.

Cogeneration. Cogeneration is the joint production of usable electrical (or mechanical) and heat energy
drawn from the same primary source. Cogeneration, using the same fuel for two different uses, aims at a
more efficient use of primary energy, with respective financial savings, above all in those production
processes where the electricity and thermal extraction take place contemporaneously.

Co-siting. Agreements to share technological sites (for Telecommunications, specifically, sites of access
to the network and passive infrastructure) by several operators in order to achieve a more efficient use
of the network infrastructure in urban and rural areas.

CPS (Carrier Pre-selection). Permits a customer to pre-select another operator as an alternative to
Telecom ltalia without dialing an identifying code.

Digital. A mode of representing a physical variable such as speech using digits O and 1 only. The digits
are transmitted in binary form as a series of pulses. Digital networks are rapidly replacing the older
analog ones. They allow for higher capacity and higher flexibility through the use of computer-related
technology for the transmission and manipulation of telephone calls. Digital systems offer lower noise
interference and can incorporate encryption as a protection from external interference.

Digital Terrestrial TV. Digital Terrestrial Television Broadcasting is a new type of broadcasting
technology that provides a more effective way of transmitting television services using a digital system
instead of the existing analogue system.

DSLAM (Digital Subscriber Line Access Multiplexer). Digital Subscriber Line Access Multiplexer: The
DSLAM denotes a telecommunications equipment to process digital signals of various clients and
multiply them in a data link to the nodes of the Internet.

DSL Network (Digital Subscriber Line Network). A network built on existing telephone lines with DSL
technology devices which use sophisticated modulation schemes to pack data onto copper wires for
connections from a telephone switching station to a home or office.

DVB - H (Digital Video Broadcasting - Handheld). DVB - H technology combines digital video with the
Internet Protocol (IP): contents are subdivided into packets using the same basic technology employed
by the Internet. The use of IP technology allows the transmission of TV and radio programs, web pages,
music and video games to smartphones/PDA’s.

EEB (Energy Efficiency in Buildings). An international initiative promoted by WBCSD for research into
the energy efficiency of buildings.

EFFC (Extraction Full Free Cooling). A system of cooling intended to reduce consumption without the

use of greenhouse gases. EFFC is based on the principle of Free Cooling (forced ventilation without the
use of air-conditioning), associated with a system for extracting the hot air produced by the equipment,
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and the further (adiabatic) cooling of the incoming air, achieved by using an area with a high
concentration of vaporized water.

EMS (Environmental Management Systems). Environmental Management Systems contribute to the
management, in a sustainable way, of the production and support processes, and are a stimulus to
continuous improvement in environmental performance in that they are instruments for ensuring the
effective management, prevention and continuous reduction of environmental impact in the field of
working processes.

EPS (External Power Supplies).External power supplies for equipment.

EuP (Energy-using Products). Within the scope of the Directive for the eco-compatible design of
products which consume energy (Eco-design Directive for Energy-using Products 2005/32/EC), the
regulatory framework has been defined to which producers of energy-using products (EuP) must comply,
from the design phase onwards, to increase energy efficiency and reduce the negative environmental
impact of their products.

FFC - Full Free Cooling. A system of cooling based on the use of forced ventilation in order to reduce
energy consumption.

FSC (Forest Stewardship Council). The Forest Stewardship Council is an international non-
governmental, non-profit organization. FSC is an internationally recognized system of forestry
certification. The purpose of the certification is to ensure proper forestry management and the
traceability of derivative products. The FSC logo ensures that the product has been created with raw
materials originating in properly managed forests according to the principles of the two main standards:
forestry management and the chain of custody. The FSC certification scheme is third party and
independent.

FTT HOME, FTT CURB. FTT (Fiber to the ...) .It is the term used to indicate any network architecture
that uses fiber optic cables in partial or total substitution of traditional copper cables used in
telecommunications networks. The various technological solutions differ in the point of the distribution
network where the fiber connection is made, with respect to the end-user. In the case of FTT Curb (Fiber
to the Curb) the fiber arrives at the apparatus (distribution cabinet) located on the pavement, from
where copper connections are run to the customer; in the case of FTTHome (Fiber to the Home), the
fiber terminates inside the home of the customer.

GRI (Global Reporting Initiative).

GSM (Global System for Mobile Communication). A standard for digital cellular telephony used in the
world and working on 900MHz and 1800MHz band.

HCFC (Hydrochlorofluorocarbons). Hydrochlorofluorocarbons: chemical molecules mainly used in
cooling plants to replace chlorofluorocarbons, which have been banned by the Montreal protocol, thanks
to their relatively limited ozone-depleting effect (approximately 10% of the ozone-depleting rating of
CFC).

HFC (Hydrofluorocarbons). Hydrofluorocarbons: compound molecules used in cooling equipment. They
are part of the family of greenhouse gases. They do not cause ozone depletion.

Home Access Gateway - Access Gateway - Home gateway - Residential Gateway. A residential
gateway is a home networking device, used as a gateway to connect devices in the home to the Internet

or other WAN.

HSDPA (High-Speed Downlink Packet Access/UMTS Hi Speed - Universal Mobile
Telecommunications System). UMTS evolution allows broadband connections up to 3.6 Mbps.
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Useful information

Free copies of this report and the Annual Report on Corporate Governance and the Compensation
Report can be obtained by:

Calling Free Number 800-020220 (for calls inside Italy)
or +39 011-2293603 (for calls outside Italy)
providing information and assistance to shareholders

E-mail ufficio.soci@telecomitalia.it

Internet Users can access the 2012 Annual Report, the Annual Report on Corporate
Governance and the Compensation Report at the following URL:
www.telecomitalia.com
They can also obtain information about Telecom Italia and its products and
services at the following URL: www.telecomitalia.it

Investor Relations  +39 02 85954131
+39 02 85954132 (fax)

investor_relations@telecomitalia.it

TELECOM ITALIA

Registered Office Piazza degli Affari 2 - Milan

Headquarters and Secondary Office in Corso d’ltalia 41 - Rome

PEC (Certified Electronic Mail) box: telecomitalia@pec.telecomitalia.it
Share Capital 10,693,628,019.25 euros, fully paid up

Tax Code/VAT no. and Milan Companies Register file no. 00488410010
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